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ADVANTICA RESTAURANT GROUP, INC.
HAS AMENDED ITS

OFFER TO EXCHANGE
$212,000,000 (PREVIOUSLY $204,050,000)
12 3/4% SENIOR NOTES DUE 2007
OF DENNY'S HOLDINGS, INC. AND
ADVANTICA RESTAURANT GROUP, INC.
FOR
$265,000,000 OUTSTANDING
11 1/4% SENIOR NOTES DUE 2008
OF ADVANTICA RESTAURANT GROUP, INC.

The purposes of this prospectus supplement are to describe additional
changes to the terms of Advantica's offer to exchange new senior notes to be
jointly issued by Denny's Holdings and Advantica, which we refer to as the new
notes, for up to $265,000,000 aggregate principal amount of outstanding 11 1/4%
senior notes due 2008 of Advantica, which we refer to as the old notes, as
originally described in the prospectus dated January 3, 2002, as modified by the
prospectus supplement dated March 15, 2002, pursuant to which the exchange offer
is being made. The information in this prospectus supplement should be read in
conjunction with the prospectus dated January 3, 2002 and the prospectus
supplement dated March 15, 2002 to which this prospectus supplement is attached.

INVESTING IN THE NEW NOTES INVOLVES RISKS. SEE "RISK FACTORS" BEGINNING ON
PAGE 12 OF THE PROSPECTUS FOR A DISCUSSION OF FACTORS THAT YOU SHOULD CONSIDER
IN CONNECTION WITH THIS EXCHANGE OFFER AND AN INVESTMENT IN THE NEW NOTES.

NEITHER THE SECURITIES AND EXCHANGE COMMISSION NOR ANY STATE SECURITIES
COMMISSION HAS APPROVED OR DISAPPROVED OF THESE SECURITIES OR DETERMINED IF THIS
PROSPECTUS SUPPLEMENT IS ACCURATE OR COMPLETE. ANY REPRESENTATION TO THE
CONTRARY IS A CRIMINAL OFFENSE.

CHANGES TO THE TERMS OF THE EXCHANGE OFFER

Advantica has modified its offer to exchange new notes to be jointly issued
by Denny's Holdings and Advantica for Advantica's old notes as follows:

- Advantica's offer to exchange, as previously extended to 5:00 p.m., New
York City time, on March 25, 2002, and as amended hereby, is further
extended to 5:00 p.m., New York City time, on April 9, 2002, at which
time the offer will expire unless further extended by means described in
the prospectus.

— Advantica has increased the principal amount of new notes offered in
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exchange for old notes from $770 for each $1,000 principal amount of old
notes to $800 for each $1,000 principal amount of old notes. As a result,
under the terms and conditions of the amended offer to exchange,
Advantica is now offering to exchange up to $212,000,000 aggregate
principal amount of new notes for up to $265,000,000 aggregate principal
amount of old notes.

— Advantica has waived the condition of the exchange offer stated in the
prospectus supplement dated March 15, 2002, that a minimum of $60,000,000
aggregate principal amount of old notes be validly tendered and accepted
on or prior to the expiration date and has amended the conditions to the
exchange offer to provide that consummation of the exchange offer is now
conditioned on at least $50,000,000 aggregate principal amount of old
notes having been validly tendered and accepted on or prior to the
expiration date.

The date of this prospectus supplement is March 25, 2002.

You may withdraw tendered outstanding old notes at any time prior to the
expiration of the exchange offer, as extended as indicated above.

Although the changes set forth in this prospectus supplement are not
reflected in the letter of transmittal or other documents related to the
exchange offer, Advantica will not distribute new documents reflecting these
changes. Holders of old notes who have previously tendered their old notes by
delivery of physical certificates in proper form for transfer or by compliance
with procedures for book-entry transfer (along with delivery by the registered
holders of a properly completed letter of transmittal or facsimile thereof), as
provided in the prospectus, need not re-tender their securities in order to
participate in the exchange as amended hereby. Holders of old notes who have not
yet tendered their old notes, but desire to do so, should use the originally
distributed letter of transmittal in order to tender their old notes. The letter
of transmittal and all other required documents must be delivered to the
Exchange Agent prior to 5:00 p.m., New York City time, on April 9, 2002, in the
manner set forth in the prospectus under "The Exchange Offer —-- Procedures for
Tendering”" and on the outside back cover of the prospectus to which this
prospectus supplement is attached. All holders who have previously tendered or
who tender old notes pursuant to the offer to exchange will, subject to
acceptance of such tenders by Advantica, participate in the exchange on the
basis of the prospectus, as amended by the terms and provisions described in
this prospectus supplement.

Except as expressly modified as indicated above, the exchange offer and the
terms of the new notes offered in the exchange as described in the prospectus
and the prospectus supplement dated March 15, 2002 have not been modified or
amended. Please refer to the prospectus and prospectus supplement to which this
prospectus supplement is attached for additional information.

Advantica reserves the right to extend, delay or amend further or to
terminate the exchange offer as provided in the prospectus.

SS-2
PROSPECTUS SUPPLEMENT
(TO PROSPECTUS DATED JANUARY 3, 2002)

ADVANTICA RESTAURANT GROUP, INC.
HAS AMENDED ITS

OFFER TO EXCHANGE
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$204,050,000

12 3/4% SENIOR NOTES DUE 2007

OF DENNY'S HOLDINGS, INC. AND
ADVANTICA RESTAURANT GROUP, INC.

FOR
$265,000,000 OUTSTANDING

11 1/4% SENIOR NOTES DUE 2008

OF ADVANTICA RESTAURANT GROUP, INC.

The purposes of this prospectus supplement are to (1) describe changes to
the terms of Advantica's offer to exchange new senior notes to be jointly issued
by Denny's Holdings and Advantica, which we refer to as the new notes, for up to
$265,000,000 aggregate principal amount of outstanding 11 1/4% senior notes due
2008 of Advantica, which we refer to as the old notes, as originally described
in the prospectus dated January 3, 2002, pursuant to which the exchange offer is
being made, and (2) provide an update of recent developments relating to our
fourth quarter and year-end operating results and the FRD bankruptcy proceeding.
The information in this prospectus supplement should be read in conjunction with
the prospectus to which this prospectus supplement is attached.

INVESTING IN THE NEW NOTES INVOLVES RISKS. SEE "RISK FACTORS" BEGINNING ON
PAGE 12 OF THE PROSPECTUS FOR A DISCUSSION OF FACTORS THAT YOU SHOULD CONSIDER
IN CONNECTION WITH THIS EXCHANGE OFFER AND AN INVESTMENT IN THE NEW NOTES.

NEITHER THE SECURITIES AND EXCHANGE COMMISSION NOR ANY STATE SECURITIES
COMMISSION HAS APPROVED OR DISAPPROVED OF THESE SECURITIES OR DETERMINED IF THIS
PROSPECTUS SUPPLEMENT IS ACCURATE OR COMPLETE. ANY REPRESENTATION TO THE
CONTRARY IS A CRIMINAL OFFENSE.

CHANGES TO THE TERMS OF THE EXCHANGE OFFER

Advantica has modified its offer to exchange new notes to be jointly issued
by Denny's Holdings and Advantica for Advantica's old notes as follows:

- Advantica's offer to exchange, as previously extended to 5:00 p.m., New York
City time, on March 15, 2002, and as amended hereby, is further extended to
5:00 p.m., New York City time, on March 22, 2002, at which time the offer will
expire unless further extended by means described in the prospectus.

— Advantica has waived the condition of the exchange offer that a minimum of
$160,000,000 aggregate principal amount of old notes be validly tendered and
accepted on or prior to the expiration date and has amended the conditions to
the exchange offer to provide that consummation of the exchange offer is now
conditioned on at least $60,000,000 aggregate principal amount of old notes
having been validly tendered and accepted on or prior to the expiration date.

— Advantica has waived the requirement that old notes may be tendered and will
be accepted for exchange only in denominations of $1,000 principal amount or
integral multiples thereof. As provided in the prospectus, new notes will be
issued only in integral multiples of $1,000, and Advantica will pay cash in

lieu of issuing new notes in a lesser principal amount.

The date of this prospectus supplement is March 15, 2002.

— Advantica has modified three covenants in the new notes indenture as follows:

—— Limitation on Restricted Payments has been modified to increase the
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amount of old notes that may be repurchased, redeemed or otherwise
acquired or retired for value from $50 million to an amount, not less
than $50 million, equal to the sum of $50 million plus 50% of the
difference between $160 million and the amount of old notes tendered and
accepted pursuant to this exchange offer. Specifically, clause (8) of
the second paragraph of such covenant as set forth in the prospectus
will provide as follows:

"(8) after the date on which a bankruptcy court enters an order
closing the FRD Chapter 11 Case, the repurchase, redemption or
other acquisition or retirement for value of 0Old Notes by
Advantica for consideration in an aggregate amount not to exceed
an amount, not less than $50 million, equal to the sum of $50
million plus 50% of the difference between $160 million and the
amount of old notes tendered and accepted pursuant to this
exchange offer; provided, however, that no Default or Event of
Default shall have occurred and be continuing at the time of any
such repurchase, redemption or other acquisition or retirement;"

—— Limitation on Additional Indebtedness and Issuance of Disqualified Stock
has been modified to increase the amount of additional indebtedness (in
addition to the other forms of permitted additional indebtedness
enumerated therein) that may be incurred from $50 million to the
difference between $250 million and the amount of new notes issued
pursuant to this exchange offer, subject to the proviso indicated below.
Specifically, subclause (e) of clause (1) of the third paragraph of such
covenant will provide as follows:

"(e) constituting additional Indebtedness in an aggregate
principal amount (including any Indebtedness incurred to refund
or refinance such Indebtedness) at any one time outstanding equal
to the difference between $250 million and the aggregate
principal amount of new notes issued on the date of the
indenture, whether incurred under the Credit Agreement or
otherwise; provided, however, that no more than $50 million of
such additional Indebtedness incurred pursuant to this subclause
(e) shall be secured by a consensual Lien or be incurred by
Advantica or any Subsidiary of Advantica other than Denny's
Holdings, "

—— Limitation on Dividends and Other Payment Restrictions Affecting
Subsidiaries has been modified to increase the amount of additional
indebtedness in the exclusion therefrom relating to encumbrances or
restrictions existing under or by reason of additional indebtedness (in
addition to the exclusions therefrom relating to other forms of permitted
additional indebtedness enumerated therein) from $50 million to the
difference between $250 million and the amount of new notes issued
pursuant to this exchange offer. Specifically, clause (g) of such
covenant will provide as follows:

"(g) additional Indebtedness in an aggregate principal amount at
any one time outstanding equal to the difference between $250
million and the aggregate principal amount of new notes issued on
the date of the indenture,"

In addition to the provisions set forth above, the new notes indenture will
be modified to make changes consistent with and necessary to effectuate the
intent of the modifications described above.

You may withdraw tendered outstanding old notes at any time prior to the
expiration of the exchange offer, as extended as indicated above.
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Although the changes set forth in this prospectus supplement are not
reflected in the letter of transmittal or other documents related to the
exchange offer, Advantica will not distribute new documents reflecting these
changes. Holders of old notes who have previously tendered their old notes by
delivery of physical certificates in proper form for transfer or by compliance
with procedures for book-entry transfer (along with delivery by the registered
holders of a properly completed letter of transmittal or facsimile thereof), as
provided in the prospectus, need not re-tender their securities in order to
participate in the exchange as amended hereby. Holders of old notes who have not
yet tendered their old notes, but desire to do so, should use the originally
distributed letter of transmittal in order to tender their old notes. The letter
of transmittal and all other required documents must be delivered to the
Exchange Agent prior to 5:00 p.m., New York City time, March 22, 2002, in the
manner set forth in the prospectus under "The Exchange Offer —-- Procedures for
Tendering”" and on the outside back cover of the prospectus to which this
prospectus supplement is attached. All holders who have previously tendered or
who tender old notes pursuant to the offer to exchange will, subject to
acceptance of such tenders by Advantica, participate in the exchange on the
basis of the prospectus, as amended by the terms and provisions described in
this prospectus supplement.

Except as expressly modified as indicated above, the exchange offer and the
terms of the new notes offered in the exchange as described in the prospectus
have not been modified or amended. Please refer to the prospectus to which this
prospectus supplement is attached for additional information.

S-2

Advantica reserves the right to extend, delay or amend further or to
terminate the exchange offer as provided in the prospectus.

RECENT DEVELOPMENTS

Our condensed consolidated operating results for the fourth quarter and for
the year ended December 26, 2001 were as follows (unaudited):

FOURTH QUARTER RESULTS

Revenue at Denny's company-owned restaurants for the fourth quarter of 2001
decreased to $224.4 million from $251.0 million in the prior year quarter as a
result of a 115-unit net reduction in company restaurants, partially offset by a
3.4% increase in same-store sales. The reduction in company restaurants during
2001 included 59 refranchising transactions and the closing of 61
underperforming stores. EBITDA decreased to $27.0 million from $43.2 million in
the prior year quarter. As stated in the prospectus, we define "EBITDA" as
operating income before depreciation, amortization and charges for restructuring
and impairment. Our measure of EBITDA as defined may not be comparable to
similarly titled measures reported by other companies. The decrease in EBITDA
was primarily attributable to $11.7 million less in refranchising gains and, to
a lesser extent, the lower company restaurant base and reduced operating
margins. Higher company restaurant operating costs as a percentage of sales were
attributable to additional store-level labor and benefits as well as continued
increases in repairs and maintenance expenditures. Higher occupancy costs as a
percentage of sales were due to an adjustment that lowered general liability
insurance expense by $3.5 million in the prior year quarter.

Franchise and licensing revenue increased approximately 7.0% to $22.5
million compared with $21.0 million in the prior year quarter, while franchise
operating income increased to $12.9 million from $7.7 million in last year's
quarter. The increase in franchise revenue resulted from a net 42-unit increase
in franchised and licensed units compared with the prior year quarter. In
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addition to the unit increase, the improvement in franchise operating income is
attributable to $2.4 million of bad debt expense recorded in last year's
quarter. During the quarter, Denny's system-wide opened 13 restaurants and
closed 40, resulting in 1,749 restaurants at the end of the fourth quarter.

We reported a loss from continuing operations for the quarter of $39.5
million, or $0.98 per diluted common share, compared with last year's fourth
quarter loss of $26.6 million, or $0.66 per diluted common share. This year's
fourth quarter results include amortization of excess reorganization value of
$6.9 million compared with $10.5 million last year. Also, this year's fourth
quarter results include a restructuring charge of $8.4 million compared with a
similar charge of $5.3 million last year. The charge this year reflects
severance and other costs related to our elimination of out-of-restaurant
support staff in the fourth quarter as well as the planned closure of
underperforming stores. Also, this year's fourth quarter results include an
impairment charge of $5.3 million compared with a similar charge of $6.4 million
last year. The charge this year reflects a writedown for underperforming
restaurants, including the units identified for closure.

FULL YEAR RESULTS

Revenue at Denny's company-owned restaurants for fiscal 2001 decreased to
$949.2 million from $1,080.6 million in the prior year. A 2.7% increase in
same-store sales was offset by fewer company-owned units. Franchise and
licensing revenue increased to $90.5 million in 2001 compared with $74.6 million
in the prior year. The increase in franchise revenue resulted from additional
franchised and licensed units compared with the prior year. EBITDA decreased to
$135.1 million from $172.3 million in the prior year. The lower EBITDA primarily
resulted from reduced gains on fewer refranchising transactions.

For the year ended December 26, 2001, we reported a loss from continuing
operations of $96.3 million, or $2.40 per diluted common share, compared with
last year's loss of $82.5 million, or $2.06 per diluted common share. This
year's results reflect restructuring and impairment charges of $30.5 million,
while the loss last year included similar charges of $19.0 million. This year's
results include amortization of excess reorganization value of approximately
$28.7 million compared with $42.1 million last year. Refranchising gains
decreased to $13.3 million compared with $51.2 million last year.

On December 26, 2001, Advantica's $200 million credit facility had
outstanding revolver advances of $58.7 million compared with no outstanding
balances at year end 2000. The revolver advances primarily resulted from
Advantica's satisfaction of the Coco's/Carrows credit facility guarantee in
January 2001. Outstanding letters of credit decreased to $52.2 million from
$65.3 million at year end 2000, leaving a net availability for additional
borrowings of $89.1 million at the end of the 2001.

S-3

SYSTEMWIDE SALES

For the fourth quarter ended December 26, 2001, Denny's systemwide sales,
which include sales from company-owned, franchised and licensed restaurants,
increased to $553 million compared with $547 million in the prior year quarter.
This increase is attributable to a 2.4% gain in systemwide same-store sales,
which reflects an increase of 3.4% at company units and 1.4% at franchised
units. The same-store sales gain is partially offset by a 73-unit net reduction
in total systemwide Denny's restaurants since the end of the same period last
year.

Denny's systemwide sales for the year ended December 26, 2001 increased by
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approximately 3% to $2.30 billion compared with $2.23 billion in the prior year.
This increase 1s primarily attributable to a full-year increase in systemwide
same-store sales of 1.7%, which reflects an increase of 2.7% at company units
and 0.8% at franchised units.

DISCONTINUED OPERATIONS

During the fourth quarter, revenue at FRD declined to $85.9 million from
$91.6 million in the prior year quarter. EBITDA at FRD decreased to $7.4 million
versus $9.0 million in the prior year quarter. FRD's revenue for fiscal year
2001 declined to $350.9 million from $371.1 million in the prior year. EBITDA at
FRD decreased to $25.2 million from $35.7 million in the prior year.

PROPOSED SETTLEMENT IN FRD BANKRUPTCY PROCEEDING

On February 19, 2002, Advantica and Denny's, along with FRD, Coco's and
Carrows, entered into a stipulation and agreement of settlement, or settlement
agreement, with the official committee of unsecured creditors of FRD seeking to
resolve various disputes relating to the administration of FRD's pending case
under Chapter 11 of the United States Bankruptcy Code. The bankruptcy court
approved the settlement agreement on March 8, 2002.

Under the terms of the settlement agreement, Denny's will allow a 120-day
forbearance period (that commenced on March 8, 2002) during which the creditors'
committee and FRD and its operating subsidiaries shall use their best efforts to
obtain new financing to repay, at a discount, the outstanding borrowings from
Denny's (approximately $48.7 million at the date of the settlement agreement),
plus accrued but unpaid interest, fees and expenses. During this forbearance
period, the effort to sell FRD or its assets to a third party will be suspended.
If new financing sufficient to repay the outstanding borrowings from Denny's,
less a $10 million discount, 1is obtained by the end of the forbearance period,
Denny's will accept such discounted repayment amount in full satisfaction of its
claims against FRD and Coco's and Carrows. If FRD is unable to obtain financing
to repay this discounted repayment amount by the end of the forbearance period,
FRD shall, at the election of the creditors' committee, in lieu thereof:

- pay Denny's the proceeds of any new financing that is obtained, plus
additional cash necessary for a total cash repayment to Denny's of at
least $20 million,

- issue new junior secured notes to Denny's in a principal amount equal to
the amount of Coco's and Carrows' current obligations to Denny's, minus
the amount of any cash paid and any applicable repayment discount as
described in the settlement agreement (such junior secured notes
subordinate in right of payment and as to collateral to the new
financing), and

— 1ssue to Denny's up to 10% of the common stock in FRD dependent upon the
amount of cash repaid to Denny's as described above.

The parties have agreed to attempt to replace the outstanding letters of
credit (approximately $9.6 million at the date of the settlement agreement) and
cause the cash deposit provided by Denny's supporting the letters of credit to
be released. If the letters of credit are not replaced, Denny's will keep them
in place and allow them to terminate in the ordinary course and will receive a
separate note payable from Coco's and Carrows to provide reimbursement if any
letters of credit are drawn upon. Advantica will continue to provide management
and information technology services pursuant to a one-year services agreement at
a cost to FRD set forth in the settlement agreement.

The settlement agreement is also conditioned upon the consent of Denny's
revolving credit facility lender. If the terms of the proposed settlement
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agreement, including the financing described above, are satisfied, controlling
interest of FRD and its subsidiaries will be transferred to the creditors of
FRD.

In light of, among other things, the operating results and financial
condition of FRD and the uncertainties as to the outcome of the proposed
settlement agreement outlined above, there can be no assurance that we will be
able to recover any or all of the secured obligations owed to us under the
Coco's/Carrows credit facility.

PROSPECTUS
ADVANTICA RESTAURANT GROUP, INC.

OFFER TO EXCHANGE
$204,050,000

12 3/4% SENIOR NOTES DUE 2007

OF DENNY'S HOLDINGS, INC. AND
ADVANTICA RESTAURANT GROUP, INC.

FOR
$265,000,000 OUTSTANDING

11 1/4% SENIOR NOTES DUE 2008

OF ADVANTICA RESTAURANT GROUP, INC.

Advantica is offering to exchange up to $204,050,000 aggregate principal
amount of 12 3/4% senior notes due 2007 to be jointly issued by Denny's Holdings
and Advantica, which we refer to as the new notes, for up to $265,000,000
aggregate principal amount of outstanding 11 1/4% senior notes due 2008 of
Advantica, which we refer to as the old notes, or $770 principal amount of new
notes for each $1,000 principal amount of old notes.

PLEASE CONSIDER THE FOLLOWING DIFFERENCES BETWEEN THE OLD NOTES AND THE NEW
NOTES:

— The old notes bear interest at a rate of 11 1/4% per annum, payable
January 15 and July 15 of each year. The new notes will bear interest
at a rate of 12 3/4% per annum payable March 31 and September 30 of
each year.

— The old notes mature on January 15, 2008. The new notes will mature on
September 30, 2007.

— Only Advantica is obligated with respect to the old notes. Advantica
and Denny's Holdings, Advantica's wholly owned subsidiary and the
direct parent of the Denny's restaurant operations, will be jointly
obligated with respect to the new notes. As a result, the new notes
will be structurally senior to the old notes not accepted for exchange
in the exchange offer.

— For additional information regarding differences between the old notes
and the new notes, see "Description of New Notes" and "Differences
Between the New Notes and the 0Old Notes".

PLEASE CONSIDER THE FOLLOWING REGARDING THE OFFER TO EXCHANGE:

— Advantica's offer to exchange new notes for old notes will expire at
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5:00 p.m., New York City time, on February 1, 2002, unless Advantica
extends the exchange offer, in which case the expiration date will be
the latest date and time to which the exchange offer is extended.

- Advantica will exchange outstanding old notes up to an aggregate
principal amount of $265,000,000 that are validly tendered and not
properly withdrawn prior to the expiration date of the exchange offer,
so long as a minimum of $160,000,000 aggregate principal amount of old
notes is tendered and accepted and other specified conditions are
satisfied or waived. You should carefully review the procedures for
tendering the old notes beginning on page 43 of this prospectus.

— Advantica reserves the right to extend, delay, amend or terminate the
exchange offer.

- You may withdraw tendered outstanding old notes at any time prior to
the expiration of the exchange offer.

- We will not receive any proceeds from the exchange offer.

— The old notes are not listed, and we do not intend to list the new
notes, on any securities exchange.

We are offering the new notes pursuant to registration in Pennsylvania and
pursuant to exemptions from registration in other states. In order to avail
ourselves of these state exemptions, we are making the exchange offer only to
(1) institutional investors as described in the letter of transmittal, and (2)
residents of states or other jurisdictions that exempt the offer from
registration even if directed to a person or entity that is not an institutional
investor. If you do not fall within the description of a qualifying
institutional investor, we may still be able to make an offer to you. We will
make that determination after receipt of your letter of transmittal.

INVESTING IN THE NEW NOTES INVOLVES RISKS. SEE "RISK FACTORS" BEGINNING ON
PAGE 12 OF THIS PROSPECTUS FOR A DISCUSSION OF FACTORS THAT YOU SHOULD CONSIDER
IN CONNECTION WITH THIS EXCHANGE OFFER AND AN INVESTMENT IN THE NEW NOTES.

NEITHER THE SECURITIES AND EXCHANGE COMMISSION NOR ANY STATE SECURITIES
COMMISSION HAS APPROVED OR DISAPPROVED OF THESE SECURITIES OR DETERMINED IF THIS

PROSPECTUS IS ACCURATE OR COMPLETE. ANY REPRESENTATION TO THE CONTRARY IS A
CRIMINAL OFFENSE.

The date of this prospectus is January 3, 2002.
Dealer Manager

(UBS WARBURG LOGO)
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YOU SHOULD RELY ONLY ON THE INFORMATION CONTAINED IN THIS PROSPECTUS OR TO
WHICH WE HAVE REFERRED YOU. WE HAVE NOT AUTHORIZED ANYONE TO PROVIDE YOU WITH
DIFFERENT OR ADDITIONAL INFORMATION. IF ANYONE PROVIDES YOU WITH DIFFERENT OR
ADDITIONAL INFORMATION, YOU SHOULD NOT RELY ON IT. YOU SHOULD ASSUME THAT THE
INFORMATION CONTAINED IN THIS PROSPECTUS IS ACCURATE AS OF THE DATE ON THE FRONT
COVER OF THIS PROSPECTUS. OUR BUSINESS, FINANCIAL CONDITION, RESULTS OF
OPERATIONS AND PROSPECTS MAY HAVE CHANGED SINCE THEN. WE ARE NOT MAKING AN OFFER
TO SELL, OR SOLICITING AN OFFER TO BUY, ANY OF THE SECURITIES OFFERED BY THIS
PROSPECTUS IN ANY JURISDICTION WHERE THE EXCHANGE OFFER IS NOT PERMITTED.

WHERE YOU CAN FIND MORE INFORMATION

Advantica Restaurant Group, Inc. is subject to the informational
requirements of the Securities Exchange Act of 1934, as amended, and accordingly
files reports, proxy statements and other information with the Securities and
Exchange Commission, or the SEC. In addition, we have filed with the SEC a
registration statement on Form S-4 under the Securities Act of 1933, as amended,
with respect to the new notes offered in this prospectus. This prospectus does
not contain all of the information set forth in the registration statement and
the exhibits and schedules that are a part of the registration statement. For
further information with respect to us and the new notes, we refer you to the
registration statement and the exhibits and schedules filed or referenced as a
part of the registration statement. Statements contained in this prospectus
concerning the contents of any contract or any other document are not
necessarily complete. If a contract or document is an exhibit to the
registration statement, we refer you to the copy of the contract or document
that has been filed. Each statement in this prospectus relating to a contract or
document filed or referenced as an exhibit is qualified in all respects by the
exhibit. Copies of our reports, proxy statements and other information may be
inspected and copied at the public reference room maintained by the SEC at:

Room 1024

450 Fifth Street, N.W.
Washington, D.C. 20549

10
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Information on the operation of the public reference room may be obtained
by calling the SEC at 1-800-SEC-0330. The SEC maintains a Website that contains
reports, proxy statements and other information regarding Advantica. The address
of the SEC Website is http://www.sec.gov. This information is also available on
Advantica's Website, the address of which is http://www.advantica-dine.com.
Information contained at our Website is not, and should not be deemed to be, a
part of this prospectus.

In addition, we will provide, without charge, to each person to whom this
prospectus is delivered, upon written or oral request, a copy of any or all of
the foregoing documents (other than exhibits to documents that are not
specifically incorporated by reference to the documents). Please direct such
requests to 203 East Main Street, Spartanburg, South Carolina 29319-9966, (864)
597-8000, Attention: Corporate Secretary.

IF YOU WOULD LIKE TO REQUEST DOCUMENTS, PLEASE DO SO BY JANUARY 25, 2002,
IN ORDER TO RECEIVE THEM BEFORE THE SCHEDULED EXPIRATION OF THE EXCHANGE OFFER
ON FEBRUARY 1, 2002.

FORWARD-LOOKING STATEMENTS

This prospectus contains numerous forward-looking statements about our
financial condition, results of operations, cash flows, financing plans,
business strategies, operating efficiencies, capital and other expenditures,
competitive positions, growth opportunities, plans and objectives of management,
markets for our stock and debt securities and other matters which reflect
management's best judgment based on factors currently known. These
forward-looking statements involve risks and uncertainties. The words
"estimate," "project," "intend," "expect," "believe," "forecast" or similar
expressions, or the negative of these terms or expressions, are intended to
identify these forward-looking statements, but some of these statements use
other phrasing. In addition, any statement in this prospectus that is not a
historical fact is a "forward-looking statement." Except as required by law, we
expressly disclaim any obligation to publicly release any revisions to these
forward-looking statements to reflect events or circumstances after the date of
this prospectus or to reflect the occurrence of unanticipated events. Actual
results could differ materially from those anticipated in these forward-looking
statements as a result of a number of factors including, among others:

— the outcome of the pending Chapter 11 proceedings involving FRD
Acquisition Co., or FRD, a wholly owned subsidiary of Advantica,

described in this prospectus;

- divestiture efforts relating to FRD and related matters described in this
prospectus;

— competitive pressures from within the restaurant industry;
ii
— the level of success of our operating initiatives and advertising and
promotional efforts, including the initiatives and efforts specifically
mentioned in this prospectus;
- adverse publicity;
- changes in business strategy or development plans;

- terms and availability of capital;
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- regional weather conditions;

— overall changes in the general economy, particularly at the retail level;
and

— other factors included in the sections containing the forward-looking
statements, including the section entitled "Risk Factors" in this
prospectus.

iii

SUMMARY

This summary highlights material information from the prospectus. It may
not contain all of the information that is important to you. For a more complete
understanding of the exchange offer and the terms of the new notes, you should
read this entire prospectus and the other documents to which it refers you. As
used in this prospectus, unless the context otherwise requires, and except as
set forth in the "Description of New Notes" section, the terms "we," "us," and
"our company" refer to Advantica Restaurant Group, Inc. and its subsidiaries.

THE ISSUERS

Advantica Restaurant Group, Inc., or Advantica, 1is one of the largest
restaurant companies in the United States operating moderately priced
restaurants in the mid-scale dining segment. Our core brand is Denny's, the
nation's largest family-style restaurant chain in the full-service mid-scale
segment in terms of market share, number of units and U.S. systemwide sales.
Denny's, Inc., or Denny's, operates almost 1,800 company-owned and franchised
restaurants. Denny's Holdings, Inc., or Denny's Holdings, is a wholly owned
subsidiary of Advantica and the direct parent of Denny's. Advantica also owns
and operates the Coco's and Carrows restaurant chains through its subsidiary FRD
Acquisition Co., or FRD. FRD is currently in a Chapter 11 bankruptcy proceeding.
FRD 1is reported as a discontinued operation in our consolidated financial
statements. Consequently, the financial results of Advantica's continuing
operations are substantially the same as those of Denny's Holdings. FRD is not a
party to the exchange offer.

(Existing Corporate Organizational Chart)

Our principal executive offices are located at 203 East Main Street,
Spartanburg, South Carolina 29319-9966. Our telephone number is (864) 597-8000.

PURPOSES AND EFFECTS OF THE EXCHANGE OFFER

If the exchange offer is completed, Advantica will reduce its outstanding
indebtedness. Accordingly, completion of the exchange offer may help to improve
Advantica's access to financing sources and its ability to refinance its
revolving credit facility, which matures in January 2003. The table below
provides information concerning the pro forma effect of the exchange offer,
assuming the maximum tender amount, on our long-term debt and our other
financial data and ratios, including information concerning our indebtedness and

related interest expense that will be structurally senior to the old notes. This
information should be read in conjunction with the information contained in the
sections entitled "Summary Consolidated Financial Data" and "Capitalization."

12
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(In millions, except ratios)

Long-Term Debt:

Advances outstanding under the revolving credit

facility . e ettt e e e e
Other notes pavyable.....................
Discount on other notes payable.........
Capital lease obligations...............

12 3/4% Senior Notes due September 30,
Denny's Holdings and Advantica

Total structurally senior long-term debt,

including current maturities.......

11 1/4% Senior Notes due January 15,
Advantica (old notes)
Premium on 11 1/4%

Total long-term debt,

Other Data:
EBITDA as defined........ ...
Interest expense,
Structurally senior interest expense,
net (b)
Capital expenditures..........c.cooio...
Ratios for Total Debt:
Ratio of debt(c) to EBITDA as
defined..... .. ittt i
Ratio of EBITDA as defined to interest
expense,
Ratio of EBITDA as defined less capital
expenditures to interest expense,

Ratios for Structurally Senior Debt:

Ratio of structurally senior debt(c) to
EBITDA as defined...................

Ratio of EBITDA as defined to
structurally senior interest
expense,

Ratio of EBITDA as defined less capital
expenditures to structurally senior
interest expense,

Senior Notes of Advantica.........

including current
maturities.......ciiiiii it e

13

ACTUAL
———————————————————————————— PRO FOR
DECEMBER 27, SEPTEMBER 26, SEPTEMBER
2000 2001 2001
............. $ - $ 73.3 $ 79.0
............. 7.4 6.2 6.2
............. (1.3) (1.3) (1.3
............. 50.5 41.5 41.5
2007 of
(new notes) ........ —— —— 204 .1
............. 56.6 119.7 329.5
2008 of
............. 529.6 529.6 264.6
19.1 17.6 8.8
............. $605.3 $666.9 $602.9
ACTUAL
——————————————————————————————————————————————— PRC
FISCAL YEAR THREE QUARTERS FOUR QUARTERS FOUR
ENDED ENDED ENDED
DECEMBER 27, SEPTEMBER 26, SEPTEMBER 26, SEPT
2000 2001 2001
$172.3 $108.1 $151.3
81.8 54.7 74.2
22.8 10.6 15.4
41.9 25.2 38.0
3.4x NM* 4.3x
2.1x 2.0x 2.0x
1.6x 1.5x 1.5x
0.3x NM 0.8x
7.6x 10.2x 9.8x
5.7x 7.8x 7.4x
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* Not meaningful

(a) The pro forma financial data have been derived from our unaudited pro forma
condensed consolidated financial statements and notes thereto intended
elsewhere in this prospectus.

(b) Excludes interest expense, net related to the old notes.

(c) Excludes the related premium or discount thereon.

2

THE EXCHANGE OFFER
Offeror......ccvviiiiin Advantica Restaurant Group, Inc.

Exchange Offer Size........ Subject to the terms and conditions set forth in
this prospectus, Advantica is offering to exchange
up to $204.1 million aggregate principal amount of
registered 12 3/4% senior notes due 2007 of Denny's
Holdings and Advantica, which we refer to as the
new notes, for up to $265.0 million aggregate
principal amount of Advantica's 11 1/4% senior
notes due 2008, which we refer to as the old notes
(or $770 principal amount of new notes for each
$1,000 principal amount of old notes). We sometimes
refer to the new notes and the old notes together
as the notes. As of the date of this prospectus,
$529.6 million aggregate principal amount of old
notes 1is outstanding.

Consideration Offered...... For each $1,000 principal amount of old notes
exchanged:

CONSIDERATION

Principal amount of new notes............cviinn..
Accrued and unpaid interest, in cash...............

*Assumes a closing date for the exchange offer of
February 6, 2002. Interest accrued and unpaid to
the closing date of the exchange offer on the old
notes accepted for exchange will be paid on the
closing date. We will not issue any new notes or
pay any cash until all conditions set forth in this
prospectus have been satisfied or waived.

Minimum and Maximum Tender

AMOUNES . v vt v v vttt e Payment of the consideration offered to old note
holders is subject to, among other things, a
minimum tender of $160.0 million in aggregate
principal amount of old notes and a maximum tender
of $265.0 million in aggregate principal amount of
old notes. The minimum tender would result in the
issuance of an aggregate principal amount of new
notes equal to $123.2 million, and the maximum
tender would result in the issuance of an aggregate
principal amount of new notes equal to $204.1

14
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and New Notes........

Expiration Date;
Extensions; Termination;
Amendments........cee.e.

Conditions of the Exchange

million. In the event old notes tendered pursuant
to the exchange offer are less than the minimum
tender, we currently intend to terminate the
exchange offer. In the event that old notes
tendered pursuant to the exchange offer exceed the
maximum tender, Advantica will, on a pro rata
basis, allocate new notes among tendering holders
of old notes so that the maximum tender requirement
is satisfied. See "The Exchange Offer —-- Terms of
the Exchange Offer" and "-- Conditions of the
Exchange Offer" for more information.

If you tender old notes for new notes and your old
notes are accepted by Advantica, you will receive,
as of the closing date, in cash, the accrued and
unpaid interest on the old notes accepted for
exchange from January 15, 2002 (the last interest
payment date for the old notes prior to the closing
date) up to, but not including, the closing date.
Interest accrued on old notes not accepted for
exchange will be paid in the ordinary course on
July 15, 2002, the next interest payment date for
the old notes after the closing date. The new notes
will bear interest from the closing date at 12 3/4%
per annum. On or before March 31, 2002, the first
interest payment date for the new notes, holders of
the new notes

will receive interest accrued on the new notes from
and after the closing of the exchange offer.

The expiration date is 5:00 p.m., New York City
time, on February 1, 2002, unless the exchange
offer is extended, in which case the expiration
date will be the latest date and time to which the
exchange offer is extended.

Advantica reserves the right to extend, delay,
amend or terminate the exchange offer, including,
without limitation, the right to modify the minimum
and maximum tender amounts stated above.

Consummation of the exchange offer is conditioned
on at least $160.0 million in aggregate principal
amount of old notes having been validly tendered
and not properly withdrawn and on other customary
conditions which may be waived by us. See "The
Exchange Offer —-- Conditions of the Exchange
Offer."

Subject to the filing of the registration
statement, of which this prospectus is a part, and
compliance with all applicable state securities
laws, no federal or state regulatory filings or
approvals are required in connection with the

15
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Consequences of Failure to
Exchange Your 0Old

Offerees.

Procedures for Tendering

0ld Notes

exchange offer.

If you do not exchange your old notes for new notes
in the exchange offer, you will still hold your old
notes subject to the same terms and conditions
existing prior to the exchange offer.

A decision not to participate in the exchange offer
means that your unexchanged old notes will:

- be structurally subordinated to the new notes;

- bear interest at a stated interest rate that is
lower than the stated interest rate for the new
notes (although on a higher aggregate principal
amount of notes outstanding); and

- have a maturity date later than the maturity date
for the new notes.

See "Risk Factors —-—- Risks Related to the Exchange
Offer" and "The Exchange Offer —-- Consequences of
Failure to Exchange 0Old Notes."

We are offering the new notes pursuant to
registration in Pennsylvania and pursuant to
exemptions from registration in other states. In
order to avail ourselves of these state exemptions,
we are making the exchange offer only to (1)
institutional investors as described in the letter
of transmittal, and (2) residents of states or
other jurisdictions that exempt the offer from
registration even if directed to a person or entity
that is not an institutional investor. Generally,
an "institutional investor" means any dealer, bank,
savings institution, insurance company or other
financial institution or institutional investor, as
defined under applicable state law. If you do not
fall within the list of qualifying institutional
investors, we may still be able to make an offer to
you. We will make that determination after receipt
of your letter of transmittal.

If you wish to tender your old notes for exchange,
you must:

- complete and sign the accompanying letter of
transmittal (even if you effect a tender pursuant
to the procedures for book-entry transfer as
discussed in this prospectus),

— indicate the amount of old notes, if less than
all, to which your election to tender for new
notes applies (subject to Advantica's right to
effect a reallocation of tenders in order to
satisfy the maximum tender requirement),

16
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Guaranteed Delivery

Procedures.....

Withdrawal Rights..........

Acceptance of Tenders;

Delivery of New

Use of Proceeds

Notes......

- have the signature guaranteed if required by the
letter of transmittal, and

— either (1) mail or deliver the certificates for
the old notes or (2) if the procedures for
book-entry transfers are used, transmit a
confirmation of the book-entry transfer, in
either case, together with a properly completed
and duly executed letter of transmittal (or a
facsimile thereof), with any required signature
guarantees and any other required documents, to
the exchange agent at its address shown on the
back cover page of this prospectus on or prior to
the expiration date.

Any beneficial owner of old notes whose old notes
are registered in the name of brokers, dealers,
commercial banks, trust companies or other nominees
should contact these entities or persons promptly
to instruct them to accept the exchange offer on
the beneficial owner's behalf, if the beneficial
owner wishes to accept the exchange offer. A
registered holder is any person in whose name old
notes are registered on the books of Advantica or
any other person who has obtained properly
completed bond powers from the registered holder.

If you wish to tender your old notes but are not
able to deliver the required documents or complete
the procedures for book-entry transfer prior to the
expiration date for the exchange offer, you may
tender your old notes according to the guaranteed
delivery procedures set forth in "The Exchange
Offer —-- Guaranteed Delivery."

You may withdraw tenders of old notes at any time
on or prior to the expiration date. Any old notes
not accepted for exchange will be returned to the
tendering holder without cost promptly after the
termination or expiration of the exchange offer.

Subject to the satisfaction or waiver of all
conditions of the exchange offer (including the
minimum and maximum tender amounts), Advantica will
accept for exchange all old notes that have been
validly tendered in the exchange offer and not
properly withdrawn on or prior to the expiration
date. We will issue and deliver the new notes in
exchange for the applicable old notes accepted
pursuant to the exchange offer promptly following
the expiration date.

We will not receive any cash proceeds from the
issuance of the new notes, although our total
indebtedness will decrease. See "Use of Proceeds."

17
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U.S. Federal Income Tax
Considerations...........

Dealer Manager.............

Exchange Agent.............

Information Agent..........

Issuers

Aggregate Principal Amount;
Interest.................

Interest Payment Dates.....

Maturity Date..............

Optional Redemption........

Ranking

For a discussion of U.S. federal income tax
considerations relating to the tender of the old
notes for new notes and related matters, see
"United States Federal Income Tax Considerations."

UBS Warburg LLC is acting as the dealer manager in
the exchange offer. The address and phone number of
the dealer manager are set forth on the outside
back cover of this prospectus.

U.S. Bank National Association is acting as the
exchange agent in the exchange offer. The address
and phone numbers of the exchange agent are set
forth on the outside back cover of this prospectus.

MacKenzie Partners, Inc. is acting as the
information agent in the exchange offer. The
address and phone numbers of the information agent
are set forth on the outside back cover of this
prospectus.

THE NEW NOTES

Denny's Holdings, Inc. and Advantica Restaurant
Group, Inc.

Up to $204.1 million aggregate principal amount of
12 3/4% senior notes due 2007 will be issued under
the new notes indenture to be dated as of the
closing date, among Denny's Holdings, Advantica and
U.S. Bank National Association, as trustee.

Interest on the new notes will be payable
semi-annually in arrears on each March 31 and
September 30, commencing March 31, 2002.

September 30, 2007.

Except as provided below, the new notes may not be
redeemed prior to September 30, 2004. On and after
September 30, 2004, the new notes will be
redeemable, in whole or in part, at 106.3750% of
their principal amount, at decreasing amounts
thereafter to and including September 30, 2006, and
thereafter at 100% of their principal amount,
together in each case with accrued and unpaid
interest. Notwithstanding the foregoing, from the
closing date until September 30, 2004, the issuers
may redeem up to 35% of the aggregate principal
amount of new notes, at a redemption price of
112.75%, plus accrued and unpaid interest to the
redemption date, from the net proceeds of any
public offering for cash of certain equity
securities of Advantica, Denny's Holdings or any of
their subsidiaries.

The new notes will be senior obligations of the
issuers and will rank equal in right of payment
with all other senior indebtedness of the issuers,
including indebtedness of Advantica under the old

18
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Covenants......

Change of Control..........

Trustee........

Transferability

notes. Because Denny's Holdings is an issuer of the
new notes but not of the old notes, the new notes
will be structurally senior to the unexchanged old
notes. See "Risk Factors." The new notes will be
senior to all existing and future subordinated
indebtedness of the issuers. However, the new notes
will be effectively subordinated to the issuers'
secured indebtedness to the extent of the assets
securing this indebtedness, and structurally
subordinated to indebtedness and other obligations
of Denny's and the issuers' other subsidiaries. As
of September 26, 2001, we had total indebtedness of
approximately $666.9 million, which

amount would be reduced to $602.9 million, on a pro
forma basis assuming the maximum tender amount. Of
that amount, $125.4 million, plus trade payables,
would be structurally senior to the new notes, and
$273.4 million would be structurally subordinated
to the new notes. See "Capitalization" for more
information.

The new notes indenture will contain covenants
that, among other things, will limit our ability to
incur additional indebtedness, pay dividends or
make other distributions, make loans and
investments, enter into asset sales and use those
proceeds, create liens, enter into transactions
with affiliates, merge, consolidate or transfer all
or substantially all of our assets or make
investments in unrestricted subsidiaries. For
additional information, see "Description of New
Notes."

If we experience a change of control, we must offer
to purchase the new notes at a purchase price equal
to 101% of the principal amount, plus accrued and
unpaid interest. We might not be able to pay you
the required price for the new notes you present to
us at the time of a change of control because our
revolving credit facility or other indebtedness may
prohibit payment or we might not have enough funds
at the time.

U.S. Bank National Association will serve as
trustee under the indenture governing the new
notes.

We have registered the new notes under the
Securities Act of 1933, as amended. As a result, if
you are not one of our affiliates, you may freely
transfer the new notes. The old notes held by
non-affiliates are also freely transferable.

SUMMARY OF DIFFERENCES BETWEEN NEW NOTES AND OLD NOTES

OLD NOTES

NEW NOTES

19
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Aggregate Principal Amount

$529.6 million currently outstanding, to be
reduced to $264.6 million, assuming the
maximum tender amount

$204.1 million, assuming the maximum tender
amount, that may be issued in the exchange
offer. Up to an additional $50.0 million may
be issued under the indenture subsequent to
the exchange offer, subject to the
limitations and restrictions set forth in
the indenture.

Issuer of the Notes

Advantica

Advantica and Denny's Holdings

Maturity

January 15, 2008

September 30, 2007

Interest

11 1/4%, payable semi-annually on January 15
and July 15

OLD NOTES

12 3/4%, payable semi-annually on March 31
and September 30

NEW NOTES

Optional Redemption

Redeemable, in whole or in part, during the
12-month period beginning on the anniversary
of January 15 in the years and at the
redemption prices (expressed as percentages
of the principal amount) indicated below:

YEAR PERCENTAGE
2003 105.625%
2004 103.750
2005 101.875
2006 and thereafter 100.000

plus accrued interest

Until January 15, 2001, up to 35% of the old
notes were redeemable at 110% plus accrued
interest, from the net proceeds of a public
equity offering for cash of Advantica or any
of its subsidiaries.

Redeemable, in whole or in part, during the
12-month period beginning on the anniversary
of September 30 in the years and at the
redemption prices (expressed as percentages
of the principal amount) indicated below:

YEAR PERCENTAGE
2004 106.3750%
2005 103.1875
2006 and thereafter 100.0000

plus accrued interest

Until September 30, 2004, up to 35% of the
new notes are redeemable at 112.75% plus
accrued interest, from the net proceeds of a
public equity offering for cash of
Advantica, Denny's Holdings or any of their
subsidiaries.

Change of Control Offer

If at any time a change of control (as
defined) occurs, Advantica is required to
offer to purchase all outstanding old notes
at a purchase price equal to 101% of the
principal amount thereof plus accrued
interest to the repurchase date, subject to
certain conditions.

If at any time a change of control (as
defined) occurs, Advantica and Denny's
Holdings are required to offer to purchase
all outstanding new notes at a purchase
price equal to 101% of the principal amount
thereof plus accrued interest to the
repurchase date, subject to certain
conditions. A change of control includes,
among other things, Advantica ceasing to own
100% of the equity interests in Denny's
Holdings.

20
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Restrictive Covenants

For information concerning differences between restrictive covenants
governing the old notes as compared with those governing the new notes, see
"Differences between the 0ld Notes and the New Notes."

RISK FACTORS

For a discussion of factors that you should consider in connection with the
exchange offer and an investment in the new notes, see "Risk Factors" beginning
on page 12 of this prospectus.

SUMMARY CONSOLIDATED FINANCIAL DATA

Set forth below are summary consolidated financial data concerning
Advantica for the one week ended January 7, 1998, the fifty-one weeks ended
December 30, 1998 and the fiscal years ended December 29, 1999 and December 27,
2000. Such data have been derived from our consolidated financial statements for
such periods, which have been audited and are included elsewhere in this
prospectus. Also set forth below are summary consolidated financial data for the
three quarters ended September 27, 2000 and September 26, 2001 and the four
quarters ended September 26, 2001, which have been derived from our unaudited
consolidated financial statements. In the opinion of management, our unaudited
interim consolidated financial statements include all adjustments necessary for
a fair presentation of our consolidated results of operations, cash flows and
financial position for these interim periods. Excluding restructuring and
impairment charges, all of these adjustments are of a normal and recurring
nature. The unaudited interim consolidated results of operations are not
necessarily indicative of the consolidated results of operations for any other
interim period or for any fiscal year as a whole. The following information
should be read in conjunction with our consolidated financial statements and the
notes thereto, "Selected Consolidated Financial Data" and "Management's
Discussion and Analysis of Financial Condition and Results of Operations"”
presented elsewhere in this prospectus.

PREDECESSOR
COMPANY SUCCESSOR COMPANY (A)
ONE WEEK FIFTY-ONE FISCAL YEAR ENDEL
ENDED WEEKS ENDED @ ——————————————————————
JANUARY 7, DECEMBER 30, DECEMBER 29, DECEMBE
1998 (B) 1998 (B) 1999 (B) 200
(IN MILLIONS, EXCEPT RATIOS) === ———————  ——————————
Income Statement Data:
Company restaurant salesS........eeeeeeeenn. $ 22.0 $1,106.1 $1,140.3 $1,08
Franchise and licensing revenue............ 1.2 49.9 59. 7
Operating revenuUe. . ... v ettt teeeeeeeeeenns 23.2 1,156.0 1,200.2 1,15
Total cost of company restaurant sales..... 18.5 927.9 957.8 92
Franchise restaurant costs................. 0.6 22.0 28.7 3
General and administrative expenses........ 2.0 76.9 74.8 6
Total amortization and depreciation........ 1.0 191.2 219.8 15
Total impairment and restructuring
ChargesS . v ittt it et e e e e e ettt e - - 136 1
Gains on refranchising and other, net...... (7.6) (10.8) (21.5) (5
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Total operating costs and expenses.......
Operating income (lOSS) ... iiinnnnnennn

Interest expense, net....... ...

Income (loss) from continuing

operations (d) «cvee ittt e e e

Other Data:

EBITDA as defined(f) ...v i

Net cash flows provided by (used in)

operating activities.......... .. ...,

Net cash flows provided by (used in)

investing activities(g)....c.oiiiian.

Net cash flows (used in) provided by

financing activities............ L.
Capital expenditures.........c.ieeveiene...

Pro Forma Data (i) (J):

Interest expense, net.........iiiii

Ratio of debt (k) to EBITDA as defined

Ratio of EBITDA as defined to interest
EXPENSE, NEeL .. ittt ittt ittt ittt

Ratio of EBITDA as defined less capital
expenditures to interest expense, net....

(IN MILLIONS, EXCEPT RATIOS)

Income Statement Data:

Company restaurant sales...........ov....
Franchise and licensing revenue..........

Operating revenuUe. ... ..ot it eeeeeeeeenns
Total cost of company restaurant sales
Franchise restaurant costs...............
General and administrative expenses......
Total amortization and depreciation......

Total impairment and restructuring

Total operating costs and expenses.......
Operating income (lOSS) ...t iwennennnnn.

Interest expense, net....... ...

Income (loss) from continuing

operations (d) «cve ettt e

Other Data:

EBITDA as defined(f) ...v i

Net cash flows provided by (used in)

operating activities.......... .. ... ...

Net cash flows provided by (used in)

investing activities(g).....oiiiiioa..

Net cash flows (used in) provided by

financing activities...........o L.
Capital expenditures..........ceeveuene...

Pro Forma Data (i) (J):

14.5 1,207.2

S 8.7 S (51.2)
5 2.0 5 76.0
602.9 (e) (127.0)
$ 9.7 $  140.0
7.7 (10.7)
7.9 180.3
(5.3) (66.6)
0.0 (45.3)

1,396.1 1,15
$ (195.9) $ (
s 704 s e

(275.8) (8

$ 160.4 S 17
(31.1) (
86.7 20
(47.9) (33
90.7) (4

7

SUCCESSOR COMPANY (A)

SEPTEMBER 27, SEPTEMBER 26,

2000 2001
$829.7 $724.8
53.5 68
883.2 792.8
716.3 622.8
24.6 29.4
51.6 44.7
115.6 92.0
7 16
(38.3) (12.1)
877.0 793.6
$ 6.2 $ (0.8)
$ 62.3 $ 54.7
(55.9) (56.8)
$129.0 $108.1
(24.4) (24.2)

44.3 (53.8)
(173.1) 54.4
(29.2) (25.2)

FOUR QUARTERS
ENDED
SEPTEMBER 26, 2001 (

106.7

(107.5)
(38.0)
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Interest expense, nNet........ccuouoiieeeeennnn. 52.6 71.4
Ratio of debt (k) to EBITDA as defined...... NM* 3.9x
Ratio of EBITDA as defined to interest

EXPENSEe, Nel ..ttt ittt et teeeeennns 2.1x 2.1x
Ratio of EBITDA as defined less capital

expenditures to interest expense, net.... 1.6x 1.6x

9
AS OF

Balanc

Work

di
Tota
Tota

* N

SEPTEMBER 26, 2001

ACTUAL PRO FORMA (I)
e Sheet Data:
...................................................... $ 3.7 $ -
ing capital deficit excluding net liabilities of
scontinued operations (1) ...ttt ittt eennnnns (113.9) (111.0)
= o = 0 i 630.1 626.3
T & 1Y o X ) O 666.9 602.9

ot meaningful

As discussed in more detail in Note 1 to our consolidated financial
statements, Flagstar Companies, Inc., or FCI, and Flagstar Corporation, or
Flagstar, emerged from bankruptcy on January 7, 1998. As described in Note
2 to our consolidated financial statements, the change in ownership of
Advantica effected by the financial restructuring resulting from the
bankruptcy required the application of fresh start reporting effective
January 7, 1998 in accordance with the American Institute of Certified
Public Accountants' Statement of Position 90-7, "Financial Reporting By
Entities in Reorganization Under the Bankruptcy Code" ("SOP 90-7"). All
financial statements subsequent to January 7, 1998 are referred to as
"Successor Company" statements, as they reflect periods subsequent to the
implementation of fresh start reporting and are not comparable to the
financial statements for periods prior to January 7, 1998.

Certain amounts for the one week ended January 7, 1998, the fifty-one
weeks ended December 30, 1998 and the fiscal year ended December 29, 1999
have been reclassified to conform to the 2000 presentation.

Summary consolidated financial data for the four quarters ended September
26, 2001 is presented supplementally and is derived from the consolidated
financial data for the fiscal year ended December 27, 2000 and for the
three quarters ended September 27, 2000 and September 26, 2001. It
represents our most current annualized operations and resulting ratios.

We have classified as discontinued operations restaurant subsidiaries
Flagstar Enterprises, Inc., or FEI, (which operated Advantica's Hardee's
under licenses from Hardee's Food Systems), Quincy's Restaurants, Inc., or
Quincy's, El Pollo Loco, Inc., or EPL, and FRD. FEI and Quincy's were sold
in 1998, and EPL was sold in 1999. We began accounting for FRD as a
discontinued operation in the second quarter of 2000.

The income from continuing operations for the one week ended January 7,
1998 includes reorganization items of $582.0 million. For a discussion of
these reorganization items, see Note 8 to our consolidated financial
statements.
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(f) We define "EBITDA" as operating income before depreciation, amortization
and charges for restructuring and impairment as follows:

PREDECESSOR SUCCESSOR COMPANY (A)
COMPANY  —————————mmm
ONE WEEK FIFTY-ONE FISCAL YEAR ENDED THREE QUART
ENDED WEEKS ENDED  ————————————————————————— o ——————————
JANUARY 7, DECEMBER 30, DECEMBER 29, DECEMBER 27, SEPTEMBER 27,
1998 1998 1999 2000 2000
(in millions)
Operating income
(loss) e evveennn.n. $8.7 $(51.2) $(195.9) $ (0.3) $ 6.2
Total amortization
and depreciation... 1.0 191.2 219.8 153.6 115.6
Total impairment and
restructuring
charges............ - - 136.5 19.0 7.2
EBITDA as defined.... $9.7 $140.0 $ 160.4 $172.3 $129.0

We believe that EBITDA as defined is a key internal measure used to
evaluate the amount of cash flow available for debt repayment and funding
of additional investments. EBITDA as defined is not a measure defined by
generally accepted accounting principles and should not be considered as an
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alternative to net income or cash flow data prepared in accordance with
generally accepted accounting principles. Our measure of EBITDA as defined
may not be comparable to similarly titled measures reported by other
companies, and although the definition of EBITDA in Advantica's revolving
credit facility differs somewhat from the definition of "EBITDA as
defined", the amount of Advantica's EBITDA as defined has been the same as
that calculated under the revolving credit facility since Advantica's
emergence from bankruptcy in January 1998. For a discussion of the
restructuring and impairment charges, see "Management's Discussion and

Analysis of Financial Condition and Results of Operations —-- Results of
Operations" and Notes 6 and 7 in our consolidated financial statements.
(9) Net cash flows provided by (used in) investing activities include net

proceeds of $460.4 million from the disposition of FEI and Quincy's in the
fifty-one weeks ended December 31, 1998 and net proceeds of $109.4 million
from the sale of EPL in fiscal year 1999. For fiscal year 2000, net cash
flows from investing activities includes $158.7 million of proceeds from
the maturity of investments securing our in-substance defeased debt (see
(h) below).

(h) Net cash flows (used in) provided by financing activities for fiscal year
2000 includes the repayment of the $160.0 million principal amount of
Denny's mortgage notes (as discussed in "Management's Discussion and
Analysis of Financial Condition and Results of Operations —-- Liquidity and
Capital Resources") and the repayment of the $153.3 million principal
amount of our in-substance defeased debt through the use of the proceeds
described in (g) above.

(1) The pro forma financial data have been derived from our unaudited pro
forma condensed consolidated financial statements and notes thereto
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included elsewhere herein. The unaudited pro forma condensed consolidated
statements of operations give effect to the exchange offer as if the
exchange offer had been consummated on December 30, 1999, the first day of
fiscal year 2000. The unaudited pro forma condensed consolidated balance
sheet gives effect to the exchange offer as if the exchange offer had been
consummated on September 26, 2001. The pro forma information included in
this prospectus is provided for informational purposes only and should not
be construed to be indicative of the financial condition or results of
operations of Advantica had the exchange offer been consummated on the
respective dates indicated above, nor is it intended to predict the
financial condition or results of operations of Advantica at any future
date or for any future period.

(3) As discussed in the section entitled "Description of New Notes," the new
notes will be structurally senior to the unexchanged old notes. The pro
forma amounts in the following table exclude the unexchanged old notes of
$264.6 million and unamortized premium of $8.8 million (assuming the
maximum tender amount) and the related interest expense thereon of $29.4
million for the four quarters ended September 26, 2001:

Pro Forma Data (i) :

Structurally senior interest expense, net................. $42.0
Ratio of structurally senior debt (k) to EBITDA as
defined. . i e e e e 2.2x
Ratio of EBITDA as defined to structurally senior interest
EXPENSE, N . i ittt ittt e ettt ettt e et 3.6x
Ratio of EBITDA as defined less capital expenditures to
structurally senior interest expense, net.............. 2.7x
(k) For purposes of this calculation, debt is total debt less the net premium
thereon.
(1) A negative working capital position is not unusual for a restaurant

operating company. For a discussion of the working capital deficit at
September 26, 2001, see "Management's Discussion and Analysis of Financial
Condition and Results of Operations —-- Liquidity and Capital Resources."

(m) Total debt consists of notes and debentures and capital lease obligations,
including current maturities thereof.

11

RISK FACTORS

You should read and carefully consider the risks described in this section,
as well as the other information contained in this prospectus, before making a
decision to tender your old notes in exchange for new notes in the exchange
offer.

RISKS RELATED TO OUR INDEBTEDNESS

OUR SUBSTANTIAL INDEBTEDNESS COULD ADVERSELY AFFECT OUR OPERATIONS, INCLUDING
OUR ABILITY TO PERFORM OUR OBLIGATIONS UNDER THE NOTES.

We have now and will continue to have a significant amount of indebtedness.
As of September 26, 2001, we had total indebtedness of approximately $666.9
million, and a shareholders' deficit of $295.2 million.

Our substantial indebtedness could have important consequences to you. For
example, it could:
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- make it more difficult for us to satisfy our obligations with respect to
the old notes and the new notes;

- require us to continue to dedicate a substantial portion of our cash flow
from operations to payments on our indebtedness, which would reduce the
availability of our cash flow to fund future working capital, capital
expenditures, acquisitions and other general corporate purposes;

— increase our vulnerability to general adverse economic and industry
conditions;

— limit our flexibility in planning for, or reacting to, changes in our
business and the industry in which we operate;

- restrict us from making strategic acquisitions or pursuing business
opportunities;

- place us at a competitive disadvantage compared to our competitors that
have relatively less indebtedness; and

- limit, along with the financial and other restrictive covenants in our
indebtedness, among other things, our ability to borrow additional funds.
Failing to comply with those covenants could result in an event of
default which, if not cured or waived, could have a material adverse
effect on our business, financial condition and results of operations.

DESPITE CURRENT INDEBTEDNESS LEVELS, WE AND OUR SUBSIDIARIES MAY STILL INCUR
SUBSTANTIALLY MORE INDEBTEDNESS, INCLUDING SECURED INDEBTEDNESS. INCURRING MORE
INDEBTEDNESS COULD INTENSIFY THE RISKS DESCRIBED ABOVE.

Subject to the restrictions in our revolving credit facility and the
indentures governing the old notes and, when and if issued, the new notes, we
may incur significant additional indebtedness. Although the terms of the
indentures governing the old and new notes and our revolving credit facility
contain restrictions on the incurrence of additional indebtedness, these
restrictions are subject to a number of qualifications and exceptions, and
additional indebtedness incurred in compliance with these restrictions could be
substantial. If new debt is added to our and our subsidiaries' current debt
levels, the related risks that we and they now face could intensify. As of
September 26, 2001, we had $73.3 million of advances and $52.6 million of
letters of credit outstanding under our revolving credit facility, leaving $74.1
million of additional permitted borrowings available under our revolving credit
facility.

YOUR RIGHT TO RECEIVE PAYMENT ON THE NOTES WILL BE EFFECTIVELY SUBORDINATE TO
OUR OBLIGATIONS UNDER THE REVOLVING CREDIT FACILITY AND STRUCTURALLY SUBORDINATE
TO THE DEBT OF OUR SUBSIDIARIES.

Our revolving credit facility is secured by a first priority security
interest on the majority of our assets, including the capital stock of our
subsidiaries. Any borrowings under our revolving credit facility or other
secured indebtedness would be effectively senior to the old notes and new notes
to the extent of the security. In the event of our liquidation or insolvency, or
if any of our secured indebtedness is accelerated, the secured
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assets will be first applied to repay our obligations under our secured
indebtedness in full and then to repay our obligations under our unsecured
indebtedness, including under the new notes and the old notes. Accordingly,
there may not be sufficient assets remaining to pay amounts due on any or all of
the new notes or old notes then outstanding. In addition, borrowings of our
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subsidiaries, whether secured or not and including capital lease obligations,
and trade payables, will be structurally senior to the old and new notes.

AS HOLDING COMPANIES, ADVANTICA AND DENNY'S HOLDINGS DEPEND ON UPSTREAM PAYMENTS
FROM THEIR OPERATING SUBSIDIARIES.

Advantica is a holding company, which currently conducts its operations
through consolidated subsidiaries, including Denny's Holdings. As such,
substantially all of the assets of Advantica are owned by Advantica's
subsidiaries. Accordingly, Advantica is dependent upon dividends, loans and
other intercompany transfers from its subsidiaries to meet its debt service and
other obligations. These transfers are subject to contractual restrictions and
are contingent upon the earnings of its subsidiaries. Similarly, Denny's
Holdings is itself a holding company, which conducts its operations through
consolidated subsidiaries, including Denny's. Dividends, loans and other
intercompany transfers from subsidiaries to Denny's Holdings are also subject to
contractual restrictions and are contingent upon the earnings of its
subsidiaries. We cannot assure you that the operating results of our
subsidiaries will be sufficient to enable us to make payments on the notes.

OUR ABILITY TO GENERATE CASH DEPENDS ON MANY FACTORS BEYOND OUR CONTROL, AND WE
MAY NOT BE ABLE TO GENERATE THE CASH REQUIRED TO SERVICE OR REPAY OUR
INDEBTEDNESS.

Our ability to pay or to refinance our indebtedness, including the old and
new notes, will depend upon our future operating performance, which will be
affected by general economic, financial, competitive, legislative, regulatory
and other factors that are beyond our control. Our historical financial results
have been, and our future financial results are expected to be, subject to
substantial fluctuations. We cannot assure you that our business will generate
sufficient cash flow from operations, that currently anticipated revenue growth
and operating improvements will be realized or that future borrowings will be
available to us under our revolving credit facility (currently set to expire in
January 2003) or any refinancing thereof in amounts sufficient to enable us to
service or reduce our indebtedness, including the notes, or to fund our other
liquidity needs. Our ability to maintain or increase operating cash flow will
depend upon:

— consumer tastes;

- the success of our marketing initiatives and other efforts by us to
increase customer traffic in our restaurants; and

— prevailing economic conditions and other matters, many of which are
beyond our control.

If we are unable to meet our debt service obligations or fund other
liquidity needs, we may need to refinance all or a portion of our indebtedness,
including the old and new notes, on or before maturity or seek additional equity
capital. We cannot assure you that we will be able to pay or refinance our
indebtedness or obtain additional equity capital on commercially reasonable
terms, or at all.

RESTRICTIVE COVENANTS IN OUR DEBT INSTRUMENTS RESTRICT OR PROHIBIT OUR ABILITY
TO ENGAGE IN OR ENTER INTO A VARIETY OF TRANSACTIONS, WHICH COULD ADVERSELY
AFFECT US.

The indenture governing the old notes contains, and the indenture to govern
the new notes will contain, various covenants that limit, among other things,

our ability to:

— incur additional indebtedness;

27



Edgar Filing: ADVANTICA RESTAURANT GROUP INC - Form 424B3

- pay dividends or make distributions or certain other restricted payments;
- make certain investments;

- create dividend or other payment restrictions affecting restricted
subsidiaries;
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— issue or sell capital stock of restricted subsidiaries;
- guarantee indebtedness;

— enter into transactions with stockholders or affiliates;
- create liens;

— sell assets and use the proceeds thereof;

- engage in sale-leaseback transactions; and

- enter into certain mergers and consolidations.

The revolving credit facility contains similar and additional restrictive
covenants, including financial maintenance requirements. These covenants could
have an adverse effect on our business by limiting our ability to take advantage
of financing, merger and acquisition or other corporate opportunities and to
fund our operations.

A BREACH OF A COVENANT IN OUR DEBT INSTRUMENTS COULD CAUSE ACCELERATION OF A
SIGNIFICANT PORTION OF OUR OUTSTANDING INDEBTEDNESS.

A breach of a covenant or other provision in any debt instrument governing
our current or future indebtedness could result in a default under that
instrument and, due to cross-default and cross-acceleration provisions, could
result in a default under our other debt instruments. In addition, our revolving
credit facility requires us to maintain certain financial ratios. Our ability to
comply with these covenants may be affected by events beyond our control, and we
cannot assure you that we will be able to comply with these covenants. Upon the
occurrence of an event of default under the revolving credit facility or any
other debt instrument, the lenders could elect to declare all amounts
outstanding to be immediately due and payable and terminate all commitments to
extend further credit. If we were unable to repay those amounts, the lenders
could proceed against the collateral granted to them, if any, to secure the
indebtedness. If the lenders under our current or future indebtedness accelerate
the payment of the indebtedness, we cannot assure you that our assets would be
sufficient to repay in full our outstanding indebtedness, including the notes.

WE MAY BE UNABLE TO REPURCHASE THE NOTES UPON A CHANGE OF CONTROL.

In the event of a "change of control" (as defined, respectively, in the
indentures for the old notes and the new notes), we must offer to purchase the
notes at a purchase price equal to 101% of the principal amount, plus accrued
and unpaid interest to the date of repurchase. See "Description of New Notes —-—
Change of Control." In the event that we are required to make such an offer,
there can be no assurance that we would have sufficient funds available to
purchase any old notes or new notes tendered, and we may be required to
refinance the old notes and the new notes. There can be no assurance that we
would be able to accomplish a refinancing or, if a refinancing were to occur,
that it would be accomplished on commercially reasonable terms.
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Our revolving credit facility prohibits us from repurchasing any old notes
or new notes, except under limited circumstances. Our revolving credit facility
also provides that certain change of control events with respect to Advantica
would constitute a default. In the event a change of control occurs at a time
when we are prohibited from purchasing the old notes and the new notes, we could
seek the consent of the lenders under the revolving credit facility to purchase
the old notes and the new notes or we could attempt to refinance the revolving
credit facility. If we do not obtain such a consent or are unable to refinance
the revolving credit facility, we would remain prohibited from purchasing the
old notes and the new notes. In this case, our failure to purchase tendered
notes would constitute an event of default under the indentures. The provisions
relating to a change of control included in the indentures may also increase the
difficulty of a potential acquirer from obtaining control of Advantica or
Denny's Holdings.

14

RISKS RELATED TO THE EXCHANGE OFFER

UNEXCHANGED OLD NOTES WILL BE STRUCTURALLY SUBORDINATED TO, AND HAVE A LATER
MATURITY DATE THAN, THE NEW NOTES.

The new notes will be jointly issued by Advantica and Denny's Holdings, a
wholly owned subsidiary of Advantica, that, through its subsidiaries, controls
the assets of the Denny's restaurant operations. Unlike the holders of the old
notes that are issued only by Advantica, the holders of the new notes may
enforce their rights directly against Advantica or Denny's Holdings.
Accordingly, the unexchanged old notes will be structurally subordinated to the
new notes. Structural subordination means that, in the event of ligquidation or
insolvency of Advantica or Denny's Holdings, the assets of Denny's Holdings and
its subsidiaries will be available to pay obligations under the old notes only
after the new notes have been paid in full. In this case, there may not be
sufficient assets remaining to pay amounts due on any or all of the old notes
then outstanding. In addition, the new notes mature on September 30, 2007, an
earlier date than the January 15, 2008 maturity date for the old notes.

WE MAY CANCEL THE EXCHANGE OFFER IF CERTAIN CONDITIONS ARE NOT MET.
We are not obligated to complete the exchange offer unless and until:

- we receive valid and unrevoked tenders representing more than $160.0
million in aggregate outstanding principal amount of the old notes; and

- we are satisfied that the other conditions to the exchange offer set
forth in this prospectus are satisfied or waived.

See "The Exchange Offer -- Conditions of the Exchange Offer." Even if the
exchange offer is completed, it may not be completed on the schedule described
in this prospectus. Accordingly, holders participating in the exchange offer may
have to wait longer than expected to receive their new notes, during which time
those holders of old notes will not be able to effect transfers of their old
notes tendered in the exchange, unless they withdraw their tender.

THE EXCHANGE OFFER WILL RESULT IN REDUCED LIQUIDITY OF UNEXCHANGED OLD NOTES.

The trading market for unexchanged old notes could become more limited than
the existing limited trading market for the old notes due to the reduction in
the amount of the old notes outstanding upon consummation of the exchange offer.
A more limited trading market might adversely affect the liquidity, market price
and price volatility of the old notes. If a market for unexchanged old notes
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continues after consummation of the exchange offer, the old notes may trade at a
discount to the price at which they would trade if the amount outstanding were
not reduced. An active market in the unexchanged old notes may not exist,
develop or be maintained, and the prices at which the unexchanged old notes may
be traded may be less than the price at which you purchased your old notes.

IF AN ACTIVE TRADING MARKET DOES NOT DEVELOP FOR THE NEW NOTES, YOU MAY BE
UNABLE TO SELL THE NEW NOTES OR TO SELL THEM AT A PRICE YOU DEEM SUFFICIENT.

The new notes will be new securities for which there is no established
trading market. We do not intend to list the new notes on any exchange. We
cannot give you any assurance as to:

— the liquidity of any trading market that may develop;
— the ability of holders to sell their new notes; or
— the price at which holders would be able to sell their new notes.
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Even if a trading market develops, the new notes may trade at higher or
lower prices than their principal amount, depending on many factors, including:

— prevailing interest rates;

— the number of holders of the new notes;

— the interest of securities dealers in making a market for the new notes;
- the market for similar notes; and

— our financial performance.

Finally, if only the minimum aggregate principal amount of old notes is
tendered and accepted in the exchange offer, the limited amount of new notes
that would be issued and outstanding after we complete the exchange offer could
adversely affect the development of a market for the new notes.

INSOLVENCY PROCEEDINGS INVOLVING ADVANTICA, DENNY'S HOLDINGS OR DENNY'S MAY
HINDER THE RECEIPT OF PAYMENT ON THE NEW NOTES AND COULD CAUSE THE NEW NOTES TO
LOSE THEIR STRUCTURAL SENIORITY OVER THE OLD NOTES.

An investment in the new notes involves insolvency and bankruptcy
considerations that investors should carefully consider. If Advantica, Denny's
Holdings or Denny's becomes a debtor subject to insolvency proceedings under the
United States Bankruptcy Code, such circumstances are likely to result in delays
in the payment of the new notes and may result in our inability to make payment
of all or a portion of the amounts due under the new notes. Provisions of the
United States Bankruptcy Code or general principles of equity that could result
in the impairment of your rights include the automatic stay, avoidance of
transfers by a trustee or debtor-in-possession, substantive consolidation,
limitations on the collectibility of unmatured interest or attorneys' fees, and
forced restructuring of the new notes.

If Advantica, Denny's Holdings or Denny's becomes a debtor in a case under
the United States Bankruptcy Code, claims could be made by creditors that the
assets and liabilities of any one of those entities should be substantively
consolidated with those of any other of those entities. If such claims are
successful, the effect could impair the ability of Advantica and/or Denny's
Holdings to repay the new notes and the old notes.
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Substantive consolidation is an exception rather than the rule, especially
if one of the companies involved is not in bankruptcy. If Advantica, Denny's
Holdings, or Denny's becomes a debtor in a case under the United States
Bankruptcy Code, the equitable doctrine of substantive consolidation could
permit a bankruptcy court to disregard the corporate separateness of those
entities and to consolidate and pool their respective assets and liabilities as
though they were held and incurred by one entity. If a court were to order the
substantive consolidation of the assets and liabilities of Advantica and Denny's
Holdings, the new notes would lose their structural seniority over the old
notes. In such event, the holders of the new notes would have the same priority
as the holders of the old notes with respect to the assets of the consolidated
entities. The assets of the substantively consolidated entities may not be
sufficient to pay amounts then due on the new notes and the old notes.

DENNY'S HOLDINGS' OBLIGATIONS UNDER THE NEW NOTES MAY BE SUBJECT TO CANCELLATION
UNDER FRAUDULENT TRANSFER LAW.

Denny's Holdings will be a co-issuer of the new notes. If Denny's Holdings
becomes a debtor in a case under the United States Bankruptcy Code or encounters
other financial difficulty, a court might avoid (that is cancel) Denny's
Holdings' obligations under the new notes under federal or state fraudulent
transfer law. The court might do so if it found that when Denny's Holdings
issued the new notes it (a) received less than reasonably equivalent value or
fair consideration for the issuance of the new notes and (b) either (1) was or
was rendered insolvent, (2) was left with inadequate capital to conduct its
business, or (3) believed (or reasonably should have believed) that it would
incur debts beyond its ability to pay. The court may also avoid
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Denny's Holdings' obligations under the new notes, without regard to those
factors, if it found that Denny's Holdings issued the new notes with actual
intent to hinder, delay or defraud its creditors.

In applying the above factors, a court would likely find that Denny's
Holdings did not receive fair consideration or reasonably equivalent value,
except to the extent that it benefited directly or indirectly from the issuance
of the new notes.

The determination of whether Denny's Holdings was "insolvent" when it
issued the new notes will vary depending on the law of the jurisdiction being
applied. Generally, an entity would be considered insolvent if the sum of its
debts (including contingent or unligquidated debts) is greater than all of its
property at a fair valuation or if the present fair salable value of its assets
is less than the amount that will be required to pay its probable liability on
its existing debts (including contingent or unliquidated debts) as they become
absolute and matured.

If a court avoided Denny's Holdings' obligations under the new notes, you
would still have a claim against Advantica, with the same priority as holders of
the old notes, but would no longer have a direct claim against Denny's Holdings.
We cannot assure you that the assets of Advantica would be sufficient to pay
amounts then due under the new notes.

THE EXCHANGE OF OLD NOTES FOR NEW NOTES MAY BE A TAXABLE EVENT FOR UNITED STATES
FEDERAL INCOME TAX PURPOSES, AND THE NEW NOTES MAY BE ISSUED WITH ORIGINAL ISSUE
DISCOUNT.

If the exchange of old notes for new notes pursuant to the exchange offer
qualifies as a recapitalization for United States federal income tax purposes,
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holders will generally not recognize any gain or loss as a result of such
exchange, except to the extent of cash received, if any, in lieu of a fractional
new note. If the exchange does not qualify as a recapitalization, holders will
recognize gain or loss in an amount equal to the difference between the (x) fair
market value of the new notes plus cash received, if any, in lieu of a
fractional new note and (y) the adjusted tax basis of the old notes tendered in
exchange therefor. The new notes may be issued with original issue discount. If
the new notes are issued with original issue discount, U.S. holders will be
required to include original issue discount (subject to reduction by amortized
acquisition premium, if any) as ordinary income over the period that they hold
the new notes in advance of the receipt of the cash attributable thereto.
Holders who do not exchange their old notes for new notes will not have a
taxable event for United States federal income tax purposes. See "United States
Federal Income Tax Considerations."

RISKS RELATED TO OUR BUSINESS

WE MAY NOT COLLECT THE AMOUNT OWED TO US BY COCO'S AND CARROWS, AND THE OUTCOME
AND EFFECTS OF THE FRD BANKRUPTCY PROCEEDINGS ARE HIGHLY UNCERTAIN.

On January 8, 2001, Advantica paid $70.0 million to the lenders under the
Coco's/Carrows credit facility in full and complete satisfaction of Advantica's
guarantee of this facility with a combination of cash on hand and an advance
under Advantica's revolving credit facility. Coco's and Carrows are operating
subsidiaries of FRD. As a result of its satisfaction of obligations under its
guarantee, Advantica was subrogated to the rights and collateral of the lenders.
Immediately after obtaining its subrogation rights, Advantica assigned these
rights to its wholly owned subsidiary, Denny's. At September 26, 2001, Coco's
and Carrows had $28.0 million of outstanding term loan borrowings, working
capital borrowings of $24.7 million, interest payable of $1.2 million and
letters of credit outstanding of $9.6 million under their credit facility with
Denny's.

On February 14, 2001, to facilitate the divestiture of its Coco's and
Carrows brands and to preserve their going concern value, FRD filed for
protection under Chapter 11 of the United States Bankruptcy Code. In light of,
among other things, the operating results and financial condition of FRD and the
uncertainties as to the outcome of the FRD bankruptcy and related divestiture
process, there can be no assurance that we will be able to recover any or all of
the secured obligations owed to us under the Coco's/Carrows credit facility. For
additional information, see "Management's Discussion and Analysis of Financial
Condition and Results of Operations —-- Liquidity and Capital Resources" and
"Business." In addition, the uncertainties of the FRD bankruptcy proceedings
could have other effects on us, including the bankruptcy of any of FRD's
subsidiaries, including Coco's and Carrows, and the initiation of litigation
against us directly.
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THE RESTAURANT BUSINESS IS HIGHLY COMPETITIVE.

The restaurant business is highly competitive and the competition is
expected to increase. If we are unable to compete effectively, our business will
be adversely affected. The following are important aspects of competition:

- price;

- restaurant location;

- food quality;

quality and speed of service;
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- attractiveness and repair and maintenance of facilities; and

— the effectiveness of marketing and advertising programs.

Our restaurants compete with a wide variety of restaurants ranging from
national and regional restaurant chains (some of which have substantially
greater financial resources than we do) to locally owned restaurants. There is
also active competition for advantageous commercial real estate sites suitable

for restaurants.

FOOD SERVICE BUSINESSES MAY BE ADVERSELY AFFECTED BY CHANGES IN CONSUMER TASTES,
ECONOMIC CONDITIONS AND DEMOGRAPHIC TRENDS.

Food service businesses are often adversely affected by changes in:
— consumer tastes;

— national, regional and local economic conditions; and

- demographic trends.

The performance of individual restaurants may be adversely affected by
factors such as:

- traffic patterns;
- demographic consideration; and
- the type, number and location of competing restaurants.

Multi-unit food service chains such as ours can also be materially and
adversely affected by publicity resulting from:

- poor food quality;

- illness;

- injury; and

— other health concerns or operating issues.

Dependence on frequent deliveries of fresh produce and groceries subjects
food service businesses to the risk that shortages or interruptions in supply
caused by adverse weather or other conditions could adversely affect the
availability, quality and cost of ingredients. In addition, the food service
industry in general and our results of operations and financial condition in
particular may also be adversely affected by unfavorable trends or developments
such as:

inflation;
- increased food costs;

- labor and employee benefits costs (including increases in hourly wage and
minimum unemployment tax rates);

18

- regional weather conditions; and
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— the availability of experienced management and hourly employees.

THE LOCATIONS WHERE WE HAVE RESTAURANTS MAY CEASE TO BE ATTRACTIVE AS
DEMOGRAPHIC PATTERNS CHANGE.

The success of our owned and franchised restaurants is significantly
influenced by location. Current locations may not continue to be attractive as
demographic patterns change. It is possible that the neighborhood or economic
conditions where our restaurants are located could decline in the future,
potentially resulting in reduced sales in those locations.

THERE ARE NUMEROUS RISKS RELATED TO FRANCHISING.

We have refranchised, and may continue to refranchise, a significant
portion of our company-owned restaurants. This franchising initiative may
ultimately not be successful due to a lack of franchisee interest or changing
economic conditions. In addition, even if our franchising initiative is
successful, there can be no assurance that this decision will prove advantageous
to us from an operational standpoint. The interests of franchisees might
sometimes conflict with our interests. For example, whereas franchisees are
concerned with their individual business strategies and objectives, we are
responsible for ensuring the success of the entire Denny's chain.

Franchising also presents certain financial risks for us. The family dining
industry is intensely competitive, and some of our franchisees are and will be
highly leveraged. Some of our current franchisees have recently experienced
financial difficulties. Financial problems of our franchisees adversely affect
our royalty income and the value of the Denny's brand.

NUMEROUS GOVERNMENT REGULATIONS IMPACT OUR BUSINESS.

We and our franchisees are subject to federal, state and local laws and
regulations governing, among other things:

- health;

- sanitation;

- environmental matters;

- safety;

— the sale of alcoholic beverages; and

— hiring and employment practices, including minimum wage laws.

Restaurant operations are also subject to federal and state laws that
prohibit discrimination and laws regulating the design and operation of
facilities, such as the American With Disabilities Act of 1990. The operation of
our franchisee system is also subject to regulations enacted by a number of
states and rules promulgated by the Federal Trade Commission. If we or our
franchisees fail to comply with these laws and regulations, we could be
subjected to closure, fines, penalties, and litigation, which may be costly. We
cannot predict the effect on our operations, particularly on our relationship
with franchisees, caused by the future enactment of additional legislation
regulating the franchise relationship.

NEGATIVE PUBLICITY GENERATED BY INCIDENTS AT A FEW RESTAURANTS CAN ADVERSELY
AFFECT THE OPERATING RESULTS OF OUR ENTIRE CHAIN AND THE DENNY'S BRAND.

Food safety concerns, criminal activity, alleged discrimination or other
operating issues stemming from one restaurant or a limited number of restaurants
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do not Jjust impact that particular restaurant or a limited number of
restaurants. Rather, our entire chain of restaurants is at risk from negative
publicity generated by an incident at a single restaurant. This negative
publicity can adversely affect the operating results of our entire chain and the
Denny's brand.
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CAPITALIZATION

The following table sets forth the capitalization of Advantica at September
26, 2001 on an actual basis and as adjusted to give effect to the proposed
exchange offer (assuming the maximum tender amount) as if it had been
consummated at September 26, 2001. This table should be read in conjunction with
our unaudited pro forma condensed consolidated financial statements (including
notes thereto) and with our consolidated financial statements set forth
elsewhere in this prospectus.

SEPTEMBER 26, 2001

ACTUAL PRO FORMA
(In millions, except par value and shares) ———————  —————————
Cash and cash equivalent s . . v ettt it ittt eeeeeeeeeeeeeennns S 3.7 S —=
Long-Term Debt:
Advances outstanding under the revolving credit
=X 3 T $ 73.3 S 79.0
Other notes pavable. .. ...ttt ettt i e et eeaeennn 6.2 6.2
Discount on other notes payable......... ... (1.3) (1.3)
Capital lease 0bligations. . ...ttt iteeeeeeeeennnnns 41.5 41.5
12 3/4% Senior Notes due September 30, 2007 of Denny's
Holdings and Advantica (new notes) ........o.oieeeeennnenn. —— 204.1
Total structurally senior long-term debt, including
current maturities. ... ..ttt e e e e 119.7 329.5
11 1/4% Senior Notes due January 15, 2008 of Advantica
(01 d NOLES) v it it et et et e e et e e e e et et ettt ettt 529.6 264.6
Premium on 11 1/4% Senior Notes of Advantica.............. 17.6 8.8
Total long-term debt, including current maturities..... 666.9 602.9
Shareholders' Equity (Deficit)
Common Stock, $.01 par value; shares
authorized -- 100,000,000; issued and
outstanding —— 40,143,025, ...ttt it 0.4 0.4
Paid—dn capital... ..t ii ittt ettt tee et 417.3 417.3
L o 1 (710.3) (644.2)
Accumulated other comprehensive l10SS......iiiiieineeeennnn (2.6) (2.6)
Total Shareholders' Deficit......i e, (295.2) (229.1)
Total Capitalization......e ittt eeeneeeeeeennnns $ 371.7 $ 373.8
20

35



Edgar Filing: ADVANTICA RESTAURANT GROUP INC - Form 424B3

SELECTED CONSOLIDATED FINANCIAL DATA

The consolidated balance sheet data as of December 31,

December 30, 1998,

1996 and 1997,
and the related statements of consolidated operations and
consolidated cash flow data for the years ended December 31,

and

1996 and 1997 are

derived from our audited consolidated financial statements that are not included

in this prospectus.

The statement of consolidated operations and consolidated

cash flow data for the one week period ended January 7, 1998 are derived from

the audited consolidated financial statements of our predecessor company that
are included elsewhere in this prospectus.

as of December 29,

1999 and December 27,

The consolidated balance sheet data

2000 and the statements of consolidated

operations and consolidated cash flow data for the fifty-one week period ended

December 30,

1998 and the fiscal years ended December 29,
2000 are derived from our audited consolidated financial statements that are
included elsewhere in this prospectus.
the three quarters ended September 26,

operations and consolidated cash flow data for the three quarters ended

September 27,

2000 and September 26,

2001 are derived from our unaudited

consolidated financial statements that are included elsewhere in this

prospectus.

In the opinion of management,

1999 and December 27,

The consolidated balance sheet data as of
2001 and the statements of consolidated

our unaudited interim consolidated

financial statements include all adjustments necessary for a fair presentation
cash flows and financial condition

of our consolidated results
for these interim periods.

of operations,

Excluding restructuring and impairment charges,
of these adjustments are of a normal and recurring nature.

consolidated results of operations are not necessarily indicative of the

consolidated results of operations for any other interim period or for any
You should read the selected consolidated financial data

fiscal year as a whole.

all
The unaudited interim

and other information in conjunction with "Management's Discussion and Analysis

of Financial Condition and Results of Operations"

statements included elsewhere in this prospectus.

(In millions, except ratios
per share amounts)

Income Statement Data:

Company restaurant sales....

Franchise and licensing

FEVEeNUE . .t v vt v vt ot o e o oeon

Operating revenue..........

Total cost of company

restaurant sales.........
Franchise restaurant costs...

General and administrative

CXPENSES . v v v vt vt o v o oeeses

Total amortization and

depreciation.............

Total impairment and

restructuring charges....

Gains on refranchising and
other,

21

PREDECESSOR COMPANY

DECEMBER 3
1996 (B)

and

1, DECEMBER 31,
1997 (B) (C)

ONE WEEK
ENDED

JANUARY 7,
1998 (B)

and our consolidated financial

SUCCESSOR
PrFTy-oN
WEEKS ENDED F
DECEMBER 30,  DECEME
1998 (B) 1999
$1,106.1 $1,1
49.9
1,156.0 1,2
927.9 9
22.0
76.9
191.2 2
— 1
(10.8) (
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Total operating costs and

EXPENSES e v v vt e eee e 1,164.7 1,115.1
Operating income (loss)..... $ 80.3 S 78.2
Interest expense, net....... $ 152.8 $ 129.4
(Loss) income from continuing

operations(d) ............. (57.1) (83.2)

Basic (loss) income per share

from continuing operations

applicable to common

shareholders.............. (1.68) (2.29)
Diluted (loss) income per

share from continuing

operations applicable to

common shareholders....... (1.68) (2.29)
Cash dividends per common

share(f) « o i i i i i i, —= —=
Ratio of earnings to fixed

charges(g) « oo iiiee.. —= —=
Deficiency in the coverage of

fixed charges by earnings

before fixed charges(g)... 73.7 82.0
Balance Sheet Data (at end of
period) :
Current assets(h)........... $ 185.5 S 129.6
Working capital

deficit(h) (i) ...oveeeoo.. (297.7) (230.2)
Net property and equipment.. 1,168.6 625.8
Total assetsS.ceeeeeeennn. 1,687.4 1,407.4
Long-term debt, excluding

current portion........... 2,180.7 594.2 (3)
Other Data:
EBITDA as defined(k)........ $ 135.6 $ 136.4

Net cash flows (used in)

provided by operating

activities......... ... . ... (46.3) 37.0
Net cash flows (used in)

provided by investing

activities(l)......... ... (32.9) (41.6)
Net cash flows (used in)

provided by financing

activities............. ... (39.7) (28.4)

SUCCESSOR COMPANY (A)

SEPTEMBER 27, SEPTEMBER 26,
(In millions, except ratios and 2000 2001
per share amounts) 00 ————————————— —————

Income Statement Data:

Company restaurant sales.... $ 829.7 $ 724.8
Franchise and licensing

TEVENUE . ¢ v vttt vttt eeeennnn 53.5 68.0
Operating revenue........... 883.2 792.8
Total cost of company

restaurant sales.......... 716.3 622.8
Franchise restaurant costs... 24.6 29.4

14.21

10.93

129

S 291.
(81.
630.

1,930.
1,141.

S 140.

(10.

180.

(66.

L17)

L17)

.1
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General and administrative

EXPENSES e v v vt e eee e 51.6 44.7
Total amortization and

depreciation.............. 115.6 92.0
Total impairment and

restructuring charges..... 7.2 16.8
Gains on refranchising and

other, net................ (38.3) (12.1)

Total operating costs and

EXPENSES e v v vt e eeeee e 877.0 793.6
Operating income (loss)..... S 6.2 S (0.8)
Interest expense, net....... $ 62.3 S 54.7
(Loss) income from continuing

operations(d) ............. (55.9) (56.8)

Basic (loss) income per share

from continuing operations

applicable to common

shareholders.............. (1.39) (1.41)
Diluted (loss) income per

share from continuing

operations applicable to

common shareholders....... (1.39) (1.41)
Cash dividends per common

share(f) « o i i i i i iie.. —= —=
Ratio of earnings to fixed

charges(g) « oo ii i —= —=
Deficiency in the coverage of

fixed charges by earnings

before fixed charges(g)... 54.7 55.5
Balance Sheet Data (at end of
period) :
Current assets(h)........... S 192.9 S 41.4
Working capital

deficit(h) (i) ... (175.7) (113.9)
Net property and equipment.. 446.6 369.7
Total assetsS..eeeeeennn. 942.8 630.1
Long-term debt, excluding

current portion........... 595.5 661.5
Other Data:
EBITDA as defined(k)........ $ 129.0 $ 108.1

Net cash flows (used in)

provided by operating

activities................ (24.4) (24.2)
Net cash flows (used in)

provided by investing

activities(l)......... ... 44 .3 (53.8)
Net cash flows (used in)

provided by financing

activities............. ... (173.1) 54 .4

(a) As discussed in more detail in Note 1 to our consolidated financial
statements, FCI and Flagstar emerged from bankruptcy on January 7, 1998. As
described in Note 2 to our consolidated financial statements, the change in
ownership of Advantica effected by the financial restructuring resulting
from the bankruptcy required the application of fresh start reporting
effective January 7, 1998 in accordance with SOP 90-7. All financial
statements subsequent to January 7, 1998 are referred to as "Successor
Company" statements, as they reflect periods subsequent to the
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implementation of fresh start reporting and are not comparable to the
financial statements for periods prior to January 7, 1998.

Certain amounts for the fiscal years ended December 31, 1996 and December
31, 1997, the one week ended January 7, 1998, the fifty-one weeks ended
December 30, 1998 and the fiscal year ended December 29, 1999 have been
reclassified to conform to the 2000 presentation.

22

Effective January 1, 1997, Advantica changed its fiscal year end from
December 31 to the last Wednesday of the calendar year. Concurrent with
this change, Advantica changed to a four-four-five week quarterly closing
calendar. This reporting schedule generally results in four 13-week
quarters during the fiscal year, for a total of 52 weeks. Due to the timing
of this change, the fiscal year ended December 31, 1997 included five
additional days of Denny's operations.
Advantica has classified as discontinued operations restaurant subsidiaries
FEI (which operated Advantica's Hardee's under licenses from Hardee's Food
Systems), Quincy's, EPL and FRD. FEI and Quincy's were sold in 1998, and
EPL was sold in 1999. Advantica began accounting for FRD as a discontinued
operation in the second quarter of 2000.
The income from continuing operations for the one week ended January 7,
1998 includes reorganization items of $582.0 million. For a discussion of
these reorganization items, see Note 8 to our consolidated financial
statements.
Advantica's bank facilities have prohibited, and its public debt
indentures have significantly limited, distributions and dividends on
Advantica's (and its predecessors') common equity securities. See Note 11
to our consolidated financial statements.
For purposes of computing the ratio of earnings to fixed charges or
deficiency in the coverage of fixed charges by earnings before fixed
charges, fixed charges consist of interest expense including capitalized
interest, amortization of debt expenses and the interest element in rental
payments under operating leases (estimated to be one third of the total
rental payments). Earnings consist of income from continuing operations
before income taxes and fixed charges excluding capitalized interest.
The current assets and/or working capital deficit amounts presented exclude
assets held for sale of $5.1 million as of December 31, 1996, $347.0
million as of December 31, 1997, $87.7 million as of December 30, 1998, and
net liabilities of discontinued operations of $54.0 million as of December
29, 1999, $69.4 million as of December 27, 2000 and as of September 27,
2000 and $13.5 million as of September 26, 2001. Assets held for sale
relate to FEI and Quincy's for the year ended December 31, 1997. For the
year ended December 30, 1998, net assets held for sale relate to EPL. For
the years ended December 29, 1999 and December 27, 2000 and for the three
quarters ended September 27, 2000 and September 26, 2001, net liabilities
of discontinued operations relate to FRD.
A negative working capital position is not unusual for a restaurant
operating company. The decrease in the working capital deficit from
December 31, 1996 to December 31, 1997 is attributable primarily to a
reclassification of accrued interest from current liabilities to
liabilities subject to compromise in accordance with SOP 90-7, largely
offset by a reduction in cash and cash equivalents which was used for
Advantica's operations. The decrease in the working capital deficit from
December 31, 1997 to December 30, 1998 is attributable primarily to an
increase in cash and cash equivalents from the sales of FEI and Quincy's.
The increase in the working capital deficit from December 30, 1998 to
December 29, 1999 is attributable primarily to the reclassification of
certain mortgage notes to current liabilities and a reduction in cash and
cash equivalents related to acquisitions of restaurants, the retirement of
a portion of senior notes and expenditures related to Denny's reimaging
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program. For a discussion of the decrease in the working capital deficit
from December 29, 1999 to December 27, 2000 and from December 27, 2000 to
September 26, 2001, see "Management's Discussion and Analysis of Financial
Condition and Results of Operations —-- Liquidity and Capital Resources."

(3) Reflects the reclassification of $1,496.7 million of long-term debt to
liabilities subject to compromise in accordance with SOP 90-7 as a result
of the Chapter 11 filing.
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(k) We define "EBITDA" as operating income before depreciation, amortization
and charges for restructuring and impairment as follows:

PREDECESSOR COMPANY SUCCESSOR COMPANY (A)
FISCAL YEAR ENDED ONE WEEK FIFTY-ONE FISCAL YEAR
——————————————————————————— ENDED WEEKS ENDED e
DECEMBER 31, DECEMBER 31, JANUARY 7, DECEMBER 30, DECEMBER 30, D
1996 1997 1998 1998 1999
(in millions)
Operating income
(loss) v evveeennnn. $ 80.3 $ 78.2 $8.7 $(51.2) $(195.9)
Total amortization
and depreciation... 55.3 58.2 1.0 191.2 219.8
Total impairment and
restructuring
charges............ - - - - 136.5
EBITDA as defined.... $135.6 $136.4 $9.7 $140.0 $ 160.4

DECEMBER 27, SEPTEMBER 26,
2000 2001

(in millions)
Operating income

(1OSS) v v v e eeeeeeenn S 6.2 S (0.8)
Total amortization

and depreciation... 115.6 92.0
Total impairment and

restructuring

charges............ 7.2 16.8
EBITDA as defined.... $129.0 $108.1

We believe that EBITDA as defined is a key internal measure used to
evaluate the amount of cash flow available for debt repayment and funding
of additional investments. EBITDA as defined is not a measure defined by
generally accepted accounting principles and should not be considered as an
alternative to net income or cash flow data prepared in accordance with
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generally accepted accounting principles. Our measure of EBITDA as defined
may not be comparable to similarly titled measures reported by other
companies, and although the definition of EBITDA in Advantica's revolving
credit facility differs somewhat from the definition of "EBITDA as
defined", the amount of Advantica's EBITDA as defined has been the same as
that calculated under the revolving credit facility since Advantica's
emergence from bankruptcy in January 1998. For a discussion of the
restructuring and impairment charges, see "Management's Discussion and

Analysis of Financial Condition and Results of Operations —-- Results of
Operations" and Notes 6 and 7 in our consolidated financial statements.
(1) Net cash flows (used in) provided by investing activities include net

proceeds of $63.0 million from the disposition of Portion-Trol Foods, Inc.
in fiscal year 1996, net proceeds of $460.4 million from the disposition
of FEI and Quincy's in the fifty-one weeks ended December 31, 1998 and net
proceeds of $109.4 million from the sale of EPL in fiscal year 1999. For
fiscal year 2000, net cash flows from investing activities includes $158.7
million of proceeds from the maturity of investments securing Advantica's
in-substance defeased debt (see (m) below).

(m) Net cash flows (used in) provided by financing activities for fiscal year
2000 include the repayment of the $160.0 million principal amount of
Denny's mortgage notes (as defined in "Management's Discussion and Analysis
of Financial Condition and Results of Operations —-- Liquidity and Capital
Resources") and the repayment of the $153.3 million principal amount of
Advantica's in-substance defeased debt through the use of the proceeds
described in (1) above.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS

INTRODUCTION

The following discussion should be read in conjunction with "Selected
Consolidated Financial Data," and our consolidated financial statements and
other more detailed financial information appearing elsewhere in this
prospectus. For purposes of providing a meaningful comparison of our 1998
operating performance, the following discussion and presentation of the results
of operations for the one week ended January 7, 1998 for our company prior to
its reorganization and the fifty-one weeks ended December 30, 1998 for our
company subsequent to its reorganization will be combined and referred to as the
fiscal year ended December 30, 1998, unless otherwise noted. Where appropriate,
the impact of the adoption of fresh start reporting on the results of operations
during the period will be separately disclosed.

Also discussed are significant changes in our financial position as of
September 26, 2001 compared to December 27, 2000 and the results of operations
for the three quarters ended September 26, 2001 compared to the three quarters
ended September 27, 2000.

DENNY'S RESTAURANT OPERATIONS AND UNIT ACTIVITY

FISCAL YEAR ENDED T

DECEMBER 30, DECEMBER 29, DECEMBER 27, SEPTE

1998 1999 2000 2

($ in thousands) —-—-————————— oo oo oo
Net company SaleS . ..u. et eeeennnneeeeennn $1,128,093 $1,140,338 $1,080,641 S 8
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Franchise revenue.................

Operating revenue..........cvvuu..
Impairment charges................
Restructuring charges.............
Gains on refranchising and other,

Other operating expenses..........

Operating (loss)

Interest expense,

Reorganization items..............

Income tax (benefit)

Extraordinary items...............
(10SS) e v ettt et eeeeeeenn

Net income
Other Data:

EBITDA as defined.................
Total systemwide sales(a).........

Average unit sales:

Company—owned. . . .cvueeeeennneeennn
Franchise........... ...

Same-store sales increase

(company-owned) (b) ... ... ... ...
Guest check average increase(b) ...

ENDING
UNITS
DECEMBER 29,
1999
Denny's
Company-owned....... 835
Franchised units.... 930
Licensed units...... 19
1,784
FRANCHISED
UNITS
REACQUIRED
Denny's
Company-owned....... 1
Franchised units.... (1)

Licensed units...... -

(a) Total systemwide sales includes sales from company-owned, franchised and
licensed restaurants and is not a measure which has been determined in

income...........

(18,453)
1,240,084

s 77,972
581,988
(15,870)
613,889

1,213,226

$ 149,735
$2,009,631

........... $ 1,283
........... 1,091
........... 1.3%
........... 5.0%
UNITS
OPENED/ UNITS
ACQUIRED REFRANCHISED
6 (148)
83 148
1 JE—
90 -
ENDING
UNITS UNITS
SOLD/ SEPTEMBER 26,
CLOSED 2001
(53) 638
(25) 1,124
(3) 14

59,911 74,608
1,200,249 1,155,249 8
136,500 6,416
- 12,556
(21,514) (51,219) (
1,281,118 1,187,760 9
$ (195,855) $ (264) $
$ 79,435 $ 81,821 $
814 1,802
(381,904) (98,002) (
$ 160,416 $ 172,290 $ 1
$2,139,742 $2,227,666 $1,6
$ 1,309 $ 1,341 $
1,132 1,161
2.4% 1.5%
5.1% 5.1%
ENDING
FRANCHISED UNITS UNITS
UNITS SOLD/ DECEMBER 27
REACQUIRED CLOSED 2000
68 (25) 736
(68) (26) 1,067
-— (1) 19
- (52) 1,822
ENDING
UNITS
SEPTEMBER 27,
2000
784
1,013
19
1,816

accordance with generally accepted accounting principles.
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(b) Prior year amounts have not been restated for subsequent period comparable
units.
(c) Includes two licensed units reclassified as franchised units.
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RESULTS OF OPERATIONS

THREE QUARTERS ENDED SEPTEMBER 26, 2001 COMPARED TO THE THREE QUARTERS ENDED
SEPTEMBER 27, 2000

COMPANY OPERATIONS

Denny's recorded 2.5% same-store sales growth (approximately $43.4 million)
for the current year period which was driven by a 2.1% increase in guest check
average and higher guest traffic; however, company restaurant sales decreased
$104.9 million (12.6%) due to a 146-unit decrease in company-owned restaurants,
partially offset by the increase in same-store sales. The decrease in
company-owned restaurants resulted primarily from the sale of restaurants to
franchisees and store closures.

Total costs of company restaurant sales decreased $93.4 million (13.0%),
driven by the decrease in company-owned restaurants. As a percentage of company
restaurant sales, we experienced higher payroll costs from increased staffing
levels and wage rate increases as well as higher occupancy costs. These
percentage increases were offset by lower product costs resulting from a higher
guest check average and reduced waste costs. Additionally, the negative effect
of higher utility rates and increased repair and maintenance activities on
operating costs for the period was partially offset by lower advertising
expense.

Operating margins for the company-owned restaurants were $102.0 million
(14.1% of company restaurant sales) for the three quarters ended September 26,
2001 compared to $113.4 million (13.7% of company restaurant sales) for the
three quarters ended September 27, 2000.

FRANCHISE OPERATIONS

Franchise and licensing revenue was $68.0 million for the current year
period, comprised of royalties and fees of $42.3 million and occupancy revenue
of $25.7 million, compared to $53.6 million for the prior year period, comprised
of royalties and fees of $38.1 million and occupancy revenue of $15.5 million.
Franchise and licensing revenue increased $14.5 million (27.0%) resulting from a
111-unit increase in franchised restaurants, partially offset by a $2.3 million
reduction in initial franchise fees.

Franchise costs were $29.4 million for the current year period, comprised
of occupancy costs of $15.3 million and other direct expenses of $14.1 million,
compared to $24.6 million for the prior year period, comprised of occupancy
costs of $9.1 million and other direct expenses of $15.5 million. Franchise
restaurant costs increased $4.8 million (19.4%), driven by the increase in
franchise and licensed restaurants. As a percentage of franchise and licensing
revenues, these costs decreased to 43.2% in the current year period from 46.0%
in the prior year period, resulting primarily from a $1.5 million decrease in
bad debt expense related to the collection of certain past due accounts.

Our franchise operating margins were $38.6 million (56.8% of franchise and
licensing revenue) for the three quarters ended September 26, 2001 compared to
$29.0 million (54.0% of franchise and licensing revenue) for the three quarters
ended September 27, 2000.
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OTHER OPERATING COSTS AND EXPENSES

General and administrative costs decreased $7.0 million (13.5%), resulting
from reductions in information systems costs of $5.1 million and other corporate
overhead expenses of $1.9 million. The decrease in amortization of excess
reorganization value from the prior year period resulted from a reduction of
reorganization value totaling approximately $26.6 million related to the
reversals of certain income tax liabilities recorded in the fourth quarter of
2000 and the first quarter of 2001. Depreciation and other amortization
decreased primarily as a result of fewer company-owned units. As a result of the
tightening in the financing market and our strict standards for new franchisees
in the current year, refranchising gains decreased $26.2 million compared to the
prior year period due to lower refranchising activity.

RESTRUCTURING CHARGES of $8.5 million recorded in the current year period
relate to management's plan to close 63 underperforming Denny's restaurants (see
Note 5 to our consolidated financial statements). Of the
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63 restaurants identified for closure, 46 had been closed by September 26, 2001.
In addition, we recorded an $8.3 million asset IMPAIRMENT CHARGE in the current
year period primarily related to the planned closure of the underperforming
restaurants. Subsequent to quarter end, on November 1, 2001, we announced a
restructuring plan to eliminate approximately 90 out-of-restaurant support staff
positions which will result in a future reduction of general and administrative
expenses. A restructuring charge of approximately $2.5 million to $3.0 million
related to the elimination of these positions will be recorded in the fourth
quarter of 2001.

OPERATING LOSS was $0.8 million for the three quarters ended September 26,
2001 compared to operating income of $6.2 million for the three quarters ended
September 27, 2000.

INTEREST EXPENSE, NET, totaled $54.7 million for the three quarters ended
September 26, 2001, a decrease of $7.6 million compared to the prior year
period. The decrease in interest expense, net, resulted primarily from the
repayment of the Denny's mortgage notes in July 2000 and other debt throughout
2000, offset by a $3.5 million decrease in interest income resulting from lower
cash balances.

The PROVISION FOR INCOME TAXES from continuing operations for the three
quarters ended September 26, 2001 has been computed based on management's
estimate of the annual effective income tax rate applied to loss before taxes.
We recorded an income tax provision reflecting an approximate rate of 2.3% for
the three quarters ended September 26, 2001 compared to a provision reflecting
an approximate rate of 2.1% for the three quarters ended September 27, 2000.

The consolidated statements of operations and cash flows presented in this
prospectus reflect FRD as DISCONTINUED OPERATIONS in accordance with APB 30.
Revenue and operating loss of the discontinued operations for the three quarters
ended September 26, 2001 and September 27, 2000 were $265.0 million and $1.4
million and $279.4 million and $8.7 million, respectively.

During the first quarter of 2001, as a result of the settlement of the
remaining issues related to our former information systems outsourcing contract
with IBM, approximately $7.8 million of capital lease obligations were forgiven
and an EXTRAORDINARY GAIN was recorded.

NET LOSS was $49.0 million for three quarters ended September 26, 2001
compared to a net loss of $73.2 million for the three quarters ended September
27, 2000 due to the factors noted above.
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EBITDA AS DEFINED decreased to $108.1 million in the current year period
from $129.0 million in the prior year period due to the factors noted above.

FISCAL YEAR ENDED DECEMBER 27, 2000 COMPARED TO THE FISCAL YEAR ENDED DECEMBER
29, 1999

Our CONSOLIDATED REVENUE for the year ended December 27, 2000 decreased
$45.0 million (3.7%) compared to the year ended December 29, 1999. Denny's
experienced a 1.5% increase in same-store sales (approximately $23.8 million),
the third consecutive year of positive same-store sales, related primarily to an
increase in guest check average. However, company restaurant sales decreased
$59.7 million resulting from a net 99-unit decrease in company-owned
restaurants, partially offset by the increase in same-store sales. The reduction
in company-owned restaurants is consistent with the implementation of our
refranchising strategy. FRANCHISE AND LICENSING REVENUE increased 24.5% to $74.6
million, primarily from a net 137-unit increase in franchised units and $1.9
million increase in initial franchise fees.

CONSOLIDATED OPERATING EXPENSES for 2000 decreased $240.6 million (17.2%)
compared to 1999. Cost of company restaurant sales decreased $27.9 million
primarily from the decrease in the number of company-owned restaurants. As a
percentage of company restaurant sales, cost of company restaurant sales rose
from increased repairs and maintenance activities and continued wage rate
increases over the prior year. In addition, modest increases in product costs
and occupancy costs as a percentage of sales resulted from pressure on commodity
costs and charges related to unit closures during the year. As a percentage of
franchise and licensing revenues, franchise restaurant costs were negatively
affected by a $3.2 million increase in bad debt expense provisions over the
prior year. The decrease in general and administrative expenses included lower
corporate overhead resulting from the implementation of restructuring plans of
approximately $2.4 million and from reduced information systems costs of
approximately $4.9 million. Lower depreciation
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and other amortization resulted from the decrease in company-owned units and the
retirements recorded in 1999 of assets replaced in conjunction with units
reimaged and the decrease in company-owned units. The decrease in amortization
of excess reorganization value resulted from the $136.5 million impairment of
reorganization value recorded in the fourth quarter of 1999. During the fourth
quarter of 2000, we recorded a $6.4 million impairment charge on the assets of
certain underperforming restaurants based on the estimated future discounted
cash flows of those units. Refranchising gains in 2000 increased $29.7 million
as a result of record refranchising activity.

During the first quarter of 2000, we announced a restructuring plan as a
result of an extensive review of our operations and structure completed in early
2000. The plan's implementation involved a reduction of personnel related to a
corporate reorganization and the identification of units for closure.
Consequently, we recorded approximately $3.7 million of severance and
outplacement costs and $0.9 million of operating lease liabilities for closed
stores as a result of the plan. Additionally, a $2.6 million charge was recorded
related to certain acquired software and capitalized construction costs which
became obsolete as a result of the cancellation of projects identified as part
of the plan. During the fourth quarter of 2000, we recorded approximately $5.3
million of restructuring charges, comprised entirely of severance and
outplacement costs, resulting from the realignment of certain senior management
positions.

CONSOLIDATED OPERATING LOSS for 2000 decreased $195.6 million compared to
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1999 primarily as a result of the factors noted above.

CONSOLIDATED INTEREST EXPENSE, NET, totaled $81.8 million for 2000, an
increase of $2.4 million compared to 1999. Excluding the effect of $7.3 million
of interest expense allocated to discontinued operations in 1999, interest
expense, net, decreased $4.9 million. This decrease primarily resulted from the
effects of the repayment of Denny's mortgage notes in 2000, partially offset by
a $1.9 million reduction in interest income from lower cash balances.

The PROVISION FOR INCOME TAXES from continuing operations for 2000 has been
computed based on management's estimate of the annual effective income tax rate
applied to loss before taxes. We recorded an income tax provision reflecting an
approximate rate of 2.2% for 2000 compared to a provision reflecting an
approximate rate of 0.3% for 1999.

The Statements of Consolidated Operations and Cash Flows for the years
ended December 27, 2000 and December 29, 1999 reflect FRD as DISCONTINUED
OPERATIONS in accordance with Accounting Principles Board Opinion No. 30,

"Reporting the Results of Operations —-- Reporting the Effects of Disposal of a
Segment of a Business, and Extraordinary, Unusual and Infrequently Occurring
Events and Transactions" ("APB 30"). Revenue and operating loss of FRD for the

years 2000 and 1999 were $371.1 million and $79.8 million and $389.8 million and
$87.7 million, respectively. In accordance with APB 30, FRD's net loss of $89.5
million for the two quarters ended December 27, 2000, which was incurred
subsequent to the measurement date, is included as a component of net
liabilities held for sale. Additionally, the Statements of Consolidated
Operations and Cash Flows for 1999 reflect EPL as a discontinued operation.
EPL's revenue and operating income for 1999 were $144.9 million and $2.4
million, respectively.

NET LOSS was $98.0 million for 2000 compared to a net loss of $381.9
million for 1999 primarily as a result of the factors discussed above.

Our consolidated EBITDA AS DEFINED for 2000 increased $11.9 million (7.4%)
compared to 1999. This increase is a result of the factors noted in the
preceding paragraphs, excluding the restructuring and impairment charges and the
change in depreciation and amortization expense.

FISCAL YEAR ENDED DECEMBER 29, 1999 COMPARED TO THE FISCAL YEAR ENDED DECEMBER
30, 1998

Our CONSOLIDATED REVENUE for the year ended December 29, 1999 increased
$21.0 million (1.8%) compared to the year ended December 30, 1998. Company
restaurant sales increased $12.2 million primarily reflecting 2.4% growth in
Denny's same-store sales (approximately $26.3 million), the second consecutive
year of positive same-store sales. Denny's benefited from an increase in guest
check average resulting from successful promotions of higher-priced menu items
and from moderate price increases. The increase in same-
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store sales was partially offset by the effects of a net 43-unit decrease in
company-owned restaurants. FRANCHISE AND LICENSING REVENUE increased $8.8
million (17.1%), primarily attributable to a net increase of 105 franchised
restaurants over the prior year and a $1.3 million increase in initial franchise
fees. The increased franchising revenue reflects our strategy to optimize growth
through franchising, including the sale of company-owned restaurants to
franchisees to stimulate such growth.

CONSOLIDATED OPERATING EXPENSES for 1999 increased $174.5 million (14.3%)

compared to 1998. Costs of company restaurant sales increased $11.3 million, but
were relatively flat as a percentage of company restaurant sales. The effects of
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higher wage rates on payroll costs were offset primarily by reduced repairs and
maintenance expense resulting indirectly from the reimage strategy implemented
during 1999. As a percentage of franchise and licensing revenues, franchise
restaurant costs increased as a result of higher advertising expenses.
Additionally, general and administrative expenses decreased as a result of
reduced corporate overhead costs. The increase in depreciation and other
amortization is primarily the result of the retirement of assets replaced in
conjunction with recently reimaged units.

Due to the presence of certain conditions at December 29, 1999, including
the current market value of our common stock, the market discount on certain of
our debt instruments and certain operating trends, we performed an impairment
assessment of the carrying amount of the intangible asset "Reorganization value
in excess of amounts allocated to identifiable assets, net of accumulated
amortization." In performing this analysis, we utilized a discounted future cash
flow model and recorded an impairment charge of $136.5 million, representing the
difference between our estimated value resulting from the cash flow model and
the value of our net assets recorded at December 29, 1999 prior to recognition
of impairment. The discount rate used in the cash model was an estimate of our
current cost of capital. The adjusted carrying value of the intangible asset,
$126.9 million, will continue to be amortized over its remaining useful life.

CONSOLIDATED OPERATING LOSS for 1999 increased $153.4 million compared to
1998 as a result of the factors noted above.

CONSOLIDATED INTEREST EXPENSE, NET, totaled $79.4 million for the year
ended December 29, 1999 compared to $78.0 million for the year ended December
30, 1998. The increase 1s primarily due to a $3.1 million decrease in interest
income from lower cash and short-term investment balances and a $3.8 million
decrease in the allocation of interest expense to discontinued operations,
offset by the impact of lower debt balances in 1999.

REORGANIZATION ITEMS recorded in the one week ended January 7, 1998 include
professional fees and other expenditures incurred by us in conjunction with the
reorganization as well as the impact of adjusting assets and liabilities to fair
value in accordance with SOP 90-7 as discussed in Note 2 to the Consolidated
Financial Statements.

The PROVISION FOR (BENEFIT FROM) INCOME TAXES from continuing operations
for the year ended December 29, 1999 reflects an effective income tax rate
applied to loss before taxes of approximately 0.3% for the year ended December
29, 1999 compared to an income tax benefit of approximately (1.6%) for the
fifty-one weeks ended December 30, 1998. The benefit from income taxes from
continuing operations for the one-week period ended January 7, 1998 of
approximately $13.8 million includes adjustments of approximately $12.5 million
of various tax accruals. The remaining benefit of approximately $1.3 million
relates to the tax effect of the revaluation of certain of our assets and
liabilities in accordance with fresh start accounting.

EXTRAORDINARY ITEMS for the year ended December 30, 1998 total $613.8
million. Of this amount, $612.8 million is due to the implementation of our
Chapter 11 reorganization plan, which resulted in the exchange of Flagstar's
previously outstanding senior subordinated debentures and convertible debentures
for 40 million shares of Advantica's common stock and warrants to purchase 4
million additional shares of Advantica's common stock. The difference between
the carrying value of such debt (including principal, accrued interest and
deferred financing costs) and the fair value of the common stock and warrants
resulted in a gain on debt extinguishment which was recorded as an extraordinary
item. The remaining $1.0 million relates to the early retirement in 1998 of
$42.4 million of old notes plus accrued and unpaid interest.

29
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The Statements of Consolidated Operations and Cash Flows have been
reclassified for the year ended December 29, 1999, the fifty-one weeks ended
December 30, 1998 and the one week ended January 7, 1998 to reflect FRD as
DISCONTINUED OPERATIONS in accordance with APB 30. Discontinued operations for
the fifty-one weeks ended December 31, 1998 and the one week ended January 7,
1998 also included the operating results and cash flow effects of FEI and
Quincy's. Revenue and operating loss of discontinued operations for the year
ended December 29, 1999, the fifty-one weeks ended December 30, 1998 and the one
week ended January 7, 1998 were $534.7 million and $85.3 million, $759.4 million
and $10.4 million and $23.1 million and $0.0 million, respectively. Net loss
from operations of discontinued operations increased $58.4 million in 1999
compared to 1998 as a result of poorer operating results at FRD, partially
mitigated by the completion of the FEI and Quincy's sales during 1998 and
improved operating results at EPL in 1999. We completed the sale of EPL on
December 29, 1999. The sale resulted in a gain of $15.5 million, net of taxes.
The $5.9 million of EPL's net loss which was incurred subsequent to the
measurement date is netted against the gain on sale in the Statements of
Consolidated Operations and Cash Flows.

NET LOSS was $381.9 million for the year ended December 29, 1999 compared
to net income of $1.2 billion for the year ended December 30, 1998 primarily as
a result of the adoption of fresh start reporting, the extraordinary gain
recorded in 1998 and the impairment charge recorded in 1999.

EBITDA AS DEFINED for 1999 increased $10.7 million (7.1%) compared to 1998.
This decrease is a result of the factors noted in the preceding paragraphs,
excluding the impairment charge and the increase in depreciation and other
amortization.

LIQUIDITY AND CAPITAL RESOURCES

Our principal operating subsidiary Denny's is the borrower under a senior
secured revolving credit facility with The Chase Manhattan Bank and other
lenders named therein, providing Denny's with a working capital and letter of
credit facility of up to a total of $200 million. Advantica and Denny's Holdings
are guarantors under the revolving credit facility. At December 27, 2000, we had
no working capital advances outstanding under the revolving credit facility;
however, letters of credit outstanding were $65.3 million, leaving net
availability of $134.7 million. At September 26, 2001, we had working capital
advances of $73.3 million and letters of credit outstanding of $52.6 million
under the facility, leaving net availability of $74.1 million. Advances under
the revolving credit facility accrue interest at a variable rate (approximately
6.7% at September 26, 2001) based on the prime rate or an adjusted Eurodollar
rate. The increase in the outstanding advances, included in notes and debentures
on Advantica's consolidated balance sheet, is primarily the result of our
satisfaction of the Coco's/Carrows credit facility guarantee in January 2001 (as
discussed below) .

The revolving credit facility matures on January 7, 2003 and is generally
secured by liens on the stock of Advantica's subsidiaries, accounts receivable,
intellectual property, cash and cash accounts and additional liens on our
corporate headquarters in Spartanburg, South Carolina. The revolving credit
facility contains certain financial and negative covenants, conditions
precedent, events of default and other terms, conditions and provisions
customarily found in credit agreements for leveraged financings.

We were in compliance with the terms of the revolving credit facility at
December 27, 2000. Under the most restrictive provision of the revolving credit
facility (the fixed charge coverage ratio), for the four quarters ended December
27, 2000, our EBITDA could have been approximately $32.1 million less and we
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would still have been in compliance. We were also in compliance with the terms
of the revolving credit facility at September 26, 2001. Under the most
restrictive provision (the total debt to EBITDA ratio), we could have borrowed
an additional $3.7 million and we would still have been in compliance. However,
the total debt to EBITDA covenant was to become more restrictive as of and for
the quarter ending December 26, 2001. Accordingly, effective October 18, 2001,
we obtained an amendment to the revolving credit facility increasing the maximum
ratio of total debt to EBITDA for the remaining term of the facility in order to
maintain covenant compliance and our continued ability to borrow under the
revolving credit facility. Also pursuant to that amendment, certain covenants
and other provisions were modified, permitting us to undertake an exchange offer
relating to the old notes under certain terms and conditions. In addition, as a
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result of the amendment, commitments under the revolving credit facility will be
reduced from $200.0 million to an amount not less than $150.0 million upon
receipt of cash payments, if any, related to Denny's receivable and deposits
securing outstanding letters of credit under the Coco's/Carrows credit facility.
For more information, see "Description of Indebtedness —-- The Revolving Credit
Facility."

On July 12, 2000, we repaid in full the outstanding balance of mortgage
notes secured by a pool of cross-collateralized mortgages on the land,
buildings, equipment and improvements of 239 Denny's restaurant properties. The
repayment or refinancing of the Denny's mortgage notes was required to maintain
the revolving credit facility in effect and available to us.

Certain of FRD's operating subsidiaries, Coco's and Carrows, have a $70.0
million senior secured credit facility, which consists of a $30.0 million term
loan and a $40.0 million revolving credit facility. At December 27, 2000, the
lenders under the Coco's/Carrows credit facility were Credit Lyonnais New York
Branch and other lenders named therein, and the facility was guaranteed by
Advantica. FRD obtained from the lenders a waiver of compliance from certain
third quarter financial covenants until January 8, 2001. On January 8, 2001,
Advantica paid $70.0 million to the lenders in full and complete satisfaction of
Advantica's guarantee of the Coco's/Carrows credit facility with a combination
of cash on hand and an advance under the revolving credit facility. As a result
of its satisfaction of obligations under its guarantee, Advantica was subrogated
to the rights and collateral of the lenders. Immediately after obtaining its
subrogation rights, Advantica assigned such rights to its wholly owned
subsidiary, Denny's. In addition, immediately upon satisfaction of the
guarantee, Advantica designated FRD an "unrestricted subsidiary" pursuant to the
indenture for the old notes, which limits Advantica's ability to make further
investments in FRD.

At September 26, 2001, FRD's operating subsidiaries had $28.0 million of
outstanding term loan borrowings, working capital borrowings of $24.7 million
and letters of credit outstanding of $9.6 million. Denny's has deposited cash
collateral with one of the former lenders to secure Coco's/Carrows credit
facility's outstanding letters of credit. At September 26, 2001, the balance of
such deposit was $9.8 million, which is reflected in other current assets in our
consolidated balance sheets. Denny's receivable of $53.9 million, including
accrued interest of $1.2 million at September 26, 2001 (see Notes 4 and 11 to
our consolidated financial statements), relates to borrowings under the
Coco's/Carrows credit facility. This receivable eliminates in consolidation,
thereby reducing the net liabilities of discontinued operations on our
consolidated balance sheet at September 26, 2001.

All advances under the Coco's/Carrows credit facility due to Denny's accrue
interest at a variable rate (approximately 8.0% at September 26, 2001) based on

49



Edgar Filing: ADVANTICA RESTAURANT GROUP INC - Form 424B3

the prime rate or an adjusted Eurodollar rate. The advances are secured by
substantially all of the assets of FRD and its subsidiaries and by the issued
and outstanding stock of FRD's subsidiaries.

The Coco's/Carrows credit facility contains a number of restrictive
covenants which, among other things, limit (subject to certain exceptions) FRD
and its subsidiaries with respect to the incurrence of debt, existence of liens,
investments and joint ventures, the declaration or payment of dividends, the
making of guarantees and other contingent obligations, mergers, the sale of
assets, capital expenditures and material change in their business. The
Coco's/Carrows credit facility also contains certain financial covenants
including provisions for the maintenance of a minimum level of interest
coverage, limitations on ratios of indebtedness to EBITDA and limitations on
annual capital expenditures. On January 16, 2001, FRD elected not to make the
scheduled interest payment due on $156.9 million aggregate principal amount of
its 12.5% senior notes due 2004. On February 14, 2001, to facilitate the
divestiture of its Coco's and Carrows brands and to preserve their going concern
value, FRD filed for protection under Chapter 11 of the United States Bankruptcy
Code. FRD's operating subsidiaries were not in compliance with certain financial
covenants under the Coco's/Carrows credit facility for the quarter ended
September 26, 2001. In light of, among other things, the operating results and
financial condition of FRD and the uncertainties as to the outcome of the FRD
divestiture process and bankruptcy proceeding, there can be no assurance that we
will be able to recover all or any part of the secured obligations owed to us
under the Coco's/Carrows credit facility. For additional information concerning
the FRD notes and the Chapter 11 filing, see "Risk Factors -- We may not collect
the amount owed to us by Coco's and Carrows, and the outcome and effects of the
FRD bankruptcy proceedings are
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highly uncertain", "Business —-- Legal Proceedings" and Notes 4 and 20 to our
consolidated financial statements.

The following table sets forth a calculation of our cash used in
operations, for the periods indicated:

FISCAL YEAR ENDED THREE QUARTERS ENDED

DECEMBER 29, DECEMBER 27, SEPTEMBER 27, SEPTEMBER 26

1999 2000 2000 2001
(In thousands) (UNAUDITED) (UNAUDITED)

Net 10SS. ittt ennnn $(381,904) $(98,002) $(73,211) $(49,007)
Equity in loss from discontinued

operations, net......... ... .. .. ..., 115,718 15,530 17,330 ——
Impairment charges..........ccoveie... 136,500 6,416 - 8,343
Restructuring charges................ - 12,556 7,248 8,495
Gains from refranchising and other,

0T (21,514) (51,219) (38,339) (12,123)
Extraordinary items..........ccuu.... - - - (7,778)
Other noncash charges................ 190,485 137,576 102,179 84,635
Change in certain working capital

ltems. . o i i e e (48,203) (21,906) (34,468) (47,917)
Change in other assets and other

liabilities, net....... ... (22,205) (9,363) (5,188) (8,875)
Cash used in operations.............. $ (31,123) S (8,412) $(24,449) $(24,227)
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Historically, we have met our liquidity requirements with internally
generated funds, external borrowings, and in recent years, proceeds from asset
sales. Management believes that, together with funds available under the
revolving credit facility, we will have sufficient cash flow from operations to
pay interest and scheduled amortization on all of our outstanding indebtedness
and to fund anticipated capital expenditures for the next twelve months. Our
ability to meet our debt service obligations will depend on a number of factors,
including management's ability to maintain operating cash flow, and there can be
no assurance that targeted levels of operating cash flow will actually be
achieved. Our ability to maintain or increase operating cash flow will depend
upon consumer tastes, the success of marketing initiatives and other efforts by
us to increase customer traffic in our restaurants, prevailing economic
conditions and other matters, many of which are beyond our control.

As of December 27, 2000, scheduled maturities of long-term debt relative to
Advantica and its subsidiaries for the years 2001 and thereafter are as follows:

(In thousands)

2/ $ 11,596
2/ 5,447
2/ 0 4,734
2004 . i e e e e e e e et et e e e e e e 3,944
2/ 0 3,484
[ o L ol S i = 558,375

$587,580

In addition to scheduled maturities of principal, on a consolidated basis,
a total of approximately $69.0 million of cash is required in 2001 to meet
interest payments on long-term debt (not including the effects of the exchange
offer) .

Our principal capital requirements are associated with opening new
restaurants and remodeling and maintaining our existing restaurants and
facilities. During 2000, our capital expenditures were $43.2 million. Of that
amount, approximately $5.8 million was financed through capital leases. Capital
expenditures for the three quarters ended September 26, 2001 totaled $26.3
million, of which approximately $1.1 million was financed through capital
leases. These amounts were expended primarily to maintain existing facilities
and replace equipment. Capital expenditures are expected to total approximately
$40.0 million to $45.0 million for the year ending December 26, 2001. We are not
committed, however, to spending this amount and could spend less if
circumstances warrant.
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During 2000, in addition to the capital expenditures above, we purchased 59
restaurant units from our franchisee, Olajuwon Holdings, Inc., or OHI, a
bankrupt franchisee. The purchases were made with the approval of the bankruptcy
court and other parties having an interest in the OHI bankruptcy estate. We
separately reacquired 3 other restaurants from affiliated franchisees of OHI.
The total purchase price for the 62 restaurants was approximately $16.2 million,
consisting of cash of approximately $4.5 million, the forgiveness of debt of
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$1.4 million and the assumption of capital leases and other liabilities of $10.3
million.

At December 27, 2000, our working capital deficit, excluding net
liabilities of discontinued operations, was $170.6 million compared to $197.0
million at December 29, 1999. The decrease in the deficit is attributable
primarily to the increase in Denny's refranchising activity in 2000. As of
September 26, 2001, we had working capital deficits, excluding net liabilities
of discontinued operations, of $113.9 million. The decrease in the deficit at
September 26, 2001 is primarily related to the use of cash on hand and
borrowings under the revolving credit facility to satisfy current liabilities,
the reduction in capital lease obligations resulting in the extraordinary gain
recorded during the three quarters ended September 26, 2001, and the reduction
of company-owned units from refranchising activity and store closures. We are
able to operate with a substantial working capital deficit because (1)
restaurant operations and most food service operations are conducted primarily
on a cash (and cash equivalent) basis with a low level of accounts receivable,
(2) rapid turnover allows a limited investment in inventories, and (3) accounts
pavable for food, beverages and supplies usually become due after the receipt of
cash from the related sales.

SFAS 133 AND SFAS 138 IMPLEMENTATION

In June 1998, the Financial Accounting Standards Board ("FASB") issued
Statement of Financial Accounting Standards No. 133, "Accounting for Derivative
Instruments and Hedging Activities" ("SFAS 133"). This statement established
accounting and reporting standards for derivative financial instruments and for
hedging activities. It requires that entities recognize all derivatives as
either assets or liabilities in the balance sheet and measure those instruments
at fair value. The accounting for changes in fair value of the derivative (i.e.,
gains and losses) depends on the intended use of the derivative and the
resulting designation. In June 2000, the FASB issued Statement of Financial
Accounting Standards No. 138, "Accounting for Certain Derivative Instruments and
Certain Hedging Activities —-- an amendment of FASB Statement No. 133" ("FAS
138"), which amends certain provisions of SFAS 133 to clarify areas causing
difficulties in implementation, including expanding the normal purchase and sale
exemption for supply contracts. Advantica appointed a team to implement SFAS 133
for the entire company. This team has implemented a SFAS 133 risk management
process and has been educating both financial and nonfinancial personnel,
reviewing contracts to identify derivatives and embedded derivatives and
addressing various other SFAS 133-related issues. Advantica adopted SFAS 133 and
the corresponding amendments under SFAS 138 at the beginning of fiscal year 2001
in accordance with Statement of Financial Accounting Standards No. 137,
"Accounting for Derivative Instruments and Hedging Activities —-- Deferral of the
Effective Date of FASB Statement No. 133." The adoption of SFAS 133, as amended
by SFAS 138, did not have a material impact on Advantica's consolidated results
of operations, financial position or cash flows.

NEW ACCOUNTING STANDARDS

In July 2001, the FASB issued Statement of Financial Accounting Standards
No. 141 ("SFAS 141"), "Business Combinations." SFAS 141 requires the purchase
method of accounting for business combinations initiated after June 27, 2001 and
eliminates the pooling-of-interests method. We do not believe the adoption of
SFAS 141 will have a significant impact on our financial statements.

Also in July 2001, the FASB issued Statement of Financial Accounting
Standards No. 142 ("SFAS 142"), "Goodwill and Other Intangible Assets," which
will be effective for us beginning December 27, 2001, the first day of our 2002
fiscal year. SFAS 142 requires us, among other things, to discontinue goodwill
amortization, including the amortization of its reorganization value in excess
of amounts allocable to identifiable assets. In addition, the standard provides
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for reclassifying certain existing recognized intangibles as goodwill,
reassessing the useful lives of existing recognized intangibles, reclassifying
certain intangibles out of previously reported goodwill and identifying
reporting units for purposes of assessing potential future
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impairments of goodwill. SFAS 142 also requires us to complete a transitional
goodwill impairment test within six months from the date of adoption. Total
amortization expense related to excess reorganization value and goodwill for the
fifty-one weeks ended December 30, 1998, and the fiscal years ended December 29,
1999 and December 27, 2000 was $89.4 million, $89.9 million and $44.2 million,
respectively. Total amortization expense related to excess reorganization value
and goodwill for the three quarters ended September 27, 2000 and September 26,
2001 was $33.3 million and $23.1 million, respectively. We are currently
assessing but have not yet determined the impact of adopting SFAS 142 on our
financial position and results of operations.

In October 2001, the FASB issued Statement of Financial Accounting
Standards No. 144, "Accounting for the Impairment or Disposal of Long-Lived
Assets" ("SFAS 144"), which addresses financial accounting and reporting for the
impairment or disposal of long-lived assets. SFAS 144 supersedes Statement of
Financial Accounting Standards No. 121, "Accounting for the Impairment of
Long-Lived Assets and for Long-Lived Assets to Be Disposed Of," and the
accounting and reporting provisions of APB 30 related to the disposal of a
segment of a business. SFAS 144 will be effective for us beginning December 27,
2001, the first day of our 2002 fiscal year. We are currently assessing but have
not yet determined the impact of adopting SFAS 144 on our financial position and
results of operations.

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
Interest Rate Risk

We have exposure to interest rate risk related to certain instruments
entered into for other than trading purposes. Specifically, borrowings under the
revolving credit facility bear interest at a variable rate based on the prime
rate or an adjusted Eurodollar rate. A 100 basis point increase in the revolving
credit facility interest rate (approximately 6.7% at September 26, 2001) would
increase interest expense for the remainder of the year by approximately $0.2
million. This computation is determined by considering the impact of
hypothetical interest rates on our variable long-term debt at September 26,
2001. However, the nature and amount of our borrowings under the revolving
credit facility may vary as a result of future business requirements, market
conditions and other factors.

Our other outstanding long-term debt bears fixed rates of interest. The
estimated fair value of our fixed rate long-term debt (excluding capital leases)
was approximately $329 million at September 26, 2001. This computation is based
on market quotations for the same or similar debt issues or the estimated
borrowing rates available to us. The decrease in the estimated fair value of
long-term debt compared to its historical cost reported in our consolidated
financial statements relates primarily to market quotations for the old notes at
September 26, 2001.

We do not use derivative instruments for trading purposes, and no interest
rate derivatives were in place at September 26, 2001.

Commodity Price Risk

We purchase certain products such as beef, poultry, pork and coffee which
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are affected by commodity pricing and are, therefore, subject to price
volatility caused by weather, production problems, delivery difficulties and
other factors that are outside our control and which are generally
unpredictable. Changes in commodity prices affect us and our competitors
generally and often simultaneously. In general, we purchase food products based
upon market prices established with vendors. Although many of the items
purchased are subject to changes in commodity prices, certain purchasing
arrangements are structured to contain features that minimize price volatility
by establishing price ceilings and/or floors. We use these types of purchase
arrangements to control costs as an alternative to using financial instruments
to hedge commodity prices. In many cases, we believe we will be able to address
commodity cost increases which are significant and appear to be long-term in
nature by adjusting our menu pricing or changing our product delivery strategy.
However, competitive circumstances could limit such actions and in those
circumstances increases in commodity prices could lower our margins. Because of
the often short-term nature of commodity pricing aberrations and our ability to
change menu pricing or product delivery strategies in response to commodity
price increases, we believe that the impact of commodity price risk is not
significant.
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UNAUDITED PRO FORMA CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

The following unaudited pro forma condensed consolidated statements of
operations give effect to the proposed exchange offer as if it had been
consummated on December 30, 1999, the first day of fiscal year 2000. The
following unaudited pro forma condensed consolidated balance sheet gives effect
to the exchange offer as if it had been consummated on September 26, 2001.

The pro forma adjustments reflected in the unaudited pro forma condensed
consolidated statements of operations and unaudited pro forma condensed
consolidated balance sheets are based upon available information and upon
certain assumptions that we believe are reasonable under the circumstances. In
particular, the adjustments with respect to the exchange offer assume that (1)
old notes having an aggregate principal amount of $265.0 million and unamortized
premium of $8.8 million are tendered by the expiration date in exchange for
$204.1 million in principal amount of the new notes, (2) the payoff of accrued
and unpaid interest of approximately $5.9 million with respect to tendered old
notes and (3) the payment of $3.5 million of estimated deferred financing costs
with respect to the new notes. The actual amount of specific debt securities
that remain outstanding, that are exchanged and that are issued in connection
with the exchange offer may vary from these assumptions. Accordingly, it is
possible that significantly different results may occur as a result of the
exchange offer than those reflected in the unaudited pro forma condensed
consolidated financial statements.

The pro forma information included herein is provided for informational
purposes only and should not be construed to be indicative of the consolidated
financial condition or results of operations of Advantica had the exchange offer
been consummated on the respective dates indicated above, nor is it intended to
predict the financial condition or results of operation