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Condensed Consolidated Statements of Earnings
3

Condensed Consolidated Statements of Comprehensive Income
4

Condensed Consolidated Statements of Cash Flows

5

Notes to Condensed Consolidated Financial Statements

licon and software products that meet customer needs while achieving acceptable margins. If we fail to introduce these

new products in a timely manner or these products fail to achieve market acceptance. our operating results would be
harmed.

The introduction of new silicon and software products in a dynamic market environment presents significant business challenges. Product
development commitments and expenditures must be made well in advance of product sales. The market reception of new products depends on
accurate projections of long-term customer demand. which by their nature are uncertain.

Our future revenue growth is dependent on market acceptance of our new silicon and software product families and the continued market
acceptance of our current products. The success of these products is dependent on a variety of specific technical factors including:

successful product definition:

timely and efficient completion of product design:

timely and efficient implementation of wafer manufacturing and assembly processes;

product performance:

product cost: and

the quality and reliability of the product.

If. due to these or other factors. our new silicon and software products do not achieve market acceptance. our operating results would be
harmed.

Our products may not be competitive if we are unsuccessful in migrating our manufacturing processes to more advanced technologies
or alternative fabrication facilities.

To develop new products and maintain the competitiveness of existing products. we need to migrate to more advanced wafer manufacturing
processes that use larger wafer sizes and smaller device geometries. We also may need to use additional foundries. Because we depend upon
foundries to provide their facilities and support for our process technology development. we may experience delays in the availability of
advanced wafer manufacturing process technologies at existing or new wafer fabrication facilities. As a result. volume production of our
advanced process technologies at the fabs of Seiko Epson. United Microelectronics Corporation. which we refer to in this prospectus as UMC.
Chartered Semiconductor or future foundries may not be achieved. This could harm our operating results.

In late 2001. UMC informed us that as part of an overall capacity rationalization they were planning to close certain of their fabrication
facilities. We were developing an advanced wafer manufacturing process at one of the UMC fabs that has been closed. With UMC's support. we
have transferred this process to another UMC fab. However. as a result. our new product introduction schedules were delayed. This could harm

Explanation of Responses: 3
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our operating results.

O8]

Our marketable securities, which we hold for strategic reasons. are subject to equity price risk and their value may fluctuate.

Currently we hold substantial equity in UMC. which we acquired as part of a strategic investment to obtain certain manufacturing rights.
The market price and valuation of these equity shares has fluctuated widely due to market and other conditions over which we have little control.
During the vear ended December 31. 2001. we recorded a $152.8 million pre-tax impairment loss related to this investment. In the future. UMC
shares may continue to experience significant price volatility. In the second quarter of 2002. we sold a portion of our UMC shares. but have
otherwise not attempted to reduce or eliminate this equity price risk through hedging or similar techniques and hence substantial. sustained
changes in the market price of UMC shares could impact our financial results. To the extent that the market value of our UMC shares
experiences a significant decline for an extended period of time. our net income could be reduced.

Our future quarterly operating results may fluctuate and therefore may fail to meet expectations.

Our quarterly operating results have fluctuated and may continue to fluctuate. Consequently. our operating results may fail to meet the
expectations of analysts and investors. As a result of industry conditions and the following specific factors. our quarterly operating results are
more likely to fluctuate and are more difficult to predict than a typical non-technology company of our size and maturity:

general economic conditions in the countries where we sell our products:

conditions within the end markets into which we sell our products:

the cyclical nature of demand for our customers' products:

excessive inventory accumulation by our end customers:

the timing of our and our competitors' new product introductions:

product obsolescence:

the scheduling. rescheduling and cancellation of large orders by our customers:

our ability to develop new process technologies and achieve volume production at the fabs of Seiko Epson. UMC. Chartered
Semiconductor or at other foundries:

changes in manufacturing yields:

adverse movements in exchange rates. interest rates or tax rates: and

the availability of adequate supply commitments from our wafer foundries and assembly and test contractors.
As a result of these factors. our past financial results are not necessarily a good predictor of our future results.

Our stock price may continue to experience large fluctuations.

Explanation of Responses: 4
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In recent years. the price of our common stock has fluctuated greatly. These price fluctuations have been rapid and severe and have left
investors little time to react. The price of our common stock may continue to fluctuate greatly in the future due to a variety of company specific
factors. including:

quarter-to-quarter variations in our operating results:

shortfalls in revenue or earnings from levels expected by securities analysts: and

announcements of technological innovations or new products by other companies.

4

Presently. our stock price is trading near our consolidated book value. A sustained decline in our stock price may result in a write-off of
goodwill.

Our wafer supply may be interrupted or reduced. which may result in a shortage of finished products available for sale.

We do not manufacture finished silicon wafers. Currently. substantially all of our silicon wafers are manufactured by Seiko Epson in Japan,
UMC in Taiwan and Chartered Semiconductor in Singapore. If Seiko Epson. through its U.S. affiliate. Epson Electronics America, UMC or
Chartered significantly interrupts or reduces our wafer supply. our operating results could be harmed.

In the past. we have experienced delays in obtaining wafers and in securing supply commitments from our foundries. At present. we
anticipate that our supply commitments are adequate. However, these existing supply commitments may not be sufficient for us to satisfy
customer demand in future periods. Additionally. notwithstanding our supply commitments we may still have difficulty in obtaining wafer
deliveries consistent with the supply commitments. We negotiate wafer prices and supply commitments from our suppliers on at least an annual
basis. If any of Seiko Epson. Epson Electronics America. UMC or Chartered Semiconductor were to reduce its supply commitment or increase
its wafer prices. and we cannot find alternative sources of wafer supply. our operating results could be harmed.

Many other factors that could disrupt our wafer supply are beyond our control. Since worldwide manufacturing capacity for silicon wafers
is limited and inelastic., we could be harmed by significant industry-wide increases in overall wafer demand or interruptions in wafer supply.
Additionally. a future disruption of Seiko Epson's. UMC's or Chartered Semiconductor's foundry operations as a result of a fire. earthquake or
other natural disaster could disrupt our wafer supply and could harm our operating results.

If our foundry partners experience quality or vield problems. we may face a shortage of finished products available for sale.

We depend on our foundries to deliver reliable silicon wafers with acceptable yields in a timely manner. As is common in our industry. we
have experienced wafer vield problems and delivery delays. If our foundries are unable for a prolonged period to produce silicon wafers that
meet our specifications. with acceptable yields. our operating results could be harmed.

The majority of our revenue is derived from products based on a specialized silicon wafer manufacturing process technology called
E2CMOS®. The reliable manufacture of high performance E2CMOS semiconductor wafers is a complicated and technically demanding process
requiring:

a high degree of technical skill:

state-of-the-art equipment:

the absence of defects in the masks used to print circuits on a wafer:

the elimination of minute impurities and errors in each step of the fabrication process: and
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effective cooperation between us and the wafer supplier.

As a result. our foundries may experience difficulties in achieving acceptable quality and vield levels when manufacturing our silicon
wafers.

I

If our assembly and test contractors experience quality or vield problems. we may face a shortage of finished products available for sale.

We rely on contractors to assemble and test our devices with acceptable quality and yield levels. As is common in our industry. we have

experienced quality and yield problems in the past. If we experience prolonged guality or vield problems in the future. our operating results
could be harmed.

The majority of our revenue is derived from semiconductor devices assembled in advanced packages. The assembly of advanced packages
is a complex process requiring:

a high degree of technical skill:

state-of-the-art equipment:

the absence of defects in lead frames used to attach semiconductor devices to the package:

the elimination of raw material impurities and errors in each step of the process: and

effective cooperation between us and the assembly contractor.

As a result. our contractors may experience difficulties in achieving acceptable quality and yield levels when assembling and testing our
semiconductor devices.

Deterioration of conditions in Asia may disrupt our existing supply arrangements and result in a shortage of finished products available
for sale.

All three of our major silicon wafer suppliers operate fabs located in Asia. Our finished silicon wafers are assembled and tested by
independent contractors located in China, Malaysia. the Philippines. South Korea and Taiwan. A prolonged interruption in our supply from any
of these contractors could harm our operating results.

Economic. financial. social and political conditions in Asia have historically been volatile. Financial difficulties. governmental actions or
restrictions. prolonged work stoppages or any other difficulties experienced by our suppliers may disrupt our supply and could harm our
operating results.

Our wafer purchases from Seiko Epson are denominated in Japanese ven. The value of the dollar with respect to the ven fluctuates.
Substantial deterioration of dollar-yen exchange rates could harm our operating results.

Export sales account for a substantial portion of our revenues and may decline in the future due to economic and governmental
uncertainties.

Our export sales are affected by unique risks frequently associated with foreign economies including:
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changes in local economic conditions:

exchange rate volatility:

governmental controls and trade restrictions:

export license requirements and restrictions on the export of technology:

political instability or terrorism;

changes in tax rates. tariffs or freight rates:

interruptions in air transportation: and

difficulties in staffing and managing foreign sales offices.

6

For example. our export sales have historically been affected by regional economic crises. Significant changes in the economic climate in
the foreign countries where we derive our export sales could harm our operating results.

We may not be able to successfully compete in the highly competitive semiconductor industry.

The semiconductor industry is intensely competitive and many of our direct and indirect competitors have substantially greater financial,
technological, manufacturing, marketing and sales resources. If we are unable to compete successfully in this environment, our future results
will be adversely affected.

The current level of competition in the programmable logic market is high and may increase in the future. We currently compete directly
with companies that have licensed our technology or have developed similar products. We also compete indirectly with numerous
semiconductor companies that offer products and solutions based on alternative technologies. These direct and indirect competitors are
established multinational semiconductor companies as well as emerging companies. We also may experience significant competition from
foreign companies in the future.

We may fail to retain or attract the specialized technical and management personnel required to successfully operate our business.

To a greater degree than most non-technology companies or larger technology companies. our future success depends on our ability to
attract and retain highly qualified technical and management personnel. As a mid-sized company, we are particularly dependent on a relatively
small group of key employees. Competition for skilled technical and management employees is intense within our industry. As a result. we may
not be able to retain our existing key technical and management personnel. In addition. we may not be able to attract additional qualified
employees in the future. If we are unable to retain existing key employees or are unable to hire new qualified employees. our operating results
could be adversely affected.

If we are unable to adequately protect our intellectual property rights. our financial results and competitive position may suffer.

Our success depends in part on our proprietary technology. However. we may fail to adequately protect this technology. As a result. we
may lose our competitive position or face significant expense to protect or enforce our intellectual property rights.

We intend to continue to protect our proprietary technology through patents. copyrights and trade secrets. Despite this intention, we may
not be successful in achieving adequate protection. Claims allowed on any of our patents may not be sufficiently broad to protect our
technology. Patents issued to us also may be challenged. invalidated or circumvented. Finally. our competitors may develop similar technology
independently.

Explanation of Responses: 7
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Companies in the semiconductor industry vigorously pursue their intellectual property rights. If we become involved in protracted
intellectual property disputes or litigation we may utilize substantial financial and management resources. which could have an adverse effect on
our operating results.

Our industry is characterized by frequent claims regarding patents and other intellectual property rights of others. We have been. and from
time-to-time expect to be, notified of claims that we are infringing the intellectual property rights of others. If any third party makes a valid
claim against us. we could face significant liability and could be required to make material changes to our products and processes. In response to
any claims of infringement. we may seek licenses under patents that we are alleged to be infringing. However. we may not be able to obtain a
license on favorable terms or without our operating results being adversely affected.

A

DISCL RE REGARDING FORWARD-LOOKING STATEMENT

This prospectus and the documents incorporated by reference contain forward-looking statements within the meaning of Section 27A of the
Securities Act of 1933, as amended. and Section 21E of the Securities Exchange Act of 1934, as amended. Any statements about our
expectations. beliefs. plans. objectives. assumptions or future events or performance are not historical facts and may be forward-looking. We use
words or phrases such as "anticipates." "believes." "estimates." "expects." "intends." "plans." "projects." "may." "will." "should." "continue."

' "o

‘ongoing." "future." "potential" and similar words or phrases to identify forward-looking statements.

Forward-looking statements involve estimates. assumptions. risks and uncertainties that could cause actual results to differ materially from
those expressed in them. Among the key factors that could cause our actual results to differ materially from the forward-looking statements are
delay in product or technology development, change in economic conditions of the various markets we serve. lack of market acceptance or
demand for our new products. dependencies on silicon wafer suppliers and semiconductor assemblers. the impact of competitive products and
pricing. opportunities or acquisitions that we pursue, the availability and terms of financing. and the other risks that are described herein and that
are otherwise described in "Risk Factors" and elsewhere in this prospectus and in our filings with the Securities and Exchange Commission,
incorporated by reference. You should not unduly rely on forward-looking statements because our actual results could materially differ from
those expressed in any forward-looking statements made by us. Further. any forward-looking statement applies only as of the date on which it is
made. We are not required and assume no obligation to update any forward-looking statement or statements to reflect events or circumstances
after the date on which such statement is made or to reflect the occurrence of unanticipated events.

USE OF PROCEEDS
The proceeds received by us upon exercise of the warrant held by the selling security holder will be used for general working capital
purposes. We will not receive any proceeds from the sale of the common stock by the selling security holder.

DIVIDEND POLICY

We have never declared or paid cash dividends on our common stock. Our board of directors currently intends to retain all earnings for use
in our business. Therefore. we do not anticipate declaring or paying any cash dividends on our common stock in the foreseeable future.

8

SELLING SECURITY HOLDER

This prospectus relates to the periodic offers and sales by Bain of up to an aggregate of 256.661 shares of our common stock issuable upon
exercise of a warrant to purchase our common stock.

The following table sets forth the number of shares of our common stock beneficially owned by the selling security holder as of October 23.
2003, and the number of shares to be offered for the account of the selling security holder. No estimate can be given as to the number of shares
that will be held by the selling security holder after completion of this offering because the selling security holder may offer all or some of the
shares and because we are not aware of any agreements. arrangements or understandings with respect to the sale of any of the shares. Except as

Explanation of Responses: 8
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set forth in the footnotes below, the selling security holder has had no position. office or other material relationship with us within the past three
years other than as a result of the ownership of our common stock or other securities of ours.

Number of Shares

Number of Shares Percent of to be Offered
Name of Holder Beneficially Owned(1) Outstanding Shares(1) for Sale Hereby
Bain & Company. Inc.(2) _ 722,721 il 256.661

(3

Less than one percent of our outstanding common stock.

(€D)]
The number and percentage of shares beneficially owned is determined in accordance with Rule 13d-3 of the Exchange Act. The
percentage of beneficial ownership is based on 112.783.701 shares of common stock outstanding on November 13. 2003.

2

Number of shares beneficially owned includes an aggregate of 722.721 shares of common stock issuable upon exercise of warrants
exercisable within 60 days of October 23. 2003. The 256.661 shares of common stock to be offered by Bain hereby are issuable upon
exercise of a warrant, which vests at a rate of 21.388.42 shares on the first day of each month. subject to Bain's continued service as a
consultant to us. The vesting period for the warrant commenced on March 1. 2003. As of October 23. 2003. the warrant was
exercisable for 171.107 shares. Other than the performance of consulting services for us in the ordinary course of business. we do not
have a material relationship with the selling security holder.

PLAN OF DISTRIBUTION

The selling security holder. or its pledgee. donee. transferees or other successors in interest. may sell all or a portion of the shares from time
to time. The selling security holder will act independently of us in making decisions with respect to the timing. manner and size of each sale. The
selling security holder may sell the shares being offered hereby on The Nasdag National Market. or otherwise. at prices and under terms then
prevailing or at prices related to the then current market price. at varying prices or at negotiated prices. The shares may be sold. without
limitation. by one or more of the following means of distribution:

a block trade in which the broker-dealer so engaged will attempt to sell the shares as agent but may position and resell a
portion of the block as principal to facilitate the transaction:

purchases by a broker or dealer as principal and resale by such broker or dealer for its account pursuant to this prospectus:

an over-the-counter distribution in accordance with the rules of The Nasdag National Market:

ordinary brokerage transactions and transactions in which the broker solicits purchasers: and

face-to-face or other direct transactions between the selling security holder and purchasers without a broker or other
intermediary.

To the extent required. this prospectus may be amended and supplemented from time to time to describe a specific plan of distribution.

In effecting sales. brokers or dealers engaged by the selling security holder may arrange for other brokers or dealers to participate in the
resales. Broker-dealers or agents may receive compensation in the form of commissions. discounts or concessions from the selling security
holder in amounts to be negotiated in connection with the sale. These broker-dealers and agents. any other participating broker-dealers or agents.

Explanation of Responses: 9
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and the selling security holder may be deemed to be "underwriters" within the meaning of Section 2(11) of the Securities Act of 1933. as
amended, in connection with these sales. Accordingly. any commission. discount or concession received by them and any profit on the resale of
the shares purchased by them may be deemed to be underwriting discounts or commissions under the Securities Act. Because the selling security
holder may be deemed to be an "underwriter." the selling security holder will be subject to the prospectus delivery requirements of the Securities
Act of 1933. as amended. Additionally. any securities covered by this prospectus that qualify for sale under Rule 144 of the Securities Act of
1933. as amended. may be sold under Rule 144 rather than pursuant to this prospectus.

In connection with distributions of shares or otherwise. the selling security holder may enter into hedging transactions with broker-dealers.
In connection with these transactions. broker-dealers may engage in short sales of the shares registered under this prospectus in the course of
hedging the positions they assume with the selling security holder. The selling security holder may also sell shares short and deliver the shares to
close out these short positions. The selling security holder may also enter into option or other transactions with broker-dealers which require the
delivery to the broker-dealer of the shares registered under this prospectus. which the broker-dealer may resell pursuant to this prospectus. The
selling security holder may also pledge the shares registered under this prospectus to a broker or dealer and upon a default. the broker or dealer
may effect sales of the pledged shares under this prospectus.

We will file a supplement to this prospectus. if required. upon being notified by the selling security holder that any material arrangement
has been entered into with a broker-dealer for the sale of shares through a block trade, special offering. secondary distribution. purchase by a
broker-dealer or otherwise. The supplement will disclose the name of the selling security holder and participating broker-dealers. the number of
shares involved. the price at which the shares were sold. the commissions

10

paid or discounts or concessions allowed to the broker-dealers. and any other facts material to the transaction. We will file a post-effective
amendment to the registration statement. of which this prospectus is a part. to include any material information not previously disclosed. or any
material change. with respect to the plan of distribution.

We have advised the selling security holder that during the time that it may be engaged in a distribution of the shares included under this
prospectus. it is required to comply with Regulation M of the Securities Exchange Act of 1934. as amended. With specified exceptions,
Regulation M precludes the selling security holder, any affiliated purchasers and any broker-dealer or other person who participates in a
distribution from bidding or purchasing, or attempting to induce any person to bid for or purchase any security which is the subject of the
distribution until that entire distribution is complete.

The selling security holder will pay all sales commissions and similar expenses related to the sale of the shares by it. We will pay all
expenses related to the registration of the shares.

We cannot assure you that the selling security holder will sell all or any of the shares of common stock offered pursuant to this prospectus.

ALIDITY OF COMM TOCK

The validity of the issuance of the common stock in this offering will be passed upon for us by Wilson Sonsini Goodrich & Rosati,
Professional Corporation. Palo Alto. California. Larry W. Sonsini. one of our directors. is a member of Wilson Sonsini Goodrich & Rosati and
Chairman of the firm's Executive Management Committee. Mr. Sonsini beneficially owned 51.668 shares of our common stock as of
November 13. 2003, including 40.500 shares subject to options exercisable within 60 days of that date.

EXPERTS
The consolidated financial statements incorporated in this Prospectus by reference to the Annual Report on Form 10-K of Lattice

Semiconductor Corporation for the year ended December 31. 2002, have been so incorporated in reliance on the report of
PricewaterhouseCoopers LLP. independent accountants. given on the authority of said firm as experts in auditing and accounting.

WHERE YOU CAN FIND MORE INFORMATION

Explanation of Responses: 10
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We are subject to the informational requirements of the Securities Exchange Act of 1934, as amended. and. in accordance therewith. file
reports and other information with the Securities and Exchange Commission. Such reports and other information can be inspected and copied at
the Public Reference Section of the Securities and Exchange Commission located at Room 1024, Judiciary Plaza. 450 Fifth Street. N.W..
Washington D.C. 20549. Copies of such material can be obtained from the Public Reference Section of the Securities and Exchange
Commission at prescribed rates. You may obtain information on the operation of the Public Reference Room by calling the Securities and
Exchange Commission at 1-800-SEC-0330. Such material may also be accessed electronically by means of the Securities and Exchange
Commission's home page on the Internet (http://www.sec.gov).

Our common stock is quoted on The Nasdaq National Market under the symbol "LSCC." You may inspect reports and other information
concerning us at the offices of the Nasdag National Market. 1735 K Street. N.W.. Washington. D.C. 20006-1005.

11

INCORPORATI F CERTAIN D MENTS BY REFERENCE

The following documents. which were filed by us with the Securities and Exchange Commission. and any future filings made by us with
the Securities and Exchange Commission under Sections 13(a). 13(c). 14 or 15(d) of the Exchange Act until our offering is complete, are
incorporated by reference into this prospectus:

the description of our common stock contained in our registration statement on Form 8-A. filed on September 27, 1989,
including any amendments or reports filed for the purpose of updating such description:

our Annual Report on Form 10-K for the fiscal year ended December 29. 2002, including the information incorporated by
reference from our definitive proxy statement relating to our 2003 annual meeting of stockholders:

our Quarterly Report on Form 10-O for the fiscal quarter ended March 29. 2003. filed on May 12. 2003:

our Quarterly Report on Form 10-O for the fiscal quarter ended June 28. 2003. filed on August 8. 2003:

our Quarterly Report on Form 10-O for the fiscal quarter ended September 27. 2003. filed on November 12. 2003; and

our current reports on Form 8-K. filed on June 17, 2003 and October 20, 2003.

In addition. all documents filed by us pursuant to Section 13(a). 13(c). 14 or 15(d) of the Securities Exchange Act of 1934 after the date of
the initial registration statement and before the date of effectiveness of the registration statement are deemed to be incorporated by reference
into. and to be a part of, this prospectus from the date of filing of those documents.

Any statement contained in this prospectus or in a document incorporated or deemed to be incorporated by reference into this prospectus
will be deemed to be modified or superseded for purposes of this prospectus to the extent that a statement contained in this prospectus or any
other subsequently filed document that is deemed to be incorporated by reference into this prospectus modifies or supersedes the statement. Any
statement so modified or superseded will not be deemed. except as so modified or superseded. to constitute a part of this prospectus.

You may request a copy of our filings with the Securities and Exchange Commission. at no cost, by writing or telephoning us at the
following:

Investor Relations Department

Lattice Semiconductor Corporation
5555 N.E. Moore Court

Hillsboro. Oregon 97124-6421
Telephone: (503) 268-8000

Explanation of Responses: 11
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PART 11

INFORMATION NOT REQUIRED IN PROSPECTUS

ITEM 14. OTHER EXPENSES OF ISSUANCE AND DISTRIBUTION.

Securities and Exchange Commission registration fee .3 163.00
Fees and expenses of counsel L. 10.000.00
Fees and expenses of accountants . 8.000.00
Miscellaneous .. 4.000.00

Total 23 22.163.00

Except for the Securities and Exchange Commission (the "Commission") registration fee. all of the foregoing expenses have been
estimated. All of the above expenses will be paid by Lattice.

ITEM 15. INDEMNIFICATION OF DIRECTORS AND OFFICERS.

Our Restated Certificate of Incorporation. as amended (the "Certificate"). limits. to the maximum extent permitted by the General

Corporation Law of the State of Delaware ("Delaware Law"). as the same exists or may hereafter be amended. the personal liability of directors
for monetary damages for their conduct as a director. Our Bylaws provide that we shall indemnify our officers and directors and may indemnify
our employees and other agents to the fullest extent permitted by law against expenses. including attorneys' fees. judgments. fines. settlements.
and other amounts actually and reasonably incurred in connection with any proceeding arising out of their status as our agent. Our Bylaws also
allow us to purchase and maintain insurance on behalf of any person who is or was one of our directors. officers. employees or agents against
any liability arising out of the person's status as such. whether or not we would have the power to indemnify the person under Delaware Law.

Section 145 of the Delaware Law provides that a corporation may indemnify a director. officer. employee or agent made a party to an
action by reason of the fact that he was a director. officer. employee or agent of the corporation or was serving at the request of the corporation
against expenses actually and reasonably incurred by him in connection with such action if he acted in good faith and in a manner he reasonably

believed to be in. or not opposed to. the best interests of the corporation and with respect to any criminal action. had no reasonable cause to
believe his conduct was unlawful.

Delaware L.aw does not permit a corporation to eliminate a director's duty of care. and the provisions of the Certificate have no effect on the

controlling the Registrant pursuant to the foregoing provisions and agreements. we have been informed that in the opinion of the staff of the
Commission such indemnification is against public policy as expressed in the Securities Act and is therefore unenforceable.

I-1

ITEM 16. EXHIBITS.

EXHIBIT
NUMBER DESCRIPTION

5.1 Opinion of Wilson Sonsini Goodrich & Rosati, Professional Corporation, Counsel to the Registrant.

23.1 Consent of PricewaterhouseCoopers LLP. Independent Accountants.

Explanation of Responses: 12



Edgar Filing: GAIAM INC - Form 4

EXHIBIT
NUMBER DESCRIPTION
23.2 Consent of Wilson Sonsini Goodrich & Rosati. Professional Corporation. Counsel to the Registrant (included in

Exhibit 5.1).

N

4.1 Power of Attorney (included on page I1-4 of this Registration Statement on Form S-3).

ITEM 17. UNDERTAKINGS.

(a) The Registrant hereby undertakes:

(i) To include any prospectus required by section 10(a)(3) of the Securities Act of 1933

(i) To reflect in the prospectus any facts or events arising after the effective date of the registration statement (or the most recent

ost-effective amendment thereof) which. individually or in the aggregate. represent a fundamental change in the information set forth
in the registration statement;

To include any material information with respect to the plan of distribution not previously disclosed in the registration

statement or any material change to such information in the registration statement:

rovided, however, that paragraphs (a)(1)(i) and (a)(1)(ii) do not apply if the information required to be included in a post-effective amendment
by those paragraphs is contained in periodic reports filed by the registrant pursuant to section 13 or section 15(d) of the Exchange Act that are
incorporated by reference in the registration statement.

(2) That. for the purpose of determining any liability under the Securities Act. each such post-effective amendment shall be
deemed to be a new registration statement relating to the securities offered therein, and the offering of such securities at that time shall
be deemed to be the initial bona fide offering thereof.

(3) To remove from registration by means of a post-effective amendment any of the securities being registered which remain
unsold at the termination of the offering.

(b) The Registrant hereby undertakes that. for purposes of determining any liability under the Securities Act. each filing of the Registrant's
Annual Report pursuant to Section 13(a) or Section 15(d) of the Exchange Act of 1934. as amended (the "Exchange Act") (and. where
applicable. each filing of an employee benefit plan's annual report pursuant to Section 15(d) of the Exchange Act) that is incorporated by
reference in the Registration Statement shall be deemed to be a new Registration Statement relating to the securities offered therein, and the
offering of such securities at that time shall be deemed to be the initial bona fide offering thereof.

of the Registrant pursuant to the foregoing provisions. or otherwise. the Registrant has been advised that in the opinion of the Commission such
indemnification is against public policy as expressed in the Securities Act and is. therefore. unenforceable. In the event

-2

a

officer or controlling person of the Registrant in the successful defense of any action. suit or proceeding) is asserted by such director. officer or
controlling person in connection with the securities being registered. the Registrant will. unless in the opinion of its counsel the matter has been
settled by controlling precedent. submit to a court of appropriate jurisdiction the question whether such indemnification by it is against public
policy as expressed in the Securities Act and will be governed by the final adjudication of such issue.

I3
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SIGNATURES

Pursuant to the requirements of the Securities Act of 1933. as amended. the Registrant certifies that it has reasonable grounds to believe that
it meets all of the requirements for filing on Form S-3 and has duly caused this registration statement to be signed on its behalf by the
undersigned. thereunto duly authorized. in the City of Hillsboro. State of Oregon. on November 19. 2003.

LATTICE SEMICONDUCTOR CORPORATION

- . Bwv: [s/_ STEPHEN A. SKAGGS
- . Name: _ Stephen A. Skaggs

Title: _ Senior Vice President
Chief Financial Officer and Secretary

KNOW ALL PERSONS BY THESE PRESENTS. that each person whose signature appears below constitutes and appoints Cyrus Y. Tsui
and Stephen A. Skaggs. and each of them individually. as his true and lawful attorneys-in-fact and agents with full power of substitution and
resubstitution. for him and in his name. place and stead. in any and all capacities to sign the Registration Statement filed herewith and any or all
amendments to said Registration Statement (including post-effective amendments and registration statements filed pursuant to Rule 462(b) under
the Securities Act of 1933. as amended. and otherwise). and to file the same. with all exhibits thereto, and other documents in connection
therewith. with the Securities and Exchange Commission granting unto said attorneys-in-fact and agents the full power and authority to do and
perform each and every act and thing requisite and necessary to be done in and about the foregoing, as full to all intents and purposes as he
might or could do in person. hereby ratifying and confirming all that said attorneys-in-fact and agents or any of them. or his or her substitute,
may lawfully do or cause to be done by virtue thereof.

Pursuant to the requirements of the Securities Act of 1933, as amended. this registration statement has been signed by the following persons
in the capacities and on the dates indicated:

Signature Title Date

_ Chief Executive Officer (Principal Executive _ November 19. 2003
Officer) and Chairman of the Board of Directors

/s/_CYRUS Y, TSUI

Cyrus Y. Tsui

/s/ STEVEN A. LAUB President and Director November 19, 2003

Steven A. Laub

[s/ STEPHEN A. SKAGGS Senior Vice President. Chief Financial Officer November 19. 2003

(Principal Financial and Accounting Officer) and
Secretary

Stephen A. Skaggs

[s/ MARK O. HATFIELD Director November 19. 2003

Mark O. Hatfield

[s/ DANIEL S. HAUER Director November 19. 2003

Daniel S. Hauer

[s/ HARRY A. MERLO Director November 19. 2003

Harry A. Merlo

-
e
IS
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/s/_ SOO BOON KOH _ Director _ November 19, 2003
Soo Boon Koh
[s/ LARRY W. SONSINI _ Director _ November 19, 2003

Larry W. Sonsini
1I-5

LATTICE SEMICONDUCTOR CORPORATION
REGISTRATION STATEMENT ON FORM S-3
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EXHIBIT
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5.1 Opinion of Wilson Sonsini Goodrich & Rosati, Professional Corporation. Counsel to the Registrant.
23.1 Consent of PricewaterhouseCoopers LLP. Independent Accountants.

23.2 Consent of Wilson Sonsini Goodrich & Rosati. Professional Corporation. Counsel to the Registrant (included in
Exhibit 5.1).

24.1 Power of Attorney (included on page I1-4 of this Registration Statement on Form S-3).
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Franchise rental revenues
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83,890

77,217

Franchise royalties and other
52,250

47,609

Franchise contributions for advertising and other services
51,814

290,786

294,463

Operating costs and expenses, net:

Company restaurant costs (excluding depreciation and amortization):

Food and packaging
29,616

48,864

Payroll and employee benefits
30,274

48,940

Occupancy and other
16,013

27,750

Total company restaurant costs
75,903

Explanation of Responses:
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125,554

Franchise occupancy expenses (excluding depreciation and amortization)
50,713

46,521

Franchise support and other costs

2,845

2,482

Franchise advertising and other services expenses
54,270

Selling, general and administrative expenses
24,083

34,061

Depreciation and amortization

17,169

19,157

Impairment and other charges, net

7,698

2,257

Gains on the sale of company-operated restaurants

(219
)

(8,940
)

232,462

221,092

Explanation of Responses:
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Earnings from operations

58,324

73,371

Other pension and post-retirement expenses, net

456

564

Interest expense, net

17,374

12,780

Earnings from continuing operations and before income taxes
40,494

60,027

Income taxes

9,373

47,138

Earnings from continuing operations

31,121

12,889

Earnings (losses) from discontinued operations, net of income taxes

2,977

(699
)

Net earnings

$
34,098

$
12,190

Explanation of Responses:
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Net earnings per share - basic:

Earnings from continuing operations

$
1.20

$
0.44

Earnings (losses) from discontinued operations
0.11

(0.02
)

Net earnings per share (1)

$
1.32

$
0.41

Net earnings per share - diluted:

Earnings from continuing operations

$
1.19

$
0.43

Earnings (losses) from discontinued operations
0.11

(0.02
)

Net earnings per share (1)

$
1.31

Explanation of Responses:
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0.41

Cash dividends declared per common share

$
0.40

0.40

(1)Earnings per share may not add due to rounding.
See accompanying notes to condensed consolidated financial statements.

3

Explanation of Responses:
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JACK IN THE BOX INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(In thousands)

(Unaudited)
Sixteen Weeks Ended
January 2Qlanuary 21,
2019 2018

Net earnings $34,098 $12,190

Cash flow hedges:

Net change in fair value of derivatives (7,167 ) 10,291

Net loss reclassified to earnings 479 1,674
(6,688 ) 11,965

Tax effect 1,723 (3,039 )

(4,965 ) 8,926
Unrecognized periodic benefit costs:

Actuarial losses and prior service costs reclassified to earnings 1,205 1,535

Tax effect (311 ) (542 )
894 993

Other comprehensive (loss) income, net of taxes 4,071 ) 9,919

Comprehensive income $30,027 $22,109

See accompanying notes to condensed consolidated financial statements.

Explanation of Responses:
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JACK IN THE BOX INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(In thousands)
(Unaudited)

Cash flows from operating activities:

Net earnings

Earnings (losses) from discontinued operations
Earnings from continuing operations

Adjustments to reconcile net earnings to net cash provided by operating activities:

Depreciation and amortization

Amortization of franchise tenant improvement allowances

Deferred finance cost amortization

Excess tax benefits from share-based compensation arrangements

Deferred income taxes
Share-based compensation expense
Pension and postretirement expense

Losses (gains) on cash surrender value of company-owned life insurance

Gains on the sale of company-operated restaurants
Losses on the disposition of property and equipment, net
Impairment charges and other

Changes in assets and liabilities, excluding dispositions:
Accounts and other receivables

Inventories

Prepaid expenses and other current assets

Accounts payable

Accrued liabilities

Pension and postretirement contributions

Franchise tenant improvement allowance distributions
Other

Cash flows provided by operating activities

Cash flows from investing activities:

Purchases of property and equipment

Purchases of assets intended for sale and leaseback
Proceeds from the sale and leaseback of assets
Proceeds from the sale of company-operated restaurants
Collections on notes receivable

Proceeds from the sale of property and equipment
Funding of intercompany operations

Other

Cash flows used in investing activities

Cash flows from financing activities:

Borrowings on revolving credit facilities

Repayments of borrowings on revolving credit facilities
Principal repayments on debt

Debt issuance costs

Dividends paid on common stock

Proceeds from issuance of common stock

Explanation of Responses:

Sixteen Weeks Ended
January 2Qlanuary 21,
2019 2018

$34,098 $12,190
2,977 (699 )
31,121 12,889

17,169 19,157
530 147

704 1,031

(50 ) (802 )
(783 ) 33,542
1,909 2,937

456 715

2,863 (2,163 )
219 ) 8940 )
635 183

387 805

(3,154 ) 26,539

(232 ) 110
6,224 7,419
6,365 (371

(16,298 ) (32,667
(2,111 ) (1,710
(3,247 ) (1,761
(4,668 ) (3,330
37,601 53,730

— N N N

(11,183 ) (10,793 )
— (1,411 )
— 4,949

133 5,591
6,517 9,410

270 589

— (13,122 )
— 2,969
(4,263 ) (1,818 )

114,298 106,200
(117,300) (130,800 )
(10,907 ) (14,208 )
ar ) —

(10,305 ) (11,736 )
114 —

22
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Repurchases of common stock

Change in book overdraft

Payroll tax payments for equity award issuances

Cash flows used in financing activities

Cash flows provided by (used in) continuing operations

Net cash provided by operating activities of discontinued operations
Net cash used in investing activities of discontinued operations

Net cash used in financing activities of discontinued operations

Net cash provided by discontinued operations

Cash at beginning of period

Cash at end of period

See accompanying notes to condensed consolidated financial statements.

5

(14,362 ) —

9,234

(129

(2,498 ) (4,244
(31,743 ) (54,917

1,595

2,705
$4,300

(3,005
16,785
(13,648
43
3,094
4,467
$3,789

~— N N

~—

Explanation of Responses:
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JACK IN THE BOX INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

1. BASIS OF PRESENTATION

Nature of operations — Founded in 1951, Jack in the Box Inc. (the “Company”) operates and franchises Jack in the®Box

quick-service restaurants. The following table summarizes the number of restaurants as of the end of each period:
January 20, January 21,

2019 2018
Company-operated 137 255
Franchise 2,104 1,995
Total system 2,241 2,250

References to the Company throughout these notes to condensed consolidated financial statements are made using the
first person notations of “we,” “us” and “our.”

Basis of presentation — The accompanying condensed consolidated financial statements have been prepared in
accordance with U.S. generally accepted accounting principles (“U.S. GAAP”) and the rules and regulations of the
Securities and Exchange Commission (“SEC”).

These financial statements should be read in conjunction with the consolidated financial statements and related notes
contained in our Annual Report on Form 10-K for the fiscal year ended September 30, 2018 (“2018 Form 10-K”). The
accounting policies used in preparing these condensed consolidated financial statements are the same as those
described in our 2018 Form 10-K with the exception of two new accounting pronouncements adopted in fiscal 2019,
which are described below.

On December 19, 2017, we entered into a definitive agreement to sell Qdoba Restaurant Corporation (“Qdoba”), a
wholly owned subsidiary of the Company which operates and franchises more than 700 Qdoba Mexican Eats®
fast-casual restaurants, to certain funds managed by affiliates of Apollo Global Management, LLC (together with its
consolidated subsidiaries, the “Buyer”). The sale was completed on March 21, 2018. For all periods presented in our
condensed consolidated statements of earnings, all sales, costs, expenses and income taxes attributable to Qdoba,
except as related to the impact of the decrease in the federal statutory tax rate (see Note 8, Income Taxes), have been
aggregated under the caption “Earnings (losses) from discontinued operations, net of income taxes.” Refer to Note 3,
Discontinued Operations, for additional information.

Unless otherwise noted, amounts and disclosures throughout these notes to condensed consolidated financial
statements relate to our continuing operations. In our opinion, all adjustments considered necessary for a fair
presentation of financial condition and results of operations for these interim periods have been included. Operating
results for one interim period are not necessarily indicative of the results for any other interim period or for the full
year.

Segment reporting — As a result of our sale of Qdoba, which has been classified as discontinued operations, we now
have one reporting segment.

Reclassifications and adjustments — We recorded certain adjustments in 2019 upon the adoption of a new accounting
pronouncement; see details regarding the effects of the adoption on our condensed consolidated financial statements
below.

Fiscal year — Our fiscal year is 52 or 53 weeks ending the Sunday closest to September 30. Fiscal years 2019 and 2018
include 52 weeks. Our first quarter includes 16-weeks and all other quarters include 12-weeks. All comparisons
between 2019 and 2018 refer to the 16-weeks (“‘quarter’”’) ended January 20, 2019 and January 21, 2018, respectively,

Explanation of Responses: 24
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unless otherwise indicated.

Principles of consolidation — The condensed consolidated financial statements include the accounts of the Company, its
wholly-owned subsidiaries and the accounts of any variable interest entities (“VIEs”) where we are deemed the primary
beneficiary. All significant intercompany accounts and transactions are eliminated. The financial results and position

of our VIE are immaterial to our condensed consolidated financial statements.

Use of estimates — In preparing the condensed consolidated financial statements in conformity with U.S. GAAP,
management is required to make certain assumptions and estimates that affect reported amounts of assets, liabilities,
revenues, expenses and the disclosure of contingencies. In making these assumptions and estimates, management may
from time to time seek advice and consider information provided by actuaries and other experts in a particular area.
Actual amounts could differ materially from these estimates.

6
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JACK IN THE BOX INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

Advertising costs — We administer a marketing fund which includes contractual contributions. In 2019, marketing fund
contributions from franchise and company-operated restaurants were approximately 5.0% of gross revenues, and the
Company made incremental contributions to the marketing fund of $2.0 million.

Production costs of commercials, programming and other marketing activities are charged to the marketing fund when
the advertising is first used for its intended purpose, and the costs of advertising are charged to operations as incurred.
Total contributions made by the Company, including incremental contributions, are included in “Selling, general, and
administrative expenses” in the accompanying condensed consolidated statements of earnings and totaled $7.2 million
and $8.9 million in 2019 and 2018, respectively.

Effect of new accounting pronouncements adopted in fiscal 2019 — In May 2014, the FASB issued ASU

2014-09, Revenue Recognition - Revenue from Contracts with Customers (Topic 606) (“ASC 606”), which provides a
comprehensive new revenue recognition model that requires an entity to recognize revenue in an amount that reflects
the consideration the entity expects to receive for the transfer of promised goods or services to its customers. The
standard also requires additional disclosure regarding the nature, amount, timing and uncertainty of revenue and cash
flows arising from contracts with customers. We adopted the new standard on October 1, 2018 using the modified
retrospective method, whereby the cumulative effect of this transition to applicable contracts with customers that were
not completed as of October 1, 2018 was recorded as an adjustment to beginning retained earnings as of this date. The
comparative information has not been restated and continues to be reported under the accounting standards in effect
for those periods.

The new revenue recognition standard did not impact our recognition of restaurant sales, rental revenues, or royalty
fees from franchisees. The new pronouncement changed the way initial fees from franchisees for new restaurant
openings or new franchise terms are recognized. Under the previous revenue recognition guidance, initial franchise
fees were recognized as revenue at the time when a new restaurant opened or at the start of a new franchise term. In
accordance with the new guidance, the initial franchise services are not distinct from the continuing rights and
services offered during the term of the franchise agreement and will therefore be treated as a single performance
obligation together with the continuing rights and services. As such, initial fees received will be recognized over the
franchise term and any unamortized portion will be recorded as deferred revenue in our condensed consolidated
balance sheet. An adjustment to opening retained earnings and a corresponding contract liability of approximately
$50.3 million (of which $5.0 million was current and $45.3 million was long-term) was established on the date of
adoption. A deferred tax asset of approximately $13.0 million related to this contract liability was also established on
the date of adoption.

The new standard also had an impact on transactions presented net and not included in our revenues and expenses
such as franchisee contributions to and expenditures from our advertising fund, and sourcing and technology fee
contributions from franchisees and the related expenses. We determined that we are the principal in these
arrangements, and as such, contributions to and expenditures from the advertising fund, and sourcing and technology
fees and expenditures are now reported on a gross basis within our consolidated statements of earnings. While this
change materially impacted our gross amount of reported revenues and expenses, the impact will be largely offsetting
with no material impact to our reported net earnings. However, any annual surplus or deficit in the marketing fund
will impact income from operations and net income.

7
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JACK IN THE BOX INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

The following table summarizes the impacts of adopting ASC 606 on the Company’s condensed consolidated financial
statement as of and for the 16-weeks ended January 20, 2019 (in thousands):

Condensed Consolidated Statement of Earnings

Sixteen Weeks Ended January 20, 2019
Franchise royalties and other
Franchise contributions for advertising and other

Services
Total revenues

Franchise advertising and other services expenses
Selling, general and administrative expenses
Total operating costs and expenses, net

Earnings from operations

Earnings from continuing operations and before income

taxes
Income taxes

Earnings from continuing operations

Net earnings

Condensed Consolidated Balance Sheet

January 20, 2019

Prepaid expenses

Total current assets
Deferred tax assets

Other assets, net

Total other assets

Total assets

Accrued liabilities

Total current liabilities
Other long-term liabilities
Total long-term liabilities
Retained earnings

Total stockholders’ deficit

Total liabilities and stockholders’ deficit

Adjustments
Marketing
Franchise and

As Reported Fees Somsing IS:upport

Fees ees
$52,250 $(1,092 ) $— $—
$51,814 $— $(49,097) $ (2,717
$290,786  $(1,092 ) $(49,097) $ (2,717
$54,270 $— $(49,097) $ (5,173
$24,083 $— $— $ 2,456
$232,462 $— $(49,097) $ (2,717
$58,324 $(1,092 ) $— $—
$40,494 $(1,092 ) $— $—
$9,373 $(282 ) $— $—
$31,121 $@810 ) $— $—
$34,098 $@810 ) $— $—
$10,367  $282 $— $—
$96,546 $282 $— $—
$77,295 $(12,958) $— $—
$199,462  $269 $— $—
$324,015  $(12,689) $— $—
$828,852  $(12,407) $— $—
$100,429  $(4,963 ) $— $—
$187,656  $(4,963 ) $— $—
$234816  $(43,962) $— $—
$1,248,492 $(43,962) $— $—
$1,547,759 $36,518 $— $—
$(607,296 ) $36,518 $— $—
$828,852  $(12,407) $— $—

Technology Balances

without
Adoption

$51,158
$—

$237,880
$—
$26,539
$180,648
$57,232

$39,402

$9,091
$30,311
$33,288

$10,649
$96,828
$64,337
$199,731
$311,326
$816,445
$95,466
$182,693
$190,854
$1,204,530
$1,584,277
$(570,778 )
$816,445

The adoption of ASC 606 had no impact on the Company’s cash provided by or used in operating, investing or
financing activities as previously reported in its condensed consolidated statement of cash flows.

Explanation of Responses:
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In March 2017, the FASB issued ASU 2017-07, Compensation - Retirement Benefits (Topic 715): Improving the
Presentation of Net Periodic Pension Cost and Net Periodic Postretirement Benefit Cost. This standard requires the
presentation of the service cost component of net benefit cost to be in the same line item as other compensation costs
arising from services rendered by the pertinent employees during the period. All other components of net benefit cost
should be presented separately from the service cost component and outside of a subtotal of earnings from operations,
or separately disclosed. We adopted this standard in the first quarter of fiscal 2019 applying the retrospective method.
As a result of the adoption, $0.6 million of pension costs previously reported within “Selling, general, and
administrative expenses” has been reclassified to a separate line under earnings from operations to conform to current
year presentation.

Explanation of Responses: 28



Edgar Filing: GAIAM INC - Form 4

JACK IN THE BOX INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

Effect of new accounting pronouncements to be adopted in future periods — In February 2016, the FASB issued ASU
2016-02, Leases (Topic 842), which requires a lessee to recognize assets and liabilities on the balance sheet for those
leases classified as operating leases under previous guidance. In January 2018, the FASB issued ASU 2018-01, Leases
(Topic 842): Land Easement Practical Expedient for Transition to Topic 842, which affects the guidance in ASU
2016-02. The standard permits the election of an optional transition practical expedient to not evaluate land easements
that exist or expired before the adoption of Topic 842 and that were not previously accounted for as leases under
Topic 840. In July 2018, the FASB issued ASU 2018-10, Codification Improvements to Topic 842 (Leases),

and ASU 2018-11, Leases (Topic 842), Targeted Improvements, which provide (i) narrow amendments to clarify how
to apply certain aspects of the new lease standard, (ii) entities with an additional transition method to adopt the new
standard, and (iii) lessors with a practical expedient for separating components of a contract. Based on a preliminary
assessment, we expect that most of our operating lease commitments will be subject to the new guidance and
recognized as operating lease liabilities and right-of-use assets upon adoption, resulting in a significant increase in the
assets and liabilities on our consolidated balance sheets. We do not expect the adoption of this guidance to have a
material impact on our consolidated statement of earnings and statement of cash flows. We will be required to adopt
these standards in the first quarter of fiscal 2020 and are required to adopt using a modified retrospective transition
approach. We are continuing our evaluation, which may identify additional impacts this standard and its amendments
will have on our consolidated financial statements and related disclosures.

2. REVENUE

Nature of products and services — We derive revenue from retail sales at Jack in the Box company-operated restaurants
and rental revenue, royalties, advertising, and franchise fees from franchise-operated restaurants.

Our franchise arrangements generally provide for an initial franchise fee of $50,000 per restaurant and generally
require that franchisees pay royalty and marketing fees at 5% of gross sales. The agreement also requires franchisees
to pay sourcing, technology and other miscellaneous fees.

Significant accounting policy — “Company restaurant sales” include revenue recognized upon delivery of food and
beverages to the customer at company-operated restaurants, which is when our obligation to perform is satisfied.
Company restaurant sales exclude taxes collected from the Company’s customers. Company restaurant sales also
include income for gift cards. Gift cards, upon customer purchase, are recorded as deferred income and are recognized
in revenue as they are redeemed. The timing and amount of revenue recognized related to company restaurant sales
was not impacted by the adoption of ASC 606.

“Franchise royalties and other” includes royalties fees and initial franchise fees received from franchisees. Royalties are
based upon a percentage of sales of the franchised restaurant and are recognized as earned. Franchise royalties are
billed on a monthly basis. Initial franchise fees when a new restaurant opens or at the start of a new franchise term are
recorded as deferred revenue when received and recognized as revenue over the term of the franchise agreement.
“Franchise contributions for advertising and other services” includes franchisee contributions billed on a monthly basis
to our marketing fund, and sourcing and technology fees, as required under the franchise agreements. Contributions to
our marketing fund are based on a percentage of sales and recognized as earned. Sourcing and technology services are
recognized when the goods or services are transferred to the franchisee. The adoption of the new revenue standard did
not impact the timing of revenue recognition for these fees received; however, these arrangements are now presented
on a gross basis because we believe we are the principal in the arrangement.
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“Franchise rental revenues” received from franchised restaurants based on fixed rental payments are recognized as
revenue over the term of the lease. Certain franchise rents, which are contingent upon sales levels, are recognized in
the period in which the contingency is met. Rental revenues are accounted for in accordance with applicable guidance
for leases and are excluded from the scope of the new revenue standard.

9
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

Disaggregation of revenue — The following table disaggregates revenue by primary source for the 16-weeks ended
January 20, 2019 (in thousands):
Sources of revenue:

Company restaurant sales $102,832
Franchise rental income 83,890
Franchise royalties 49,507
Marketing fees 47,863

Technology and sourcing fees 3,951

Franchise fees and other services 2,743

Total revenue $290,786

Contract liabilities — Our contract liabilities consist of deferred revenue resulting from initial fees received from
franchisees for new restaurant openings or new franchise terms, which are generally recognized over the franchise
term. We classify these contract liabilities as “Other long-term liabilities” and “Accrued liabilities” in our condensed
consolidated balance sheets.

A summary of significant changes in our contract liabilities between the date of adoption (October 1, 2018) and
January 20, 2019 is presented below (in thousands):

Deferred

Franchise

Fees
Deferred franchise fees at October 1, 2018  $50,018
Revenue recognized during the period (1,592 )
Additions during the period 500

Deferred franchise fees at January 20, 2019 $48,926

The following table reflects the estimated franchise fees to be recognized in the future related to performance
obligations that are unsatisfied at the end of the period (in thousands):

2019 (1) $3,434

2020 4,860
2021 4,838
2022 4,639
2023 4,484
Thereafter 26,671
$48,926

(1) Represents the estimate for remainder of fiscal year 2019.

We have applied the optional exemption, as provided for under ASC 606, which allows us to not disclose the
transaction price allocated to unsatisfied performance obligations when the transaction price is a sales-based royalty.

3.DISCONTINUED OPERATIONS
Qdoba — In December 2017, we entered into a stock purchase agreement (the “Qdoba Purchase Agreement’) with the
Buyer to sell all issued and outstanding shares of Qdoba. The Buyer completed the acquisition of Qdoba on March 21,

Explanation of Responses: 31



Edgar Filing: GAIAM INC - Form 4

2018 (the “Qdoba Sale™).

We also entered into a Transition Services Agreement with the Buyer pursuant to which the Buyer is receiving certain
services (the “Services”) to enable it to operate the Qdoba business after the closing of the Qdoba Sale. The Services
include information technology, finance and accounting, human resources, supply chain and other corporate support
services. Under the Agreement, the Services are being provided at cost for a period of up to 12 months, with two
3-month extensions available for certain services. Based on current discussions with the Buyer, we expect certain
services will be extended past the original date as allowed for under the Agreement. In 2019, we recorded $3.7 million
in income related to the Services in 2019 as a reduction of selling, general and administrative expenses in the
condensed consolidated statements of earnings.

10
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

Further, in 2018, we entered into an Employee Agreement with the Buyer pursuant to which we continued to employ
all Qdoba employees who work for the Buyer (the “Qdoba Employees™) from the date of closing of the Qdoba Sale
through December 31, 2018. During the term of the Employee Agreement, we paid all wages and benefits of the
Qdoba Employees and received reimbursement of these costs from the Buyer. From October 1, 2018 to December 31,
2018, we paid $35.4 million of Qdoba wages and benefits pursuant to the Employee Agreement.
As the Qdoba Sale represents a strategic shift that had a major effect on our operations and financial results, in
accordance with the provisions of FASB authoritative guidance on the presentation of financial statements, Qdoba
results are classified as discontinued operations in our condensed consolidated statements of earnings and our
condensed consolidated statements of cash flows for all periods presented.
Income taxes — In fiscal 2019, the Company entered into a bilateral California election with Quidditch Acquisition, Inc.
to retroactively treat the divestment of Qdoba Restaurant Corporation on March 21, 2018 as a sale of assets instead of
a stock sale for income tax purposes. This election reduced the Company’s fiscal year 2018 California tax liability on
the divestment by $2.8 million.
The following table summarizes the Qdoba related activity for each period in discontinued operations (in thousands,
except per share data):

Sixteen Weeks

Ended

January 2lanuary 21,

2019 2018
Company restaurant sales $— $125,770
Franchise revenues — 5,986
Company restaurant costs (excluding depreciation and amortization) — (108,618 )
Franchise costs (excluding depreciation and amortization) — (1,408 )
Selling, general and administrative expenses 302 (12,264 )
Depreciation and amortization — (5,012 )
Impairment and other charges, net — (1,669 )
Interest expense, net — (3,212 )
Operating earnings from discontinued operations before income taxes 302 (427 )
Gain (loss) on Qdoba Sale @& )—
Earnings (losses) from discontinued operations before income taxes 217 427 )
Income tax benefit (expense) 2,760 (205 )

Earnings (losses) from discontinued operations, net of income taxes  $2,977 $(632 )

Net earnings (losses) per share from discontinued operations:

Basic $0.11  $(0.02 )

Diluted $0.11  $(0.02 )

Selling, general and administrative expenses presented in the table above include corporate costs directly in support of
Qdoba operations. All other corporate costs were classified in results of continuing operations. Our credit facility
required us to make a mandatory prepayment (“Qdoba Prepayment”) on our term loan upon the closing of the Qdoba
Sale, which was $260.0 million. In accordance with authoritative guidance on financial statement presentation,
interest expense associated with our credit facility was allocated to discontinued operations in the prior year based on
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our estimate of the mandatory prepayment that was made upon closing of the Qdoba Sale.
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Lease guarantees — While all operating leases held in the name of Qdoba were part of the Qdoba Sale, some of the
leases remain guaranteed by the Company pursuant to one or more written guarantees (the “Guarantees”). In the event
Qdobea fails to meet its payment and performance obligations under such guaranteed leases, we may be required to
make rent and other payments to the landlord under the requirements of the Guarantees. Should we, as guarantor of
the lease obligations, be required to make any lease payments due for the remaining term of the subject lease(s)
subsequent to March 21, 2018, the maximum amount we may be required to pay is approximately $35.9 million as

of January 20, 2019. The lease terms extend for a maximum of approximately 17 more years as of January 20, 2019,
and we would remain a guarantor of the leases in the event the leases are extended for any established renewal
periods. In the event that we are obligated to make payments under the Guarantees, we believe the exposure is limited
due to contractual protections and recourse available in the lease agreements, as well as the Qdoba Purchase
Agreement, including a requirement of the landlord to mitigate damages by re-letting the properties in default, and
indemnity from the Buyer. Qdoba continues to meet its obligations under these leases and there have not been any
events that would indicate that Qdoba will not continue to meet the obligations of the leases. As such, we have not
recorded a liability for the Guarantees as the likelihood of Qdoba defaulting on the assigned agreements was deemed
to be less than probable.

4. SUMMARY OF REFRANCHISINGS AND FRANCHISEE DEVELOPMENT

Refranchisings and franchisee development — The following table summarizes the number of restaurants sold to
franchisees, the number of restaurants developed by franchisees, and gains recognized in each period (dollars in
thousands):

Sixteen Weeks
Ended
Januaryl2finary 21,
2019 2018
Restaurants sold to franchisees — 22
New restaurants opened by franchisees 9 5
Proceeds from the sale of company-operated restaurants:
Cash (1) $133 $ 5,591
Notes receivable — 9,084
133 14,675
Net assets sold (primarily property and equipment) — (3,637 )
Goodwill related to the sale of company-operated restaurants (2 ) (153 )
Other (2) 88 (1,945 )
Gains on the sale of company-operated restaurants $219 $ 8,940

(I)Amounts in 2019 and 2018 include additional proceeds of $0.1 million and $1.2 million, respectively, related to
restaurants sold in prior years.
(2) Amounts in 2018 primarily relate to $1.5 million of remodel credits.
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5.FAIR VALUE MEASUREMENTS
Financial assets and liabilities — The following table presents our financial assets and liabilities measured at fair value
on a recurring basis (in thousands):

Quoted Prices . ..
. . Significant . ..
in Active Significant
Other
Markets for Unobservable
Total . Observable
Identical Inputs (3) Inputs (3)
Assets (3) (Lf:vel 2) (Level 3)
(Level 1)
Fair value measurements as of January 20, 2019:
Non-qualified deferred compensation plan (1) $31,053 $ 31,053 $ — $ —
Interest rate swaps (Note 6) (2) 7,391 — 7,391 —
Total liabilities at fair value $38,444 $ 31,053 $ 7,391 $ —
Fair value measurements as of September 30, 2018:
Non-qualified deferred compensation plan (1) $37,447 $ 37,447 $ — $ —
Interest rate swaps (Note 6) (2) 703 — 703 —
Total liabilities at fair value $38,150 $ 37,447 $ 703 $ —

We maintain an unfunded defined contribution plan for key executives and other members of management. The
fair value of this obligation is based on the closing market prices of the participants’ elected investments. The
obligation is included in “Accrued liabilities” and “Other long-term liabilities” on our condensed consolidated balance
sheets.

We entered into interest rate swaps to reduce our exposure to rising interest rates on our variable rate debt. The fair
values of our interest rate swaps are based upon Level 2 inputs which include valuation models as reported by our
counterparties. These valuation models use a discounted cash flow analysis on the cash flows of each derivative.
The key inputs for the valuation models are quoted market prices, discount rates and forward yield curves. The
Company also considers its own nonperformance risk and the respective counter-party’s nonperformance risk in the
fair value measurements.

(3) We did not have any transfers in or out of Level 1, 2 or 3.

)]

2

The fair values of our debt instruments are based on the amount of future cash flows associated with each instrument
discounted using our borrowing rate. At January 20, 2019, the carrying value of all financial instruments was not
materially different from fair value, as the borrowings are prepayable without penalty. The estimated fair values of our
capital lease obligations approximated their carrying values as of January 20, 2019.

Non-financial assets and liabilities — Our non-financial instruments, which primarily consist of property and equipment,
goodwill and intangible assets, are reported at carrying value and are not required to be measured at fair value on a
recurring basis. However, on an annual basis, or whenever events or changes in circumstances indicate that their
carrying value may not be recoverable, non-financial instruments are assessed for impairment. If applicable, the

carrying values are written down to fair value.
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In connection with our impairment reviews performed during 2019, no material fair value adjustments were required.
Refer to Note 7, Impairment and Other Charges, Net, for additional information regarding impairment charges.
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6.DERIVATIVE INSTRUMENTS

Objectives and strategies — We are exposed to interest rate volatility with regard to our variable rate debt. In June 2015,
we entered into forward-starting interest rate swap agreements that effectively converted $500.0 million of our

variable rate borrowings to a fixed rate from October 2018 through October 2022.

These agreements have been designated as cash flow hedges under the terms of the FASB authoritative guidance for
derivatives and hedging. To the extent that they are effective in offsetting the variability of the hedged cash flows,
changes in the fair values of the derivatives are not included in earnings but are included in other comprehensive
income (“OCI”). These changes in fair value are subsequently reclassified into net earnings as a component of interest
expense as the hedged interest payments are made on our variable rate debt.

Financial position — The following derivative instruments were outstanding as of the end of each period (in thousands):

Balance Fair Value
Sheet January 2(Beptember 30,
Location 2019 2018
Derivatives designated as hedging instruments:
Interest rate swaps Accrued liabilities $402 )$ (26 )
Interest rate swaps Other long-term liabilities (6,989 ) (1,266 )
Interest rate swaps Other assets, net — 589
Total derivatives (Note 5) $(7,391) $ (703 )

Financial performance — The following table summarizes the OCI activity related to our interest rate swap derivative
instruments (in thousands):
Sixteen Weeks

Location in Income BiEleE
January 20anuary 21,
2019 2018
(Loss) gain recognized in OCI N/A $(7,167) $ 10,291

Loss reclassified from accumulated OCI into net earnings Interest expense, net $479 $ 1,674

Amounts reclassified from accumulated OCI into interest expense represent payments made to the counterparties for
the effective portions of the interest rate swaps. During the periods presented, our interest rate swaps had no hedge
ineffectiveness.

7.IMPAIRMENT AND OTHER CHARGES, NET
Impairment and other charges, net in the accompanying condensed consolidated statements of earnings is comprised
of the following (in thousands):

Sixteen Weeks

Ended

January Rhuary 21,

2019 2018
Restructuring costs $5,840 $ 358
Costs of closed restaurants and other 866 1,447
Losses on disposition of property and equipment, net 576 184
Accelerated depreciation 416 57
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Operating restaurant impairment charges (1) — 211
$7,698 $ 2,257

(1)In 2018, impairment charges relate to our landlord’s sale of a restaurant property to a franchisee.

Restructuring costs — Restructuring charges include costs resulting from the exploration of strategic alternatives (the
“Strategic Alternatives Evaluation”) in 2019 and a plan that management initiated to reduce our general and
administrative costs. Restructuring charges in 2018 also include costs related to the evaluation of potential alternatives
with respect to the Qdoba brand (the “Qdoba Evaluation”), which resulted in the Qdoba Sale. Refer to Note 3,
Discontinued Operations, for information regarding the Qdoba Sale.
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The following is a summary of our restructuring costs (in thousands):
Sixteen Weeks

Ended
January Rhuary 21,
2019 2018
Employee severance and related costs (1) $4,506 $ (456 )
Strategic Alternatives Evaluation (2) 1,334 —
Qdoba Evaluation (3) — 813
Other — 1
$5,840 $ 358

(1)2018 reflects a reduction in severance and related costs due to a change in the number of employees to be
terminated in connection with our restructuring activities.

(2)Strategic Alternative Evaluation costs are primarily related to third party advisory services.

(3)Qdoba Evaluation costs are primarily related to retention compensation and third party advisory services.

We currently expect to recognize severance and related costs of approximately $1.6 million for the remainder of fiscal

2019 related to positions that have been identified for elimination. At this time, we are unable to estimate any

additional charges to be incurred related to additional positions that may be identified for elimination or our other

restructuring activities.

Total accrued severance costs related to our restructuring activities are included in “Accrued liabilities” on our

condensed consolidated balance sheets, and changed as follows during 2019 (in thousands):

Balance as of September 30, 2018  $5,309

Costs incurred 4,474

Cash payments (4,200 )

Balance as of January 20, 2019 $5,583

Costs of closed restaurants and other — Costs of closed restaurants in 2019 and 2018 include future lease commitment

charges and expected ancillary costs, net of anticipated sublease rentals. Costs in 2018 also include also include $0.5

million of additional impairment charges resulting from changes in the market value of three closed restaurant

properties held for sale.

Accrued restaurant closing costs, included in “Accrued liabilities” and “Other long-term liabilities” on our condensed

consolidated balance sheets, changed as follows during 2019 (in thousands):

Balance as of September 30, 2018 $3,534
Additions —
Adjustments (1) 146
Interest expense 460
Cash payments (1,179 )

Balance as of January 20, 2019 (2) (3) $2,961

(1) Adjustments relate primarily to revisions of certain sublease and cost assumptions. Our estimates related to our
future lease obligations, primarily the sublease income we anticipate, are subject to a high degree of judgment and
may differ from actual sublease income due to changes in economic conditions, desirability of the sites and other

Explanation of Responses: 41



Edgar Filing: GAIAM INC - Form 4

factors.
(2) The weighted average remaining lease term related to these commitments is approximately 4 years.
This balance excludes $2.1 million of restaurant closing costs that are included in “Accrued liabilities” and
3) “Other long-term liabilities” on our condensed consolidated balance sheets, which were initially recorded as
losses on the sale of company-operated restaurants to franchisees.
Accelerated depreciation — When a long-lived asset will be replaced or otherwise disposed of prior to the end of its
estimated useful life, the useful life of the asset is adjusted based on the estimated disposal date and accelerated
depreciation is recognized.
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8.INCOME TAXES

Our tax rate for the quarter ended January 20, 2019 was impacted by the Tax Cuts and Jobs Act (the “Tax Act”), which
was enacted into law on December 22, 2017. As a fiscal year taxpayer, the corporate federal tax rate reduction from
35% to 21% was phased in, resulting in a statutory federal tax rate of 24.5% for our fiscal year ending September 30,
2018, and 21.0% for our fiscal year ending September 29, 2019 and subsequent fiscal years.

In 2019 and 2018 income tax provisions reflect tax rates of 23.1% and 78.5%, respectively. The major components of
the year over year change in tax rates were the one-time, non-cash impact of the enactment of the Tax Act in fiscal
year 2018, a decrease in the statutory tax rate, and an adjustment related to state taxes recorded in the first quarter of
fiscal year 2019, partially offset by a decrease in the excess tax benefit on stock compensation. The final annual tax
rate cannot be determined until the end of the fiscal year; therefore, the actual annual 2019 rate could differ from our
current estimates.

The following is a summary of the components of each tax rate (dollars in thousands):

Sixteen Weeks Ended
January 20, January 21,
2019 2018

Income tax expense at statutory rate $ 10,434 258 % $ 17,192 28.6 %

One-time, non-cash impact of the Tax Act L % 30627 510 %

Stock compensation excess tax benefit (50 ) (0.1)% 802 ) (1.3)%

Adjustment to state tax provision (1,027 ) (2.6 )% — — %
Other 16 — % 121 0.2 %
(1) $9,373 23.1 % $47,138 78.5 %

(1)Percentages may not add due to rounding.
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9. RETIREMENT PLANS

Defined benefit pension plans — We sponsor two defined benefit pension plans, a frozen “Qualified Plan” covering

substantially all full-time employees hired prior to January 1, 2011, and an unfunded supplemental executive

retirement plan (“SERP”’) which provides certain employees additional pension benefits and was closed to new

participants effective January 1, 2007. Benefits under both plans are based on the employee’s years of service and

compensation over defined periods of employment.

Postretirement healthcare plans — We also sponsor two healthcare plans, closed to new participants, that provide

postretirement medical benefits to certain employees who have met minimum age and service requirements. The plans

are contributory; with retiree contributions adjusted annually, and contain other cost-sharing features such as

deductibles and coinsurance.

Net periodic benefit cost — The components of net periodic benefit cost in each period were as follows (in thousands):
Sixteen Weeks

Ended

January 2lanuary 21,

2019 2018
Defined benefit pension plans:
Interest cost $7,048 $ 6,879
Service cost — 151
Expected return on plan assets (1) (8,104 ) (8,144 )
Actuarial loss (2) 1,219 1,498
Amortization of unrecognized prior service costs (2) 35 45
Net periodic benefit cost $198  $429
Postretirement healthcare plans:
Interest cost $307 $294
Actuarial gain (2) 49 ) @8 )
Net periodic benefit cost $258 $ 286

) Determined as of the beginning of the year based on a return on asset assumption of
6.2%.

@) AmounFs were reclassified from accumulated OCI into net earnings as a component of “Other pension and

post-retirement expenses, net.”
Changes in presentation —As discussed in Note 1, Basis in Presentation, we adopted ASU 2017-07 during the first
quarter of 2019 using the retrospective method, which changed the financial statement presentation of service costs
and the other components of net periodic benefit cost. The service cost component continues to be included in
operating income; however, the other components are now presented in a separate line below earnings from operations
captioned “Other pension and post-retirement expenses, net”” in our condensed consolidated statement of earnings.
Further, in connection with the adoption, plan administrative expenses historically presented as a component of
service cost are now presented as a component of expected return on assets. The prior year components of net periodic
benefit costs have been recast to conform to current year presentation.
Future cash flows — Our policy is to fund our plans at or above the minimum required by law. As of January 1, 2018,
the date of our last actuarial funding valuation, there was no minimum contribution funding requirement. Details
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regarding 2019 contributions are as follows (in thousands):
Postretirement
SERP Healthcare Plans
Net year-to-date contributions $1,763 $§ 348
Remaining estimated net contributions during fiscal 2019 $3,300 $ 1,000
We continue to evaluate contributions to our Qualified Plan based on changes in pension assets as a result of asset
performance in the current market and the economic environment. We do not anticipate making any contributions to

our Qualified Plan in fiscal 2019.
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10.STOCKHOLDERS’ DEFICIT

Summary of changes in stockholders’ deficit — A reconciliation of the beginning and ending amounts of deficit is

presented below (in thousands):

Balance at beginning of period

Shares issued under stock plans, including tax benefit
Share-based compensation

Dividends declared

Net earnings
Other comprehensive (loss) income, net of taxes

Cumulative-effect from a change in accounting principle
Balance at end of period

Sixteen Weeks Ended
January 20, January 21,
2019 2018
$(591,699) $(388,130)
115 —

1,909 3,385
(10,318 ) (11,773 )
34,098 12,190
(4,071 ) 9,919
(37,330 ) (151 )

$(607,296) $(374,560)

Repurchases of common stock — In 2019, we have not repurchased any common shares. In November 2018, the Board
of Directors approved an additional $60.0 million stock-buyback program that expires in November 2019. As of
January 20, 2019, there was approximately $101.0 million remaining under the Board-authorized stock buyback

program which expire November 2019.

Repurchases of common stock included in our condensed consolidated statement of cash flows for fiscal 2019

includes $14.4 million related to repurchase transactions traded in the prior fiscal year that settled in 2019.

Dividends — In November 2018, the Board of Directors declared a cash dividend of $0.40 per common share which was
paid on December 18, 2018 to shareholders of record as of the close of business on December 5, 2018 and totaled

$10.3 million. Future dividends are subject to approval by our Board of Directors.

11. AVERAGE SHARES OUTSTANDING

Our basic earnings per share calculation is computed based on the weighted-average number of common shares
outstanding. Our diluted earnings per share calculation is computed based on the weighted-average number of
common shares outstanding adjusted by the number of additional shares that would have been outstanding had the
potentially dilutive common shares been issued. Potentially dilutive common shares include stock options, nonvested
stock awards and units, and non-management director stock equivalents. Performance share awards are included in the
average diluted shares outstanding each period if the performance criteria have been met at the end of the respective

periods.

The following table reconciles basic weighted-average shares outstanding to diluted weighted-average shares

outstanding (in thousands):

Explanation of Responses:
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Weighted-average shares outstanding — basic

Effect of potentially dilutive securities:

Nonvested stock awards and units

Stock options

Performance share awards

Weighted-average shares outstanding — diluted

Excluded from diluted weighted-average shares outstanding:
Antidilutive

Performance conditions not satisfied at the end of the period

18

January Rfwary 21,
2019 2018
25,907 29,551

208 229
11 64
2 9

26,128 29,853

186 90
89 74
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12. CONTINGENCIES AND LEGAL MATTERS

Legal matters — We assess contingencies, including litigation contingencies, to determine the degree of probability and
range of possible loss for potential accrual in our financial statements. An estimated loss contingency is accrued in the
financial statements if it is probable that a liability has been incurred and the amount of the loss can be reasonably
estimated. Because litigation is inherently unpredictable, assessing contingencies is highly subjective and requires
judgments about future events. When evaluating litigation contingencies, we may be unable to provide a meaningful
estimate due to a number of factors, including the procedural status of the matter in question, the availability of
appellate remedies, insurance coverage related to the claim or claims in question, the presence of complex or novel
legal theories, and the ongoing discovery and development of information important to the matter. In addition, damage
amounts claimed in litigation against us may be unsupported, exaggerated, or unrelated to possible outcomes, and as
such are not meaningful indicators of our potential liability or financial exposure. We regularly review contingencies
to determine the adequacy of the accruals and related disclosures. The ultimate amount of loss may differ from these
estimates.

Gessele v. Jack in the Box Inc. — In August 2010, five former employees instituted litigation in federal court in Oregon
alleging claims under the federal Fair Labor Standards Act and Oregon wage and hour laws. The plaintiffs alleged that
the Company failed to pay non-exempt employees for certain meal breaks and improperly made payroll deductions for
shoe purchases and for workers’ compensation expenses, and later added additional claims relating to timing of final
pay and related wage and hour claims involving employees of a franchisee. In 2016, the court dismissed the federal
claims and those relating to franchise employees. In June 2017, the court granted class certification with respect to
state law claims of improper deductions and late payment of final wages. In fiscal 2012, we accrued for a single claim
for which we believe a loss is both probable and estimable; this accrued loss contingency did not have a material
effect on our results of operations. In October 11, 2018, Plaintiff’s counsel alleged that the total potential damages
were approximately $62 million, without providing a specific basis for that amount. We continue to believe that no
additional losses are probable beyond this accrual and we cannot estimate a possible loss contingency or range of
reasonably possible loss contingencies beyond the accrual. We plan to vigorously defend against this lawsuit.
Nonetheless, an unfavorable resolution of this matter in excess of our current accrued loss contingencies could have a
material adverse effect on our business, results of operations, liquidity, or financial condition.

Other legal matters — In addition to the matter described above, we are subject to normal and routine litigation brought
by former or current employees, customers, franchisees, vendors, landlords, shareholders or others. We intend to
defend ourselves in any such matters. Some of these matters may be covered, at least in part, by insurance or other
third party indemnity obligation. Our insurance liability (undiscounted) and reserves are established in part by using
independent actuarial estimates of expected losses for reported claims and for estimating claims incurred but not
reported. We believe that the ultimate determination of liability in connection with legal claims pending against us, if
any, in excess of amounts already provided for such matters in the consolidated financial statements, will not have a
material adverse effect on our business, our annual results of operations, liquidity or financial position; however, it is
possible that our business, results of operations, liquidity, or financial condition could be materially affected in a
particular future reporting period by the unfavorable resolution of one or more matters or contingencies during such
period.

Lease guarantees — While all operating leases held in the name of Qdoba were part of the Qdoba Sale, some of the
leases remain guaranteed by the Company pursuant to one or more written guarantees. In the event Qdoba fails to
meet its payment and performance obligations under such guaranteed leases, we may be required to make rent and
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other payments to the landlord under the requirements of the Guarantees. Qdoba continues to meet its obligations
under these leases and there have not been any events that would indicate that Qdoba will not continue to meet the
obligations of the leases. As such, we have not recorded a liability for the Guarantees as the likelihood of Qdoba
defaulting on the assigned agreements was deemed to be less than probable. Refer to Note 3, Discontinued
Operations, for additional information regarding the Guarantees.
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JACK IN THE BOX INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

13.SUPPLEMENTAL CONSOLIDATED CASH FLOW INFORMATION (in thousands)

Non-cash investing and financing transactions:

Decrease in obligations for treasury stock repurchases

Decrease in obligations for purchases of property and equipment

Increase in dividends accrued or converted to common stock equivalents

Decrease in capital lease obligations from the termination of equipment and building leases

Increase in notes receivable from the sale of company-operated restaurants
Equipment capital lease obligations incurred

20

Sixteen Weeks
Ended

January 2fynuary 21,
2019 2018
$14,362 $ —
$4,927 $ 4,201
$58 $ 78

$7 $ 685

$— $ 9,084
$— $ 39
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JACK IN THE BOX INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

14. SUPPLEMENTAL CONSOLIDATED BALANCE SHEET INFORMATION (in thousands)

January 20, September 30,

2019 2018
Accounts and other receivables, net:
Trade $34,989 $ 35,877
Due from marketing fund 13,774 —
Notes receivable 10,666 11,480
Income tax receivable 1,132 5,637
Other 2,513 6,123
Allowance for doubtful accounts (1,533 ) (1,695 )
$61,541 $ 57,422
Prepaid expenses:
Prepaid rent $4,763 $—
Prepaid income taxes 868 4,837
Prepaid advertising — 4,318
Other 4,736 5,288
$10,367 $ 14,443
Other assets, net:
Company-owned life insurance policies $ 107,045 $ 109,908
Deferred rent receivable 48,844 48,372
Other 43,573 40,986
$199,462 $ 199,266
Accrued liabilities:
Insurance $35,829  $ 35,405
Payroll and related taxes 19,161 29,498
Deferred franchise fees 4,963 375
Sales and property taxes 2,830 4,555
Gift card liability 2,467 2,081
Other 35,179 35,008
$100,429 $ 106,922
Other long-term liabilities:
Defined benefit pension plans $67,214  $ 69,012
Deferred franchise fees 43,963 —
Straight-line rent accrual 30,731 31,762
Other 92,908 92,675
$234,816 $ 193,449

15.SUBSEQUENT EVENTS
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On February 18, 2019, the Board of Directors declared a cash dividend of $0.40 per common share, to be paid on
March 19, 2019 to shareholders of record as of the close of business on March 4, 2019.
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ITEM 2.MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

GENERAL

All comparisons between 2019 and 2018 refer to the 16-weeks (“quarter”’) ended January 20, 2019 and January 21,

2018, respectively, unless otherwise indicated.

For an understanding of the significant factors that influenced our performance during 2019 and 2018, our

Management’s Discussion and Analysis of Financial Condition and Results of Operations (“MD&A”) should be read in

conjunction with the condensed consolidated financial statements and related notes included in this Quarterly Report

and our Annual Report on Form 10-K for the fiscal year ended September 30, 2018.

Our MD&A consists of the following sections:

Overview — a general description of our business and 2019 highlights.

Financial reporting — a discussion of changes in presentation, if any.

Results of operations — an analysis of our condensed consolidated statements of earnings for the periods presented in

our condensed consolidated financial statements.

Liquidity and capital resources — an analysis of our cash flows including pension and postretirement health

contributions, capital expenditures, sale of company-operated restaurants, franchise tenant improvement allowance

distributions, our credit facility, share repurchase activity, dividends, known trends that may impact liquidity and the

impact of inflation, if applicable.

Discussion of critical accounting estimates — a discussion of accounting policies that require critical judgments and

estimates.

New accounting pronouncements — a discussion of new accounting pronouncements, dates of implementation and the

impact on our consolidated financial position or results of operations, if any.

Cautionary statements regarding forward-looking statements — a discussion of the risks and uncertainties that may

cause our actual results to differ materially from any forward-looking statements made by management.

We have included in our MD&A certain performance metrics that management uses to assess company performance

and which we believe will be useful in analyzing and understanding our results of operations. These metrics include:

Changes in sales at restaurants open more than one year (‘‘same-store sales”), system restaurant sales, franchised

restaurant sales, and average unit volumes (“AUVs”). Same-store sales, restaurant sales, and AUVs are presented for

franchised restaurants and on a system-wide basis, which includes company and franchise restaurants. Franchise sales

represent sales at franchise restaurants and are revenues of our franchisees. We do not record franchise sales as

revenues; however, our royalty revenues and percentage rent revenues are calculated based on a percentage of

franchise sales. We believe franchise and system same-store sales, franchised and system restaurant sales, and AUV

information are useful to investors as they have a direct effect on the Company’s profitability.

Adjusted EBITDA, which represents net earnings on a generally accepted accounting principles (“GAAP”) basis

excluding gains or losses from discontinued operations, income taxes, interest expense, net, gains on the sale of

company-operated restaurants, impairment and other charges, depreciation and amortization, and the amortization of

tenant improvement allowances. We are presenting Adjusted EBITDA because we believe that it provides a

meaningful supplement to net earnings of the Company's core business operating results, as well as a comparison to

those of other similar companies. Management believes that Adjusted EBITDA, when viewed with the Company's

results of operations in accordance with GAAP and the accompanying reconciliations within MD&A, provides useful

information about operating performance and period-over-period change, and provides additional information that is

useful for evaluating the operating performance of the Company's core business without regard to potential

distortions. Additionally, management believes that Adjusted EBITDA permits investors to gain an understanding of

the factors and trends affecting our ongoing cash earnings, from which capital investments are made and debt is

serviced.

Same-store sales, system restaurant sales, franchised restaurant sales, AUVs, and Adjusted EBITDA are not

measurements determined in accordance with GAAP and should not be considered in isolation, or as an alternative to

earnings from operations, or other similarly titled measures of other companies.
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OVERVIEW

As of January 20, 2019, we operated and franchised 2,241 Jack in the Box quick-service restaurants, primarily in the
western and southern United States, including one in Guam.

The following summarizes the most significant events occurring year-to-date in fiscal 2019, and certain trends
compared to a year ago:

Same-store and system sales — System same-store sales decreased 0.1%, and system sales decreased $5.9 million, or
9.6%, compared with a year ago. Menu price increases and favorable product mix were partially offset at
company-operated restaurants and more than offset at franchise-operated restaurants by a decrease in traffic.
Company restaurant operations — Company restaurant costs as a percentage of company restaurant sales decreased in
2019 to 73.8% from 74.0% a year ago primarily due to the benefit of refranchising units that had lower AUVs than
the average for all company restaurants, partially offset by higher costs for labor and other operating expenses.
Franchise operations — Excluding the impacts of the adoption of ASC 606 further described below, franchise costs as a
percentage of franchise revenues were largely flat compared to prior year.

Restructuring costs — In 2019, we have continued with our plan to reduce our general and administrative costs by
revamping our organization and cost structures. Additionally, in the first quarter of fiscal 2019, we began an
evaluation of strategic alternatives for the Company (the “Strategic Alternatives Evaluation™). In connection with these
activities, we have recorded $5.8 million of restructuring charges in 2019, which includes $4.5 million primarily
related to severance costs, and $1.3 million related to the Strategic Alternatives Evaluation. These costs are included
in “Impairment and other costs, net” in the accompanying condensed consolidated statements of earnings.

Return of cash to shareholders — We returned cash to shareholders in the form of cash dividends. We declared a cash
dividend of $0.40 per share totaling $10.3 million.

Adjusted EBITDA — Adjusted EBITDA decreased in 2019 to $83.0 million from $85.4 million in 2018.

FINANCIAL REPORTING

In fiscal 2019, we adopted ASU 2014-09, Revenue Recognition - Revenue from Contracts with Customers (Topic
606) (“ASC 606), using the modified retrospective method, whereby the cumulative effect of initially adopting the
guidance was recognized as an adjustment to beginning retained earnings at October 1, 2018. The comparative
information has not been restated and continues to be reported under the accounting standards in effect for those
periods. The most significant effects of this transition that affect comparability of our results of operations between
2019 and 2018 include the following:

Franchise fee revenue for initial franchise services will be recognized over the franchise term beginning in 2019
compared to upfront recognition under the previous revenue guidance.

Franchise contribution for advertising and other services are reflected on a gross basis in 2019 compared to a net basis
in 2018. Newly created captions “Franchise contribution for advertising and other services” and “Franchise advertising
and other services expenses” include the gross-up of respective revenues and expenses; however, the 2018 results have
not been restated to conform to current year presentation.

In fiscal 2018, we completed the sale of Qdoba on March 21, 2018. Qdoba results are included in discontinued
operations for all periods presented.
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RESULTS OF OPERATIONS

The following table presents certain income and expense items included in our condensed consolidated statements of
earnings as a percentage of total revenues, unless otherwise indicated. Percentages may not add due to rounding.
CONDENSED CONSOLIDATED STATEMENTS OF EARNINGS DATA

Sixteen Weeks

Ended

January 20anuary 21,

2019 2018
Revenues:
Company restaurant sales 354 % 576 %
Franchise rental revenues 288 % 262 %
Franchise royalties and other 180 % 162 %
Franchise contributions for advertising and other services 178 % — %
Total revenues 100.0% 100.0 %
Operating costs and expenses, net:
Company restaurant costs (excluding depreciation and amortization):
Food and packaging (1) 288 % 288 %
Payroll and employee benefits (1) 294 % 288 %
Occupancy and other (1) 156 % 164 %
Total company restaurant costs (1) 73.8 % 740 %
Franchise occupancy expenses (excluding depreciation and amortization) (2) 60.5 % 60.2 %
Franchise support and other costs (3) 54 % 52 %
Franchise advertising and other services expenses (4) 104.7% — %
Selling, general and administrative expenses 83 % 116 %
Depreciation and amortization 59 % 6.5 %
Impairment and other charges, net 26 % 0.8 %
Gains on the sale of company-operated restaurants 0.1 Y% 3.0 )%
Earnings from operations 20.1 % 249 %
Income tax rate (5) 231 % 785 %

(1) As a percentage of company restaurant sales.

(2) As a percentage of franchise rental revenues.

(3) As a percentage of franchise royalties and other.

(4) As a percentage of franchise contributions for advertising and other services.
(5) As a percentage of earnings from continuing operations and before income taxes.
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CHANGES IN SAME-STORE SALES
Sixteen Weeks
Ended
January RBthuary 21,
2019 2018
Company0.5 % 02 %
Franchise(0.1)% (0.3 )%
System (0.1)% (0.2 )%
The following table summarizes the changes in the number and mix of company and franchise restaurants:
2019 2018
Compahyanchise Total Compahyanchise Total
Beginning of year 137 2,100 2,237 276 1,975 2,251

New — 9 9 1 5 6
Refranchised — — — 22) 22 —
Closed — (5 ) 5 ) — (7 ) (T )

End of period 137 2,104 2,241 255 1,995 2,250

% of system 6 % 9% % 100 % 11 % 89 % 100 %

The following table summarizes the restaurant sales for company-owned, franchised, and total system sales (in
thousands):

Sixteen Weeks Ended

January 20, January 21,

2019 2018
Company-owned restaurant sales $102,832  $169,637
Franchised restaurant sales 959,960 899,062
System sales $1,062,792 $1,068,699

Below is a reconciliation of Non-GAAP Adjusted EBITDA to the most directly comparable GAAP measure, net
earnings (in thousands):

ADJUSTED EBITDA

Sixteen Weeks Ended

January 2Qlanuary 21,

2019 2018
Net earnings - GAAP $34,098 $12,190
(Earnings) losses from discontinued operations, net of taxes (2,977 ) 699
Income taxes 9,373 47,138
Interest expense, net 17,374 12,780
Gains on the sale of company-operated restaurants 219 ) (8,940 )
Impairment and other charges, net 7,698 2,257
Depreciation and amortization 17,169 19,157
Amortization of franchise tenant improvement allowances 530 147
Adjusted EBITDA - Non-GAAP $83,046 $ 85,428
25
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Company Restaurant Operations
The following table presents company restaurant sales and costs, and restaurant costs as a percentage of the related
sales. Percentages may not add due to rounding (dollars in thousands):

Sixteen Weeks Ended

January 20, 2019 January 21, 2018
Company restaurant sales $102,832 $169,637
Company restaurant costs:
Food and packaging 29,616 28.8% 48,864 28.8%
Payroll and employee benefits 30,274  29.4% 48,940 28.8%
Occupancy and other 16,013 15.6% 27,750 16.4 %

Total company restaurant costs $75,903 73.8% $125,554 74.0%

Company restaurant sales decreased $66.8 million in 2019 as compared with the prior year primarily driven by a
decrease in the number of company restaurants resulting from the execution of our refranchising strategy and, to a
lesser extent, by a decrease in traffic, which was more than offset by menu price increases and favorable product mix.
The following table presents the approximate impact of these (decreases) increases on company restaurant sales in
2019 (in millions):

Sixteen

Weeks

Ended
Decrease in the average number of restaurants $(67.8)
AUV increase 1.0
Total change in company restaurant sales $(66.8)

Same-store sales at company-operated restaurants increased 0.5% in 2019 as compared with the prior year primarily
due to menu price increases and favorable product mix, partially offset by a decline in transactions. The following
table summarizes the change in company-operated same-store sales versus a year ago:

Sixteen Weeks

Ended

January Rthuary 21,

2019 2018
Average check (1) 38 % 2.6 %
Transactions 3.3)% 24 Y%

Change in same-store sales 0.5 % 0.2 %

(1) Amounts in 2019 and 2018 include price increases of approximately 2.6% and 1.6%, respectively.

Food and packaging costs as a percentage of company restaurant sales remained consistent at 28.8% in 2019 and 2018
primarily due to menu price increases and favorable product mix, partially offset by higher commodity costs.
Commodity costs increased 0.8% compared to a year ago due primarily to higher costs for potatoes and beverages,
partially offset by lower costs for beef and pork. Potatoes increased most significantly by 7% in the quarter while beef,
our most significant commodity, decreased approximately 5% in 2019 compared with the prior year. For fiscal 2019,
we currently expect commodity costs to increase approximately 2% compared with fiscal 2018.

Payroll and employee benefit costs as a percentage of company restaurant sales increased to 29.4% in 2019 compared
with 28.8% in 2018 due primarily to higher average wages resulting from a change in the mix of restaurants due to
refranchising, wage inflation, and a highly competitive labor market.

Occupancy and other costs decreased $11.7 million in 2019 compared to the prior year, primarily due to a decrease in
the average number of restaurants, impacting occupancy and other costs by approximately $13 million, partially offset
by higher costs for maintenance and repairs, uniforms, utilities, information technology and property rent. The
decrease in occupancy and other costs as a percentage of company restaurant sales in 2019 compared to 2018 was
primarily due to the benefit of refranchising units that had lower AUVs than the average for all company restaurants.
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Franchise Operations
The following table presents franchise revenues and costs in each period and other information we believe is useful in
analyzing the change in franchise operating results (dollars in thousands):

Sixteen Weeks Ended
January 20, January 21,
2019 2018
Franchise rental revenues $83,890 $77,217
Royalties 49,507 46,293
Franchise fees and other 2,743 1,316
Franchise royalties and other 52,250 47,609
Franchise contributions for advertising and other services 51,814 —
Total franchise revenues $187,954 $124,826
Franchise occupancy expenses (excluding depreciation and amortization) $50,713 $46,521
Franchise support and other costs 2,845 2,482
Franchise advertising and other services expenses 54,270 —
Total franchise costs $107,828 $49,003
Franchise costs as a % of total franchise revenues 57.4 % 39.3 %
Average number of franchise restaurants 2,084 1,975
% increase 5.5 %
Decrease in franchise-operated same-store sales 0.1 )% (0.3 )%
Franchised restaurant sales $959,960 $899,062
Franchised restaurant AUVs $461 $455
Royalties as a percentage of total franchised restaurant sales 5.2 % 5.1 %

Franchise rental revenues increased $6.7 million, or 8.6%, in 2019 as compared with the prior year. This increase is
primarily due to additional rental revenues in 2019 of $7.0 million resulting from an increase in the number of
restaurants leased or subleased from the Company due to our refranchising strategy.

Franchise royalties and other increased $4.6 million, or 9.7%, in 2019 versus a year ago primarily due to an increase
in the number of franchise restaurants.

In years prior to 2019, franchise contributions for advertising and other services were shown net with the related
disbursements within “Selling, general, and administrative expenses” in our condensed consolidated statement of
earnings. In the first quarter of 2019, we adopted ASC 606, which requires these revenues and expenses to be
presented gross on our condensed consolidated statement of earnings. Refer to Note 2, Revenue, for additional
information related to the adoption of this new accounting standard.

Franchise occupancy expenses, principally rents, increased $4.2 million in 2019 versus a year ago due primarily to a
net increase in the average number of franchise-operated restaurants resulting from our refranchising strategy,
contributing additional costs of approximately $4.0 million.

Franchise support and other costs increased $0.4 million in 2019 compared with a year ago due primarily to an
increase in costs associated with franchise remodels in 2019.

Depreciation and Amortization

Depreciation and amortization decreased by $2.0 million in 2019 as compared with the prior year, primarily due to a
decrease in equipment depreciation driven by a decrease in the average number of company-operated restaurants
resulting from our refranchising activities in 2018. To a lesser extent, a decline in depreciation resulting from our
franchise building assets becoming fully depreciated also contributed to the decrease.
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Selling, General and Administrative (“SG&A”) Expenses
The following table presents the change in 2019 SG&A expenses compared with the prior year (in thousands):

Increase /

(Decrease)
Incentive compensation (including share-based compensation and related payroll taxes) $ (4,526 )
Advertising (1,650 )
Technology fees (1,470 )
Region administration (964 )
Legal fees 857
Cash surrender value of COLI policies, net 1,712
Other (includes transition services income and savings related to our restructuring plan) (3,937 )

$(9,978 )

Incentive compensation decreased in 2019 primarily due to lower levels of performance in 2019 versus the prior year
as compared to target bonus levels and a decrease of $1.0 million in share-based compensation primarily related to the
elimination of retiree eligible accelerated vesting provisions in our fiscal 2019 restricted stock unit grants.

Advertising costs are primarily contributions to our marketing fund and are determined as a percentage of gross
restaurant sales. Advertising costs decreased due to a decrease in the number of company-operated restaurants
resulting from our refranchising efforts. These decreases were partially offset by incremental contributions to the
marketing fund of $2.0 million in 2019 for additional system-wide promotional activity.

Upon adoption of ASC 606 in 2019, technology fees and costs are recorded on a gross basis within our condensed
consolidated statements of earnings within “Franchise contributions from advertising and other services” and “Franchise
advertising and other services expenses.”

Region administration costs decreased in 2019 as compared to 2018 due primarily to workforce reductions related to
our refranchising efforts.

The cash surrender value of our Company-owned life insurance (“COLI”) policies, net of changes in our non-qualified
deferred compensation obligation supported by these policies, are subject to market fluctuations. The changes in
market values had a negative impact of $1.4 million in 2019, compared with a positive impact of $0.3 million in the
prior year.

Impairment and Other Charges, Net

Impairment and other charges, net is comprised of the following (in thousands):

Sixteen Weeks

Ended

January Rfhuary 21,

2019 2018
Restructuring costs $5,840 $ 358
Costs of closed restaurants and other 866 1,447
Losses on disposition of property and equipment, net 576 184
Accelerated depreciation 416 57
Operating restaurant impairment charges (1) — 211

$7,698 $ 2,257

(1)In 2018, impairment charges relate to our landlord’s sale of a restaurant property to a franchisee.

Impairment and other charges, net increased $5.4 million in 2019 compared with a year ago. The increase was
primarily driven by a $5.5 million increase in restructuring costs, primarily relating to severance and the Strategic
Alternatives Evaluation. This increase was partially offset by a decrease of $0.6 million in costs of closed restaurants
primarily related to changes in the market value of three closed restaurant properties held for sale in the first quarter of
2018. Refer to Note 7, Impairment and Other Charges, Net, of the notes to the condensed consolidated financial
statements for additional information regarding these charges.
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Gains on the Sale of Company-Operated Restaurants
Gains on the sale of company-operated restaurants, net are detailed in the following table (dollars in thousands):
Sixteen Weeks
Ended
JanuarjaQary 21,
2019 2018
Number of restaurants sold to franchisees — 22
Gains on the sale of company-operated restaurants $219 $ 8,940
Gains are impacted by the number of restaurants sold and changes in average gains or losses recognized, which
primarily relate to the specific sales and cash flows of those restaurants. Gains in 2019 primarily relate to escrow
funds released on restaurants sold in prior years. Refer to Note 4, Summary of Refranchisings and Franchisee
Development, of the notes to the condensed consolidated financial statements for additional information regarding
these gains.
Interest Expense, Net
Interest expense, net is comprised of the following (in thousands):

Sixteen Weeks Ended

January 2Qlanuary 21,

2019 2018
Interest expense $17,612 $12,811
Interest income (238 ) (31 )

Interest expense, net $17,374  $ 12,780

Interest expense, net increased $4.6 million in 2019 compared with a year ago primarily due to higher average interest
rates on average borrowings. As described in Note 3, Discontinued Operations, a portion of interest costs was
allocated to discontinued operations in the prior year based on our estimate of the mandatory prepayment that was
made upon closing of the Qdoba Sale.

Income Taxes

The tax rate in 2019 was 23.1% in the quarter compared with 78.5% a year ago. The major components of the change
in tax rates were the non-cash impact of the enactment of the Tax Act in fiscal year 2018, a decrease in the statutory
tax rate, and an adjustment related to state taxes recorded in the first quarter of fiscal year 2019, partially offset by a
decrease in the excess tax benefit on stock compensation. We expect the fiscal year tax rate to be approximately
26.0% to 27.0%. The final annual tax rate cannot be determined until the end of the fiscal year; therefore, the actual
2019 rate could differ from our current estimates. Refer to Note 8, Income Taxes, of the notes to the condensed
consolidated financial statements for additional information regarding income taxes.

Earnings (Losses) from Discontinued Operations, Net

As described in Note 3, Discontinued Operations, in the notes to condensed consolidated financial statements, the
results of operations from our distribution business and Qdoba have been reported as discontinued operations for all
periods presented. Refer to Note 3 for additional information regarding discontinued operations.
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LIQUIDITY AND CAPITAL RESOURCES

General

Our primary sources of short-term and long-term liquidity are expected to be cash flows from operations and our
revolving bank credit facility.

We generally reinvest available cash flows from operations to enhance existing restaurants, to reduce debt, to
repurchase shares of our common stock, to pay cash dividends, and to develop new restaurants. Our cash requirements
consist principally of:

working capital;

eapital expenditures for restaurant renovations and new restaurant construction;

tncome tax payments;

debt service requirements;

franchise tenant improvement allowance distributions; and

obligations related to our benefit plans.

Based upon current levels of operations and anticipated growth, we expect that cash flows from operations, combined
with other financing alternatives in place or available, will be sufficient to meet our capital expenditure, working
capital and debt service requirements for at least the next twelve months and the foreseeable future.

As is common in the restaurant industry, we maintain relatively low levels of accounts receivable and inventories, and
our vendors grant trade credit for purchases such as food and supplies. We also continually invest in our business
through the addition of new units and refurbishment of existing units, which are reflected as long-term assets and not
as part of working capital. As a result, we may at times maintain current liabilities in excess of current assets, which
results in a working capital deficit.

Cash Flows

The table below summarizes our cash flows from continuing operations (in thousands):
Sixteen Weeks Ended
January 2Qlanuary 21,
2019 2018

Total cash provided by (used in):

Operating activities $37,601 $53,730

Investing activities 4,263 ) (1,818 )

Financing activities (31,743 ) (54,917 )

Net cash flows $1,595 $(3,005 )

Operating Activities. Operating cash flows in 2019 decreased $16.1 million compared with a year ago primarily due to
unfavorable changes in working capital of $11.4 million, mainly attributable to higher incentive compensation paid in
the current fiscal period and timing of receipts and expenditures, as well as lower net income adjusted for non-cash
items of $4.8 million.

Pension and Postretirement Contributions — Our policy is to fund our pension plans at or above the minimum required
by law. As of January 1, 2018, the date of our last actuarial funding valuation, there was no minimum contribution
funding requirement for our qualified pension plan. We continue to evaluate contributions to our Qualified Plan based
on changes in pension assets as a result of asset performance in the current market and the economic environment. We
do not anticipate making any contributions to our Qualified Plan in fiscal 2019. In 2019, we contributed $2.1 million

to our non-qualified pension plan and postretirement plans.
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Investing Activities. Cash used in investing activities increased $2.4 million compared with a year ago primarily due
to $8.4 million lower proceeds received in connection with the sale of company-owned restaurants, including
collections on notes issued in connection with the 2018 refranchising, as well as $4.9 million lower proceeds from the
sale and leaseback of assets in 2018. These decreases were partially offset by a $13.1 million increase in Qdoba
inter-company transfers in 2018.

Capital Expenditures — The composition of capital expenditures in each period follows (in thousands):

Sixteen Weeks
Ended
January 2fynuary 21,
2019 2018
Jack in the Box:
Restaurant facility expenditures $7,346 $ 8,554
New restaurants 1,301 555
Other, including information technology 2,525 657
11,172 9,766
Corporate Services:
Information technology 11 1,017
Other, including facility improvements — 10
11 1,027
Total capital expenditures $11,183 $ 10,793

Our capital expenditure program includes, among other things, investments in new equipment, restaurant remodeling,
information technology enhancements, and new locations. Capital expenditures increased $0.4 million compared to a
year ago primarily resulting from a $0.9 million increase in spending related to restaurant and corporate services
information technology, and a $0.7 million increase in spending related to building new Jack in the Box restaurants,
partially offset by a $1.2 million decrease in spending related to restaurant facility expenditures. We expect fiscal
2019 capital expenditures to be approximately $30.0 million to $35.0 million.

Financing Activities. Cash flows used in financing activities decreased $23.2 million in 2019 compared with a year
ago primarily due to lower net repayments of $24.9 million borrowings under our credit facility and an increase of
$9.4 million in cash book overdrafts resulting from timing differences on checks issued but not yet endorsed, partially
offset by an increase of $14.4 million in cash used to repurchase common stock.

Credit Facility — Our credit facility was amended on March 21, 2018, which extended the revolving credit agreement
and the term loan maturity dates to March 19, 2020. As of January 20, 2019, we had $325.7 million outstanding under
the term loan, borrowings under the revolving credit agreement of $727.4 million, and letters of credit outstanding of
$31.4 million. As of January 20, 2019, our unused borrowing capacity was $141.2 million.

The interest rate on our credit facility is based on our leverage ratio and can range from the London Interbank Offered
Rate (“LIBOR”) plus 1.25% to 2.25% with a 0% floor on LIBOR. The interest rate as of January 20, 2019 was LIBOR
plus 2.25%.

We are subject to a number of customary covenants under our credit facility, including limitations on additional
borrowings, acquisitions, loans to franchisees, lease commitments, stock repurchases and dividend payments, and
requirements to maintain certain financial ratios as defined in the credit agreement. The amendment raised our
maximum leverage ratio from 4.0 times to 4.5 times and permits unlimited cash dividends and share repurchases if pro
forma leverage is less than 4.0 times, subject also to pro forma fixed charge covenant compliance.

We were in compliance with all covenants as of January 20, 2019.

Interest Rate Swaps — To reduce our exposure to fluctuating interest rates under our credit facility, we consider interest
rate swaps. In June 2015, we entered into forward-starting interest rate swap agreements that effectively converted
$500.0 million of our variable rate borrowings to a fixed-rate from October 2018 through October 2022. For
additional information, refer to Note 6, Derivative Instruments, of the notes to our condensed consolidated financial
statements.
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Repurchases of Common Stock — We did not repurchase any common shares during 2019 or 2018. In November 2018,
the Board of Directors approved a stock buyback program for up to $60.0 million in shares of our common stock,
expiring in November 2019. As of January 20, 2019, there was approximately $101.0 million remaining under
Board-authorized stock-buyback programs which expire in November 2019. Repurchases of common stock included
in our condensed consolidated statement of cash flows for fiscal 2019 includes $14.4 million related to repurchase
transactions traded in the prior fiscal year that settled in 2019.

Dividends — During 2019, the Board of Directors declared a cash dividend of $0.40 per common share totaling $10.3
million. Future dividends are subject to approval by our Board of Directors.

Off-Balance Sheet Arrangements

We have entered into certain off-balance sheet contractual obligations and commitments in the ordinary course of
business, which are recognized in our condensed consolidated financial statements in accordance with U.S. generally
accepted accounting principles. There has been no material change in these arrangements as disclosed in our
Management’s Discussion and Analysis of Financial Condition and Results of Operations included in our Annual
Report on Form 10-K for the fiscal year ended September 30, 2018. We are not a party to any other off-balance sheet
arrangements that have, or are reasonably likely to have, a current or future material effect on our financial condition,
changes in financial condition, results of operations, liquidity, capital expenditures or capital resources.
DISCUSSION OF CRITICAL ACCOUNTING ESTIMATES

Critical accounting estimates are those that we believe are most important for the portrayal of the Company’s financial
condition and results, and that require management’s most subjective and complex judgments. Judgments and
uncertainties regarding the application of these policies may result in materially different amounts being reported
under various conditions or using different assumptions. There have been no material changes to the critical
accounting estimates previously disclosed in the Company’s Annual Report on Form 10-K for the fiscal year ended
September 30, 2018.

NEW ACCOUNTING PRONOUNCEMENTS

Refer to Note 1, Basis of Presentation, of the notes to condensed consolidated financial statements.
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CAUTIONARY STATEMENTS REGARDING FORWARD-LOOKING STATEMENTS

This report contains forward-looking statements within the meaning of the federal securities laws. Any statements

contained herein that are not historical facts may be deemed to be forward-looking statements. Forward-looking

statements may be identified by words such as “anticipate,” “assume,” “believe,” “estimate,” “expect,” “forecast,” “goals,” “gu
“intend,” “plan,” “project,” “may,” “will,” “would”, “should” and similar expressions. These statements are based on managen
current expectations, estimates, forecasts and projections about our business and the industry in which we

operate. These estimates and assumptions involve known and unknown risks, uncertainties, and other factors that are

in some cases beyond our control. Factors that may cause our actual results to differ materially from any

forward-looking statements include, but are not limited to:

29 ¢ 9 ¢ 99 ¢

29 6

We face significant competition in the food service industry and our inability to compete may adversely affect our
business.

Changes in demographic trends and in customer tastes and preferences could cause sales and the royalties we receive
from franchisees to decline.

Changes in consumer confidence and declines in general economic conditions could negatively impact our financial
results.

Increases in food and commodity costs could decrease our profit margins or result in a modified menu, which could
adversely affect our financial results.

Failure to receive scheduled deliveries of high quality food ingredients and other supplies could harm our operations
and reputation.

We have a limited number of suppliers for our major products and rely on a distribution network with a limited
number of distribution partners for the majority of our national distribution program in the United States. If our
suppliers or distributors are unable to fulfill their obligations under their contracts, it could harm our operations.
Food safety and food-borne illness concerns may have an adverse effect on our business by reducing demand and
increasing costs.

Negative publicity relating to our business or industry could adversely impact our reputation.

Our business could be adversely affected by increased labor costs or difficulties in finding and retaining
top-performing personnel.

We may not have the same resources as our competitors for advertising and promotion.

.We may be adversely impacted by severe weather conditions, natural disasters, terrorist acts or civil unrest that could
result in property damage, injury to employees and staff, and lost restaurant sales.

Our business is subject to seasonal fluctuations.

We may not achieve our development goals.

Our highly franchised business model presents a number of risks, and the failure of our franchisees to operate
successful and profitable restaurants could negatively impact our business.

We are subject to financial and regulatory risks associated with our owned and leased properties and real estate
development projects.

Changes to estimates related to our property, fixtures, and equipment or operating results that are lower than our
eurrent estimates at certain restaurant locations may cause us to incur impairment charges on certain long-lived assets,
which may adversely affect our results of operations.

Our tax provision may fluctuate due to changes in expected earnings.

:Activities related to our sale of Qdoba, and our refranchising, restructuring, and cost savings initiatives entail various
risks and may negatively impact our financial results.

We are subject to the risk of cybersecurity breaches, intrusions, data loss, or other data security incidents.

We may not be able to adequately protect our intellectual property, which could harm the value of our brands and
adversely affect our business.

We adjust our capital structure from time to time and we may increase our debt leverage which would make us more
sensitive to the effects of economic downturns.

€Changes in accounting standards may negatively impact our results of operations.
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We are subject to increasing legal complexity and may be subject to claims or lawsuits that are costly to defend and
could result in our payment of substantial damages or settlement costs.

Unionization activities or labor disputes may disrupt our operations and affect our profitability.

Our insurance may not provide adequate levels of coverage against claims.
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Our quarterly results and, as a result, the price of our common stock, may fluctuate significantly and could fall below
the expectations of securities analysts and investors due to various factors.

:Activities of activist stockholders could cause us to incur substantial costs, divert management’s attention and
resources, and have an adverse effect on our business.

Governmental regulation may adversely affect our existing and future operations and results, including by harming
our ability to profitably operate our restaurants.

The proliferation of federal, state, and local regulations increases our compliance risks, which in turn could adversely
affect our business.

Legislation and regulations regarding our products and ingredients, including the nutritional content of our products,
could impact customer preferences and negatively impact our financial results.

Failure to obtain and maintain required licenses and permits or to comply with food control regulations could lead to
the loss of our food service licenses and, thereby, harm our business.

dJack in the Box may be subject to risk associated with disagreements with key stakeholders, such as franchisees.

These and other factors are identified and described in more detail in our filings with the Securities and Exchange
Commission, including, but not limited to: the “Discussion of Critical Accounting Estimates,” and other sections in this
Form 10-Q and the “Risk Factors” section of our most recent Annual Report on Form 10-K for the fiscal year ended
September 30, 2018 (“Form 10-K”). These documents may be read free of charge on the SEC’s website at www.sec.gov.
Potential investors are urged to consider these factors, more fully described in our Form 10-K, carefully in evaluating
any forward-looking statements, and are cautioned not to place undue reliance on the forward-looking statements. All
forward-looking statements are made only as of the date issued, and we do not undertake any obligation to update any
forward-looking statements.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

There have been no material changes in our quantitative and qualitative market risks set forth in Part II, Item 7A
“Quantitative and Qualitative Disclosures About Market Risk™ in our Annual Report on Form 10-K for the fiscal year
ended September 30, 2018.

ITEM 4. CONTROLS AND PROCEDURES

Conclusion Regarding the Effectiveness of Disclosure Controls and Procedures

Based on an evaluation of the Company’s disclosure controls and procedures (as defined in Rules 13a-15 and 15d-15
of the Securities Exchange Act of 1934, as amended), as of the end of the Company’s quarter ended January 20, 2019,
the Company’s Chief Executive Officer and Chief Financial Officer (its principal executive officer and principal
financial officer, respectively) have concluded that the Company’s disclosure controls and procedures were effective.

Changes in Internal Control over Financial Reporting

During the fiscal quarter ended January 20, 2019, the Company implemented internal controls to ensure we
adequately evaluated our contracts and properly assessed the impact of the new revenue guidance related to revenue
recognition on our financial statements to facilitate the adoption of the new standard on October 1, 2018. There have
been no other changes in the Company’s internal control over financial reporting that occurred during the Company’s
fiscal quarter ended January 20, 2019 that have materially affected, or are reasonably likely to materially affect, the
Company’s internal control over financial reporting.
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PART II. OTHER INFORMATION
There is no information required to be reported for any items under Part II, except as follows:

ITEM 1. LEGAL PROCEEDINGS
See Note 12, Contingencies and Legal Matters, of the notes to condensed consolidated financial statements for a
discussion of our contingencies and legal matters.

ITEM 1A. RISK FACTORS

The risk factors set forth below contain material changes to the risk factors previously disclosed and included in our
Annual Report on Form 10-K for the fiscal year ended September 30, 2018. When evaluating our business and our
prospects, you should consider the risks and uncertainties described under Item 1A of Part I of our Annual Report on
Form 10-K for the fiscal year ended September 30, 2018, which we filed with the SEC on November 21, 2018, as
updated in this Item 1A. You should also consider the risks and uncertainties discussed under the heading “Cautionary
Statements Regarding Forward-Looking Statements” in Item 2 of this Quarterly Report on Form 10-Q. You should also
refer to the other information set forth in this Quarterly Report and in our Annual Report on Form 10-K for the fiscal
year ended September 30, 2018, including our financial statements and the related notes. These risks and uncertainties
are not the only ones we face. Additional risks and uncertainties not presently known to us or that we currently
consider immaterial may also impair our business operations. If any of the risks or uncertainties actually occurs, our
business and financial results could be harmed. In that case, the market price of our common stock could decline.

Jack in the Box may be subject to risk associated with disagreements with key stakeholders, such as franchisees.

In addition to its shareholders, Jack in the Box has several key stakeholders, including its independent franchise
operators. Third parties such as franchisees are not subject to the control of the Company and may take actions or
behave in ways that are adverse to the Company. Because the ultimate interests of franchisees and the Company are
largely aligned around maximizing restaurant profits, the Company does not believe that any areas of disagreement
between the company and franchisees are likely to create material risk to the Company or its shareholders.
Nevertheless, it is possible that conflict and disagreements with these or other critical stakeholders could have a
material adverse effect on the Company’s business.

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

Our credit agreement provides for the potential payment of cash dividends and stock repurchases, subject to certain
limitations based on our leverage ratio as defined in our credit agreement.

Stock Repurchases — We have not repurchased any shares of our common stock in 2019. As of January 20, 2019, there
was approximately $101.0 million remaining under the Board-authorized stock-buyback programs which expire in
November 2019.

ITEM 3. DEFAULTS UPON SENIOR SECURITIES

None.
ITEM 4. MINE SAFETY DISCLOSURES
Not applicable.

ITEM 5. OTHER INFORMATION
Item 5.03. None.
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ITEM 6. EXHIBITS

Number Description FormFiled with SEC
Agreement, dated as of October 25. 2018. between Jack in the Box Inc. and JANA
10.1.14 Partners L1.C 8-K 10/26/2018

Cooperation Agreement. dated as of October 29. 2018. between Jack in the Box Inc. i
10.1.15 and JANA Partners LLC 8-K 10/29/2018

Amendment No.1 to Cooperation Agreement. dated as of January 4. 2019, between i
gL Lo Jack in the Box Inc. and JANA Partners LIL.C SIS Rl

Form of Time -Vesting Restricted Stock Unit Award Agreement under the 2004 Stock

10.8.16 Incentive Plan 10-Q Filed herewith
Certification of Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley ) .
31.1 —  Filed herewith
Act of 2002
Certification of Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley ) .
31.2 —  Filed herewith
Act of 2002

301 Certification of Chief Executive Officer pursuant to 18 U.S.C. Section 1350. as adopted_ Filed herewith
’ pursuant to Section 906 of the Sarbanes-Oxley Act of 2002
Certification of Chief Financial Officer pursuant to 18 U.S.C. Section 1350. as adopted ) .
32.2 Filed herewith

pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 -
101.INS XBRL Instance Document

101.SCH XBRL Taxonomy Extension Schema Document
101.CALXBRL Taxonomy Extension Calculation Linkbase Document
101.DEF XBRL Taxonomy Extension Definition Linkbase Document
101.LAB XBRL Taxonomy Extension Label Linkbase Document
101.PRE XBRL Taxonomy Extension Presentation Linkbase Document
* Management contract or compensatory plan.
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http://www.sec.gov/Archives/edgar/data/807882/000115752318002171/a51889526ex10_1.htm
http://www.sec.gov/Archives/edgar/data/807882/000115752318002171/a51889526ex10_1.htm
http://www.sec.gov/Archives/edgar/data/807882/000115752318002185/a51890553ex10_1.htm
http://www.sec.gov/Archives/edgar/data/807882/000115752318002185/a51890553ex10_1.htm
http://www.sec.gov/Archives/edgar/data/807882/000115752319000029/a51920861ex10_1.htm
http://www.sec.gov/Archives/edgar/data/807882/000115752319000029/a51920861ex10_1.htm
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SIGNATURE
Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be
signed on its behalf by the undersigned thereunto duly authorized.

JACK IN THE BOX INC.
By:/S/' LANCE TUCKER
Lance Tucker
Executive Vice President and Chief Financial Officer (principal financial officer)
(Duly Authorized Signatory)
Date: February 21, 2019
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