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PART 1 - FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS
BIGLARI HOLDINGS INC.

CONSOLIDATED BALANCE SHEETS
(dollars in thousands)

September 30,

December 31,

2019 2018
(Unaudited)
Assets
Current assets:
Cash and cash equivValents ...........cc.oiiiiiiiiiii i $ 19,058 $ 48,557
Y] o 3 1T o P 43,766 33,860
RECEIVADIES ... e 16,460 15,743
LNV o) o] o [P 4,651 7,537
Other CUITENT @SSEES ..uiuitiiiiii i aaenes 6,042 9,236
T OtAl CUITENT GSSEES ...uieiiiiiiie it r e e e e e e e e e e aeaenenenens 89,977 114,933
Property and eqUIPMENT ... e 355,489 274,716
OperatiNng I8aSE @SSELS ....uiiuiiiii i 65,939 -
Goodwill and other intangible assets ........cccovviiiiiiiiiiii i 67,227 68,166
INVesStMENt PartNerShiPS ..o e 561,479 557,480
(@] g L=l =TT =Y PPN 13,839 14,198
B 0} =Y =TT =Y £ $ 1,153,950 $ 1,029,493

Liabilities and shareholders’ equity

Liabilities

Current liabilities:

Accounts payable and accrued eXPEeNSES ........cccuiveuiiiiiiieiiieie e $ 138,822 $ 117,265

Current portion of operating lease liabilities ................ccooiiiiiiiint 11,762 -

Current portion of notes payable and other borrowings ......................... 7,005 5,720
Total current Habilities ... e 157,589 122,985
Long-term notes payable and other borrowings ..........ccocoviiiiiiiiiiienennen. 264,857 240,001
Operating lease labilities .........c.ooviiiiiiii e 59,668 -
[T T g (=10 I - DL TP 56,562 86,871
Other HaDIITIES ... e ans 13,754 9,181
Total lHabiliTies ... e 552,430 459,038
Shareholders’ equity
COMIMON STOCK ...t 1,138 1,138
Additional paid-in capital .........coouiiiiiii e 381,904 381,904
REtAINEd EAIMINGS . .uuiiiiiiiie et e e et e e e e eanaen 597,434 564,160
Accumulated other comprehensive 10SS ..o (3,252) (2,516)
Treasury StOCK, At COST ...iuiiiiiiiie e e e e e e e e anees (375,704) (374,231)
Biglari Holdings Inc. shareholders’ equity 601,520 570,455

Total liabilities and shareholders’ equity

$ 1,153,950

$ 1,029,493

See accompanying Notes to Consolidated Financial Statements.



BIGLARI HOLDINGS INC.

CONSOLIDATED STATEMENTS OF EARNINGS
(dollars in thousands except per share amounts)

Third Quarter First Nine Months

2019 2018 2019 2018
(Unaudited) (Unaudited)
Revenues
Restaurant Operations ...........cccoeveevvveeviveesvesneesieeens $ 145,111 $ 195,041 $ 478,947 $ 589,569
Insurance premiums and other ..........ccccooiviieeernnnnes 7,681 7,038 22,305 20,330
Oil and gas .....evveiieeeiiiiiee e 6,500 - 6,500 -
Media and licensing .......cccccoovcvviiieeeiiiciiee e, 924 1,503 2,666 4,647
160,216 203,582 510,418 614,546
Cost and expenses
Restaurant cost of sales .......ccceeeeeiiiiiiiiviiiieeeeeeeeeeenn, 113,398 161,218 397,597 480,127
Insurance losses and underwriting expenses ............ 5,242 5,146 16,400 15,547
Oil and gas production COStS ..........ccccvvereeeiiiirieennn. 2,595 - 2,595 -
Media and licensing COStS .......cccccevvvvvieieeeesiiiiieeenn. 514 1,065 2,103 3,562
Selling, general and administrative .............ccccceeeen. 22,930 31,966 81,871 97,241
IMPAITMENTS ..o e 5,079 345 7,417 670
Depreciation, depletion and amortization ................. 7,514 4,778 18,191 14,540
157,272 204,518 526,174 611,687
Other income (expenses)
INtEreSt EXPENSE ..ooovveiiiiee et (3,090) (2,967) (9,298) (8,619)
Interest on finance leases and obligations ................ (1,934) (1,991) (5,946) (6,328)
Investment partnership gains (I0SSES) ..........cccveeeennn. 1,449 (19,008) 69,801 (23,854)
Total other income (EXPENSES).......uvvveerriiiiriiieeniiiiieeee. (3,575) (23,966) 54,557 (38,801)
Earnings (loss) before income taxes ...........cccccoouueee. (631) (24,902) 38,801 (35,942)
Income tax expense (benefit) ......cccccoeviiiiiieniiinnnn. (614) (11,199) 7,026 (12,886)
Net earnings (10SS) ......cceceerieeerieenieesee e e eee e $ 17y $ (13,703) $ 31,775 $ (23,056)
Earnings per share
Net earnings (loss) per equivalent Class A share * ...... $ (0.05) $ (39.50) $ 92.04 $ (66.12)

*Net earnings (loss) per equivalent Class B share outstanding are one-fifth of the equivalent Class A share or $(0.01) and $18.41 for the third
quarter and first nine months of 2019, respectively, and $(7.90) and $(13.22) for the third quarter and first nine months of 2018, respectively.

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(dollars in thousands)

Third Quarter
2019 2018

(Unaudited)

First Nine Months
2019 2018
(Unaudited)

Net earnings (I0SS) ..ccoviuiiiiiiiiiiiie e $ a7) $ (13,703) $ 31,775 $ (23,056)
Other comprehensive income:
Reclassification to earnings ..............cccoeeeeeenns - - - (73)
Applicable income taxes .......cc.covveviiiiiniiinnans - - - 15
Foreign currency translation ..............c...cooeee. (628) (138) (736) (783)
Other comprehensive income (loss), net ................ (628) (138) (736) (841)
Total comprehensive income (I0SS)........ccceevvueeennnee. (645) $ (13,841) $ 31,039 $ (23,897)

See accompanying Notes to Consolidated Financial Statements.
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BIGLARI HOLDINGS INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS
(dollars in thousands)

Operating activities
NEL EAMINGS (I0SS) -.eeetieeiiiite ettt ettt ettt ettt e et e e s kbt e e e bt e e e sabe e e s sbbee e esbeeeabeeeenbeeesneeeenn
Adjustments to reconcile net earnings (loss) to operating cash flows:
Depreciation, depletion and amortiZation ..........ccccccveeiiiieeiiiee e seee e
Provision for deferred INCOME TAXES .........ueiiiiiieiiiie ettt
Asset impairments and other NON-Cash EXPENSES ........ccvvviveeeiiiiieee e e e
(Gains) 10sses 0N diSPOSAl OF ASSELS ....evviiiiiiiiiie e e e e e e nneaeee s
Investment partnership (QaiNS) I0SSES ........uiiiiiiiiiiii e
Distributions from investment partNerships ........oooeoo i
Changes in receivables and INVENTOMIES .........coiiiiiiiiiiiiieiec e
ChangeS IN OLNEE @SSELS ......iiiiiiiieitii ittt ettt et sere e b e
Changes in accounts payable and acCrued XPENSES .......cceiueieiiiieinieeeiieessieeeseeeessreeessneeeanee
Net cash provided by (used in) operating aCtiVities ........c.cccccvveriiie i
Investing activities
(O o] | =1 I=t oY= o [ (U = PSR SRR
Proceeds from property and equipment diSPOSAIS .........ccueeiiiiiiiiiieiiiee e
Acquisition of business, net of cash acqQUIred .............oooiiiiiiiiiii e
Distributions from investment partNerships ..o
Purchases of limited partner INTEreStS ..........cocuiiiiiiiiiiiec e
Purchases of INVESTMENTS .........oouiiiiiiie et rtee e aeeas
Redemptions of fixed Maturity SECUMTIES .......ccoiviviiiiiieiiiee et
Net cash provided by (used in) iNVesting aCtiVities .......cccccovviiiiiie i
Financing activities
Payments on revolving credit faCility ..........ccovveiiiiiiiie e
Principal payments on long-term debt ............oo o
Principal payments on direct financing lease obligations .............ccccoocveiieniinie s
Proceeds for exercise Of StOCK OPTIONS ......ooiiiiiiiiiie e s
Net cash used in financing activities ..............
Effect of exchange rate changes on cash
Decrease in cash, cash equivalents and restricted Cash ..........ccccoccveiiiii i
Cash, cash equivalents and restricted cash at beginning of year ...........cccceviiiiviiie i
Cash, cash equivalents and restricted cash at end of third quarter ............cccccceevvieee s

See accompanying Notes to Consolidated Financial Statements.

First Nine Months

2019 2018

(Unaudited)

$ 31,775 $ (23,056)

18,191 14,540
(35,902) (12,327)
8,105 1,246

200 434
(69,801) 23,854
64,329 7,700
8,817 3,008
(1,241) 583
15,386 (21,566)
39,859 (5,584)
(8,357) (10,400)
815 2,510
(51,057) -
40,000 26,000
(40,000) (7,340)
(91,927) (50,140)
87,250 41,591
(63,276) 2,221
- (175)
(1,650) (1,650)
(4,353) (4,021)
- 49
(6,003) (5,797)
(29) (63)
(29,449) (9,223)
55,010 67,230

$ 25561 $ 58,007




BIGLARI HOLDINGS INC.

CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY

(Unaudited)

(dollars in thousands)

Accumulated

Additional Other
Common Paid-In Retained Comprehensive Treasury
Stock Capital Earnings Income (Loss) Stock Total

Balance at December 31, 2018 ...........cccee. $ 1,138 $ 381,904 $564,160 $ (2,516) $ (374,231) $570,455
Net earnings .....ccccueeeveiiiiiiiiiiiiiiiiiieeeeeeeen 9,818 9,818
Adoption of accounting standards ......... 1,499 1,499
Other comprehensive income, net ........ (304) (304)
Adjustment to treasury stock for

holdings in investment partnerships .. (114) (114)
Balance at March 31, 2019 ...................... $ 1,138 $ 381,904 $575477 % (2,820) $ (374,345) $ 581,354
Net earnNings .....ccceeeeeeeieiiiiiiiiiiiiiiiieeeeeeeen 21,974 21,974
Other comprehensive income, net ........ 196 196
Adjustment to treasury stock for

holdings in investment partnerships .. (1,162) (1,162)
Balance at June 30, 2019 ..............ccee. $ 1,138 $ 381,904 $597451 $ (2,624) $ (375,507) $ 602,362
Netearnings .......coccoeeeviiiiiiiiiciici, a7 17)
Other comprehensive income, net ........ (628) (628)
Adjustment to treasury stock for

holdings in investment partnerships .. (197) (197)
Balance at September 30, 2019 ............. $ 1,138 $ 381,904 $597,434 $ (3,252) $ (375,704) $ 601,520

Accumulated
Additional Other
Common Paid-In Retained Comprehensive Treasury
Stock Capital Earnings Income (Loss) Stock Total

Balance at December 31, 2017.........cccoevuueee $ 1,071 $ 382,014 $565504 $ (1,404) $(375,857) $571,328
Net earnings (10SS) ......ovvvviiiiiiieiiiiiiiiiees (1,814) (1,814)
Adoption of accounting standards ... 90 90
Other comprehensive income, net .............. 438 438
Adjustment to treasury stock for

holdings in investment partnerships ......... (18,377) (18,377)
Exercise of stock options ...........ccccevvvvviienins (39) 81 42
Balance at March 31, 2018 ............cccoeuneee. $ 1,071 $ 381,975 $563,780 $ (966) $(394,153) $ 551,707
Net earnings (I0SS) .......vvvvviviiiiiiiiiiiiiiiiinenen. (7,539) (7,539)
Other comprehensive income, net .............. (1,141) (1,141)
Conversion of common stock 67 (67) (20,826) 20,826 -
Adjustment to treasury stock for

holdings in investment partnerships ......... (304) (304)
Exercise of stock options ..........ccccvvviiiienees (4) 11 7
Balance at June 30, 2018 ........cccevvvvviniiieenns $ 1,138 $ 381,904 $535,415 % (2,107) $(373,620) $542,730
Net earnings (10SS) ........uvvveieenienens (13,703) (13,703)
Other comprehensive income, net .............. (138) (138)
Adjustment to treasury stock for

holdings in investment partnerships ......... (471) (471)
Balance at September 30, 2018 ................... $ 1,138 $ 381,904 $521,712 $ (2,245) $(374,091) $528,418

See accompanying Notes to Consolidated Financial Statements.



BIGLARI HOLDINGS INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2019
(dollars in thousands, except share and per share data)

Note 1. Summary of Significant Accounting Policies

Description of Business

The accompanying unaudited consolidated financial statements of Biglari Holdings Inc. (“Biglari Holdings” or the “Company”)
have been prepared in accordance with accounting principles generally accepted in the United States of America (“GAAP”)
applicable to interim financial information and with the instructions to Form 10-Q and Article 10 of Regulation S-X. Accordingly,
they do not include all of the information and notes required by GAAP for complete financial statements. In our opinion, all
adjustments considered necessary to present fairly the results of the interim periods have been included and consist only of normal
recurring adjustments. The results for the interim periods shown are not necessarily indicative of results for the entire fiscal year.
The financial statements contained herein should be read in conjunction with the consolidated financial statements and notes thereto
included in our annual report on Form 10-K for the year ended December 31, 2018.

Biglari Holdings is a holding company owning subsidiaries engaged in a number of diverse business activities, including property
and casualty insurance, media and licensing, restaurants and oil and gas. The Company’s largest operating subsidiaries are involved
in the franchising and operating of restaurants. Biglari Holdings is founded and led by Sardar Biglari, Chairman and Chief
Executive Officer of the Company. The Company’s long-term objective is to maximize per-share intrinsic value. All major
operating, investment, and capital allocation decisions are made for the Company and its subsidiaries by Mr. Biglari.

As of September 30, 2019, Mr. Biglari’s beneficial ownership was approximately 60.7% of the Company’s outstanding Class A
common stock and 55.4% of the Company’s outstanding Class B common stock.

Business Acquisition

On September 9, 2019, a wholly-owned subsidiary of the Company, Southern Oil Company, acquired the stock of Southern Qil of
Louisiana Inc. (collectively “Southern Oil””) for $51,500 in cash. Southern Qil is engaged in the exploration, development, and
production of oil and natural gas properties primarily offshore in the Gulf of Mexico. The Company’s financial results include the
results of Southern Qil from the acquisition date to the end of the third quarter. The revenues and operating results for Southern
Oil were not significant to the Company for the third quarter.

The following table sets forth certain unaudited pro forma consolidated earnings data for the third quarter and first nine months of
2019 as if the acquisition of Southern Qil consummated on the same terms at the beginning of 2018.

Third Quarter First Nine Months
2019 2018 2019 2018
REVENUES ....ociveeie ettt ettt e e et e e st e e e et e e e s eabe e e s eenees $ 172,187 $ 215,794 $ 562,315 $ 646,359
Earnings before inCome taxes ..........ccveevvvevieeiiee i $ 2,538 $ (20,617) $ 59,212 $ (26,604)

The acquisition date fair values of certain assets and liabilities of Southern Qil are provisional and subject to revision as the related
valuations are completed. Acquisition related expenses, which consists of external costs directly related to the acquisition of
Southern Oil, such as advisory, legal and other professional fees are expensed as incurred.

Principles of Consolidation

The consolidated financial statements include the accounts of the Company and its wholly-owned subsidiaries including Steak n
Shake Inc. (“Steak n Shake”), Western Sizzlin Corporation (“Western Sizzlin”’), Maxim Inc. (“Maxim”), First Guard Insurance
Company (“First Guard”), and Southern Oil. Intercompany accounts and transactions have been eliminated in consolidation.

Oil and Gas Producing Activities

Revenues are derived from the sale of produced oil and natural gas. The Company recognizes oil and gas revenue from its interests
in wells using the sales method wherein revenues are recognized based on actual volumes of oil and gas delivered to
purchasers. Payments for product sales are received one to three months after delivery.



Note 1. Summary of Significant Accounting Policies (continued)

The Company follows the successful efforts method of accounting for its oil and gas properties. Costs of drilling exploratory wells
are initially capitalized but are charged to expense if the well is determined to be unsuccessful. The Company assesses its proved
oil and gas properties for impairment whenever events or circumstances indicate that the carrying value of the assets may not be
recoverable.

All property acquisition costs and development costs are capitalized when incurred and depleted on a unit-of-production basis over
the remaining life of proved reserves. Support equipment and other property and equipment are depreciated over their estimated
useful lives.

Acquisition costs of unproved properties are periodically assessed for impairment and are transferred to proved properties to the
extent the costs are associated with the successful exploration activities. Significant undeveloped leases are assessed individually
for impairment, based on the Company’s current exploration plans, and a valuation allowance is provided if impairment is
indicated.

Asset retirement obligations relate to future costs associated with the plugging and abandonment of oil and gas wells, removal of
equipment and facilities from leased acreage and returning such land to its original condition. The Company determines its asset
retirement obligation amounts by calculating the present value of the estimated future cash outflows associated with its plug and
abandonment obligations. The fair value of a liability for an asset retirement obligation is recorded in the period in which it is
incurred and the cost of such liability increases the carrying amount of the related long-lived asset by the same amount. The
liability is accreted each period through charges to depreciation, depletion and amortization expense, and the capitalized cost is
depleted on a unit-of-production basis over the proved developed reserves of the related asset.

Note 2. New Accounting Standards

In June 2016, the FASB issued Accounting Standards Update (“ASU”) 2016-13, Financial Instruments—Credit Losses:
Measurement of Credit Losses on Financial Instruments. ASU 2016-13 amends guidance on reporting credit losses for assets held
at amortized cost basis and available for sale debt securities. For available for sale debt securities, credit losses should be measured
in a manner similar to current GAAP; however, ASU 2016-13 will require that credit losses be presented as an allowance rather
than as a write-down. The amendments in this update are effective for financial statements issued for fiscal years beginning after
December 15, 2019, and interim periods within those fiscal years. The Company is currently evaluating the impact the adoption of
ASU 2016-13 will have on its consolidated financial statements and related disclosures.

In February 2016, the FASB issued ASU 2016-02, Leases. In July 2018, the FASB issued ASU 2018-11, Leases (Topic 842). We
adopted ASC 842 “Leases” on January 1, 2019. Most significantly, ASC 842 requires a lessee to recognize a liability to make lease
payments and an asset with respect to its right to use the underlying asset for the lease term. We applied ASC 840 to all comparative
periods which included a cumulative-effect adjustment of $1,499 to retained earnings on January 1, 2019. Adoption of ASC 842
also resulted in an increase to total assets and liabilities due to the recording of operating lease assets of $63,261 and operating
lease liabilities of $69,671 as of January 1, 2019 and due to the recording of finance lease assets of $11,638 and finance lease
liabilities of $11,784. The difference between the asset and liability amounts primarily relates to previously recorded
deferred/prepaid rent. The standard had a material impact on our consolidated balance sheets but did not have a material impact
on our consolidated statements of earnings and statements of cash flow. The most significant impact was the recognition of right-
of-use assets and lease liabilities for operating leases.

In adopting and applying ASC 842, we elected the package of practical expedients permitted under the transition guidance within
the new standard, which among other things, allows us to carry forward the historical lease classification. In addition, we elected
certain practical expedients and accounting policies, including an accounting policy election to keep leases with an initial term of
12 months or less from the balance sheet. We recognize those lease payments in the consolidated statements of earnings on a
straight-line basis over the lease term.

Note 3. Earnings Per Share

Earnings per share of common stock is based on the weighted average number of shares outstanding during the year. The shares
of Company stock attributable to our limited partner interest in The Lion Fund, L.P. and The Lion Fund I, L.P. (collectively, the
“investment partnerships””) — based on our proportional ownership during this period — are considered treasury stock on the
consolidated balance sheet and thereby deemed not to be included in the calculation of weighted average common shares
outstanding. However, these shares are legally outstanding.



Note 3. Earnings Per Share (continued)

The following table presents shares authorized, issued and outstanding on September 30, 2019 and December 31, 2018.

September 30, 2019 December 31, 2018
Class A Class B Class A Class B
Common stock authorized ...........ccccocvvvvvviiiiiiiiiiiiieeeeeeees 500,000 10,000,000 500,000 10,000,000
Common stock issued and outstanding ..............cccceeeeeiennnee. 206,864 2,068,640 206,864 2,068,640

The Company has applied the “two-class method” of computing earnings per share as prescribed in ASC 260, “Earnings Per
Share.”

On an equivalent Class A common stock basis, there were 620,592 shares outstanding as of September 30, 2019 and December
31, 2018. There are no dilutive securities outstanding.

For financial reporting purposes, the proportional ownership of the Company’s common stock owned by the investment
partnerships is excluded in the earnings per share calculation. After giving effect for the investment partnerships’ proportional
ownership of common stock, the equivalent Class A weighted average number of common shares during the third quarters of 2019
and 2018 were 343,519 and 346,912, respectively. The equivalent Class A weighted average number of common shares during
the first nine months of 2019 and 2018 were 345,249 and 348,678, respectively.

Each Class A common share is entitled to one vote. Class B common stock possesses economic rights equal to one-fifth (1/5™) of
such rights of Class A common stock; however, Class B common stock has no voting rights.

Note 4. Investments

Available for sale investments were $39,303 and $33,860 as of September 30, 2019 and December 31, 2018, respectively.
Investments in equity securities and a related derivative position of $4,463 are included in investments as of September 30, 2019
and in other current assets as of December 31, 2018. The investments are recorded at fair value.

Note 5. Investment Partnerships

The Company reports on the limited partnership interests in investment partnerships under the equity method of accounting. We
record our proportional share of equity in the investment partnerships but exclude Company common stock held by said
partnerships. The Company’s pro-rata share of its common stock held by the investment partnerships is recorded as treasury stock
even though they are legally outstanding. The Company records gains/losses from investment partnerships (inclusive of the
investment partnerships’ unrealized gains and losses on their securities) in the consolidated statements of earnings based on our
carrying value of these partnerships. The fair value is calculated net of the general partner’s accrued incentive fees. Gains and
losses on Company common stock included in the earnings of these partnerships are eliminated because they are recorded as
treasury stock.

Biglari Capital Corp. is the general partner of the investment partnerships and is an entity solely owned by Mr. Biglari.



Note 5. Investment Partnerships (continued)

The fair value and adjustment for Company common stock held by the investment partnerships to determine the carrying value of
our partnership interest is presented below.

Company Carrying
Fair Value Common Stock Value
Partnership interest at December 31, 2018 ........cc.ccceeviivieiieciece e $ 715,102 $ 157,622 $ 557,480
Investment partnership gains (10SSeS) .....ccccevivieviiiiiiien e 63,419 (6,382) 69,801
Contributions (net of distributions) to investment partnerhips ........ (64,329) (64,329)
Increase in proportionate share of Company stock held .................... 1,473 (1,473)
Partnership interest at September 30, 2019 .........cccoocevieviiiie e $ 714,192 $ 152,713 $ 561,479
Company Carrying
Fair Value Common Stock Value
Partnership interest at December 31, 2017 .......ccccoveeeiieieiiecie e $ 925,279 $ 359,258 $ 566,021
Investment partnership gains (I0SSES) ......cccvuviviuiieiiiieiiie e (152,261) (128,407) (23,854)
Contributions (net of distributions) to investment partnerships ............... (26,360) (26,360)
Increase in proportionate share of Company stock held ..............ccccoeee. 19,152 (19,152)
Partnership interest at September 30, 2018 ...........ccceeveeieieecieeecee $ 746,658 $ 250,003 $ 496,655
The carrying value of the investment partnerships net of deferred taxes is presented below.
September 30, December 31,
2019 2018
Carrying value of investment partNerships ......coooceiiiiiiiiiiie e e e e $ 561,479 $ 557,480
Deferred tax liability related to investment partnerships ...........ooocccviiieiiiie e (58,193) (92,703)
Carrying value of investment partnerships net of deferred taxes ..........cccoccveeeriiiiiei e, $ 503,286 $ 464,777

The Company’s proportionate share of Company stock held by investment partnerships at cost is $375,704 and $374,231 at
September 30, 2019 and December 31, 2018, respectively, and is recorded as treasury stock.

The carrying value of the partnership interest approximates fair value adjusted by the value of held Company stock. Fair value is
according to our proportional ownership interest of the fair value of investments held by the investment partnerships. The fair value
measurement is classified as level 3 within the fair value hierarchy.

Gains (losses) from investment partnerships recorded in the Company’s consolidated statements of earnings are presented below.

Third Quarter First Nine Months
2019 2018 2019 2018
Gains (losses) on investment partnership ..........c.ccoceveieneinne $ 1449 $ (19,008) $ 69,801 $ (23,854)
Taxexpense (DENEFit) ......ccceeiir i 49 (6,119) 15,910 (8,163)

Net €arNiNgS (I0SS) ..vvveverierriieierese e eeese e sre e se e neeas $ 1,400 $ (12889 $ 53,891 $  (15,691)

On December 31 of each year, the general partner of the investment partnerships will earn an incentive reallocation fee for the
Company’s investments equal to 25% of the net profits above a hurdle rate of 6% over the previous high-water mark. Our policy
is to accrue an estimated incentive fee throughout the year. The Company did not accrue an incentive fee during the first nine
months of 2019 or 2018. Our investments in these partnerships are committed on a rolling 5-year basis.



Note 5. Investment Partnerships (continued)

Summarized financial information for The Lion Fund, L.P. and The Lion Fund II, L.P. is presented below.

Equity in Investment Partnerships

Lion Fund Lion Fund 11
Total assets as of September 30, 2019 ... $ 109,895 $ 803,338
Total liabilities as of September 30, 2019 .......ooiiiiii e $ 112 $ 116,280
Revenue for the first nine Months 0f 2019 ..........ccooiiiiiiieic e $ 3332 % 71,578
Earnings for the first nine Months 0f 2019 ..o $ 3,278 $ 65,637
Biglari Holdings’ ownership interest as of September 30, 2019 66.1% 93.5%
Total assets as of DeCemMBEr 31, 2018 ........cuuuiiiiiiiiie e e e e e et e e s e e e s e ee e $ 107,207 $ 901,750
Total liabilities as of DECEMDET 31, 2018 ......ccvvviiieiiiiieee ettt e e e et e e e s e ereeeeseaees $ 447 $ 202,770
Revenue for the first nine Months of 2018............ccceiiiiiiiiiieii e e $ (498%) $ (122,622)
Earnings (loss) for the first nine months of 2018 ............ccocoiiiiiiiiie $ (49944) % (129,691)
Biglari Holdings’ ownership interest as of September 30, 2018 ...........ccceiieiiiiiiieiniiiireeeiaes 65.8% 92.2%

Revenue in the above summarized financial information of the investment partnerships includes investment income and unrealized
gains and losses on investments. The investments held by the investment partnerships are largely concentrated in the common
stock of one investee, Cracker Barrel Old Country Store, Inc.

Transactions with The Lion Fund Il, L.P. were as follows.

Third Quarter First Nine Months
2019 2018 2019 2018
CONLHBULIONS .. $ - $ 7,340 $ 40,000 $ 7,340
DIStHDULIONS ....veviiciicie e (61,839) (26,000) (104,329) (33,700)

$ (61,839) $ (18,660) % (64,329) $ (26,360)

Note 6. Property and Equipment

Property and equipment is composed of the following.
September 30, December 31,

2019 2018

I o o PV OTROP PR $ 151,670 $ 146,015
S TUT] o T T SRR 146,985 142,658
Land and leasehold IMPrOVEMENTS ........c.uuiiiiiiiiiiee e s 160,292 158,938
Lo U] 40 T=T o | SRR PP PPN 268,304 201,738
CONSEIUCLION TN PIOGIESS ...uuvvivieieeeeesiittteaeeesastetteraeeasassttaeaeaeesaaassaaeaaaeesaassasseaaeesaasssnsaaeessansssnneeaeesans 3,144 1,703

730,395 651,052
Less accumulated depreciation, depletion and amortization ...........ccccceeeevvriiiiiere e (374,906) (376,336)
Property and eqUIDIMENT, NMEL ..ottt $ 355,489 $ 274,716

The Company recorded an impairment to long-lived assets of $5,079 and $7,417 in the third quarter and first nine months of 2019,
respectively, and $345 and $670 in the third quarter and first nine months of 2018, respectively. The impairments are primarily
attributable to closed stores. As of September 30, 2019, a total of 106 Steak n Shake restaurants have been temporarily closed. The
Company is actively working to identify franchise partners for these stores. Although the Company is committed to the franchise
partnership model, future impairments are possible. The fair value of the long-lived assets was determined based on Level 2 inputs
using a discounted cash flow model and quoted prices for the properties.



Note 7. Goodwill and Other Intangible Assets

Goodwill

Goodwill consists of the excess of the purchase price over the fair value of the net assets acquired in connection with business
acquisitions.

A reconciliation of the change in the carrying value of goodwill is as follows.

Restaurants Other Total
Goodwill at December 31, 2018 .......cccoiiiiieiiiriieieiene st $ 28,139 % 11,913 $ 40,052
Change in foreign exchange rates during the first nine months of 2019 ...... (28) - (28)
Goodwill at September 30, 2019 ......ccoiiiieiirieie e $ 28,111  $ 11,913 $ 40,024

We are required to assess goodwill and any indefinite-lived intangible assets for impairment annually, or more frequently if
circumstances indicate impairment may have occurred. Goodwill impairment occurs when the estimated fair value of goodwill is
less than its carrying value. The valuation methodology and underlying financial information included in our determination of fair
value require significant management judgments. We use both market and income approaches to derive fair value. The judgments
in these two approaches include, but are not limited to, comparable market multiples, long-term projections of future financial
performance, and the selection of appropriate discount rates used to determine the present value of future cash flows. Changes in
such estimates or the application of alternative assumptions could produce significantly different results. No impairment charges
for goodwill were recorded in the first nine months of 2019 or 2018.

Other Intangible Assets
Other intangible assets are composed of the following.

September 30, 2019 December 31, 2018
Gross Gross

carrying Accumulated carrying Accumulated

amount amortization Total amount amortization Total
Franchise agreement ...........cocccveeviveeiineennns $ 5310 $ (5,045) $ 265 $ 5310 $ (4647) $ 663
OthEr .. 810 (788) 22 810 (774) 36
Total .o 6,120 (5,833) 287 6,120 (5,421) 699
Intangible assets with indefinite lives:
Trade NAMES ...cooeviiriiiiiiii e 15,876 - 15,876 15,876 - 15,876
Other assets with indefinite lives .................. 11,040 - 11,040 11,539 - 11,539
Total intangible assets ..........c.cccccceeeeeeennnnnn. $ 33,036 $ (5,833) $ 27,203 $ 33535 $ (5,421) $ 28,114

Intangible assets subject to amortization consist of franchise agreements connected with the purchase of Western Sizzlin as well
as rights to favorable leases related to prior acquisitions. These intangible assets are being amortized over their estimated weighted
average of useful lives ranging from eight to twelve years. Amortization expense for the first nine months of 2019 and 2018 was
$412 and $422, respectively. The Company’s intangible assets with definite lives will fully amortize in 2020. Intangible assets
with indefinite lives consist of trade names, franchise rights as well as lease rights.
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Note 8. Restaurant Operations Revenues

Restaurant operations revenues were as follows.

Third Quarter First Nine Months

2019 2018 2019 2018
NEL SAIES ....oeiieiiiie ittt et $ 136,651 $ 186,368 $ 454344 $ 563,736
Franchise royalties and fees ..........cccoooiiiiiiiie e 7,627 7,762 21,685 22,637
(@] 1 1= S OSSR P U SRROP 833 911 2,918 3,196

$ 145111 $ 195,041 $ 478947 $ 589,569

Net sales

Net sales are composed of retail sales of food through Company-owned stores. Company-owned store revenues are recognized
when control of the food items are transferred to our customers at the point of sale. Sales taxes related to these sales are collected
from customers and remitted to the appropriate taxing authority and are not reflected in the Company’s consolidated statements of
earnings as revenue.

Franchise royalties and fees

Franchise royalties and fees are composed of royalties and fees from Steak n Shake and Western Sizzlin franchisees. Royalty
revenues are based on a percentage of franchise sales and are recognized when the retail food items are purchased by franchise
customers. Initial franchise fees received are deferred when amounts are received and recognized as revenue on a straight-line
basis over the term of each respective franchise agreement, which is typically 20 years.

Our advertising arrangements with franchisees are reported in franchise royalties and fees.

Gift card revenue

Restaurant operations sells gift cards to customers which can be redeemed for retail food sales within our stores. Gift cards are
recorded as deferred revenue when issued and are subsequently recorded as net sales upon redemption. Restaurant operations
estimates breakage related to gift cards when the likelihood of redemption is remote. This estimate utilizes historical trends based
on the vintage of the gift card. Breakage on gift cards is recorded as other revenue in proportion to the rate of gift card redemptions
by vintage.

Note 9. Accounts Payable and Accrued Expenses

Accounts payable and accrued expenses include the following.
September 30, December 31,

2019 2018
ACCOUNES PAYADIE ...t e e e a e e e nb e e e anae e e anrees $ 25,108 $ 41,967
Gift card lHability .......ccccooviieiiiiiiiie e 18,472 22,685
Salaries, wages, and vacation 7,056 13,107
TAXES PAYADIE ..t e e e e bree s 54,447 11,214
T = (o =T To ol g U T | 13,443 12,127
[Ty =T =To I CEAYZ= 1 [ 12,446 11,681
(@ 1 T 7,850 4,484
Accounts payable and aCCrued EXPENSES .......uuiiiuieiiiiiee ittt e ste e e sseee s sbee e e ssbeeesbre e e snbeeeanreeeeas $ 138,822 $ 117,265
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Note 10. Notes Payable and Other Borrowings

Notes payable and other borrowings include the following.

September 30, December 31,
Current portion of notes payable and other borrowings 2019 2018
NOES PAYADIE ...ttt ettt ettt raeaeas $ 2,200 $ 2,200
Unamortized original issue discount and debt iSSUANCE COSES .........ccovvevreeiiiiiiieeeeiiieee e (972) (943)
FINANCE ODNGATIONS ... ettt e e e e e e e e e st a e e e e ren e e e e ann 4,137 4,463
FINANCE 188SE TADIIILIES. ... . eieeee ettt e et e e e e e e e et s e e e eabaeeeaes 1,640 -
Total current portion of notes payable and other borrowings ............cccceeveiiiiiiee i, $ 7,005 $ 5,720
Long-term notes payable and other borrowings
NOLES PAYADIE ...ttt e a e naae e $ 179,848 $ 181,498
Unamortized original issue discount and debt iSSUaNCe COSES .........ccveeiiviiiiiiiiiiiieeniice e (501) (1,234)
FINANCE ODIGATIONS .....veiieee ettt e e e e e e e e st e e e e s enna e e e e e enrnneeeeeann 75,467 59,737
FINANCE 18ASES HADIIEIES ... ..ceeeeeeeieeee ettt e et e e e e e e e e aeees 10,043 -
Total long-term notes payable and other BOrrowings ............coovviiiieiiiiiiiee e $ 264,857 $ 240,001

Steak n Shake Credit Facility

On March 19, 2014, Steak n Shake and its subsidiaries entered into a credit agreement which provided for a senior secured term
loan facility in an aggregate principal amount of $220,000. The term loan is scheduled to mature on March 19, 2021. It amortizes
at an annual rate of 1.0% in equal quarterly installments, beginning June 30, 2014, at 0.25% of the original principal amount of the
term loan, subject to mandatory prepayments from excess cash flow, asset sales and other events described in the credit agreement.
The balance will be due at maturity.

Steak n Shake has the right to request an incremental term loan facility from participating lenders and/or eligible assignees at any
time, up to an aggregate total principal amount not to exceed $70,000 if certain customary conditions within the credit agreement
are met.

Interest on the term loan is based on a Eurodollar rate plus an applicable margin of 3.75% or on the prime rate plus an applicable
margin of 2.75%. The interest rate on the term loan was 5.80% as of September 30, 2019.

The credit agreement includes customary affirmative and negative covenants and events of default. Steak n Shake’s credit facility
contains restrictions on its ability to pay dividends to Biglari Holdings.

The term loan is secured by first priority security interests in substantially all the assets of Steak n Shake. Disruptions in debt
capital markets that restrict access to funding when needed could adversely affect the results of operations, liquidity and capital
resources of Steak n Shake. Biglari Holdings is not a guarantor under the credit facility. As of September 30, 2019, $182,048 was
outstanding under the term loan.

Note 11. Leases

The Company adopted ASC 842 on January 1, 2019, as discussed in Note 2. Under ASC 842, leases are generally classified as
either operating right-of-use assets or finance lease assets. Right-of-use assets represent the Company's right to use an underlying
asset during the lease term. Right-of-use liabilities represent the Company's obligation to make lease payments arising from the
lease. These assets and liabilities are calculated by using the net present value of fixed lease payments over the lease term. The
Company's lease terms include options to extend or terminate the lease when it is reasonably certain that the option will be
exercised. The Company applied an incremental borrowing rate to determine the present value of lease payments. Finance lease
agreements include an interest rate that is used to determine the present value of future lease payments.

A significant portion of our operating and finance lease portfolio includes restaurant locations. The Company’s operating leases
with a term of 12 months or greater were recognized as operating right-of-use assets and liabilities and recorded as operating lease
assets and operating lease liabilities. Historical capital leases and certain historical build-to-suit leases were reclassified from
obligations under leases to finance lease assets and liabilities. Finance lease assets are recorded in property and equipment and
finance lease liabilities are recorded in notes payable and other borrowings. Historical sale-and-leaseback transactions in which
the Company is deemed to have a continued interest in the leased asset are recorded as property and equipment and as finance
obligations. Finance obligations are recorded in notes payable and other borrowings.
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Note 11. Leases (continued)

Operating lease expense and finance lease depreciation expense are recognized on a straight-line basis over the lease term.

Total lease cost consists of the following.

First Nine

Thi rdZOngarter Months
2019
Finance lease costs:
AMOrtization of right-0f-USE ASSELS .......ccciiiiiiiiiiiese e $ 487 $ 1,466
Interest 0N 18aSe HADIITIES .......uvuuuuiiiiieie i e e e e e 208 630
OPErating I8aSE COSES ™ ...iiiiiieieiiiiiie ettt et e e st e e ettt e e e snbb e e e sbeeeeeenneeeeeannees 4,445 12,305
o] = I (=T N oo 1] £SO $ 5,140 $ 14,401

*Includes short-term leases, variable lease costs and sublease income, which are immaterial.

Supplemental cash flow information related to leases is as follows.

Cash paid for amounts included in the measurement of lease liabilities:

Financing cash flows from fiNANCE IBASES ..........c.uuiiiiiiiire e e e e st e e e e stae e e e snneaeeeennes
Operating cash flows from fINANCE TEASES .........eeiiiiiiiii e
Operating cash flows from OPerating IBASES ...........coiiiiiiiiiiiiiii et

Right-of-use assets obtained in exchange for lease obligations:

FINANCE 188SE ADTIITIES ... ..eveieieiiiie e e e e e e e e e e e e e e s s st aeaeeeeeaeeeaassnsabaaaeeeeeeeeeeaannes
Operating 18aSe NHADIIITIES ........veiiiiiiiie e e et e e et e e e s s tb e e e e s rtb e e e e sseaeeeesnnees

Supplemental balance sheet information related to leases is as follows.

Finance leases:

Property and qUIDIMENT, NEL ......coouiiiiiieiie ettt e e b e e abb e e b e e s eb e e st et e nnr e e s b e e enneenanes

Current portion of notes payable and other borrowings

Long-term notes payable and other DOITOWINGS .........uiii it e e

Total finance lease liablities

Weighted-average lease terms and discount rates are as follows.

Weighted-average remaining lease terms:

FINANCE TBASES ... ettt e et e et e e e e e me e e a e e et e e e eme e e sne e e nne e e snneeeenean
OPEIALING IEASES ...ttt ettt ettt et e bt ekt e et e e he e e eae e e e ae e e ehn e e san e e nab e e s b e e eateeaneeenneeenneeenn

Weighted-average discount rates:

FINANCE TBASES ....oevviiiiiiieiiteeieee ettt e e e e e e e e e e e e e e e e e e eeeeeeeeaeaaaaaaaeae e e e e e e e e e e e e s e s s s e sassssssbababa s s e s asns e e eeeaeeeeeeeaeaaeeens

Operating leases
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Note 11. Leases (continued)

Maturities of lease liabilities as of September 30, 2019 are as follows.

Operating Finance

Year Leases Leases
22 0 I RSP PRSRN $ 4,637 $ 609
220 2 PP PRSR 15,774 2,377
22 0 PP PR SRN 14,683 2,358
b0 7 PP PRSP 12,630 1,869
b2 0 2 TP PRSP 10,580 1,669
YN = 0 TP PRUPRPRSRTOE 32,428 6,803
TOtal [EASE PAYIMENTS ..eeiiiiiiiiie ittt ee ettt ettt e et e et e e e s et e e s stb b e e e s sbeeeeantbeeeesnbeeeeeanteeaesnnbbeeennne 90,732 15,685
[T (a1 (L) OO 19,315 4,002
Total 18aSE HADIIITIES........ccco e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e eeeeeeeeee e aaesaa b anannnannnes $ 71,417 $ 11,683

On December 31, 2018, obligations under non-cancelable finance obligations, capital leases, and operating leases (excluding real
estate taxes, insurance and maintenance costs) require the following minimum future rental payments.

Operating Leases

Non-

Finance Capital Operating Operating
Year Obligations Leases Total Property Property
2019 . $ 11,114 % 5 % 11169 $ 17914 % 483
2020 .. 8,040 55 8,095 16,691 554
2021 o 5,925 55 5,980 16,787 578
2022 . 2,951 5 2,956 15,603 599
2023 1,587 - 1,587 14,071 539
AFEr 2023 ... 1,673 - 1,673 36,709 1,790
Total minimum future rental payments ............cccceveeennen. 31,290 170 31460 $ 117,775 $ 4543
Less amount representing interest ..........ccccoovvveeeviieennnns 18,004 60 18,064
Total principal obligations under leases .............cccocvvenee. 13,286 110 13,396
LeSS CUrrent POrtioN ..........eeeevvreeervereeiieeesineeeesanee e 4,433 30 4,463
Non-current principal obligations under leases ................. 8,853 80 8,933
Residual value at end of lease term ........cccooeevvvvvvvvnnnnnnnn. 50,744 60 50,804
Obligations under 18aSES ..........cccvvvvvervirieiiiniese e $ 59597 $ 140 $ 59,737
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Note 12. Accumulated Other Comprehensive Income

During the first nine months of 2019 and 2018, the changes in the balances of each component of accumulated other comprehensive
income (loss), net of tax, were as follows.

Nine months ended September 30, 2019 Nine months ended September 30, 2018
Foreign Accumulated Foreign Accumulated
currency other currency other
translation Investment comprehensive translation Investment comprehensive
adjustments gain (loss) income (loss) adjustments gain (loss) income (loss)
Beginning Balance .................... $ (2,516) $ - $ (2,516) $ (1,462) $ 58 $ (1,404)
Reclassification to
(earnings) 10SS ...........uvvvveeeenne - - (58) (58)
Foreign currency translation ...... (736) (736) (783) (783)
Ending Balance ...........cc....couu.... $ (3,252) $ - $ (3,252) $ (2,245 $ - $ (2,245)

During the third quarter of 2019 and 2018, the changes in the balances of each component of accumulated other comprehensive
income (loss), net of tax, were as follows.

Third Quarter 2019 Third Quarter 2018
Foreign Accumulated Foreign Accumulated
currency other currency other
translation Investment comprehensive translation Investment comprehensive
adjustments gain (loss) income (loss) adjustments gain (loss) income (loss)
Beginning Balance .................... $ (2,624) $ - $ (2,624) $ (2,107) $ - $ (2,107)
Reclassification to
(earnings) 10SS ..........cceevveeennnns - - - -
Foreign currency translation ...... (628) (628) (138) (138)
Ending Balance ..............ccccuvunnnn. $ (3,252) $ - $ (3,252) $ (2,245) $ - $ (2,245)

There were no reclassifications from accumulated other comprehensive income to earnings during the third quarters of 2019 and
2018 and first nine months of 2019. Reclassifications made from accumulated other comprehensive income to earnings during the
first nine months of 2018 were $58.

Note 13. Income Taxes

In determining the quarterly provision for income taxes, the Company used a discrete effective tax rate method based on statutory
tax rates for 2019 and an estimated annual effective tax rate for 2018. Our periodic effective income tax rate is affected by the
relative mix of pre-tax earnings or losses and underlying income tax rates applicable to the various taxing jurisdictions.

Income tax benefit for the third quarter of 2019 was $614 compared to $11,199 for the third quarter of 2018. Income tax expense
for the first nine months of 2019 was $7,026 compared to an income tax benefit of $12,886 for the first nine months of 2018. The
variance in income taxes between 2019 and 2018 is attributable to taxes on income generated by the investment partnerships.

As of September 30, 2019 and December 31, 2018, we had approximately $356 and $341, respectively, of unrecognized tax
benefits, which are included in other liabilities in the consolidated balance sheets.

Note 14. Commitments and Contingencies

We are involved in various legal proceedings and have certain unresolved claims pending. We believe, based on examination of
these matters and experiences to date, that the ultimate liability, if any, in excess of amounts already provided in our consolidated
financial statements is not likely to have a material effect on our results of operations, financial position or cash flow.

On January 29, 2018, a shareholder of the Company filed a purported class action complaint against the Company and the members
of our Board of Directors in the Superior Court of Hamilton County, Indiana. The shareholder generally alleges claims of breach
of fiduciary duty by the members of our Board of Directors and unjust enrichment to Mr. Biglari as a result of the dual class
structure.
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Note 14. Commitments and Contingencies (continued)

On March 26, 2018, a shareholder of the Company filed a purported class action complaint against the Company and the members
of our Board of Directors in the Superior Court of Hamilton County, Indiana. This shareholder generally alleges claims of breach
of fiduciary duty by the members of our Board of Directors. This shareholder sought to enjoin the shareholder vote on April 26,
2018 to approve the dual class structure. On April 16, 2018, the shareholders withdrew their motions to enjoin the shareholder vote
on April 26, 2018.

On May 17, 2018, the shareholders who filed the January 29, 2018 complaint and the March 26, 2018 complaint filed a new,
consolidated complaint against the Company and the members of our Board of Directors in the Superior Court of Hamilton County,
Indiana. The shareholders generally allege claims of breach of fiduciary duty by the members of our Board of Directors and unjust
enrichment to Mr. Biglari arising out of the dual class structure. The shareholders seek, for themselves and on behalf of all other
shareholders as a class, a declaration that the defendants breached their duty to the shareholders and the class, and to recover
unspecified damages, pre-judgment and post-judgment interest, and an award of their attorneys’ fees and other costs.

On December 14, 2018, the judge of the Superior Court of Hamilton County, Indiana issued an order granting the Company’s
motion to dismiss the shareholders’ lawsuits. On January 11, 2019, the shareholders filed an appeal of the judge’s order dismissing
the lawsuits. The appeal was argued on October 7, 2019, and we await a decision.

On September 8, 2014, two former restaurant manager employees filed a purported class action lawsuit against Steak n Shake
(Drake v. Steak n Shake). On January 30, 2017, a former restaurant manager employee filed a purported class action lawsuit
against Steak n Shake (Clendenen v. Steak n Shake). The plaintiffs generally allege claims that Steak n Shake improperly classified
its managerial employees as exempt. On February 28, 2019, a jury returned a verdict in the Drake case against Steak n Shake.
The Company agreed to settle both cases for $8,350 and the Court approved the terms of the settlement on July 26, 2019. The
settlement is reflected in selling, general and administrative expenses in the consolidated statement of earnings.

Note 15. Fair Value of Financial Assets

The fair values of substantially all of our financial instruments were measured using market or income approaches. Considerable
judgment may be required in interpreting market data used to develop the estimates of fair value. Accordingly, the fair values
presented are not necessarily indicative of the amounts that could be realized in an actual current market exchange. The use of
alternative market assumptions and/or estimation methodologies may have a material effect on the estimated fair value.

The hierarchy for measuring fair value consists of Levels 1 through 3, which are described below.

o Level 1 - Inputs represent unadjusted quoted prices for identical assets or liabilities exchanged in active markets.

e Level 2 — Inputs include directly or indirectly observable inputs (other than Level 1 inputs) such as quoted prices for
similar assets or liabilities exchanged in active or inactive markets; quoted prices for identical assets or liabilities
exchanged in inactive markets; other inputs that may be considered in fair value determinations of the assets or liabilities,
such as interest rates and yield curves, volatilities, prepayment speeds, loss severities, credit risks and default rates; and
inputs that are derived principally from or corroborated by observable market data by correlation or other means. Pricing
evaluations generally reflect discounted expected future cash flows, which incorporate yield curves for instruments with
similar characteristics, such as credit ratings, estimated durations and yields for other instruments of the issuer or entities
in the same industry sector.

e Level 3 — Inputs include unobservable inputs used in the measurement of assets and liabilities. Management is required
to use its own assumptions regarding unobservable inputs because there is little, if any, market activity in the assets or
liabilities and we may be unable to corroborate the related observable inputs. Unobservable inputs require management
to make certain projections and assumptions about the information that would be used by market participants in pricing
assets or liabilities.
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Note 15. Fair Value of Financial Assets (continued)

The following methods and assumptions were used to determine the fair value of each class of the following assets recorded at fair
value in the consolidated balance sheets:

Cash equivalents: Cash equivalents primarily consist of money market funds which are classified within Level 1 of the fair value
hierarchy.

Equity securities: The Company’s investments in equity securities are classified within Level 1 of the fair value hierarchy.

Bonds: The Company’s investments in bonds are classified within Level 1 of the fair value hierarchy.

Non-qualified deferred compensation plan investments: The assets of the non-qualified plan are set up in a rabbi trust. They
represent mutual funds and publicly traded securities, each of which are classified within Level 1 of the fair value hierarchy.

Derivative instruments: Options related to equity securities are marked to market each reporting period and are classified within
Levels 1 and 2 of the fair value hierarchy depending on the instrument.

As of September 30, 2019 and December 31, 2018, the fair values of financial assets were as follows.

September 30, 2019 December 31, 2018
Level 1 Lewvel 2 Level 3 Total Level 1 Level 2 Level 3 Total
Assets
Cash equivalents ..........ccccc...... $ 126  $ - $ - $ 126  $21,448 $ - $ - $ 21,448
Equity securities:

Consumer goods ..........ccc....... - 6,413 - 6,413 1,708 4,100 - 5,808
BoNnds ....cccceeviiiieiiie e 37,631 - - 37,631 32,404 - - 32,404
Derivatives .........ccccceeeeeeeeeeee... 202 2,150 - 2,352 - 2,755 - 2,755
Non-qualified deferred

compensation plan

iNVesStments .......ccccvveeviivneenns 2,022 - - 2,022 2,149 - - 2,149
Total assets at fair value ........... $ 39981 $ 8563 & - $ 48544 $57,709 $ 6855 $ - $ 64,564

There were no changes in our valuation technigques used to measure fair values on a recurring basis.
Note 16. Related Party Transactions

Services Agreement

During 2017, the Company entered into a services agreement with Biglari Enterprises LLC and Biglari Capital Corp. (collectively,
the “Biglari Entities”) under which the Biglari Entities provide business and administrative related services to the Company. The
Biglari Entities are owned by Mr. Biglari. The services agreement has a five-year term, effective on October 1, 2017. The fixed
fee is $700 per month for the first year with adjustments in years two through five. The monthly fee will remain at $700 during
2019. The Company paid Biglari Enterprises $6,300 in service fees during the first nine months of 2019 and 2018. The services
agreement does not alter the hurdle rate connected with the incentive reallocation paid to Biglari Capital Corp. by the Company.

License Agreement

During 2013, the Company entered into a Trademark License Agreement (the “License Agreement”) with Mr. Biglari. The
Company and its subsidiaries paid no royalties to Mr. Biglari under the License Agreement during its term. The License Agreement
was terminated on March 26, 2019.

Incentive Agreement Amendment

The Incentive Agreement was amended on March 26, 2019 to remove the annual limitation on Mr. Biglari’s incentive
compensation, as well as the requirement of Mr. Biglari to use 30% of his incentive payments to purchase shares of the Company.
In connection with the amendment, the change of control and severance provisions contained in the Incentive Agreement were
eliminated and the License Agreement was terminated. The amendment is effective in 2019.
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Note 17. Business Segment Reporting

Our reportable business segments are organized in a manner that reflects how management views those business activities. Our
restaurant operations include Steak n Shake and Western Sizzlin. The Company also reports segment information for First Guard,
Maxim and Southern Oil. Other business activities not specifically identified with reportable business segments are presented in
“other” within total operating businesses. We report our earnings from investment partnerships separate from our corporate
expenses. We assess and measure segment operating results based on segment earnings as disclosed below. Segment earnings from
operations are neither necessarily indicative of cash available to fund cash requirements, nor synonymous with cash flow from
operations. The tabular information that follows shows data of our reportable segments reconciled to amounts reflected in the

consolidated financial statements.

Revenue for the third quarters and first nine months of 2019 and 2018 were as follows.

Operating Businesses:
Restaurant Operations:

StEAK N SNAKE .....evvviiiiiiiiiiiiiiiiieieeeeeee e

Western Sizzlin
Total Restaurant Operations
First Guard .......................L
Southern Oil

Rewvenue

Third Quarter First Nine Months

2019 2018 2019 2018
$ 141354 $ 191,240 $ 467,471 $ 578,111
3,757 3,801 11,476 11,458
145,111 195,041 478,947 589,569
7,681 7,038 22,305 20,330

6,500 - 6,500 -

924 1,503 2,666 4,647
$ 160,216 $ 203,582 $ 510418 $ 614,546

Earnings (losses) before income taxes for the third quarters and first nine months of 2019 and 2018 were as follows.

Operating Businesses:

Restaurant Operations:
Steak N ShaKe .......oocviiie e
WESLErN SIZZIIN ...oooiiiiiiie e
Total Restaurant Operations ............ccoccveeviiieriieenieeenieeenieen
FIrSt GUANd .......coooviiiiiiiiiiie e
SOULhErn Ol .......cooiiiiiiii e

Total Operating BUSINESSES .......cccvviereiiiiiiieeeiiirieeessiiieeeessnens
Corporate and Investments:
[O70]5 o o] = (= ORI
Investment partnership gains (I0SSES) ......cccceevvcvviereeiiiiiiieennns
Total Corporate and INVESTMENLS .....cccovvvieiieiiiiiiieee e
Interest expense on notes payable and other borrowings ..........

Earnings (Losses) Before Income Taxes

Third Quarter

First Nine Months

2019 2018 2019 2018
$ (861) $ (3172) $ (22,776) $  (1,505)
544 516 1,433 1,564
(317) (2,656) (21,343) 59
2,279 1,813 5,673 4,624

1,448 - 1.448 -
364 111 428 (90)
109 171 362 474
3,883 (561) (13,432) 5,067
(2,873) (2,366) (8,270) (8,536)
1,449 (19,008) 69,801 (23,854)
(1,424) (21,374) 61,531 (32,390)
(3,090) (2,967) (9,298) (8,619)
$ (631) $ (24902) $ 38801 $ (35,942)
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations
(dollars in thousands except per share data)
Overview

Biglari Holdings is a holding company owning subsidiaries engaged in a number of diverse business activities, including property
and casualty insurance, media and licensing, restaurants and oil and gas. The Company’s largest operating subsidiaries are involved
in the franchising and operating of restaurants. Biglari Holdings is founded and led by Sardar Biglari, Chairman and Chief
Executive Officer of the Company. The Company’s long-term objective is to maximize per-share intrinsic value. All major
operating, investment, and capital allocation decisions are made for the Company and its subsidiaries by Mr. Biglari.

As of September 30, 2019, Mr. Biglari’s beneficial ownership was approximately 60.7% of the Company’s outstanding Class A
common stock and 55.4% of the Company’s outstanding Class B common stock.

On September 9, 2019, a wholly-owned subsidiary of the Company, Southern Oil Company, acquired the stock of Southern QOil of
Louisiana Inc. (collectively “Southern Oil”) for $51,500 in cash. Southern Qil is engaged in the exploration, development, and
production of oil and natural gas properties primarily offshore in the Gulf of Mexico. The Company’s financial results include the
results of Southern Qil from the acquisition date to the end of the third quarter. The revenues and operating results for Southern
Oil were not significant to the Company for the third quarter.

Since 2017, Steak n Shake has experienced sales declines, which is the primary reason for Steak n Shake’s lower profitability. To
mitigate the sales declines and increase profitability, Steak n Shake is emphasizing its franchise partnership program. As of
September 30, 2019, a total of 106 Steak n Shake restaurants have been temporarily closed. Steak n Shake is actively working to
identify franchise partners for these closed stores. However, no assurances can be given that Steak n Shake will be able to secure
suitable franchise partners or that its strategy will restore profitability.

Net earnings (loss) attributable to Biglari Holdings shareholders are disaggregated in the table that follows. Amounts are recorded
after deducting income taxes.

Third Quarter First Nine Months
2019 2018 2019 2018
Operating businesses:
RESTAUIANT ... $ (121) % 354 $ (14,888) $ 1,914
INSUFANCE ..ottt 1,790 1,425 4,465 3,629
OlANA G8S ..veeiieeee e 1,060 - 1,060 -
Media and lHCENSING ....ccviviiiiiiiieiiiiie e 281 86 329 (69)
(O] 3T USRS 80 127 268 351
Total operating DUSINESSES ........oovviiiiiiiiiiic e 3,090 1,992 (8,766) 5,825
(O70] 1 o To] - 1{ TR PSPPSRI (2,197) (581) (6,384) (6,726)
Investment partnership gains (I0SSES) .......cccocvevrcveerieieieeriieennn. 1,400 (12,889) 53,891 (15,691)
Interest expense on notes payable and other borrowings ......... (2,310) (2,225) (6,966) (6,464)
$ a7 $ (13,703) $ 31,775 $  (23,056)

Our restaurant businesses include Steak n Shake Inc. (“Steak n Shake”) and Western Sizzlin Corporation (“Western Sizzlin”). As
of September 30, 2019, Steak n Shake comprised 302 company-operated restaurants and 217 franchise units. Western Sizzlin
comprised 4 company-operated restaurants and 50 franchise units.

Our insurance business is composed of First Guard Insurance Company (“First Guard”). First Guard is a direct underwriter of
commercial trucking insurance, selling physical damage and nontrucking liability insurance to truckers.

Our media and licensing business is composed of Maxim Inc. (“Maxim”).

Our oil and gas business is composed of Southern Oil Company (“Southern Oil”). Southern Oil is engaged in the exploration,
development, and production of oil and natural gas properties primarily offshore in the Gulf of Mexico.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations (continued)

Restaurants

Steak n Shake and Western Sizzlin comprise 573 company-operated and franchise restaurants as of September 30, 2019.

Steak n Shake Western Sizzlin
Company- Franchise Company- Franchise Total
operated operated
Total stores as of December 31, 2018 ............ccooevvvrrrrnnne. 413 213 4 55 685
Restaurants temporarily (closed) (106) - - - (106)
Net restaurants opened (closed) .........ccocovvvviirieerinnenns (5) 4 - (5) (6)
Total stores as of September 30, 2019 .........ccceecevveeenne 302 217 4 50 573
Total stores as of December 31, 2017 415 200 4 58 677
Net restaurants opened (closed) .........cccceveernne (1) 14 - - 13
Total stores as of September 30, 2018 414 214 4 58 690
A total of 106 Steak n Shake restaurants were temporarily closed until such time that a franchise partner is identified.
Earnings of our restaurant operations are summarized below.
Third Quarter First Nine Months
2019 2018 2019 2018

Revenue

NEt SAlES ....evveeieeieeeeeeeee e, $ 136,651 $ 186,368 $ 454,344 $ 563,736

Franchise royalties and fees ................... 7,627 7,762 21,685 22,637

Other revenue .......cccccoeecvveeeeeiiiciiieeeees 833 911 2,918 3,196
Total FEVENUE ...eccvveeeeveee e 145,111 195,041 478,947 589,569
Restaurant cost of sales

Cost of fOOd ....cocvveeeirieiicee e 40,464 29.6% 55,977 30.0% 142,757 31.4% 169,022 30.0%

Restaurant operating costs .................... 69,222 50.7% 100,393 53.9% 242,884 535% 297,061 52.7%

[ =T 1 R 3,712 2.7% 4848 2.6% 11,956 2.6% 14,044 2.5%
Total cost of sales ........coooevvveieeeeiiiiiiine 113,398 161,218 397,597 480,127
Selling, general and administrative

General and administrative .................... 10,907 7.5% 14,985 7.7% 40,029 8.4% 46,949 8.0%

Marketing .......ccoeevveeieeecie e 7,565 5.2% 13,757 7.1% 30,811 6.4% 39,436 6.7%

Other expenses .......cccooeeeeereeniieeneenee. 1,359 0.9% 722 0.4% 2,831 0.6% 1,820 0.3%
Total selling, general and administrative ... 19,831 13.7% 29,464 15.1% 73,671 15.4% 88,205 15.0%
IMPaIrMENtS ...ceeeieeiiieiecce e 5,079 3.5% 345 0.2% 7,417 1.5% 670 0.1%
Depreciation and amortization ................. 5,186 3.6% 4679 2.4% 15,659 3.3% 14,180 2.4%
Interest on finance leases and obligations . 1,934 1,991 5,946 6,328
Earnings (loss) before income taxes .......... (317) (2,656) (21,343) 59
Income tax expense (benefit) .................... (196) (3,010) (6,455) (1,855)
Contribution to net earnings ............cc....... $ (121) $ 354 $ (14,888) $ 1914

Cost of food, restaurant operating costs and rent expense are expressed as a percentage of net sales.

General and administrative, marketing, other expenses, impairments and depreciation and amortization are expressed as a percentage of total revenue.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations (continued)

Net sales during the third quarter and first nine months of 2019 were $136,651 and $454,344, respectively, representing a decrease
of $49,717 and $109,392 over the third quarter and first nine months of 2018, respectively. The decreases in net sales during 2019
were primarily attributable to temporary store closures. Steak n Shake’s same-store sales decreased 6.5% whereas customer traffic
decreased 13.3% during the third quarter. Steak n Shake’s same-store sales decreased 6.4% whereas customer traffic decreased
9.7% during the first nine months. The term “same-store sales” refers to the sales of company-operated units open at least 18
months at the beginning of the current period and have remained open through the end of the period.

In the third quarter and first nine months of 2019 franchise royalties and fees were relatively flat compared to those in 2018. Steak
n Shake opened eight franchise units and closed four franchise units during the third quarter of 2019. There were 217 Steak n
Shake franchise units as of September 30, 2019 compared to 214 franchise units as of September 30, 2018.

Cost of food in the third quarter and first nine months of 2019 was $40,464 or 29.6% of net sales and $142,757 or 31.4% of net
sales, respectively, compared to the third quarter and first nine months in 2018 of $55,977 or 30.0% of net sales and $169,022 or
30.0% of net sales, respectively. Costs as a percentage of net sales decreased 0.4% during the third quarter of 2019 and increased
1.4% during the first nine months of 2019 compared to 2018. The increase as a percentage of net sales during the first nine months
of 2019 was attributable to a promotion that increased food costs.

Restaurant operating costs during the third quarter of 2019 were $69,222 or 50.7% of net sales compared to $100,393 or 53.9% of
net sales in 2018. Restaurant operating costs for the first nine months of 2019 were $242,884 or 53.5% of net sales compared to
$297,061 or 52.7% of net sales in 2018. Costs as a percentage of net sales decreased 3.2% during the third quarter of 2019 and
increased 0.8% during the first nine months of 2019 compared to 2018. The decrease during the third quarter was because of
improved efficiency in labor.

General and administrative expenses during the third quarter and first nine months of 2019 were $10,907 or 7.5% and $40,029 or
8.4% of total revenues, respectively, compared to expenses in the third quarter and first nine months of 2018, which were $14,985
or 7.7% and $46,949 or 8.0% of total revenues, respectively. General and administrative expenses decreased during the third
quarter of 2019 compared to 2018 primarily because of reduction in personnel. General and administrative expenses decreased
during the first nine months of 2019 compared to 2018 due to lower personnel expenses of $14,549 offset by $8,350 in legal
settlements.

Marketing expenses during the third quarter and first nine months of 2019 were $7,565 or 5.2% and $30,811 or 6.4% of total
revenues, respectively, compared to expenses in the third quarter and first nine months of 2018, which were $13,757 or 7.1% and
$39,436 or 6.7% of total revenues, respectively. The decrease was primarily driven by a reduction in television and print
advertising.

Asset impairments during the third quarter and first nine months of 2019 of $5,079 and $7,417, respectively, were primarily related
to store closures.

21



Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations (continued)
Insurance

First Guard is a direct underwriter of commercial trucking insurance, selling physical damage and nontrucking liability insurance
to truckers. Earnings of our insurance business are summarized below.

Third Quarter First Nine Months
2019 2018 2019 2018

PremMilMS WITEEEN ....veive ettt s e s s e see e sen e senere e $ 7376 $ 6,743 $ 21,302 $ 19,576

INSUFANCE TOSSES ...vevvevierecie ettt ettt ere e 3,898 3,824 12,133 11,238

UNAerwriting EXPENSES .....c.coveiruereeuirieierieresiesie e see e 1,344 1,322 4,267 4,309

Pre-tax underwriting gain .......cccocoveerieienerineisese e 2,134 1,597 4,902 4,029
Other income and expenses

Investment income and COMMISSIONS ........cccvvveireireireeeereere e 305 295 1,003 754

Other INCOME (EXPENSES) ....vevrerrereereeienieresieeeeeesiesesieseesesbeeseenesseseenas (160) (79) (232) (159)

Total Other INCOME .....ccvivviviiricicecrece s 145 216 771 595
Earnings before iNnCOME taXes .......cccvvveeveeeieieieieeee e 2,279 1,813 5,673 4,624
INCOME tAX EXPENSE ...evvevierieierie ittt a e s nens 489 388 1,208 995
Contribution t0 NEt €ArNINGS ......vovvveieerereeieeeee e $ 1,790 $ 1,425 $ 4465 $ 3,629

First Guard’s insurance products are marketed primarily through direct response methods via the Internet or by telephone. First
Guard’s cost-efficient direct response marketing methods enable it to be a low-cost trucking insurer.

Premiums earned during the third quarter of 2019 were $7,376, an increase of $633 or 9.4% compared to 2018. Premiums earned
during the first nine months of 2019 were $21,302, an increase of $1,726 or 8.8% compared to 2018. Pre-tax underwriting gain
during the third quarter of 2019 was $2,134, an increase of $537 or 33.6% compared to 2018. Pre-tax underwriting gain during
the first nine months of 2019 was $4,902, an increase of $873 or 21.7% compared to 2018.

Insurance premiums and other on the consolidated statement of earnings includes premiums earned, investment income and
commissions. In the preceding table, investment income and commissions are included in other income.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations (continued)
Oil and Gas

Southern Oil is an exploration and production company which holds oil and gas interests. The financial results for Southern Qil
from the acquisition date to the end of the third quarter are summarized below.

Third Quarter

2019
(O] 1 I g o o= S (o)=Y o T USRS $ 6,500
Ol @Nd gaS PIrOUUCTION COSTS .....uviiitieiiiiiiiee ettt ettt ettt e s et e s et e e s et e et e e b e e et e e et e e e ne e e sreeesbe e e bneenereens 2,595
Depreciation, depletion and accretion 2,226
General and admMINISTrAtIVE EXPENSES ...c.uueieeiiiiee ettt e e iteee e s ee e st e e e s sbeea e e tbeeeeabteeeeastaeeeaasteeeeanseeesanseeeesantseeesnteeanan 231
Earnings DEFOre INCOMIE TAXES .....ciivviiiiiiiiie ettt e et e e sttt e ettt e e st e e e e s saa e e e aasteeae e sbeeeeannaeeeeanteeaesssnaeeesnneneenanes 1,448
oo g g o o P>t o = L] OO PERRR 388
(©F0] o1 (101U 14 o] 0T (o TN 0= A =T U o V1 oo S PSSR $ 1,060
Media and Licensing
Earnings of our media and licensing operations are summarized below.
Third Quarter First Nine Months

2019 2018 2019 2018
M edia and licenSiNg rEVENUE ..........cccoveereerieeieiesee e $ 924 % 1,503 $ 2666 $ 4,647
M edia and licenSING COSES .....ooovviiiriieiieieeiee e 514 1,065 2,103 3,562
General and administrative eXPenses .........cccooeeereeeneeeneeeneeenee 46 321 135 1,155
Depreciation and amortization ............coccevvevveneniine e, - 6 - 20
Earnings (loss) before inCoOme taxes .........cccooeeveeeieeniienieenene 364 111 428 (90)
Income tax expense (benefit) ........ccoccvvevieiiiiiiie e 83 25 99 (21)
Contribution tO Net  arNINGS ......ccccceveiiie e $ 281 $ 86 $ 329 $ (69)
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations (continued)

Investment Partnership Gains (Losses)

Earnings (loss) from our investments in partnerships are summarized below.

Third Quarter First Nine Months
2019 2018 2019 2018
Investment partnership gains (I0SSES) ..........ccoeevvevieieeiieereeieennan, $ 1,449 $ (19,008) $ 69,801 $  (23,854)
Tax expense (DENETIL) .....evvviiiiiiee i 49 (6,119) 15,910 (8,163)
Contribution t0 NEt €ArMINGS ......veevvveeieeie et $ 1400 $ (12,889) $ 53891 $  (15,691)

Investment partnership gains include gains/losses from changes in market values of underlying investments and dividends earned
by the partnerships. Dividend income has a lower effective tax rate than income from capital gains.

The investments held by the investment partnerships are largely concentrated in the common stock of one investee, Cracker Barrel
Old Country Store, Inc.

The investment partnerships hold the Company’s common stock as investments. The Company’s pro-rata share of its common
stock held by the investment partnerships is recorded as treasury stock even though these shares are legally outstanding. Gains and
losses on Company common stock included in the earnings of the partnerships are eliminated.

Interest Expense

The Company’s interest expense is summarized below.

Third Quarter First Nine Months
2019 2018 2019 2018
Interest expense on notes payable and other borrowings ................ $ 300 $ 2,967 $ 9,298 % 8,619
TaX DENETIL oo 780 742 2,332 2,155
Interest expense NEt OF taX ........cvvrueririiieieee e $ 2310 $ 2,225 $ 6,966 % 6,464

The outstanding balance on Steak n Shake’s credit facility on September 30, 2019 was $182,048 compared to $184,248 on
September 30, 2018. The interest rate was 5.80% as of September 30, 2019 and 6.00% as of September 30, 2018.

Corporate

Corporate expenses exclude the activities in the restaurant, insurance, media and licensing, oil and gas and other companies.
Corporate net losses during the first nine months of 2019 were relatively flat compared to the same period during 2018.

Income Taxes

Income tax benefit for the third quarter of 2019 was $614 compared to $11,199 for the third quarter of 2018. Income tax expense
for the first nine months of 2019 was $7,026 compared to an income tax benefit of $12,886 for the first nine months of 2018. The
variance in income taxes between 2019 and 2018 is attributable to taxes on income generated by the investment partnerships.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations (continued)
Financial Condition

Our consolidated shareholders’ equity on September 30, 2019 was $601,520, an increase of $31,065 compared to the December
31, 2018 balance. The increase during the first nine months of 2019 was primarily attributable to net income of $31,775.

Consolidated cash and investments are summarized below.

September 30, December 31,

2019 2018
Cash and Cash EQUIVAIENES ..........cviiiiiiieieee ettt e e e sreesteesseesseesseeaneenneenneas $ 19,058 $ 48,557
INVESTIMIENES oottt e e e e e e ettt et e e e e e e s s bbbttt et e e e e e e e aa s bbb e ee e et e e eeeesaannsnnbreeeees 43,766 33,860
Investments reported iN OTher CUMENT @SSELS .......cc.viiieiiiiiiee et e s e e e enre e e e nneeas - 4,463
Fair value of interest in investment partnerships .........ccooiie i 714,192 715,102
Total cash and INVESIMENES .....cciiiiiiiiieieeee et s e e e e e e e eeeeeeeeeeeessessaaaees 777,016 801,982
Less portion of Company stock held by investment partnerships .........coccceveviieieeniee e (152,713) (157,622)
Carrying value of cash and investments on balance Sheet ... $ 624,303 $ 644,360

Liquidity
Our balance sheet continues to maintain significant liquidity. Consolidated cash flow activities are summarized below.

First Nine Months

2019 2018
Net cash provided by (used in) operating aCtiVities ...........ccooiieiiiiiiieiie e $ 39,859 % (5,584)
Net cash provided by (used in) INVEStING ACLIVITIES ........eveiiieieiiiie e (63,276) 2,221
Net cash used in fiINANCING ACLIVITIES ........cccuiiiiiiiii e (6,003) (5,797)
Effect of exchange rate changes 0N Cash ........coouiviiiiii e (29) (63)
Decrease in cash, cash equivalents and restricted Cash ...........ccoocveiiiiiiiiiiic e $ (29,449) $ (9,223)

Cash provided by operating activities was $39,859 during the first nine months of 2019 compared to cash used in operating
activities of $5,584 during the first nine months of 2018. The cash provided by operations during 2019 was primarily due to
distributions from investment partnerships. The decrease of cash from operating activities during 2018 was primarily due to a use
of cash in working capital accounts of $17,975. The changes in the working capital accounts was primarily due to the payment of
the 2017 incentive fee of $7,353 and $5,479 of gift cards redeemed net of gift cards sold.

Cash used in investing activities during the first nine months of 2019 was $63,276 compared to cash provided by investing activities
of $2,221 during the first nine months of 2018. Cash used in investing activities included $51,057 for the acquisition of Southern
Oil during the third quarter of 2019.

During the first nine months of 2019 and 2018 we incurred debt payments of $6,003 and $5,846, respectively.

We intend to meet the working capital needs of our operating subsidiaries principally through anticipated cash flows generated
from operations, cash on hand, existing credit facilities, and the sale of excess properties and investments. We continually review
available financing alternatives.

Steak n Shake Credit Facility

On March 19, 2014, Steak n Shake and its subsidiaries entered into a credit agreement which provided for a senior secured term
loan facility in an aggregate principal amount of $220,000. The term loan is scheduled to mature on March 19, 2021. It amortizes
at an annual rate of 1.0% in equal quarterly installments, beginning June 30, 2014, at 0.25% of the original principal amount of the
term loan, subject to mandatory prepayments from excess cash flow, asset sales and other events described in the credit agreement.
The balance will be due at maturity.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations (continued)

Steak n Shake has the right to request an incremental term loan facility from participating lenders and/or eligible assignees at any
time, up to an aggregate total principal amount not to exceed $70,000 if certain customary conditions within the credit agreement
are met.

Interest on the term loan is based on a Eurodollar rate plus an applicable margin of 3.75% or on the prime rate plus an applicable
margin of 2.75%. The interest rate on the term loan was 5.80% as of September 30, 2019.

The credit agreement includes customary affirmative and negative covenants and events of default. As of September 30, 2019, we
were in compliance with all covenants. Steak n Shake’s credit facility contains restrictions on its ability to pay dividends to Biglari
Holdings.

The term loan is secured by first priority security interests in substantially all the assets of Steak n Shake. Disruptions in debt
capital markets that restrict access to funding when needed could adversely affect the results of operations, liquidity and capital
resources of Steak n Shake. Biglari Holdings is not a guarantor under the credit facility. As of September 30, 2019, $182,048 was
outstanding under the term loan.

Critical Accounting Policies

Management’s discussion and analysis of financial condition and results of operations is based upon our consolidated financial
statements, which have been prepared in accordance with accounting principles generally accepted in the United States. Certain
accounting policies require management to make estimates and judgments concerning transactions that will be settled several years
in the future. Amounts recognized in our consolidated financial statements from such estimates are necessarily based on numerous
assumptions involving varying and potentially significant degrees of judgment and uncertainty. Accordingly, the amounts currently
reflected in our consolidated financial statements will likely increase or decrease in the future as additional information becomes
available. There have been no material changes to critical accounting policies previously disclosed in our annual report on Form
10-K for the year ended December 31, 2018.

Recently Issued Accounting Pronouncements

For detailed information regarding recently issued accounting pronouncements and the expected impact on our consolidated
financial statements, see Note 2, “New Accounting Standards” in the accompanying notes to consolidated financial statements
included in Part I, Item 1 of this Quarterly Report on Form 10-Q.

Cautionary Note Regarding Forward-Looking Statements

This report includes forward-looking statements within the meaning of the Private Securities Litigation Reform Act of 1995. In
general, forward-looking statements include estimates of future revenues, cash flows, capital expenditures, or other financial items,
and assumptions underlying any of the foregoing. Forward-looking statements reflect management’s current expectations regarding
future events and use words such as “anticipate,” “believe,” “expect,” “may,” and other similar terminology. A forward-looking
statement is neither a prediction nor a guarantee of future events or circumstances, and those future events or circumstances may
not occur. Investors should not place undue reliance on the forward-looking statements, which speak only as of the date of this
report. These forward-looking statements are all based on currently available operating, financial, and competitive information and
are subject to various risks and uncertainties. Our actual future results and trends may differ materially depending on a variety of
factors, many beyond our control, including, but not limited to, the risks and uncertainties described in Item 1A, Risk Factors of
our annual report on Form 10-K. We undertake no obligation to publicly update or revise them, except as may be required by law.
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ITEM 3. Quantitative and Qualitative Disclosures About Market Risk

The majority of our investments are conducted through investment partnerships which generally hold common stocks. We also
hold marketable securities directly. Through investments in the investment partnerships we hold a concentrated position in the
common stock of Cracker Barrel Old Country Store, Inc. A significant decline in the general stock market or in the prices of major
investments may produce a large net loss and decrease in our consolidated shareholders’ equity. Decreases in values of equity
investments can have a materially adverse effect on our earnings and on consolidated shareholders’ equity.

We prefer to hold equity investments for very long periods of time so we are not troubled by short-term price volatility with respect
to our investments. Our interests in the investment partnerships are committed on a rolling 5-year basis, and any distributions upon
our withdrawal of funds will be paid out over two years (and may be paid in kind rather than in cash). Market prices for equity
securities are subject to fluctuation. Consequently, the amount realized in the subsequent sale of an investment may significantly
differ from the reported market value. A hypothetical 10% increase or decrease in the market price of our investments would result
in a respective increase or decrease in the carrying value of our investments of $60,525 along with a corresponding change in
shareholders’ equity of approximately 8%.

Interest on the term loan is based on a Eurodollar rate plus an applicable margin of 3.75% or on the prime rate plus an applicable
margin of 2.75%. At September 30, 2019, a hypothetical 100 basis point increase in short-term interest rates would have an impact
of approximately $1,400 on our net earnings.

We have had minimal exposure to foreign currency exchange rate fluctuations in the first nine months of 2019 and 2018.

ITEM 4. Controls and Procedures

Based on an evaluation of our disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(g)), our
Chief Executive Officer and Controller have concluded that our disclosure controls and procedures were effective as of September
30, 2019.

There have been no changes in our internal control over financial reporting that occurred during the quarter ended September 30,
2019 that have materially affected, or that are reasonably likely to materially affect, our internal control over financial reporting.
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PART Il OTHER INFORMATION
ITEM1. LEGAL PROCEEDINGS

Information in response to this Item is included in Note 14 to the Consolidated Financial Statements included in Part 1, Item 1 of
this Form 10-Q and is incorporated herein by reference.

ITEM 1A. RISK FACTORS

There have been no material changes from the risk factors as previously disclosed in Item 1A to the Company’s Annual Report on
Form 10-K for the year ended December 31, 2018 and the Company’s Quarterly Report on Form 10-Q for the quarter ended June
30, 20109.

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

None.

ITEM 3. DEFAULTS UPON SENIOR SECURITIES

None.

ITEM 4. MINE SAFETY DISCLOSURES
Not applicable.

ITEM5. OTHER INFORMATION

None.

ITEM6. EXHIBITS

Exhibit

Number Description

31.01 Certification Pursuant to Rules 13a-14(a) and 15d-14(a) under the Securities Exchange Act of 1934, as Adopted
Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

31.02 Certification Pursuant to Rules 13a-14(a) and 15d-14(a) under the Securities Exchange Act of 1934, as Adopted
Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

32.01* Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act
of 2002.

101 Interactive Data Files.

*  Furnished herewith.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its
behalf by the undersigned, thereunto duly authorized.

Date: November 1, 2019

BIGLARI HOLDINGS INC.

By: /s/ BRUCE LEWIS

Bruce Lewis
Controller
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EXHIBIT 31.01

CERTIFICATION PURSUANT TO RULE 13a-14(a)/15d-14(a) OF THE SECURITIES EXCHANGE ACT OF 1934, AS
ADOPTED PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Sardar Biglari, certify that:
1. I have reviewed this quarterly report on Form 10-Q of Biglari Holdings Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with
respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented
in this report;

4. The registrant’s other certifying officer and | are responsible for establishing and maintaining disclosure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange
Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting
to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report
our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period
covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter that has materially affected, or is reasonably likely to materially
affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant’s auditors and the audit committee of the registrant’s Board of Directors (or persons performing
the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and
report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role
in the registrant’s internal control over financial reporting.

Date: November 1, 2019
/s/ Sardar Biglari
Sardar Biglari
Chairman and Chief Executive Officer
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EXHIBIT 31.02

CERTIFICATION PURSUANT TO RULE 13a-14(a)/15d-14(a) OF THE SECURITIES EXCHANGE ACT OF 1934, AS
ADOPTED PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Bruce Lewis, certify that:
1. I have reviewed this quarterly report on Form 10-Q of Biglari Holdings Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with
respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented
in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange
Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting
to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report
our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period
covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter that has materially affected, or is reasonably likely to materially
affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and | have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant’s auditors and the audit committee of the registrant’s Board of Directors (or persons performing
the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and
report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role
in the registrant’s internal control over financial reporting.

Date: November 1, 2019
/s/ Bruce Lewis
Bruce Lewis
Controller
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EXHIBIT 32.01
CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Biglari Holdings Inc. (the “Company”) on Form 10-Q for the period ended September
30, 2019 as filed with the Securities and Exchange Commission on the date hereof (the “Report”), each of the undersigned certify,
pursuant to 18 U.S.C. Sec. 1350, as adopted pursuant to Sec. 906 of the Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of the Company.

/s/ Sardar Biglari

Sardar Biglari

Chairman and Chief Executive Officer
November 1, 2019

/s/ Bruce Lewis
Bruce Lewis
Controller
November 1, 2019
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