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PART 1

FINANCIAL INFORMATION

ITEM 1 Financial Statements

ASSETS:

Current assets:
Cash and cash equivalents
Inventory
Prepaids and other

Total current assets

GRANITE CITY FOOD & BREWERY LTD.
CONDENSED CONSOLIDATED BALANCE SHEETS

(Unaudited)

Prepaid rent, net of current portion
Property and equipment, net
Intangible assets and other

Total assets

LIABILITIES AND SHAREHOLDERS' EQUITY:
Current liabilities:
Accounts payable
Accrued expenses
Deferred rent, current portion
Long-term debt, current portion
Capital lease obligations, current portion
Total current liabilities

Deferred rent, net of current portion
Long-term debt, net of current portion
Capital lease obligations, net of current portion

Total liabilities

Commitments and contingencies
Sharcholders' equity:

Common stock, $0.01 par value, 90,000,000 shares authorized,;
16,059,165 and 13,370,331 shares issued and outstanding at
September 25, 2007 and December 26, 2006, respectively
Additional paid-in capital

Accumulated deficit
Total sharcholders' equity

September 25, December 26,
2007 2006

$ 6,483,988 $ 7,671,750
537,138 511,146
512,700 393,803
7.533,826 8,576,699
459,872 503,267
61,106,795 54,018,124
795,555 760,420
$ 69,896,048 $ 63,858,510
$ 4,761,472 $ 2,289,433
4,313,924 5,104,730
184,982 143,928
277,692 259,940
976,287 1,885,388
10,514,357 9,683,419
2,095,772 1,603,557
1,805,197 2,004,986
33,935,620 37,501,605
48,350,946 50,793,567
160,592 133,703
42,678,377 29,122,306

(21,293,867)

(16,191,066)

21,545,102

13,064,943

Total liabilities and sharcholders' equity

$ 69,896,048

$ 63,858,510

See notes to condensed consolidated financial statements.



CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

Restaurant revenues

Cost of sales:
Food, beverage and retail
Labor
Direct restaurant operating
Occupancy
Total cost of sales

Pre-opening
General and administrative
Depreciation and amortization

Operating loss

Interest:
Income
Expense
Net interest expense

Loss before income tax
Income tax provision
Net loss

Loss per common share, basic
and diluted

Weighted average shares
outstanding, basic and diluted

GRANITE CITY FOOD & BREWERY LTD.

(Unaudited)

Thirteen Weeks Ended

Thirty-nine Weeks Ended

September 25, September 26 September 25, September 26
2007 2006 2007 2006

$ 19,584,040 3 15,028,065 3 56,220,186 3 41,337,502
5,969,977 4,522,565 16,889,600 12,295,648
7,046,219 5,404,636 20,197,394 14,662,268
2,845,705 1,856,222 7,779,859 5,103,711
1,210,115 850,788 3,485,007 2,328,316
17,072,016 12,634,211 48,351,860 34,389,943
732,679 866,193 1,244,861 1,940,567
2,050,251 1,640,752 5,689,249 4,711,686
1,159,885 877,988 3,402,613 2,444,933
(1,430,791) (991,079) (2,468,397) (2,149,627)
87,131 16,803 189,616 72,967
(910,637) (607,890) (2,813,915) (1,669,567)
(823,500) (591,087) (2,624,299) (1,596,600)
(2,254,297) (1,582,166) (5,092,696) (3,746,227)
(5,157) (10,110) (10,105) (10,610)
3 (2,259.454) 3 (1,592,276) 3 (5,102,801) 3 (3,756,837)
3 (0.14) 3 (0.12) 3 (0.33) 3 (0.28)
16,038,302 13,242,173 15,329,517 13,231,742

See notes to condensed consolidated financial statements.



GRANITE CITY FOOD & BREWERY LTD.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited)

Thirty-nine Weeks Ended

September 25, September 26,
2007 2006

Cash flows from operating activities:
Net loss $  (5.102,801) $ (3,756,837)
Adjustments to reconcile net loss to net cash
used in operating activities:

Depreciation and amortization 3,402,613 2,444,933
Stock option compensation expense 786,994 550,848
Loss on disposal of asset 89,525 2,746
Deferred rent 514,380 356,168
Changes in operating assets and liabilities:
Inventory (25,992) (133.826)
Prepaids and other (75,502) (937,712)
Accounts payable (162,028) 900,277
Accrued expenses (790,806) 132,740
Net cash used in operating activities (1,363,617) (440,663)

Cash flows from investing activities:
Purchase of:

Property and equipment (5.634,505) (5,673,006)
Intangible assets and other (16,395) (131,419)
Net cash used in investing activities (5.650,900) (5,804,425)

Cash flows from financing activities:

Payments on capital lease obligations (6,787,174) (642,087)
Payments on long term-debt (182,037) (177,907)
Proceeds (cost incurred) from issuance of stock 12,795,966 (9,443)

Net cash provided by (used in) financing activities 5,826,755 (829,437)
Net decrease in cash (1,187,762) (7,074,525)
Cash and cash equivalents, beginning 7,671,750 9,836,231
Cash and cash equivalents, ending $ 6,483,988 $ 2,761,706

Supplemental disclosure of non-cash investing and financing activities:
Land, buildings and equipment acquired under capital lease

agreements $ 2,312,088 $ 8,053,638
Property and equipment, intangibles and stock issuance costs included

in accounts payable $ 2,634,067 $ 1,602,251
Income taxes paid $ 10,105 $ 10,610

See notes to condensed consolidated financial statements.



GRANITE CITY FOOD & BREWERY LTD.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

Thirteen and Thirty-nine weeks ended September 25, 2007 and September 26, 2006
1. Summary of significant accounting policies

Background
Granite City Food & Brewery Ltd. (the “Company”) develops and operates Modern American casual dining
restaurants known as Granite City Food & Brewery®. The restaurant theme is upscale casual dining with a
wide variety of menu items that are prepared fresh daily, combined with freshly brewed hand-crafted beers
finished on-site. The first Granite City restaurant opened in St. Cloud, Minnesota in July 1999 and the
Company subsequently expanded to other Midwest markets, opening its 21* restaurant on October 30, 2007.
The Company also operates a beer production facility which is used to provide raw material support to its
restaurants to create consistent quality and operational efficiencies in the production of its proprietary beer. In
2007, the Company was granted a patent by the United States Patent Office for its brewing process.

The Company's expansion strategy focuses on development of restaurants in markets where management
believes the Company’s concept will have broad appeal and attractive restaurant-level economics.

Principles of consolidation and presentation
The accompanying unaudited condensed consolidated financial statements have been prepared in accordance
with accounting principles generally accepted in the United States of America and regulations of the
Securities and Exchange Commission. Accordingly, they do not include all the information and footnotes
required by U.S. generally accepted accounting principles for complete financial statements. These
statements include the accounts and operations of the Company and its subsidiary corporations under which
its Kansas locations are operated. Fifty-one percent of the stock of each of the subsidiary corporations is
owned by a resident of Kansas and the Company owns the remainder of the stock of each corporation. Each
resident-owner of the stock of these entities has entered into a buy-sell agreement with each corporation
providing, among other things, that transfer of the shares is restricted and that the sharcholder must sell his
shares to the corporation upon certain events, including termination of employment (if employed by the
Company) or any event which disqualifies the resident-owner from owning the shares under applicable laws
and regulations of the state. The Company has entered into a master agreement with each separate
corporation that permits the operation of the restaurants and leases to each corporation the Company’s
property and facilities. Each corporation pays all of its operating expenses and obligations, and the Company
retains, as consideration for the operating arrangements and the lease of property and facilities, the net profit
from its operations. The Company has determined that the foregoing ownership structure will cause these
separate corporations to be treated as variable interest entities in which the Company has a controlling
financial interest for the purpose of FASB Interpretation 46 (R), Consolidation of Variable Interest Entities.
As such, the corporations are consolidated with the Company’s financial statements and the Company’s
financial statements do not reflect a minority ownership in those separate corporations. All references to the
Company in these financial statements relate to the consolidated entity.

In the opinion of management, all adjustments, consisting of normal recurring adjustments, which are
necessary for a fair statement of its financial position as of September 25, 2007 and the results of operations
for the interim periods ended September 25, 2007 and September 26, 2006 have been included.

The balance sheet at December 26, 2006, has been derived from the audited financial statements at that date,

but does not include all of the information and notes required by generally accepted accounting principles for
complete financial statements. Certain information and note disclosures normally included in the Company's
annual financial statements have been condensed or omitted. These condensed financial statements should be



read in conjunction with the financial statements and notes thereto included in the Company's Annual Report
on Form 10-K for the fiscal year ended December 26, 2006, filed with the Securities and Exchange
Commission on February 21, 2007.

The results of operations for the thirty-nine weeks ended September 25, 2007 are not necessarily indicative of
the results to be expected for the entire year.

Reclassification
Certain reclassifications have been made to the financial statements for the third quarter and first three
quarters of 2006 in order for them to conform to the presentation of the financial statements for the third
quarter and first three quarters of 2007. These reclassifications have no effect on the accumulated deficit or
net loss previously reported.

Revenue recognition
Revenue is derived from the sale of prepared food and beverage and select retail items. Revenue is
recognized at the time of sale and is reported on the Company’s statement of operations net of sales taxes
collected. Revenue derived from gift card sales is recognized at the time the gift card is redeemed. Until the
redemption of gift cards occurs, the outstanding balances on such cards are included in accrued expenses in
the accompanying consolidated balance sheets. The Company recognizes gift card breakage amounts based
upon historical redemption patterns, which represent the balance of gift cards for which the Company believes
the likelihood of redemption by the customer is remote.

Cash and cash equivalents
The Company maintains its cash at financial institutions in Minnesota, South Dakota, Kansas and Ohio. At
times the bank balances exceed the limits insured by federal agencies. The Company considers all highly
liquid instruments with maturities of three months or less at the time of issuance to be cash equivalents.

Stock-based compensation
The Company records stock-based compensation in accordance with the provisions of Financial Accounting
Standards Board (“FASB”) Statement of Financial Accounting Standard (“SFAS”) No. 123 (revised 2004)
(“SFAS 123(R)”), Share-Based Payment, and SEC Staff Accounting Bulletin No. 107 (“SAB 1077), Share-
Based Payment, requiring the measurement and recognition of all share-based compensation under the fair
value method. The Company implemented SFAS 123(R) using the modified prospective method, effective
December 28, 2005, the first day of its 2006 fiscal year.

Accounting for leases
The Company leases most of its restaurant properties. Leases are accounted for under the provisions of SFAS
No. 13 and SFAS No. 98, Accounting for Leases, as well as other subsequent amendments and authoritative
literature including FASB Staff Position No. FAS 13-1, Accounting for Rental Costs Incurred During a
Construction Period. For leases that contain rent escalations, the Company records the total rent payable
during the lease term on a straight-line basis over the initial lease term, including the “build-out” or “rent-
holiday” period where no rent payments are typically due under the terms of the lease. Any difference
between minimum rent and straight-line rent is recorded as deferred rent. Contingent rent expense, which is
based on a percentage of revenue, is also recorded to the extent it exceeds minimum base rent per the lease
agreement. Deferred rent also includes a tenant improvement allowance the Company received which is
being amortized as a reduction of rent expense on a straight-line basis over the initial term of the lease.

Earnings (loss) per share
Basic loss per common share is calculated by dividing net loss by the weighted average number of
common shares outstanding in each respective fiscal period.



Recent accounting pronouncements
In July 2006, the Financial Accounting Standards Board (“FASB”) issued FASB Interpretation No. 48,
“Accounting for Uncertainty in Income Taxes,” (“FIN 48,”) which clarifies the accounting and disclosures for
uncertainty in income taxes recognized in the financial statements in accordance with SFAS No. 109,
“Accounting for Income Taxes.” FIN 48 also provides guidance on the de-recognition of uncertain tax
positions, financial statement classification, accounting for interest and penalties, accounting for interim
periods and adds new disclosure requirements. The adoption of FIN 48 did not have a material impact on the
Company’s financial statements or disclosures. As of December 26, 2006 and September 25, 2007 the
Company did not recognize any assets or liabilities for unrecognized tax benefits relative to uncertain tax
positions. Upon review of the Company’s net operating loss carryforwards, management believes it is more
likely than not that the Company’s tax positions taken will be sustained. Any interest or penalties resulting
from examinations will be recognized as a component of the income tax provision. However, since there are
no unrecognized tax benefits as a result of tax positions taken, there are no accrued interest and penalties.

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements (“SFAS 1577). SFAS 157
provides guidance for using fair value to measure assets and liabilities. The standard expands required
disclosures about the extent to which companies measure assets and liabilities at fair value, the information
used to measure fair value, and the effect of fair value measurements on earnings. SFAS 157 is effective for
fiscal years beginning after November 15, 2007. The Company is currently evaluating the impact of adopting
SFAS 157 on its consolidated financial statements.

In February 2007, the FASB issued SFAS 159, The Fair Value Option for Financial Assets and Financial
Liabilities (as amended (“SFAS 1597), which permits entities to choose to measure many financial
instruments and certain other items at fair value. The standard provides companies with the opportunity to
mitigate volatility in reported earnings caused by measuring related assets and liabilities differently without
having to apply complex hedge accounting provisions. The provisions of SFAS 159 are effective for fiscal
years beginning after November 15, 2007. The Company is currently evaluating the impact of adopting
SFAS 159 on its financial statements.

In May 2007, the FASB issued FASB Staff Position No. FIN 48-1, Definition of Settlement in FASB
Interpretation No. 48 (the “FSP”). The FSP provides guidance about how an enterprise should determine
whether a tax position is effectively settled for the purpose of recognizing previously unrecognized tax
benefits. Under the FSP, a tax position could be effectively settled on completion of examination by a taxing
authority if the entity does not intend to appeal or litigate the result and it is remote that the taxing authority
would examine or re-examine the tax position. Application of the FSP was upon the initial adoption date of
FIN 48. The FSP did not have a material impact on the Company’s consolidated financial statements.

2. Non-current assets

Property and equipment
Property and equipment are recorded at cost and depreciated over the estimated useful lives of the related
assets. The cost of leasehold improvements is depreciated over the initial term of the related lease.
Depreciation is computed on the straight-line method for financial reporting purposes and accelerated
methods for income tax purposes. Amortization of assets acquired under capital lease is included in
depreciation expense. The following is a summary of the Company’s property and equipment at September
25, 2007 and December 26, 2006:



September 25, 2007 December 26, 2006

Land $ 18,000 $ 18,000
Buildings 36,111,702 33,851,945
Leaschold improvements 8,325,161 8,220,963
Equipment and furniture 22,565,116 20,728,013
Construction in progress* 6,843,947 624,422
73,863,926 63,443,343

Less accumulated depreciation 12,757,131 9,425,219
$ 61,106,795 $ 54,018,124

*Construction in progress includes the following approximate amounts for items yet to be placed in service:

September 25, 2007 December 26, 2006
Architecture fees for future locations $ 410,000 $ 100,000
Equipment at future locations 6,340,000 400,000
Equipment at the beer production facility - 125,000
Cost to secure property leases at future
locations 95,000 -

Included in property and equipment are the following assets held under capital leases:

September 25, 2007 December 26, 2006

Land $ 18,000 $ 18,000
Building 36,123,702 33,851,945
Equipment and leasehold improvements 1,654,864 7,807,724
37,796,566 41,677,669

Less accumulated depreciation 4,836,946 3,718,654
$ 32,959,620 $ 37,959,015

Intangible assets and other
Intangible assets and other assets consisted of the following:

September 25, 2007 December 26, 2006

Intangible assets:
Liquor licenses $ 264,415 $ 264415
Trademarks 132,671 109,741

Other:

Capitalized loan costs 250,379 205,054
Security deposits 271,017 279,427
918,482 858,637
Less accumulated amortization 122,927 98,217
$ 795,555 $ 760,420




3.  Accrued expenses

Accrued expenses consisted of the following:

September 25, 2007 December 26, 2006

Payroll related $ 1,639,746 $ 2,205,712
Deferred revenue from gift cards 928,634 1,355,773
Sales taxes 568,043 493,772
Interest 297,732 278,131
Real estate taxes 376,159 245,299
Insurance - 89,646
Other 503,610 436,397

$ 4,313,924 $ 5,104,730

4. Long-term debt

As of the end of the third quarter of fiscal year 2007, the Company had two outstanding long-term loans with an
independent financial institution for the purchase of equipment for its restaurants located in Des Moines and
Davenport. These loans are secured only by the personal property and fixture property at the respective locations.
In addition to these two loan agreements, the Company has a long-term loan outstanding with the same
independent financial institution secured by the tangible personal property and fixtures at the Fargo restaurant.
Such loan is guaranteed by Steven J. Wagenheim, the Company’s president, chief executive officer and one of its
directors. As of September 25, 2007, the balances, interest rates and maturity dates of these loans were:

Des Moines Davenport Fargo
Loan balance $373,172 $409,520 $1,300,197
Annual interest rate 10.25% 10.25% 8.75%
Maturity date August 27, 2010 January 6, 2011 August 15, 2011

5.  Capital leases

In March 2007, the Company completed a private placement of common stock to accredited investors described
in Note 7 below. Ultilizing approximately $6.0 million of these proceeds, the Company retired the entire balance
of capital lease debt due DHW Leasing, L.L.C. (“DHW”) pursuant to the master lease agreement entered into in
September 2006.

Minimum future lease payments under all capital leases as of September 25, 2007 are:

Capital

Year ended: Leases
2007 $1,110,333
2008 4,366,113
2009 4,313,324
2010 4,137,121
2011 4,027,598
Thereafter 57,927,763
Total minimum lease payments 75,882,252
Less amount representing interest 40,970,345
Present value of net minimum lease payments 34,911,907
Less current portion 976,287
Long-term portion of obligations $33,935,620







