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(770) 399-9595

(Registrant s telephone number, including area code)

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days.

Yes X Noo

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer. See definition of
accelerated filer and large accelerated filer (as defined in Rule 12b-2 of the Exchange Act).

X Large accelerated filer o Accelerated filer o Non-accelerated filer

Indicate by check mark if the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).

Yes o No X

As of November 8, 2007, there were 100 shares of common stock of the Registrant outstanding, all of which are owned by Darden Restaurants,
Inc. pursuant to the merger of the Registrant and Surf & Turf Merger Corp., a wholly owned subsidiary of Darden Restaurants, Inc., as more
fully described herein.

THE REGISTRANT MEETS THE CONDITIONS SET FORTH IN GENERAL INSTRUCTION H (1) (a) AND (b) OF FORM 10-Q AND IS
THEREFORE FILING THIS FORM WITH THE REDUCED DISCLOSURE FORMAT.

RARE Hospitality International, Inc. and Subsidiaries
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PART I - FINANICAL INFORMATION

Item 1. Consolidated Financial Statements

RARE Hospitality International, Inc. and Subsidiaries

Consolidated Balance Sheets

(In thousands)
(Unaudited)
September 30, December 31,
Assets 2007 2006
Current assets:
Cash and cash equivalents $ 31,471 $ 31,378
Short-term investments 6,263 6,001
Accounts receivable 15,385 15,663
Inventories 17,100 16,274
Prepaid expenses 7,550 6,872
Refundable income taxes 17,172 --
Deferred income taxes 11,284 16,681
Assets of discontinued operations -- 31,939

Total current assets 106,225 124,808
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Property & equipment, less accumulated depreciation and

amortization of $217,579 in 2007 and $197,959 in 2006 582,476 525,160
Goodwill 19,187 19,187
Deferred income taxes 3,394 --
Other 28,280 26,057

Total assets $ 739,562 $ 695,212

Liabilities and Shareholders Equity

Current liabilities:

Accounts payable $ 26,965 $ 33,891
Accrued expenses 78,216 89,202
Income taxes payable -- 2,953
Current installments of obligations under
capital leases 417 345
Liabilities of discontinued operations -- 7,652
Total current liabilities 105,598 134,043
Obligations under capital leases, net
of current installments 52,617 41,290
Deferred income taxes -- 1,192
Convertible Senior Notes 125,000 125,000
Other 40,901 32,995
Total liabilities 324,116 334,520
Minority interest 1,008 1,044
Shareholders equity:
Preferred stock no par value -- --
Common stock 281,225 247,661
Retained earnings 311,524 284,082
Treasury shares at cost; 5,757 shares in 2007 and 5,567 in 2006 (178,311) (172,095)
Total shareholders equity 414,438 359,648
Total liabilities and shareholders equity $ 739,562 $ 695,212

See accompanying notes to consolidated financial statements.

RARE Hospitality International, Inc. and Subsidiaries

Consolidated Statements of Operations



Edgar Filing

(In thousands, except per share data)

: RARE HOSPITALITY INTERNATIONAL INC - Form 10-Q

(Unaudited)
Quarter Ended
13 Wks Ended
Sept 30, Oct 1,
2007 2006
Revenues:
Restaurant sales:
LongHorn Steakhouse $ 201,215 $ 180,414
The Capital Grille 51,933 45,473
Specialty concepts 1,997 2,007
Total restaurant sales 255,145 227,894
Franchise revenues 119 165
Total revenues 255,264 228,059
Costs and expenses:
Cost of restaurant sales 92,804 84,055
Operating expenses - restaurants 119,135 104,973
Depreciation and amortization - restaurants 10,894 9,108
Pre-opening expense - restaurants 2,457 2,627
Provision for asset impairments, restaurant closings,
and other charges 7,518 4,946
General and administrative expenses 18,249 15,278
Total costs and expenses 251,057 220,987
Operating income 4,207 7,072
Interest expense, net 1,320 674
Minority interest (10) (23)
Earnings from continuing operations
before income taxes 2,897 6,421
Income tax expense (benefit) (543) 1,870
Income from continuing operations 3,440 4,551
Loss from discontinued operations,
net of income taxes -- (8,050)
Net earnings (loss) $ 3,440 $ (3499
Basic earnings (loss) per common share:
Continuing operations $ 0.11 $ 0.13
Discontinued operations -- 0.24)
$ 0.11 $ (0.10)

Nine Months Ended

39 Wks Ended 40 Wks Ended
Sept 30, Oct 1,
2007 2006
$ 621,237 $ 575,898
164,677 144,523
5,785 6,184
791,699 726,605
373 440
792,072 727,045
289,829 265,647
356,815 320,831
31,683 26,855
7,708 7,169
7,518 4,946
50,519 48,511
744,072 673,959
48,000 53,086
4,642 1,769
104 102

43,254 51,215
12,724 16,671
30,530 34,544
(3,088) (7,414)

$ 27,442 $ 27,130
$ 1.01 $ 1.03
(0.10) 0.22)

$ 0.91 $ 0.81
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Diluted earnings (loss) per common share:

Continuing operations $ 0.11 $ 0.13 $ 0.98 $ 1.00
Discontinued operations - (0.23) (0.10) (0.21)
$ 0.11 $ (0.10) $ 0.88 $ 0.78
Weighted average common shares outstanding (basic) 30,356 33,729 30,239 33,624
Weighted average common shares outstanding (diluted) 31,325 34,586 31,191 34,593
See accompanying notes to consolidated financial statements.
RARE Hospitality International, Inc. and Subsidiaries
Consolidated Statement of Shareholders Equity and Comprehensive Income
(In thousands)
(unaudited)
Total
Common Stock Retained Treasury Shareholders
Shares Dollars Earnings Shares Equity
Balance, December 31, 2006 36,054 $ 247,661 $ 284,082 $ (172,095) $ 359,648
Net earnings and total comprehensive income -- -- 27,442 -- 27,442
Purchase of common stock for treasury - - - (6,216) (6,216)
Stock-based compensation expense -- 7,449 -- -- 7,449
Issuance of shares pursuant to non-vested
stock awards 129 -- -- -- --
Forfeiture of non-vested stock awards 37 (317) - - (317)
Issuance of shares pursuant to exercise of
stock options 1,173 16,441 - - 16,441
Tax benefit of stock options exercised and
vesting of awards of non-vested stock - 9,991 - - 9,991
Balance, September 30, 2007 37,319 $ 281,225 $ 311,524 $ (178,311) $ 414,438
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See accompanying notes to consolidated financial statements.

RARE Hospitality International, Inc. and Subsidiaries
Condensed Consolidated Statements of Cash Flows
(In thousands)

(unaudited)

Nine months Ended

Sept 30, 2007 Oct 1, 2006
39 Wks Ended 40 Wks Ended
Cash flows from operating activities:
Net earnings $ 27,442 $ 27,130
Adjustments to reconcile net earnings to net cash provided by operating activities:
Loss from discontinued operations, net of income taxes 3,088 7,414
Depreciation and amortization 33,204 28,071
Stock-based compensation expense 7,132 6,670
Provision for asset impairments, restaurant closings and other charges 7,518 4,946
Minority interest 104 102
Deferred tax expense (income) 3,525 9,114)
Purchase of short-term investments, net (262) 25)
Changes in assets and liabilities:
Accounts receivable 278 663
Inventories (826) (1,181)
Prepaid expenses (678) (1,039)
Other assets (531) 808
Income taxes (payable)/refundable (20,125) 3,349
Accounts payable (2,670) (2,541)
Accrued expenses (14,526) (4,947)
Other liabilities 3,500 (206)
Net cash provided by operating activities of continuing operations 46,173 60,100
Net cash (used in) provided by operating activities
of discontinued operations (12) 4,394
Cash flows from investing activities:
Purchase of property and equipment by continuing operations (86,417) (75,739)
Net cash used by investing activities of continuing operations (86,417) (75,739)
Proceeds from the sale of discontinued operations 24,334 -
Purchase of property and equipment by discontinued operations (94) (4,396)
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Net cash provided by (used in) investing activities
of discontinued operations 24,240 (4,396)

Cash flows from financing activities:

Principal payments on capital leases (222) (170)
Distributions to minority partners (140) (244)
Decrease in bank overdraft included in
accounts payable and accrued expenses (3,804) (1,537)
Purchase of common stock for treasury (6,216) --
Proceeds from exercise of stock options 16,441 4,570
Tenant incentives received under capital leases -- 1,720
Tax benefit from share-based compensation 9,991 2,184
Net cash provided by financing activities of continuing operations 16,050 6,523
Net increase (decrease) in cash and cash equivalents 34 (9,118)
Cash and cash equivalents at beginning of year 31,437 12,168
Cash and cash equivalents at end of the period $ 31,471 $ 3,050
Cash and cash equivalents of continuing operations at end of the period $ 31,471 $ 2,991
Cash and cash equivalents of discontinued operations at end of the period $ -- $ 59

Supplemental disclosure of cash flow information:

Cash paid for income taxes $ 16,777 $ 16,234

Cash paid for interest net of amounts capitalized $ 4,364 $ 2,254

Supplemental disclosure of non-cash financing and investing activities:

Assets acquired under capital lease $ 11,621 $ --

See accompanying notes to consolidated financial statements.

RARE Hospitality International, Inc.
Notes to Consolidated Financial Statements

(Unaudited)

1. Significant Business Developments - The Tender Offer and Merger

RARE Hospitality International, Inc., a Georgia corporation ( RARE, and together with its subsidiaries, we , our , us orthe Company )owns ai
operates casual dining restaurants in the United States and franchises four restaurants in Puerto Rico under the trade names LongHorn
Steakhouse® and The Capital Grille®, and also owns and operates two additional specialty restaurants.
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On October 1, 2007, Darden Restaurants, Inc., a Florida corporation ( Darden ) completed its acquisition of all of the outstanding shares of RARE
common stock, no par value per share (the Shares ) pursuant to the Agreement and Plan of Merger, dated as of August 16, 2007 (the Merger
Agreement ), by and among RARE, Darden, and Surf & Turf Merger Corp., a Georgia corporation and wholly owned subsidiary of Darden

( Mergerco ). Darden s acquisition of the Shares was structured as a two-step transaction, with a cash tender offer by Mergerco for the Shares at a
price of $38.15 per Share ( Tender Offer ), followed by the merger of Mergerco with and into RARE, with RARE becoming the surviving
corporation and a wholly owned subsidiary of Darden ( Merger ). The initial offering period of the Tender Offer expired at 12:00 midnight, New
York City time, at the end of Friday, September 28, 2007, and the Merger was completed on October 1, 2007, pursuant to the Merger

Agreement. In the Merger, each Share was cancelled and (except for (i) Shares held by stockholders properly exercising dissenters rights under
the Georgia Business Corporation Code, (ii) Shares held in the treasury of RARE or owned by Darden, Mergerco or any other wholly owned
subsidiary of Darden or RARE, or (iii) restricted Shares that are converted into restricted shares of Darden) converted into the right to receive
$38.15 per Share in cash, without interest. As a result of the Merger, effective as of the close of trading on October 1, 2007, the Shares ceased
trading on the NASDAQ.

2. Basis of Presentation

The consolidated financial statements of the Company as of September 30, 2007 and December 31, 2006 and for the 13-week and 39-week
periods ended September 30, 2007 and the 13-week and 40-week periods ended October 1, 2006 have been prepared by the Company pursuant

to the rules and regulations of the Securities and Exchange Commission. The information furnished herein reflects all adjustments (consisting of
normal recurring accruals and adjustments), which are, in the opinion of management, necessary to fairly present the operating results for the
respective periods. Certain information and footnote disclosures normally presented in annual financial statements prepared in accordance with
accounting principles generally accepted in the United States of America have been condensed or omitted pursuant to such rules and regulations.
These financial statements should be read in conjunction with the consolidated financial statements and notes thereto contained in the Company s
Annual Report on Form 10-K for the year ended December 31, 2006.

The Company records revenue for normal recurring sales upon the performance of services. Revenue from the sale of franchises is recognized as
income when substantially all of the Company s material obligations under the franchise agreement have been performed. Continuing royalties,
which are a percentage of net sales of franchised restaurants, are accrued as income when earned.

The Company s fiscal year is a 52- or 53-week year ending on the last Sunday in each calendar year. Each of the four fiscal quarters is typically
made up of 13 weeks. However, since fiscal 2006 was a 53-week period, the first quarter of 2006 contained 14 operating weeks compared to 13
operating weeks in the first quarter of 2007 and the first nine months of 2006 contained 40 weeks compared to 39 weeks in the first nine months
of 2007. The 13-week periods ended September 30, 2007 and October 1, 2006 are herein referred to as the quarter ended September 30, 2007
and the quarter ended October 1, 2006, respectively. The 39-week period ended September 30, 2007 and the 40-week period ended October 1,
2006 are herein referred to as the nine months ended September 30, 2007 and the nine months ended October 1, 2006, respectively.

The Company completed the sale of the Bugaboo Creek Steak House business on June 21, 2007. In the accompanying consolidated financial
statements, the results of operations relating to the Bugaboo Creek Steak House business are presented as discontinued operations. The assets
and liabilities of discontinued operations are primarily comprised of fixed assets and accrued liabilities, respectively. Financial results for the
Bugaboo Creek Steak House business for the quarters and nine months ended September 30, 2007 and October 1, 2006, were as follows (in
thousands):

Fiscal Quarter Nine Months
13 Weeks 13 Weeks 39 Weeks 40 Weeks
Ended Ended Ended Ended
Sept. 30, Oct. 1, Sept. 30, Oct. 1,

10
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2007 2006 2007 2006
Restaurant sales $ -- $ 26,010 $ 46,788 $ 83,290
Costs and expenses:
Cost of restaurant sales -- 9,698 16,941 30,589
Operating expenses-restaurants -- 14,300 25,612 44,763
Depreciation and amortization-restaurants -- 1,125 -- 3,375
Pre-opening expense-restaurants -- -- -- 263
General and administrative expenses -- 987 1,997 3,452
Total costs and expenses -- 26,110 44,550 82,442
Earnings before income taxes - (100) 2,238 848
Income tax expense - (32) 576 280
Net earnings (loss) before loss on disposal - (68) 1,662 568
Loss on disposal of discontinued operations (net of a
tax benefit of $4,298 for the 13 weeks and 40 weeks
ended October 1, 2006 and $2,557 for the 39 weeks
ended September 30, 2007) -- (7,982) (4,750) (7,982)
Net loss $ -- $ (8,050) $ (3,088 $ (7,414)

Loss from discontinued operations for the nine months ended September 30, 2007 includes impairment and termination charges of
approximately $7.3 million ($4.8 million, net of tax) which consists of rent termination charges of $1.1 million, accrued employee termination
costs of $1.4 million and approximately $4.8 million related to additional impairment realized upon the divestiture of the Bugaboo Creek Steak
House business. Unless otherwise noted, discussions and amounts throughout these Notes to Consolidated Financial Statements and
Management s Narrative Analysis of Results of Operations relate to the Company s continuing operations.

3. Share-Based Compensation

The Company has various share-based compensation programs, which provide for equity awards, including stock options, restricted stock

awards ( non-vested stock awards ) and performance-based restricted stock units. Total share-based compensation expense of approximately $2.6
million and $2.3 million has been included in the Company s Consolidated Statements of Operations for the quarters ended September 30, 2007
and October 1, 2006, respectively. Total share-based compensation expense of approximately $7.1 million and $6.7 million has been included in
the Company s Consolidated Statements of Operations for the nine months ended September 30, 2007 and October 1, 2006, respectively. Upon
completion of the Merger, all Company stock options, shares of restricted stock, and performance-based restricted stock units outstanding were
automatically converted into interests in, or rights to acquire, Darden common stock.

The following table provides information about the common stock that may be issued under all of the Company s existing equity compensation
plans as of September 30, 2007:

Number of Securities To Weighted Average Number of Securities
Be Issued Upon Exercise Price Of Remaining Available
Plan Category Of Outstanding Awards Outstanding Awards For Future Issuance

11
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Equity compensation 2,304,655 (1) $ 28.00 1,219,479 (6)
plans approved by 374,106 (2) $ 14.85 14,854
shareholders 21,500 (3) $ 21.37 -

2492  (4) $ 8.11 -

Equity compensation plans

not approved by shareholders 5,000 (%) $ 811 --

Total 2,707,753 $ 26.07 1,234,333

(1) RARE Hospitality International, Inc. Amended and Restated 2002 Long-Term Incentive Plan.

(2) RARE Hospitality International, Inc. 1997 Long-Term Incentive Plan.

(3) Amended and Restated RARE Hospitality International, Inc. 1996 Stock Plan for Outside Directors. No further options may be
granted under the terms of this plan.

(4) LongHorn Steaks, Inc. Amended and Restated 1992 Incentive Plan. No further options may be granted under the terms of this plan.

(5) These options were granted on the same terms as those under the RARE Hospitality International, Inc. 1997 Long-Term Incentive
Plan and were granted at prices which equated to current market value on the date of grant, are generally exercisable after three to
five years, and must be exercised within ten years from the date of grant.

(6) 769,479 of these shares may also be granted as future awards of non-vested stock.

Stock Options

Upon adoption of Statement of Financial Accounting Standards No. 123 (revised) Share Based Payments ( SFAS 123R ), the Company elected to
continue the use of the Black-Scholes option pricing model to calculate the grant-date fair value of option awards. The fair value of options
granted during the nine months ended September 30, 2007 and October 1, 2006 was calculated using the following assumptions:

Fiscal Quarters Ended

Sept. 30,  Oct. 1, July 1, July 2, April 1,  April 2,

2007 2006 2007 2006 2007 2006
Expected life (in years) 4.00 4.00 4.00 4.00 4.00 4.00
Expected volatility 28.52% 26.22% 28.79% 26.59% 29.02% 27.34%
Risk-free interest rate 4.880% 5.125% 4.500% 4.750% 4.750% 4.375%
Expected dividend yield 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%

Option activity for the nine months ended September 30, 2007 was as follows:

Weighted-Average

Options Exercise Price
Outstanding at December 31, 2006 3,565,234 $ 2154
Granted 441,661 $ 3182
Exercised (1,172,476) $ 14.03
Forfeited or cancelled (126,666) $ 30.55

12
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Outstanding at September 30, 2007 2,707,753 $  26.07

The fair value of options granted in the quarter and nine months ended September 30, 2007 was approximately $17,000 and $3.6 million,
respectively. The fair value of options granted in the quarter and nine months ended October 1, 2006 was approximately $227,000 and $6.2
million, respectively. Total intrinsic value of options exercised in the quarters ended September 30, 2007 and October 1, 2006 was
approximately $1.1 million and $290,000, respectively. Total intrinsic value of options exercised in the nine months ended September 30, 2007
and October 1, 2006 was approximately $3.9 million and $5.7 million, respectively. As of September 30, 2007, the total intrinsic value of
options outstanding and options exercisable was approximately $25.9 million and $32.7 million, respectively. Intrinsic value is the difference
between the Company s closing stock price on the respective trading day and the exercise price, multiplied by the number of options exercised.

The following table summarizes information concerning outstanding and exercisable options as of September 30, 2007:

Range of Exercise Prices Options Outstanding Options Exercisable
Options Life(1)  Price(2) Options Price(2)

$5.01-$10.00 8,017 2.1 $ 8.00 8,017 $ 8.00
$10.01-$15.00 360,787 33 $ 14.76 360,787 $ 14.76
$15.01-$20.00 374,391 5.0 $ 17.94 374391 $ 17.94
$20.01-$25.00 150,836 6.1 $ 2223 145,836  $ 22.14
$25.01-$30.00 530,413 7.0 $ 2748 443,796 $ 27.21
$30.01 or greater 1,283,309 8.5 $ 31.61 367,834 $ 31.51
2,707,753 6.9 $ 26.07 1,700,651 $ 22.93

(1) Represents the weighted-average remaining contractual life in years.
(2) Represents the weighted-average exercise price.

Non-vested Stock Awards

Non-vested stock awards as of September 30, 2007 and changes during the nine months ended September 30, 2007 were as follows:

Weighted-Average

Grant Date
Shares Fair Value

Non-vested stock awards at December 31, 2006 301,780 $ 30.17
Granted 111,441 $ 31.77
Vested (21,487) $ 2741
Transferred to treasury (16,393) $ 30.19
Forfeited (16,634) $ 27.07
Non-vested stock awards at September 30, 2007 358,707 $ 30.98

13
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Total grant date fair value of non-vested stock awards that vested during the nine months ended September 30, 2007 and October 1, 2006 was
$855,000 and $1.0 million, respectively. The total grant date fair value of non-vested stock awards at September 30, 2007 was $10,562,000.

Performance-Based Restricted Stock Units

The total number of performance-based restricted stock units granted in the first nine months of 2007 was 68,749 compared to 71,732 granted in
the first nine months of 2006. The amounts expensed for the quarter and nine months ended September 30, 2007 were approximately $146,000
and $128,000, respectively, compared to $137,000 and $367,000, respectively, for the quarter and nine months ended October 1, 2006, based
upon the number of units granted and management s estimate of the revenue and adjusted earnings per share to be achieved as compared to the
respective targets. Amounts expensed will be periodically adjusted to reflect the most current projection of the achievement of performance
goals.

4. Long-Term Debt

As of September 30, 2007, no borrowings were outstanding under the Company s $100.0 million revolving credit agreement, and the Company
was in compliance with all of its debt covenants. Interest expense is reported net of $534,000 and $110,000 of interest income for the quarters
ended September 30, 2007 and October 1, 2006, respectively, and $967,000 and $411,000 for the nine months ended September 30, 2007 and
October 1, 2006, respectively. Interest capitalized in the quarters ended September 30, 2007 and October 1, 2006 was $325,000 and $183,000,
respectively, and was $769,000 and $664,000 for the nine months ended September 30, 2007 and October 1, 2006, respectively.

In March 2007, the Company completed the public registration of the $125.0 million aggregate principal amount of 2.5% Convertible Senior
Notes due 2026 ( Notes ). The Notes were initially issued and sold by the Company on November 22, 2006 in an offering pursuant to Rule 144A
under the Securities Act of 1933, as amended. The Company subsequently registered the Notes and the Company common stock into which they
were convertible in certain circumstances for resale pursuant to a registration statement on a Form S-3 that was declared effective on March 29,
2007 ( Form S-3 ). The Notes are governed by an Indenture, dated as of November 22, 2006 (Indenture ), between the Company and The Bank of
New York Trust Company, as trustee (the Trustee ). The Company also entered into a Registration Rights Agreement, dated as of November 22,
2006 ( Registration Rights Agreement ), with the initial purchases of the Notes ( Initial Purchasers ) for whom Wachovia Capital Markets, LLC
acted as the representative ( Representative ), which provided certain additional rights to the Initial Purchasers with respect to the Notes. As
provided in the Merger Agreement, on August 31, 2007, the Company began soliciting the consents of the holders of the Notes to amend the
Indenture to eliminate certain covenants, and to amend the Registration Rights Agreement to permit the Company to terminate it for any reason
without the further consent of or notice to the Initial Purchasers. Having obtained the requisite consents and satisfied the other conditions of the
consent solicitation, the Company and the Trustee entered into a First Supplemental Indenture dated October 1, 2007 ( Supplemental Indenture ),
to eliminate certain covenants that, among other things, required the Company to provide certain information to the holders of the Notes. Also as

a result of the successful consent solicitation, on October 1, 2007, the Company and the Representative entered into Amendment to the
Registration Rights Agreement, and the Company terminated that Agreement. As a result, the Company is no longer contractually required to
provide SEC reports to the holders of the Notes or the Trustee, or to maintain the effectiveness of the Form S-3. On October 18, 2007, the
Company filed a post-effective amendment to the Form S-3 to remove from registration any unsold Notes remaining under that filing.

Prior to completion of the Tender Offer, the Company issued a notice to the holders of the Notes notifying the holders of their right to convert
their Notes into the cash value of a pre-determined number of shares of Company common stock based on a formula set forth in the Indenture

and valued at $38.15 cash for each share. The notice informed the Noteholders of the Tender Offer and the impending Merger and subsequent
delisting of the Company s common stock from the NASDAQ, each of which was a Fundamental Change as set forth in the Indenture. The
Noteholders right to convert their Notes is exercisable for 30 business days following the occurrence of the last Fundamental Change and expires
on November 26, 2007. As of November 7, 2007, there remained only $23,886,000 aggregate principal amount of Notes outstanding held by

five holders of record. These Notes remain obligations of the Company subject to the terms of the Indenture, as amended by the Supplemental

14
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Indenture, and are no longer convertible into Company common stock.

5. Provision for Asset Impairment, Restaurant Closings and Other Charges

The provision for asset impairments, restaurant closings and other charges of approximately $7.5 million ($4.6 million, net of tax) in the quarter
ended September 30, 2007 consisted of the write-down of asset values for nine LongHorn Steakhouse restaurants. The impairment for all of
these restaurants related to forecasts by management that indicate that the investment for each of these restaurants would not be fully recovered
by anticipated future cash flows. The impairment charge for each of these restaurants represents the difference between the estimated fair value,
using discounted estimated cash flows, and the carrying value.

6. Income Taxes

Income tax expense on continuing restaurant operations for the nine months ended September 30, 2007 has been recorded based on the estimated
effective tax rate expected to be applicable for the period prior to the acquisition by Darden. The effective income tax rate differs from the
statutory federal income tax rate of 35% applicable to pre-tax earnings primarily due to (i) employee FICA tip tax credits (a reduction in income
tax expense), partially offset by state income taxes and (ii) the favorable resolution of prior year income tax matters, partially offset by a
valuation allowance of $175,000 related to certain tax benefits recorded in the prior year for the Bugaboo Creek Steak House business that will
not be realized. The effective tax benefit rate used related to the Bugaboo Creek Steak House business impairment charge under Statement of
Financial Accounting Standards No. 144 is the federal statutory rate of 35%.

The Company adopted the provisions of Financial Accounting Standards Board Interpretation No. 48, Accounting for Uncertainty in Income
Taxes an interpretation of FASB Statement No. 109 ( FIN 48 ) on January 1, 2007. As a result of the implementation of FIN 48, the Company
recognized no adjustment in the liability for unrecognized income tax benefits.

As of September 30, 2007, the Company had approximately $2.9 million of unrecognized tax benefits, including approximately $1.0 million of
interest and penalties, which are included in other long-term liabilities in the Consolidated Balance Sheet. The ending balance of unrecognized
tax benefits of approximately $2.9 million represents a decrease during the quarter ended September 30, 2007 from approximately $4.6 million
(including approximately $1.3 million of interest and penalties) as of July 1, 2007. The entire balance of unrecognized tax benefits, if
recognized, would affect the effective tax rate. Any interest or penalties associated with uncertain tax positions are recognized as income tax
expense.

Management does not anticipate that the total unrecognized tax benefits will significantly change due to the settlement of audits and the
expiration of statutes of limitations within 12 months from the date of this Form 10-Q. With few exceptions, the Company is no longer subject to
federal and state tax examinations for years prior to 2004.

7.  Earnings Per Share

A reconciliation of the common share components for the basic and diluted earnings (loss) per common share calculations follows (in thousands,
except per share amounts):

Quarter Ended Nine Months Ended
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Weighted average number of common shares

used in basic calculation
Dilutive effect of non-vested stock awards
Dilutive effect of net shares issuable pursuant

to stock option plans

Weighted average number of common shares

used in diluted calculation

Income from continuing operations

Loss from discontinued operations, net of income tax
Net earnings (loss)

Basic earnings (loss) per common share*:

Continuing operations
Discontinued operations

Net earnings (loss)

Diluted earnings (loss) per common share*:

Continuing operations
Discontinued operations

Net earnings (loss)

13 Wks Ended

Sept 30,
2007
30,356
163

806
31,325

$ 3,440
$ 3,440
$ 0.11
$ 0.11
$ 0.11
$ 0.11

$ 0.13

$ 0.13

39 Wks Ended
Sept 30,
2007
30,239
148
804
31,191
$ 30,530
(3,088)
$ 27,442
$ 1.01
(0.10)
$ 0.91
$ 0.98
(0.10)
$ 0.88

40 Wks Ended
Oct 1,
2006
33,624
64
905
34,593
$ 34,544
(7,414)

$ 27,130
$ 1.03
(0.22)

$ 0.81
$ 1.00
0.21)
$ 0.78

Basic earnings (loss) per common share is calculated by dividing net income by the weighted average number of common shares outstanding
during the applicable period. Diluted earnings (loss) per common share is based upon the weighted average number of common and potential
common shares outstanding during the applicable period and includes the dilutive effect of stock options or non-vested stock. The Company
uses the treasury stock method to calculate the effect of outstanding shares, which computes total proceeds to the Company as the sum of (i) the
amount the employee must pay upon exercise of the award, (ii) the amount of unearned share-based compensation costs attributed to future
services and (iii) the amount of tax benefits, if any, that would be credited to additional paid-in capital assuming exercise of the award.
Share-based compensation awards for which total employee proceeds exceed the average market price over the applicable period have an
antidilutive effect on earnings per share, and accordingly, are excluded from the calculation of diluted earnings per share.

For the quarter and nine months ended September 30, 2007, antidilutive share-based compensation awards for 10,000 and 1,230,000 shares,
respectively, were excluded from the diluted earnings per share calculation. For the quarter and nine months ended October 1, 2006, antidilutive
share-based compensation awards for 1,167,000 and 1,047,000 shares, respectively, were excluded from the diluted earnings per share

calculation. The common shares that would be issued if the Company s 2.5% Convertible Senior Notes were converted are antidilutive.

8. Comprehensive Income
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For the quarters and nine months ended September 30, 2007 and October 1, 2006, there was no difference between the Company s net earnings
and comprehensive income.

Item 2. Management s Narrative Analysis of Results of Operations

Significant Business Developments

The Tender Offer and Merger

On October 1, 2007, Darden Restaurants, Inc., a Florida corporation ( Darden ) completed its acquisition of all of the outstanding shares of
common stock, no par value per share (the Shares ) of RARE Hospitality International, Inc., a Georgia corporation ( RARE, and together with its
subsidiaries, the Company ), pursuant to the Agreement and Plan of Merger, dated as of August 16, 2007 (the Merger Agreement ), by and among
RARE, Darden, and Surf & Turf Merger Corp., a Georgia corporation and wholly owned subsidiary of Darden ( Mergerco ). Darden s acquisition
of the Shares was structured as a two-step transaction, with a cash tender offer by Mergerco for the Shares at a price of $38.15 per Share ( Tender
Offer ), followed by the merger of Mergerco with and into RARE, with RARE becoming the surviving corporation and a wholly owned

subsidiary of Darden ( Merger ). The initial offering period of the Tender Offer expired at 12:00 midnight, New York City time, at the end of
Friday, September 28, 2007, and the Merger was completed on October 1, 2007, pursuant to the Merger Agreement. In the Merger, each Share

was cancelled and (except for (i) Shares held by stockholders properly exercising dissenters rights under the Georgia Business Corporation

Code, (ii) Shares held in the treasury of RARE or owned by Darden, Mergerco or any other wholly owned subsidiary of Darden or RARE, or

(iii) restricted Shares that are converted into restricted shares of Darden) converted into the right to receive $38.15 per Share in cash, without

interest. As a result of the Merger, effective as of the close of trading on October 1, 2007, the Shares ceased trading on the NASDAQ.

Results of Operations

Quarter ended September 30, 2007 compared to the quarter ended October 1, 2006 and the nine months ended September 30, 2007 compared to
the nine months ended October 1, 2006

Revenue

The Company currently derives all of its revenue from restaurant sales and franchise revenues. Total revenue increased 11.9% to $255.3 million
and 8.9% to $792.1 million for the quarter and nine months ended September 30, 2007, respectively, as compared to the quarter and nine months
ended October 1, 2006.

Same store sales comparisons for each of the Company s restaurant concepts for the quarter ended September 30, 2007 consist of sales at
restaurants opened prior to December 25, 2005.

LongHorn Steakhouse
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Sales in the LongHorn Steakhouse restaurants for the quarter and nine months ended September 30, 2007 increased 11.5% and 7.9%,
respectively, as compared to the quarter and nine months ended October 1, 2006. This increase reflects a 11.0% and 8.7% increase in restaurant
operating weeks in the quarter and nine months ended September 30, 2007, respectively, as compared to the quarter and nine months ended
October 1, 2006, resulting from an increase in the restaurant base from 261 LongHorn Steakhouse restaurants at October 1, 2006 to 288 at
September 30, 2007. The restaurant operating week increase was negatively impacted for the first nine months of 2007 by the effect of a
14-week first quarter in 2006. Excluding this additional week in 2006, total restaurant operating weeks for the nine months ended September 30,
2007 would have increased by 11.4% as compared to the nine months ended October 1, 2006. Average weekly sales for all LongHorn
Steakhouse restaurants in the quarter ended September 30, 2007 were $54,486, a 0.4% increase from the comparable period in 2006. Average
weekly sales for all LongHorn Steakhouse restaurants in the nine months ended September 30, 2007 decreased by 0.8% as compared to the nine
month period ended October 1, 2006. Same store sales for the comparable LongHorn Steakhouse restaurants increased 0.6% in the quarter ended
September 30, 2007 as compared to the quarter ended October 1, 2006 due to an increase in average check, partially offset by a decrease in guest
counts.

The Capital Grille

Sales in The Capital Grille restaurants for the quarter and nine months ended September 30, 2007 increased 14.2% and 13.9%, respectively, as
compared to the quarter and nine months ended October 1, 2006. This increase reflects a 14.2% and 11.5% increase in restaurant operating
weeks for the quarter and nine months ended September 30, 2007, respectively, as compared to the quarter and nine months ended October 1,
2006, resulting from an increase in the restaurant base from 26 The Capital Grille restaurants at October 1, 2006 to 29 restaurants at September
30, 2007. The restaurant operating week increase was negatively impacted for the nine months ended September 30, 2007 by the effect of a
14-week first quarter in 2006. Excluding this additional week in 2006, total restaurant operating weeks for the nine months ended September 30,
2007 would have increased by 14.2% as compared to the nine months ended October 1, 2006. Average weekly sales for all The Capital Grille
restaurants in the quarter ended September 30, 2007 were $140,740, approximately the same as the quarter ended October 1, 2006. Average
weekly sales for all The Capital Grille restaurants in the nine months ended September 30, 2007 increased by 2.2% over the nine months ended
October 1, 2006. Same store sales for comparable The Capital Grille restaurants increased 1.4% in the quarter ended September 30, 2007 as
compared to the quarter ended October 1, 2006 due to an increase in average check, partially offset by a decrease in guest counts.

Franchise Revenues

Franchise revenues decreased to $119,000 for the quarter ended September 30, 2007 and decreased to $373,000 for the nine months ended
September 30, 2007, from $165,000 and $440,000, respectively, for the same comparable periods of the prior fiscal year due to a decrease in
sales for the Company s four franchised restaurants in Puerto Rico.

Costs and Expenses

Cost of Restaurant Sales

Cost of restaurant sales as a percentage of restaurant sales decreased to 36.4% for the quarter ended September 30, 2007 from 36.9% for the
quarter ended October 1, 2006, and was approximately 36.6% for the nine months ended September 30, 2007 and the nine months ended
October 1, 2006. The decrease in cost of restaurant sales for the quarter reflects the impact of more favorable beef costs than anticipated
resulting from shorter-term contracts and spot buys during the seasonally lower-cost summer months. The Company is under fixed price
contracts with respect to approximately 75% of its protein products into early 2008, with the remaining 25% under short-term agreements. Many
of the food products purchased by the Company, other than protein products, are affected by commodity pricing and are, therefore, subject to
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price volatility caused by weather, production problems, delivery difficulties and other factors, outside the control of the Company.

Restaurant Operating Expense

Restaurant operating expenses for the quarter and nine months ended September 30, 2007 were approximately 0.6% and 0.9% higher,
respectively, as a percentage of restaurant sales, than for the quarter and nine months ended October 1, 2006 due primarily to the lack of
leverage from the modestly positive comparable sales in the LongHorn Steakhouse concept on fixed and semi-fixed costs, including labor, as
well as higher self insurance costs in the first half of 2007.

Depreciation and Amortization - Restaurants

Depreciation and amortization - restaurants was approximately 4.3% of restaurant sales for the quarter ended September 30, 2007, as compared
to 4.0% of restaurant sales for the quarter ended October 1, 2006, and 4.0% for the nine months ended September 30, 2007, as compared to 3.7%
for the nine months ended October 1, 2006. This increase as a percentage of restaurant sales is the result of the higher costs of construction on
newer restaurants and, to a lesser extent, the lack of leverage from the modestly positive comparable sales in the LongHorn Steakhouse concept
on this relatively fixed expense.

Pre-opening Expense

Pre-opening expense for the quarter ended September 30, 2007 decreased to $2.5 million from $2.6 million for the quarter ended October 1,
2006. Pre-opening expense for the nine months ended September 30, 2007 increased to $7.7 million from $7.2 million for the nine months ended
October 1, 2006. The amounts charged to pre-opening expense in any period are dependent upon the number of restaurants to be opened and the
restaurant concept. The Company opened seven LongHorn Steakhouse restaurants and one The Capital Grille restaurant during the quarter
ended September 30, 2007, compared to eight LongHorn Steakhouse restaurants and two The Capital Grille restaurants during the quarter ended
October 1, 2006.

Provision for Asset Impairments, Restaurant Closings and Other Charges

The provision for asset impairments, restaurant closings and other charges of approximately $7.5 million ($4.6 million, net of tax) in the quarter
ended September 30, 2007 consisted of the write-down of asset values for nine LongHorn Steakhouse restaurants. The impairment for these
restaurants related to forecasts by management that indicate that the investment for each of these restaurants would not be fully recovered by
anticipated future cash flows. The impairment charge for each of these restaurants represents the difference between the estimated fair value,
using discounted estimated cash flows, and the carrying value.

General and Administrative Expenses

General and administrative expenses as a percentage of total revenues increased to 7.1% for the quarter ended September 30, 2007 as compared
to 6.7% for the quarter ended October 1, 2006 and decreased to 6.4% for the nine months ended September 30, 2007 from 6.7% for the nine
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months ended October 1, 2006. The increase for the quarter was primarily due to a $1.7 million charge for legal and other professional fees the
Company incurred associated with the transactions contemplated by the Merger Agreement. The decrease for the nine months ended September
30, 2007 is primarily associated with lower manager trainee expense from improved management retention and lower management bonus
accruals in the nine months ended September 30, 2007 as compared to the nine months ended October 1, 2006, and aggressive management of
other general and administrative costs.

Operating Income

As a result of the relationships between revenues and expenses discussed above, the Company s operating income decreased to approximately
$4.2 million and $48.0 million for the quarter and nine months ended September 30, 2007, respectively, as compared to $7.1 million and $53.1
million, respectively, for the quarter and nine months ended October 1, 2006.

Interest Expense, Net

Interest expense, net increased to $1.3 million for the quarter ended September 30, 2007 and to $4.6 million for the nine months ended
September 30, 2007, from $674,000 and $1.8 million for the quarter and nine months ended October 1, 2006, respectively. The increase in
interest expense, net is primarily due to the issuance of $125.0 million of 2.5% convertible debt in November of 2006 and, to a lesser extent, the
interest expense associated with new capital lease obligations.

Minority Interest (Income) Expense

Minority interest (income) expense increased to ($10,000) and $104,000 for the quarter and nine months ended September 30, 2007,
respectively, from ($23,000) and $102,000 for the quarter and nine months ended October 1, 2006.

Income Tax Expense (Benefit)

Income tax expense (benefit) for the quarter and nine months ended September 30, 2007 was (18.7%) and 29.4% of earnings before income
taxes, respectively. The Company s effective tax rate was 33.0% for both the quarter and nine months ended October 1, 2006. This effective
income tax rate differs from the statutory federal income tax rate of 35% applicable to pre-tax earnings primarily due to (i) employee FICA tip
tax credits (a reduction in income tax expense), partially offset by state income taxes and (ii) the favorable resolution of prior year income tax
matters during the quarter ended September 30, 2007, partially offset by a valuation allowance of $175,000 related to certain tax benefits
recorded in the prior year for Bugaboo Creek Steak House business that was expensed in the second quarter of 2007. The effective tax benefit
rate used related to the Bugaboo Creek Steak House business impairment charge under Statement of Financial Accounting Standards No. 144 is
the federal statutory rate of 35%.

In July 2006, the Financial Accounting Standards Board ( FASB ) issued FASB Interpretation No. 48 ( FIN 48 ). FIN 48 clarifies the accounting
for uncertainty in income taxes recognized in the financial statements in accordance with FASB Statement No. 109, Accounting for Income

Taxes ( SFAS 109 ). FIN 48 is effective for fiscal years beginning after December 15, 2006. The Company adopted the provisions of FIN 48 on
January 1, 2007. As a result of the implementation of FIN 48, the Company recognized no adjustment in the liability for unrecognized income

tax benefits.
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Due to the adoption of FIN 48, which required companies to reclassify uncertain tax positions in Income and Other Taxes Payable, other
long-term liabilities increased by approximately $2.9 million and the non-current deferred tax asset increased by approximately $1.0 million.

Discontinued Operations

The net loss from discontinued operations of $3.1 million for the nine months ended September 30, 2007 reflects impairment and termination
charges of approximately $7.3 million ($4.8 million, net of tax) related to the impairment realized upon the divestiture of the Bugaboo Creek
Steak House business. There were no discontinued operations in the most recent quarter.

Net Earnings (Loss)

Net earnings increased to $3.4 million for the quarter ended September 30, 2007 from a net loss of $3.5 million for the quarter ended October 1,
2006, and increased to $27.4 million for the nine months ended September 30, 2007 from $27.1 million for the nine months ended October 1,
2006, reflecting the net effect of the items discussed above.

FORWARD-LOOKING STATEMENTS

Certain statements included in this report and other materials filed or to be filed by us with the SEC (as well as information included in oral or
written statements made or to be made by us) may contain statements that are forward-looking within the meaning of the Private Securities
Litigation Reform Act of 1995, as codified in Section 27A of the Securities Act of 1933, as amended, and Section 21E of the Securities
Exchange Act of 1934, as amended (the Exchange Act). Words or phrases such as believe, plan, will, expect, intend, estimate and proje
similar expressions are intended to identify forward-looking statements. All of these statements, and any other statements in this report that are
not historical facts, are forward-looking. These forward-looking statements are based on assumptions concerning important factors, risks and
uncertainties that could significantly affect anticipated results in the future and, accordingly, could cause the actual results to differ materially
from those expressed in the forward-looking statements. These factors, risks and uncertainties include, but are not limited to those discussed
below and from time to time in the Company s Securities and Exchange Commission reports, including the Company s Annual Report on Form
10-K for 2006, quarterly reports on Form 10-Q and current reports on Form 8-K, registration statements, press releases and other public
announcements:

the intensely competitive nature of the restaurant industry, especially pricing, service, location, personnel and type and quality of food;

economic and business factors, both specific to the restaurant industry and generally, including changes in consumer preferences,
demographic trends, fuel prices, severe weather conditions including hurricanes, a protracted economic slowdown or worsening
economy, industry-wide cost pressures and public safety conditions, including actual or threatened armed conflicts or terrorist attacks;
the price and availability of food, ingredients and utilities, including the general risk of inflation;

labor and insurance costs, including increased labor costs as a result of federal and state-mandated increases in minimum wage rates
and increased insurance costs as a result of increases in our current insurance premiums;
increased advertising and marketing costs;

higher-than-anticipated costs to open, close, relocate or remodel restaurants;

litigation by employees, consumers, suppliers, shareholders or others, regardless of whether the allegations made against us are valid
or we are ultimately found liable;
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unfavorable publicity relating to food safety, communicable illnesses or other concerns;
a lack of suitable new restaurant locations or a decline in the quality of the locations of our current restaurants;

federal, state and local regulation of our business, including laws 