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GRILL CONCEPTS, INC.

6300 Canoga Avenue, Suite 1700

Woodland Hills, California 91367

February 20, 2009

Dear Fellow Stockholders:

You are cordially invited to attend a special meeting of stockholders (the �Special Meeting�) of Grill Concepts, Inc., a Delaware corporation (the
�Company�), which will be held at the Company�s principal executive offices, 6300 Canoga Avenue, Suite 1700, Woodland Hills, California 91367
at 10:00 a.m. (local time) on March 17, 2009.

At the Special Meeting, you will be asked to consider and vote upon proposals to amend the Company�s certificate of incorporation to effect a
1-for-35 reverse stock split of the Company�s common stock, $0.00004 per share par value, followed immediately by a 35-for-1 forward stock
split of the Company�s common stock. If the proposals are approved, the Company will file with the State of Delaware certificates of amendment
to its certificate of incorporation to effectuate the reverse stock split and the forward stock split, at which date (the �effective time�) each share of
common stock held by a stockholder of record owning fewer than 35 shares will be converted into the right to receive $1.50 in cash, without
interest. Each share of common stock held by a stockholder of record owning 35 shares or more will continue to represent one share of common
stock after completion of the Transaction.

The primary effect of the proposals will be to reduce the Company�s total number of record holders of common stock to below 300. As a result,
the Company will be able to cease registration of its common stock under the Securities Exchange Act of 1934 and withdraw its shares from
listing on the Nasdaq Capital Market. The Company anticipates savings of approximately $766,000 (1% of annual consolidated sales) on an
annual basis as a result of the Transaction.

A Special Committee of the Board of Directors, consisting only of independent directors, was formed to consider and evaluate the proposals,
including their fairness to those unaffiliated stockholders who will receive a cash payment for their fractional shares, and those unaffiliated
stockholders who will continue as stockholders. The Special Committee has received a fairness opinion from Morgan Joseph & Co. Inc., its
independent financial advisor, indicating that the $1.50 per share price to be received by unaffiliated stockholders of the Company for their
shares of common stock to be cashed out as a result of the reverse stock split is fair from a financial point of view to the unaffiliated
stockholders.

After careful consideration, each of the Special Committee and the Board of Directors has concluded that the Transaction is advisable and is in
the best interests of the Company and its stockholders, including its unaffiliated stockholders who would be cashed out in the Transaction and its
unaffiliated stockholders who would continue as stockholders, and recommends that you vote �FOR� approval of the Amendments.

The accompanying proxy statement explains the proposed Transaction and provides specific information about the Special Meeting. Please read
it carefully.

THE TRANSACTION HAS NOT BEEN APPROVED OR DISAPPROVED BY THE SECURITIES AND EXCHANGE
COMMISSION OR ANY STATE SECURITIES COMMISSION, NOR HAS THE SECURITIES AND EXCHANGE COMMISSION
OR ANY STATE SECURITIES COMMISSION PASSED UPON THE FAIRNESS OR MERITS OF THE TRANSACTION OR UPON
THE ACCURACY OR ADEQUACY OF THE INFORMATION CONTAINED IN THIS DOCUMENT. ANY REPRESENTATION TO
THE CONTRARY IS A CRIMINAL OFFENSE.

Your vote is important. Whether or not you plan to attend the Special Meeting, the Company urges you to please complete, sign and date the
enclosed proxy card and return it in the enclosed envelope. The envelope requires no postage if mailed in the United States. If you attend the
Special Meeting, you may vote in person, even if you have previously returned your proxy card, as described in the attached proxy statement.

Your prompt attention would be greatly appreciated.
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Sincerely,

Philip Gay
President and Chief Executive Officer
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GRILL CONCEPTS, INC.

6300 Canoga Avenue, Suite 1700

Woodland Hills, California 91367

NOTICE OF SPECIAL MEETING OF STOCKHOLDERS

TO BE HELD MARCH 17, 2009

To Our Stockholders:

Notice is hereby given that a special meeting of stockholders (the �Special Meeting�) of Grill Concepts, Inc., a Delaware corporation (the
�Company�), will be held at the Company�s principal executive offices, 6300 Canoga Avenue, Suite 1700, Woodland Hills, California 91367 at
10:00 a.m. (local time) on March 17, 2009. The Special Meeting is being held for the following purposes:

1. To consider and vote upon a proposal to amend the Company�s certificate of incorporation, as amended to date, to effect a 1-for-35 reverse
stock split (the �Reverse Stock Split�) of the Company�s common stock, $0.00004 par value per share.

2. To consider and vote upon a proposal to amend the Company�s certificate of incorporation, as amended to date, to effect, immediately after the
Reverse Stock Split, a 35-for-1 forward stock split of the Company�s common stock (the �Forward Stock Split,� together with the Reverse Stock
Split, is referred to as the �Transaction�). As a result of the Transaction:

� each share of common stock held by a stockholder of record owning fewer than 35 shares at the effective time of the
Reverse Stock Split will be converted into the right to receive $1.50 in cash, without interest; and

� each share of common stock held by a stockholder of record owning 35 shares or more at the effective time of the Transaction will
continue to represent one share of common stock after completion of the Transaction.

Copies of the proposed amendments to the Company�s certificate of incorporation, as amended to date, are attached hereto as Annex A to the
accompanying proxy statement.

3. To transact such other business as may properly come before the Special Meeting or any adjournments or postponements of the Special
Meeting.

Only stockholders of record at the close of business on February 18, 2009 are entitled to notice of, and to vote at, the Special Meeting or any
adjournments or postponements thereof.

All stockholders are cordially invited to attend the Special Meeting in person. However, whether or not you plan to attend the Special Meeting,
please date, sign and return the enclosed proxy in the postage prepaid envelope enclosed for that purpose.

By Order of the Board of Directors

Wayne Lipschitz
Secretary

February 20, 2009
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GRILL CONCEPTS, INC.

6300 Canoga Avenue, Suite 1700

Woodland Hills, California 91367

PROXY STATEMENT FOR

SPECIAL MEETING OF STOCKHOLDERS

This proxy statement is furnished in connection with the solicitation of proxies by the Board of Directors of Grill Concepts, Inc., a Delaware
corporation (the �Company,� �we,� �our,� �ours,� and �us�), for use at a special meeting of stockholders (the �Special Meeting�) to be held at the Company�s
principal executive offices, 6300 Canoga Avenue, Suite 1700, Woodland Hills, California 91367 at 10:00 a.m. (local time) on March 17, 2009,
and at any adjournments or postponements of the Special Meeting, for the purposes set forth on the attached notice of special meeting of
stockholders and in this proxy statement. Accompanying this proxy statement is the Board of Directors� proxy for the Special Meeting, which
you may use to indicate your vote on the proposals described in the proxy statement. We are mailing this proxy statement on or about February
23, 2009.

PROPOSALS 1 AND 2-AMENDMENTS TO THE COMPANY�S CERTIFICATE

OF INCORPORATION TO EFFECT A 1-FOR-35 REVERSE STOCK SPLIT AND

TO EFFECT A 35-FOR-1 FORWARD STOCK SPLIT

At the Special Meeting, stockholders are being asked to consider and vote upon proposals to amend the Company�s certificate of incorporation,
as amended to date, to effect a 1-for-35 reverse stock split (the �Reverse Stock Split�) of the Company�s common stock, $0.00004 par value per
share, followed immediately by a 35-for-1 forward stock split (the �Forward Stock Split�) of the Company�s common stock. As a result of the
Transaction:

� each share of common stock held by a stockholder of record owning fewer than 35 shares at the effective time of the
Reverse Stock Split will be converted into the right to receive $1.50 in cash, without interest; and

� each share of common stock held by a stockholder of record owning 35 shares or more shares at the effective time of the Transaction
will continue to represent one share of common stock after completion of the Transaction.

Although both the Reverse Stock Split and the Forward Stock Split will be voted on separately, the Company will not effect either the Reverse
Stock Split or the Forward Stock Split unless both proposals are approved by stockholders.

After the Transaction, we anticipate that we will have fewer than 300 stockholders of record. In that event, we intend to cease registration of our
common stock under the Securities Exchange Act of 1934 (the �Exchange Act�). As a result, effective on and following the termination of the
registration of our common stock under the Exchange Act, the Company would no longer be subject to the reporting requirements under the
Exchange Act, or to the internal control audit and other requirements under the Sarbanes-Oxley Act of 2002 (the �Sarbanes-Oxley Act�). Our
common stock also would cease to be listed on the Nasdaq Capital Market and will not be eligible for listing on the New York Stock Exchange,
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the Nasdaq Global Select Market, the Nasdaq Global Market or the Nasdaq Capital Market. Any trading in our common stock after the
Transaction and deregistration under the Exchange Act will only occur in privately negotiated sales or on the �pink sheets.�
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SUMMARY TERM SHEET

The following summary term sheet, together with the Questions and Answers section that follows, highlights certain information about the
proposed Transaction, but may not contain all of the information that is important to you. For a more complete description of the Transaction,
we urge you to carefully read this proxy statement and all of its annexes before you vote. For your convenience, we have directed your attention
to the location in this proxy statement where you can find a more complete discussion of the items listed below.

The Transaction

�    A special committee of the Board of Directors comprised solely of independent directors, which we refer to in this proxy statement as the
�Special Committee,� and the Board of Directors has each reviewed, recommended and authorized a 1-for-35 reverse stock split of our common
stock, followed immediately by a 35-for-1 forward stock split of our common stock. Stockholders owning fewer than 35 shares at the effective
time of the reverse stock split, whom we refer to as �Cashed Out Stockholders,� will receive $1.50 in cash, without interest, for each share held at
the effective time of the Reverse Stock Split, and they will no longer be stockholders of the Company.

�    Stockholders who own 35 or more shares at the effective time of the Transaction, whom we refer to as �Continuing Stockholders,� will not be
entitled to receive any cash for their fractional share interests resulting from the Reverse Stock Split, if any.

�    The Forward Stock Split that will immediately follow the Reverse Stock Split will reconvert whole shares and fractional share interests held
by the Continuing Stockholders back into the same number of shares of our common stock they held immediately before the effective time of
the Transaction. As a result, the total number of shares of our common stock held by a Continuing Stockholder will not change.

See �Special Factors�Effects of the Transaction� beginning on page 20.

Purpose of and Reasons for the Transaction

The Special Committee and the Board of Directors has decided that the costs of being a Securities and Exchange Commission (the �SEC�)
reporting company currently outweigh the benefits and, thus, it is no longer in our best interests or the best interests of our stockholders,
including our unaffiliated stockholders (consisting of stockholders other than our executive officers and directors) for us to remain a SEC
reporting company. The Transaction is intended to make us a non-SEC reporting company. Our reasons for proposing the Transaction include:

�    Annual cost savings we expect to realize as a result of the termination of the registration of our shares of common stock under the Exchange
Act and the delisting of our common stock from the Nasdaq Capital Market, including ongoing expenses for compliance with the
Sarbanes-Oxley Act, and other accounting, legal, printing and other miscellaneous costs associated with being a publicly traded company, which
we estimate will exceed approximately $766,000 (1% of annual consolidated sales) per year. Following the Transaction, we intend to continue to
have our financial statements audited by a public accounting firm.

�    The additional savings in terms of our management�s and employees� time that will no longer be spent preparing the periodic and other reports
required of SEC reporting companies under the Exchange Act, complying with the Sarbanes-Oxley Act, and managing stockholder relations and
communications, although the Company will continue to be subject to the general anti-fraud provisions of applicable federal and state securities
laws.

�    The ability of our management to focus on long-term growth without an undue emphasis on short-term financial results.

2
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�    The ability of our small stockholders (those holding fewer than 35 shares), who represent a large number of our record holders, to liquidate
their holdings in us and receive a premium over market prices prevailing at the time of our public announcement of the Transaction, without
incurring brokerage commissions.

See �Special Factors�Purpose of and Reasons for the Transaction� beginning on page 14.

Effects of the Transaction

As a result of the Transaction:

�    The number of our stockholders of record will be reduced below 300, which will allow us to cease the registration of our shares of common
stock under the Exchange Act. Effective on and following the termination of the registration of our common stock under the Exchange Act, we
will no longer be subject to any reporting requirements under the Exchange Act or the rules of the SEC applicable to SEC reporting companies.
We will, therefore, cease to file annual, quarterly, current, and other reports and documents with the SEC, and stockholders will cease to receive
annual reports and proxy statements.

�    We will no longer be subject to the provisions of the Sarbanes-Oxley Act, including the internal control provisions of that act, and our chief
executive officer and chief financial officer will no longer be required to certify our financial statements under that act.

�    Our officers, directors and 10% stockholders will no longer be subject to the reporting requirements of Section 16 of the Exchange Act or be
subject to the prohibitions against retaining short-swing profits in our shares of common stock.

�    Our shares of common stock will no longer be traded on the Nasdaq Capital Market and will not be eligible for listing on the New York Stock
Exchange, the Nasdaq Global Select Market, the Nasdaq Global Market or the Nasdaq Capital Market. Any trading in our common stock will
occur on the pink sheets or in privately negotiated sales.

�    Holders of fewer than 35 shares of our common stock at the effective time of the Reverse Stock Split will receive a cash payment of $1.50,
without interest, for each share of common stock they hold, will no longer have any ownership interest in us, and will cease to participate in any
of our future earnings and growth.

�    Holders of 35 or more shares of our common stock at the effective time of the Transaction will not receive any payment for their shares and
will continue to hold the same number of shares as before the Transaction.

�    Options evidencing rights to purchase shares of our common stock would be unaffected by the Transaction because the options will, after the
Transaction, be exercisable into the same number of shares of our common stock as they were before the Transaction.

�    Since our obligation to file periodic and other filings with the SEC will be suspended, Continuing Stockholders will no longer have access to
publicly filed audited financial statements, information about executive compensation and other information about us and our business,
operations and financial performance.

�    Upon the effectiveness of the Transaction, the ownership percentage of our shares of eligible voting stock held by our directors and executive
officers (see �Special Factors�Potential Conflicts of Interests of Officers, Directors, and Certain Affiliated Persons� beginning on page 40) will
increase nominally, as a result of the reduction of the number of shares of common stock outstanding by approximately 15,221shares. The
increase in the ownership percentage of our shares of common stock held by directors and executive officers and the reduction in the number of
shares outstanding following the completion of the Transaction is based upon information we received as of November 28, 2008 from our
transfer agent, Securities Transfer Corp., as to our record holders, and from Broadridge Corporate Issuer Services, a division of Broadridge
Financial Solutions, Inc., as to the accounts of our stockholders who hold shares in �street name� according to predefined ranges based on share
amount. The share range analysis from Broadridge Corporate Issuer Services reflects the share ranges of 3,297,576 shares, or

3
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approximately 60.2%, of the 5,480,158 outstanding shares of our common stock held in street name as of November 28, 2008. We have assumed
for purposes of determining ownership percentages and the reduction in the number of shares outstanding following the Transaction, 0.5% of the
2,182,582 unaccounted for street name shares will be cashed out in the Transaction. However, the ownership percentage and the reduction in the
number of shares outstanding following the Transaction may increase or decrease depending on purchases, sales and other transfers of our shares
of common stock by our stockholders prior to the effective time of the Transaction, and the number of street name shares that are actually cashed
out in the Transaction. The ownership percentage of our shares of common stock held by directors and executive officers and the ownership
percentage of the Continuing Stockholders will proportionally increase or decrease as a result of such purchases, sales and other transfers of our
shares of common stock by our stockholders prior to the effective time of the Transaction, and depending on the number of street name shares
that are actually cashed out in the Transaction.

See �Special Factors�Effects of the Transaction� beginning on page 20,� �Special Factors�Fairness of the Transaction� beginning on page 26,� and
�Special Factors�Potential Conflicts of Interests of Officers, Directors, and Certain Affiliated Persons� beginning on page 40.�

Special Committee and Board of Directors Recommendations of the Transaction

�    The Board of Directors established the Special Committee to consider whether a transaction of this type was in our best interests and the best
interests of our stockholders, including our unaffiliated stockholders and to make a recommendation to the full Board of Directors concerning
the advisability of a transaction of this type. In that regard, the Special Committee considered the purposes of and certain alternatives to the
Transaction, the related advantages and disadvantages to us and our unaffiliated stockholders of the Transaction, and the fairness of the cash-out
price both to unaffiliated Cashed Out Stockholders for shares of our common stock, and to unaffiliated Continuing Stockholders.

�    The Special Committee consists of Glenn Golenberg, Stephen Ross, Bruce Schwartz and Rudolph Borneo, each of whom is independent
within the meaning of Rule 4200 of the Nasdaq Marketplace Rules and Rule 10A-3(b) of the Exchange Act. The Special Committee retained an
independent financial advisor, Morgan Joseph & Co. Inc. (�Morgan Joseph�), who has provided the Special Committee and the full Board of
Directors with a �fairness opinion� as to the Transaction, a copy of which is attached to this proxy statement as Annex B.

�    Following the Special Committee�s review of the fairness opinion and careful consideration of other factors relating to the advisability and
fairness of the Transaction, the Special Committee determined that the Transaction is in the best interests of, and the price to be paid per
fractional share is fair to, the Company�s stockholders, including unaffiliated Cashed Out Stockholders and unaffiliated Continuing Stockholders.
The Special Committee unanimously recommended the Transaction to the full Board of Directors. The Board of Directors unanimously
determined that the Transaction is fair to, and in the best interests of, the Company and its stockholders, including all unaffiliated stockholders of
the Company.

See �Special Factors�Fairness of the Transaction� beginning on page 26.

Reservation of Rights

Both the Special Committee and the Board of Directors have reserved the right to abandon the proposed Transaction at any time if they believe
that is no longer in the best interests of our stockholders, whether prior to or following the Special Meeting.

See �Special Factors�Background of the Transaction� beginning on page 16 and �Special Factors� Fairness of the Transaction� beginning on page 26.

4
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Fairness of the Transaction

The Special Committee and the Board of Directors fully considered and reviewed the terms, purpose, alternatives, effects and disadvantages of
the Transaction, and each has unanimously determined that the Transaction, taken as a whole, is procedurally and substantively fair to, and in the
best interests of, unaffiliated Cashed Out Stockholders as well as unaffiliated Continuing Stockholders. Similarly, each of the Filing Persons
determined that the Transaction, taken as a whole, is procedurally and substantively fair to, and in the best interests of unaffiliated Cashed Out
Stockholders as well as unaffiliated Continuing Stockholders.

The Special Committee, the Board of Directors and the Filing Persons considered a number of factors in reaching its determinations, including:

�    the Fairness Opinion prepared by Morgan Joseph that the $1.50 cash out price is fair from a financial point of view to unaffiliated
stockholders.

�    the limited trading volume and liquidity of our shares of common stock and enabling our smallest stockholders, who represent a
disproportionately large number of our record holders, to liquidate their holdings in shares of common stock and receive a premium over market
prices prevailing at the time of our public announcement of the Transaction, without incurring brokerage commissions.

�    the small effect of the proposed transaction on the relative voting power of Continuing Stockholders.

�    our business and operations are expected to continue substantially as presently conducted.

See �Special Factors�Fairness of the Transaction� beginning on page 26� and �Special Factors�Fairness Opinion of Financial Advisor� beginning on
page 30.

Advantages of the Transaction

�    By completing the Transaction, deregistering our shares and eliminating our obligations under the Sarbanes-Oxley Act and our periodic
reporting obligations under the Exchange Act, we expect to save in excess of $766,000 (1% of annual consolidated sales) per year.

�    We will also save the significant amount of time and effort expended by our management on the preparation of SEC filings and in compliance
with the Sarbanes-Oxley Act.

�    There is a relatively illiquid and limited trading market in our shares. Our smallest stockholders, who represent a large number of our record
holders, will have the opportunity to obtain cash for their shares at a premium over closing prices for our shares of common stock at the time of
our announcement of the Transaction and the Record Date, without incurring brokerage commissions.

�    The Transaction will have a limited effect on the relative voting power of Continuing Stockholders. Based on current record and beneficial
owner information, the Transaction will result in an insignificant change in the relative voting power of the directors and executive officers as a
group.

�    The directors and executive officers will be treated no differently than unaffiliated stockholders, including unaffiliated Cashed Out
Stockholders and unaffiliated Continuing Stockholders. The sole determining factor as to whether a stockholder will be a Continuing
Stockholder is the number of shares of our common stock that they own.

�    Our business and operations are expected to continue substantially as present conducted.

5
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See �Special Factors�Purpose of and Reasons For the Transaction� beginning on page 14 and �Special Factors�Fairness of the Transaction� beginning
on page 26.

Disadvantages of the Transaction

If the Transaction occurs, there will be certain disadvantages to stockholders, including the following:

�    Cashed Out Stockholders will no longer have any ownership interest in the Company and will no longer participate in our future earnings and
growth.

�    We will cease to file annual, quarterly, current, and other reports and documents with the SEC, and stockholders will cease to receive annual
reports and proxy statements. While we intend to continue to prepare audited annual financial statements and periodic unaudited financial
statements, we do not intend to make those financial statements public. Accordingly, Continuing Stockholders will have access to less
information about the Company, our business and its operations and financial performance and condition.

�    We will no longer be listed on the Nasdaq Capital Market and our common stock is expected, instead, to be quoted on the pink sheets. In
addition, because of the possible limited liquidity for our common stock, the termination of our obligation to publicly disclose financial and
other information following the Transaction, and the deregistration of our common stock under the Exchange Act, Continuing Stockholders may
potentially experience a significant decrease in the value of their common stock.

�    We will no longer be subject to the provisions of the Sarbanes-Oxley Act, the liability provisions of the Exchange Act or the oversight of the
Nasdaq Capital Market.

�    Our executive officers, directors and 10% stockholders will no longer be required to file reports relating to their transactions in our common
stock with the SEC. In addition, our executive officers, directors and 10% stockholders will no longer be subject to the recovery of profits
provision of the Exchange Act, and persons acquiring 5% of our common stock will no longer be required to report their beneficial ownership
under the Exchange Act.

�    We estimate that the cost of payment to Cashed Out Stockholders, professional fees and other expenses will total approximately $425,000. As
a result, immediately after the Transaction, our cash balances on hand will be reduced by the costs incurred in the Transaction.

�    The Transaction will result in the suspension and not the termination of our filing obligations under the Exchange Act. If on the first day of
any fiscal year after the suspension of our filing obligations that we have more than 300 shareholders, then we must resume reporting pursuant to
Section 15(d) of the Exchange Act.

�    Under Delaware law, our certificate of incorporation and our bylaws, no appraisal or dissenters� rights are available to our stockholders who
vote against the Transaction.

�    As of November 28, 2008, approximately 11.6% of the issued and outstanding shares of our common stock was held by directors and
executive officers. The directors and executive officers have indicated that they intend to vote shares of our common stock (1,020,587 shares, or
approximately 10.1% of the issued and outstanding shares eligible to vote at the Special Meeting) �FOR� the Transaction. Approval of the
Transaction requires a majority vote of all of our stockholders, including our directors and executive officers, and not a majority vote of
unaffiliated stockholders.

See �Special Factors�Fairness of the Transaction�Disadvantages of the Transaction� beginning on page 28.

Potential Conflicts of Interests of Officers, Directors, and Certain Affiliated Persons

�    Our directors and executive officers may have interests in the Transaction that are different from your interests as a stockholder, and have
relationships that may present conflicts of interest. As of November 28, 2008, 1,020,587 shares, or approximately 10.1%, of the issued and
outstanding shares eligible to vote at the Special
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Meeting, were held by our directors and executive officers each of whom have indicated that they intend to vote �FOR� the Transaction. Upon the
effectiveness of the Transaction, the aggregate number of shares of our common stock owned by our directors and executive officers will not
change and their ownership percentage of eligible voting shares will not significantly change as a result of the reduction of the number of shares
of our common stock outstanding by approximately 15,221shares.

See �Special Factors�Potential Conflicts of Interests of Officers, Directors, and Certain Affiliated Persons� beginning on page  40.

Vote Required for Approval of the Transaction At the Special Meeting

�    A majority of the outstanding shares entitled to vote will constitute a quorum for the purposes of approving the amendments to our certificate
of incorporation to effect the Transaction. Shares entitled to vote on the Transaction include both our common stock and our outstanding Series
C Convertible Preferred Stock. The affirmative vote of a majority of the shares of our common stock and Series C Convertible Preferred Stock,
voting on an �as converted basis,� entitled to vote at the Special Meeting is required for the adoption of each of the Reverse Stock Split proposal
and the Forward Stock Split proposal and, accordingly, to approve the Transaction.

�    As of November 28, 2008, 10.1% of the votes represented by issued and outstanding shares of our common stock and Series C Convertible
Preferred Stock was held by directors and executive officers and 3,350,710 of our shares of common stock outstanding or issuable on conversion
of our Series C Convertible Preferred Stock (approximately 33.3% of eligible votes) were held by 10% or greater shareholders. As noted above,
the directors and executive officers have indicated that they intend to vote their shares of our common stock (1,020,587 shares, or approximately
10.1% of the issued and outstanding shares eligible to vote at the Special Meeting) �FOR� the Transaction, as have the 10% or greater
shareholders.

See �Special Factors�Stockholder Approval� beginning on page 42.

Treatment of Beneficial Holders (stockholders holding shares in street name)

�    We intend to treat stockholders holding our common stock in street name in the same manner as record holders. Prior to the effective date of
the Transaction, we will conduct an inquiry of all brokers, banks and other nominees that hold shares of our common stock in street name, ask
them to provide us with information on how many shares held by beneficial holders will be cashed out, and request that they effect the
Transaction for those beneficial holders. However, these banks, brokers and other nominees may have different procedures then registered
stockholders for processing the Transaction. Accordingly, if you hold your shares of common stock in �street name,� we encourage you to contact
your bank, broker or other nominee.

See �Special Factors�Effects of the Transaction� beginning on page 20.

Determination of Stockholders of Record

�    In determining whether the number of our stockholders of record falls below 300 as a result of the Transaction, we will count stockholders of
record in accordance with Rule 12g5-1 under the Exchange Act. Rule 12g5-1 provides, with certain exceptions, that in determining whether
issuers, including the Company, are subject to the registration provisions of the Exchange Act, securities are considered to be �held of record� by
each person who is identified as the owner of such securities on the respective records of security holders maintained by or on behalf of the
issuers. However, institutional custodians such as Cede & Co. and other commercial depositories are not considered a single holder of record for
purposes of these provisions. Rather, Cede & Co.�s and these depositories� accounts are treated as the record holder of shares. Based on
information available to us, as of November 28, 2008 there were approximately 430 holders of record of our shares of common stock.

See �Special Factors�Effects of the Transaction� beginning on page 20.
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Effectiveness of the Transaction

�    We anticipate that the Transaction will be effected as soon as possible after the date of the Special Meeting. Following the effective date of
the Transaction, transmittal materials will be sent to those stockholders entitled to a cash payment that will describe how to turn in their share
certificates and receive the cash payments. Those stockholders entitled to a cash payment should not turn in their share certificates at this time.

See �Special Factors�Effective Date� on page 42.

Financing for the Transaction

�    Based on information we have received as of November 28, 2008 from our transfer agent, Securities Transfer Corp., and from Broadridge
Corporate Issuer Services, a division of Broadridge Financial Solutions, Inc., we estimate that the total funds required to pay the consideration to
Cashed out Stockholders and other costs of the Transaction will be approximately $425,000. This total amount could be larger or smaller
depending on, among other things, the number of shares that will be outstanding after the Transaction as a result of purchases, sales and other
transfers of our shares of common stock by our stockholders, or an increase in the costs and expenses of the Transaction.

�    We intend that payments to Cashed Out Stockholders and the costs of the Transaction will be paid from cash on hand.

See �Special Factors�Source of Funds and Expenses� beginning on page 41.

Recent Market Prices of the Company�s Common Stock

�    The closing prices of our common stock on December 8, 2008, the last trading day before the public announcement of the approval of the
proposed Transaction by the Special Committee and the Board of Directors, and on the Record Date, were $0.75 per share and $0.32 per share,
respectively.

See �Information About the Company� Market Price of Common Stock� beginning on page 45.

No Appraisal or Dissenters� Rights

�    Under Delaware law, our certificate incorporation and our bylaws, no appraisal or dissenters� rights are available to our stockholders who
dissent from the Transaction.

See �Special Factors�No Appraisal or Dissenters� Rights� beginning on page 44.

Material Federal Income Tax Consequences

�    Generally, a Cashed Out Stockholder who receives cash for a fractional share as a result of the Transaction will recognize capital gain or loss
for United States federal income tax purposes. A Continuing Stockholder who does not receive cash for a fractional share as a result of the
Transaction generally will not recognize any gain or loss for United States federal income tax purposes.

See �Special Factors�Material Federal Income Tax Consequences� beginning on page 37.
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QUESTIONS AND ANSWERS ABOUT THE

TRANSACTION AND THE SPECIAL MEETING

Following are some commonly asked questions that may be raised by our stockholders and answers to each of those questions.

Where and when is the Special Meeting?

The Special Meeting will be held at our principal executive offices, 6300 Canoga Avenue, Suite 1700, Woodland Hills, California 91367 at
10:00 a.m. (local time) on March 17, 2009.

What am I being asked to vote on at the Special Meeting?

Our stockholders will consider and vote upon proposals to amend our certificate of incorporation to effect a 1-for-35 reverse stock split of our
shares of common stock, followed immediately by a 35-for-1 forward stock split of our shares of common stock. Stockholders whose shares are
converted into less than one share of our common stock as a result of the Reverse Stock Split (meaning they own fewer than 35 shares of our
common stock at the effective time of the Transaction�which is the time that the certificate of amendment to our certificate of incorporation to
effect the Reverse Stock Split is filed with the Secretary of State of the State of Delaware) will receive $1.50 in cash, without interest, for each
share of our common stock held immediately before the Reverse Stock Split. Stockholders who own 35 or more shares of our common stock at
the effective time of the Transaction will continue to own the same number of shares of our common stock after the completion of the
Transaction. Although the Reverse Stock Split and the Forward Stock Split will be voted on separately, the Company will not effect either the
Reverse Stock Split or the Forward Stock Split unless both proposals are approved by the stockholders of the Company.

What is the purpose of the Transaction?

The Transaction will enable us to cease the registration of our common stock under the Exchange Act if, after the Transaction, there are fewer
than 300 record holders of our common stock and we terminate our obligations to file annual and periodic reports and make other filings with
the SEC. The purposes of the proposals include:

�    eliminating significant ongoing costs and management time and effort of compliance with the Sarbanes-Oxley Act and related regulations;

�    eliminating significant ongoing costs and management time and effort associated with filing documents under the Exchange Act with the
SEC;

�    allowing our management to focus on long-term growth and enhancing the long-term value of shares of common stock; and

�    enabling our small stockholders (those holding fewer than 35), who represent a large number of our record holders, to liquidate their holdings
in us and receive a premium over market prices prevailing at the time of the Special Committee�s recommendation, and the Board of Directors�
approval, of the Transaction, without incurring brokerage commissions.

What does the deregistration of our common stock mean?

Following the Transaction, we expect to have fewer than 300 stockholders of record, which will enable us to take action to cease registration of
our common stock under the Exchange Act. Effective on and following the termination of the registration of our common stock under the
Exchange Act, we will no longer have to file annual, quarterly and other reports with the SEC, and our executive officers, directors and 10%
stockholders will no longer be required to file reports relating to their transactions in our common stock. In addition, we will take action to delist
our common stock from the Nasdaq Capital Market and we will no longer be subject to its rules. Any trading in our common stock will continue
only in privately negotiated sales or in the pink sheets.
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What are the Pink Sheets?

The pink sheets is a listing service that offers financial and other information about issuers of securities, like our common stock, and collects and
publishes quotes of market makers for over-the-counter securities through its website at www.pinksheets.com.

What will I receive in the Transaction?

If you own fewer than 35 shares of our common stock at the effective time of the Transaction, you will receive $1.50 in cash, without interest,
from us for each pre-Reverse Stock Split share that you own. If you own 35 shares or more of our common stock at the effective time of the
Transaction, you will not receive any cash payment for your shares in connection with the Transaction and will continue to hold the same
number of shares of our common stock as you did before the Transaction.

Who are the Filing Persons?

For the purposes of this Proxy Statement, Filing Persons are those individuals and entities required to provide certain disclosures to our
shareholders in order for the Company to effect the Transaction. In addition to the Company, the Filing Persons are as follows:

Board of Directors

Philip Gay

Michael Weinstock

Robert Spivak

Glenn Golenberg

Stephen Ross

Bruce Schwartz

Rudolph Borneo

Executive Officers

Philip Gay � President and Chief Executive Officer

Michael Weinstock � Co-Chairman of the Board and Executive Vice President

Robert Spivak � Co-Chairman of the Board

Wayne Lipschitz � Vice President and Chief Financial Officer

John Sola � Senior Vice President, Culinary

Louis Feinstein � Senior Vice President, Operations

What potential conflicts of interest are posed by the Transaction?

Our directors and executive officers may have interests in the Transaction that are different from your interests as a stockholder, and have
relationships that may present conflicts of interest. On November 28, 2008, 1,020,587 shares, or approximately 10.1%, of the issued and
outstanding shares of our eligible voting stock, were held by our directors and executive officers each of whom has indicated that he intends to
vote �FOR� the Transaction, as have the 10% shareholders.
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Upon the effectiveness of the Transaction, the aggregate number of shares of our common stock owned by our directors and executive officers
will remain the same and the ownership percentage of the shares of our voting stock held by our directors and executive officers will increase
modestly as a result of the reduction of the number of shares of our common stock outstanding. In addition, each member of the Board of
Directors, and each of our executive officers, holds options to purchase shares of our common stock. The Transaction will not affect these stock
options and they will remain outstanding after the Transaction.

Why is the Company proposing to carry out a forward stock split following the reverse stock split?

The Forward Stock Split is not necessary for us to reduce the number of holders of record of our shares of common stock and to deregister our
shares of common stock under the Exchange Act. However, we have decided that it is in the best interests of our stockholders to effect the
Forward Stock Split to avoid an unusually high stock price after the Transaction, to facilitate trading of the shares of Continuing Stockholders
either in private transactions or on the pink sheets, to mitigate any loss of liquidity in our shares of common stock that may result from the
Reverse Stock Split portion of the Transaction and to avoid the administrative burden of having fractional shares outstanding.

What if I hold fewer than 35 shares of common stock and hold all of my shares in �street name�?

If you hold fewer than 35 shares of our common stock in street name your broker, bank or other nominee is considered the stockholder of record
with respect to those shares and not you. It is possible that the bank, broker or other nominee also holds shares for other beneficial owners of our
common stock and that it may hold 35 or more total shares. Therefore, depending upon their procedures, they may not be obligated to treat the
Transaction as affecting beneficial holders� shares. It is our desire to treat stockholders holding fewer than 35 shares of our common stock in
street name through a nominee (such as a bank or broker) in the same manner as stockholders whose shares are registered in their name.
However, we or our transfer agent, Securities Transfer Corp., may not have the necessary information to compare your record holdings with any
shares that you may hold in street name in a brokerage account and these banks, brokers and other nominees may have different procedures for
processing the Transaction. Accordingly, if you hold your shares of our common stock in �street name,� we encourage you to contact your bank,
broker or other nominee.
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What happens if I own a total of 35 or more shares of common stock beneficially, but I hold fewer than 35 shares of record in my name
and fewer than 35 shares of with my broker in street name?

We may not have the information to compare your holdings in two or more different brokerage firms. As a result, if you hold more than the
minimum number of shares, you may nevertheless have your shares cashed out if you hold them in a combination of accounts in several
brokerage firms. If you are in this situation and desire to remain a stockholder of the Company after the Transaction, we recommend that you
combine your holdings in one brokerage account or become a record holder prior to the effective time of the Transaction. You should be able to
determine whether your shares will be cashed out by examining your brokerage account statements to see if you hold more than the minimum
number of shares in any one account. To determine the Transaction�s effect on any shares you hold in street name (and possible payment of the
cash consideration), you should contact your broker, bank or other nominee.

If I own fewer than 35 shares of common stock, is there any way I can continue to be a stockholder of the Company after the
Transaction?

If you own fewer than 35 shares of our common stock before the Transaction, the only way you can continue to be a stockholder of the
Company after the Transaction is to purchase, prior to the effective time of the Transaction, sufficient additional shares to cause you to own a
minimum of 35 shares at the effective time of the Transaction. However, given the historically limited liquidity in our stock, we cannot assure
you that any shares will be available for purchase and thus there is a risk that you may not be able to purchase sufficient shares to exceed the
required 35 shares. In this instance, you would no longer remain a shareholder after the effective time of the Transaction.

Is there anything I can do if I own 35 or more shares of common stock, but would like to take advantage of the opportunity to receive
cash for my shares as a result of the Transaction?

If you own 35 or more shares of our common stock before the Transaction, you can only receive cash for all of your shares if, prior to the
effective time of the Transaction, you reduce your stock ownership to fewer than 35 shares by selling or otherwise transferring shares. However,
we cannot assure you that any purchaser for your shares will be available.

Who is entitled to vote at the Special Meeting?

Only holders of record of our common stock and Series C Convertible Preferred Stock as of the close of business on February 18, 2009, which is
the Record Date for the Special Meeting, are entitled to notice of, and to vote at, the Special Meeting.

How many shares were outstanding on the Record Date?

At the close of business on November 28, 2008 there were 10,057,730 shares eligible to vote on the Transaction, consisting of 8,807,730
outstanding shares of our common stock and shares of Series C Convertible Preferred Stock convertible into 1,250,000 shares of common stock.
At the Special Meeting, each of those shares of common stock will be entitled to one vote and each share of Series C Convertible Preferred
Stock will be entitled to one vote for each share of common stock into which that preferred stock is convertible.

What is a �quorum� for purposes of the Special Meeting?

In order to conduct business at the Special Meeting, a quorum must be present. A �quorum� is a majority of the issued and outstanding shares
entitled to vote which, for purposes of the Special Meeting, includes both our common stock and shares of common stock issuable on conversion
of our Series C Convertible Preferred Stock. The shares may be present in person or represented by proxy at the Special Meeting. Both
abstentions and broker non-votes are counted as present for the purpose of determining the presence of a quorum.
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What vote is required to approve the proposals?

Once a quorum has been established, for the Transaction to be approved, holders of a majority of shares entitled to vote at the meeting must vote
�FOR� each of the Reverse Stock Split proposal and the Forward Stock Split proposal. The shares entitled to vote (including shares of common
stock issuable on conversion of our Series C Convertible Preferred Stock) are considered as a single class for purposes of voting on the
Transaction.

At the close of business on November 28, 2008, 1,020,587 of our outstanding shares of common stock (approximately 10.1% of eligible votes)
were held by directors and executive officers and 3,350,710 of our shares of common stock outstanding or issuable on conversion of our Series
C Convertible Preferred Stock (approximately 33.3% of eligible votes) were held by 10% or greater shareholders. As we noted above, the
directors and executive officers have each indicated that they intend to vote �FOR� the Transaction, as have the 10% or greater shareholders.

What will happen if the Transaction is approved by the Company�s stockholders?

Assuming that we have fewer than 300 record holders of our common stock after the Transaction, we will file applicable forms with the SEC to
deregister our shares of common stock under the federal securities laws and to delist our shares from the Nasdaq Capital Market. Upon the
effectiveness of those filings, the Company would no longer be subject to the reporting and related requirements under the federal securities laws
that are applicable to public companies and Nasdaq Capital Market rules applicable to listed companies. We will also no longer be subject to the
provisions of the Sarbanes-Oxley Act. In addition, Cashed Out Stockholders will no longer have a continuing interest as stockholders of the
Company and will not share in any future increase in the value of the Company. Also, any trading in our common stock will occur in privately
negotiated sales or on the pink sheets.

What will happen if the Transaction is not approved?

If the Transaction is not approved by our stockholders, we will continue to operate our business, and we will continue to incur the costs involved
of being a public company. We also may decide to evaluate and explore available alternatives, although the Board of Directors has not yet made
a determination that any of those alternatives are feasible or advisable.

If the Transaction is approved by the stockholders can the Board of Directors or the Special Committee determine not to proceed with
the Transaction?

If the Transaction is approved by the stockholders, either the Board of Directors or the Special Committee may determine not to proceed with
the Transaction if they believe that proceeding with the Transaction is not in the best interests of the stockholders. If either the Board of
Directors or the Special Committee determines not to proceed with the Transaction we will continue to operate our business as presently
conducted.

What are the federal income tax consequences of the Transaction to me?

If you are not subject to any special rules that may be applicable to you under federal tax laws, then generally, a Cashed Out Stockholder that
receives cash for a fractional share as a result of the Transaction will recognize capital gain or loss for United States federal income tax
purposes. A Continuing Stockholder who does not receive cash for a fractional share as a result of the Transaction will not recognize any gain or
loss for United States federal income tax purposes. We urge you to consult with your personal tax advisor with regard to the tax consequences to
you of the Transaction.
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Should I send in my certificates now?

No. After the Transaction is completed, we will send instructions on how to receive any cash payments to which you may be entitled.

What is the total cost of the Transaction to the Company?

Since we do not know how many record and beneficial holders of our common stock will be Cashed Out Stockholders, we do not know the
exact cost of the Transaction. However, based on information that we have received as of November 28, 2008 from our transfer agent, Securities
Transfer Corp., and from Broadridge Corporate Issuer Services, a division of Broadridge Financial Solutions, Inc., with regard to the size of
holdings of those of you who may hold shares in �street name,� as well our estimates of other Transaction expenses, we believe that the total cash
requirement of the Transaction to the Company will be approximately $425,000. This amount includes approximately $25,000 needed to cash
out fractional shares, and approximately $400,000 of legal, accounting, and financial advisory fees and other costs to effect the Transaction. This
total amount could be larger or smaller depending on, among other things, the number of fractional shares that will be outstanding after the
Transaction as a result of purchases, sales and other transfers of our shares of common stock by our stockholders.

Am I entitled to appraisal rights in connection with the Transaction?

No. Under Delaware law, our certificate of incorporation and our bylaws, no appraisal or dissenters� rights are available to our stockholders who
vote against the Transaction.

How do I vote?

Sign and date each proxy card you receive and return it in the enclosed envelope prior to the Special Meeting or attend the meeting and vote in
person.

Can I change my vote?

Yes. You may change your proxy instructions at any time before your proxy is voted at the Special Meeting. Proxies may be revoked by taking
any of the following actions:

�    filing a written notice with our corporate secretary of revocation of any prior delivered proxy, or a duly executed proxy bearing a later date,
with our corporate secretary at our principal executive office (6300 Canoga Avenue, Suite 1700, Woodland Hills, California 93167); or

�    attending the Special Meeting, filing a written notice of revocation of your proxy with our corporate secretary, and voting in person (although
attendance at the meeting will not, by itself, revoke a proxy).

What does it mean if I get more than one proxy card?

If your shares are registered differently and are in more than one account, you will receive more than one proxy card. Sign and return all proxy
cards to ensure that all your shares are voted.

How does the board of directors recommend that I vote on the proposals?

Following a recommendation from the Special Committee, the Board of Directors unanimously recommends that you vote �FOR� the proposals to
approve the Transaction.
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SPECIAL FACTORS

Purpose of and Reasons for the Transaction

General. The Special Committee and the Board of Directors has determined that the costs of being a SEC reporting company currently outweigh
the benefits and, thus, it is no longer in our best interests or the best interests of our stockholders, including our unaffiliated stockholders
(consisting of stockholders other than our executive officers and directors), for us to remain a SEC reporting company. Accordingly, we are
proposing the Transaction for the purpose of reducing the number of record stockholders of our common stock to fewer than 300, so we can then
cease registration of our common stock under the Exchange Act, terminate our reporting and other obligations as a SEC reporting company
under the Exchange Act, and delist our common stock from the Nasdaq Capital Market. The proposed Transaction, among other things, will
enable us to realize significant cost savings by the elimination of many of the expenses related to our status as an SEC reporting company,
including expenses relating to the disclosure, reporting and compliance requirements of the Exchange Act, the Sarbanes-Oxley Act and other
federal securities laws, and will relieve us of the administrative burdens associated with being an SEC reporting company. The Forward Stock
Split is not necessary for us to reduce the number of holders of record of our shares of common stock and to deregister our shares of common
stock under the Exchange Act. However, we have decided that it is in the best interests of our stockholders to effect the Forward Stock Split to
avoid an unusually high stock price after the Transaction, to facilitate trading of the shares of Continuing Stockholders either in private
transactions or on the pink sheets, to mitigate any loss of liquidity in our shares of common stock that may result from the Reverse Stock Split
portion of the Transaction and to avoid the administrative burden of having fractional shares outstanding.

The determination to undertake the Transaction at this time, as opposed to another time, was driven by the current economic environment and its
affect on our profitability and the capital markets. While we have regularly sought means of reducing costs, including periodic consideration of a
going private transaction, the sharp downturn in the economy and accompanying decline in our sales revenues (same stores sales decline of 8%
at the end of September 2008) has caused us to be more aggressive in our measures to control and reduce costs. In particular, our determination
to move forward with the Transaction at this time reflects the specific objective of completing the Transaction in a timely manner so as to avoid
incurrence of costs associated with the preparation and filing of our annual report on Form 10-K for fiscal 2008 as well as elimination of the
costs associated with preparation and filing of a Proxy Statement in connection with the 2009 annual shareholders meeting.

Also considered in the timing of the Transaction was the current state of the public equity markets. Access to public equity markets to support
our growth has been a principal driver of our ongoing operation as a public company. With the sharp decline in worldwide equity markets, it was
the assessment of our Board of Directors that we would not have access to the public equity markets as a means of financing our growth or
operations on acceptable terms, or at all, for the foreseeable future.

There are no agreements with officers and/or directors to purchase common stock, or with any parties to convert preferred stock, upon
consummation or subsequent to the Transaction.

Reduced Costs and Expenses. We incur both direct and indirect costs to comply with the filing and reporting requirements imposed on us as a
result of being an SEC reporting company. Professional fees of lawyers and accountants, printing, mailing, and other costs incurred by us in
complying with SEC reporting and compliance requirements are substantial. We also incur direct and indirect costs in complying with the
Sarbanes-Oxley Act. Section 404 of the Sarbanes-Oxley Act, which became effective, in part, at the end of our fiscal year ended December 30,
2007, requires that we test and assess our internal control structure and, for the fiscal year ending December 2009, that our external auditors
report on our management�s assessment of our internal control structure. Compliance with these requirements will require significant additional
expenditures, including fees for compliance planning, assessment, documentation and testing, as well as a significant investment of time and
energy by our management and employees. If our SEC reporting obligations cease, we would not incur these expenses.
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Our estimated costs of remaining a SEC reporting company are described in greater detail below:

Costs

Actual
2007

Expenses

Projected
2008

Expenses

Projected
2009

Expenses
Audit of 10-K and review of 10-Qs 286,000 310,000 355,000
Sarbanes-Oxley Act documentation and testing 212,000 188,000 66,000
Sarbanes-Oxley audit �  �  150,000
SEC counsel 88,000 117,000 100,000
Nasdaq Capital Market listing fee 28,000 28,000 28,000
Directors fees 193,000 165,000 165,000
Proxy and annual report printing and mailing, transfer agent fees, public relations and stockholder
communications and other miscellaneous costs 160,000 133,000 133,000
Total 967,000 941,000 997,000
We ultimately expect to realize recurring annual cost savings of approximately $766,000 (1% of annual consolidated sales). These estimated
savings primarily reflect, among other things:

�    a reduction in fees to our registered independent public accounting firm of approximately $150,000 for audits, the review of our SEC periodic
reports and related expenses;

�    the elimination of annual costs attributable to ongoing audits to comply the Sarbanes-Oxley Act and the employment of Sarbanes-Oxley Act
compliance consultants and employees of approximately $150,000;

�    the potential reduction in directors� fees by reducing the size of our Board of Directors;

�    a reduction in legal fees associated with securities law compliance of approximately $100,000; and

�    the net reduction in costs and expenses associated with filing our annual, periodic and current reports and other documents, such as proxy
statements and Section 16 filings with the SEC, the annual listing fees to the Nasdaq Capital Market, and printing, mailing and other costs of the
annual report to stockholders, proxy statements and other miscellaneous costs of approximately $133,000.

We believe the projected fiscal 2009 costs are indicative of our annual costs going forward if we remained a SEC reporting company. Please
note, however, that the annual costs are only estimates and the actual costs we realize may be higher or lower than the estimates set forth in the
table above. Likewise, our projected annual cost savings are only estimates, and those cost savings could be higher or lower than the amounts set
forth above. As noted, our estimates were based upon actual costs we incurred in fiscal 2007, but our estimates of expenses in fiscal 2008 and
2009 and, accordingly our estimated cost savings, are based, only in part, on historical costs. For example, if the Transaction is effected, there
will be an elimination of Sarbanes-Oxley Act documentation and testing fees and a reduction in accounting fees, including internal accounting
costs and fees paid to our auditors in connection with the audit of annual financial statements included in our Form 10-K and review of interim
financial statements included in our Forms 10-Q. Following the Transaction, we intend to continue to have our financial statements audited by a
public accounting firm. However, the scope of these procedures would be reduced, given the lack of public company reporting requirements. In
addition, there will be a more limited need for legal counsel if we no longer file reports with the SEC. Other estimates were more subjective,
such as savings in transfer agent�s fees because of a reduction in the number of stockholder accounts to be handled by it, and a reduction in
printing and other related costs of distributions to stockholders.

Management Time and Expense; Operational Flexibility. The costs described above do not include the overall time expended by our
management on the preparation of our SEC filings. We believe that this time could more effectively be devoted to other purposes, such as
operating our business and undertaking new initiatives that may result in greater long-term growth. Additionally, due to the public market�s focus
on quarterly results, smaller public companies such as ours are required to focus on short-term goals, such as quarterly financial results, often at
the expense of longer-term objectives. As a non-SEC reporting company, we believe management will have the flexibility by being able to
devote more time to sustaining long-term growth.
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Limited Trading Volume and Liquidity for Small Stockholdings. The Board also believes that holders of small amounts of shares of our
common stock may be deterred from selling their shares because of the lack of an active trading market and disproportionately high brokerage
costs. Based on our review of a list of record holders of our common stock as of November 28, 2008 furnished to us by our transfer agent, as
well as information we have received as of November 28, 2008 regarding the holdings of beneficial owners of our common stock held in �street
name,� we estimate that there are approximately 239 holders of record of fewer than 35 shares and approximately 119 holders of fewer than 35
shares in �street name.� These holders are a large percentage of our unaffiliated stockholders. The Transaction will offer each of these holders the
opportunity to obtain cash for their shares without the cost of dealing with a broker.

In addition, the trading volume in our common stock has been and continues to be thinly traded. The average daily trading volume of the stock
from January 1, 2008 to December 8, 2008 (the trading day prior to the announcement of the approval of the Transaction by the Company) was
approximately 10,990 shares per day, and during that period there were 15 trading days on which our common stock did not trade at all. The
trading of even a small number of shares may have a disproportionate effect on the price of our shares in the public market. Accordingly, the
Transaction will provide our smallest stockholders with the ability to liquidate their holdings in us and receive a fair price in cash for their
shares.

Background of the Transaction

The passage of the Sarbanes-Oxley Act began a number of corporate governance reforms designed for the protection of investors from business
fraud perpetrated by management. These reforms and regulatory requirements have increased the expenses of being a SEC reporting company
without enhancing, from a business and operational point of view, the benefits of being a SEC reporting company. During our fiscal year ended
December 30, 2007, we spent approximately $212,000 in legal, accounting and other costs and expenses related to compliance with the
Sarbanes-Oxley Act and approximately $374,000 related to compliance with other rules and regulations of the SEC, and we expect those costs to
remain consistent or increase in the future. Under current SEC regulations implementing the Sarbanes-Oxley Act, we will become subject to the
internal control audit requirements of Section 404, pursuant to which our independent registered public accounting firm will be required to audit
and provide an attestation report on our internal controls, for the first time beginning in fiscal year 2009, and we expect that our costs and
expenses of compliance with Section 404 will initially increase by an additional $150,000. We estimate that the current total costs and expenses
of compliance with the Sarbanes-Oxley Act and of continuing to be a reporting company under SEC regulations will be approximately $997,000
for fiscal year 2009. None of these cash costs include the overall time of our executive officers and our other employees that is necessary to
prepare and review our public filings.

In the ordinary course, management has from time to time updated the Board of Directors on the then current and anticipated costs relating to
SEC reporting and Sarbanes-Oxley Act compliance, particularly in connection with the pending effectiveness of the internal control certification
requirements of Section 404 of the Sarbanes-Oxley Act. Dating to as early as 2002, the Board of Directors has, from time to time, presented the
idea of and made inquiries regarding a going private transaction and whether it made sense for the Company to pursue this idea.

In April 2008, Philip Gay, President and Chief Executive Officer of the Company, initiated preliminary discussions with various investment
banking firms with a broad view to enhancing shareholder value, including evaluation of strategic alternatives. In initiating those discussions,
Mr. Gay noted that the Company�s Board and management were concerned that the costs and burdens of continuing as a SEC reporting company
were excessive in relation to the benefits derived from the Company�s status as a SEC reporting company. As a result of those initial discussions,
on May 14, 2008, Morgan Joseph made a preliminary presentation to management of the Company, with the focus of the presentation being the
experience and qualifications of Morgan Joseph and the universe of potential alternatives typically considered by Company�s similarly situated in
the market.

At the Company�s June 12, 2008 Board meeting, the Board determined that, in light of deteriorating market conditions and increasing operating
costs, including a spike in energy costs, the Company should seek an interim capital infusion to support the Company�s working capital needs
and ongoing restaurant openings. The Board determined that seeking such a capital infusion should take priority over evaluation and pursuit of a
broad strategic
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alternative. Following the Board�s June meeting, management of the Company began discussions with several existing large stockholders of the
Company, as well as other potential investors, regarding a potential investment. In August 2008, the Company entered into an agreement with
Charles Mathewson, an existing shareholder of the Company, pursuant to which Mr. Mathewson purchased from the Company, in September
2008, shares of Series C Convertible Preferred Stock and Warrants for an aggregate purchase price of $5,000,000.

On August 25, 2008, the Company retained Morgan Joseph to evaluate, analyze and provide recommendations to the Company�s Board
regarding strategic alternatives available to the Company. Over the following month, members of management of the Company and members of
Morgan Joseph began meeting to compile and analyze data regarding the Company, its outlook, plans, capital needs, cost structure and other
information pertinent to the development and evaluation of strategic alternatives. One of the initiatives that was discussed was taking the
Company private in a going private transaction. After further analysis of the cost savings to the Company associated with going private and in
conjunction with the Company�s initiative to reduce costs, a decision was made to move forward with the going private transaction.

On September 26, 2008, Morgan Joseph met with the Board to present its initial analysis and preliminary assessment of selected alternatives. At
that meeting, Morgan Joseph provided to the Board materials relating to: market conditions in the restaurant industry and the Company�s position
within the industry; observations regarding the Company�s existing business plan; the potential effects of credit market and M&A market
conditions on the availability of strategic alternatives; various sensitivity analysis based on a �stay-the-course� plan reflecting multiple operating
assumptions; preliminary overviews of potential alternatives, including �stay-the-course�, modified �stay-the-course� with cost control measures,
including slowed growth and/or going private, sale of select assets, sale of the Company to a strategic or financial buyer, and strategic M&A
transaction. In addition, the Board discussed the history of several parties that had approached the Company in recent years expressing interest in
a transaction that did not materialize or involved parties that did not have the financial resources to consummate a transaction.

The Board determined that a sale of the Company or select assets or a strategic M&A transaction had a low probability of success in light of
deterioration in the credit and equity markets, the Company�s limited financial resources and the recent significant deterioration in the Company�s
sales trends. The Board instructed management and Morgan Joseph to continue investigation of the various alternatives presented by Morgan
Joseph with efforts focused on going private and seeking additional funding from major shareholders.

On October 10, 2008, Morgan Joseph met with members of management and independent directors Glenn Golenberg and Stephen Ross to
discuss the significant decline in recent sales at the Company�s restaurants (same stores sales decline of 8% at the end of September 2008) and its
impact on the Company�s operating cash flow and ability to continue its expansion plans. Various strategies were discussed relative to cost
saving measures and the status of discussions with major shareholders relative to additional financing.

On October 24, 2008, the Board conducted a telephonic meeting during which the Board was provided with an update on the financial position
of the Company and progress regarding development of a definitive financing strategy, including going private and other cost control measures.
Management and the Board determined that the Company�s financial results and cash flow were likely to be significantly lower than previously
expected and, in the absence of additional financing, the Company was unable to continue its expansion plans.

On October 31, 2008, Michael Weinstock, Vice Chairman and Executive Vice President of the Company, and a representative of Morgan Joseph
met with Mr. Mathewson regarding financing for the Company. Those discussions produced no financing commitment. Management determined
to expand the Company�s efforts to secure interim financing and instructed Morgan Joseph to expand its efforts accordingly. On October 31, the
Company filed a Form 8-K reporting the engagement of Morgan Joseph to pursue strategic alternatives.

On November 3, 2008, the Board held a conference call with management and Morgan Joseph to discuss the current financial situation of the
Company. Management updated the Board on certain additional reductions to overhead costs and its efforts to modify or terminate the lease
commitments for certain underperforming units as well as units planned for development in 2009. Management and the Board discussed the
costs and merits of going private and instructed management and Morgan Joseph to continue with the general pursuit of financing and other
strategic alternatives while beginning to move forward with steps to carry out a reverse stock split to facilitate
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termination of the Company�s status as a SEC reporting company with a goal of completing the process in sufficient time to avoid incurring
substantial costs in connection with the preparation and filing of the Company�s 2008 annual report.

On November 4, 2008, members of management, legal counsel and Morgan Joseph held a conference call to discuss the financial, legal and
other issues relating to the going private transaction. Management asked Morgan Joseph to prepare materials that would help the Board
determine a fair value for the fractional shares.

On November 25, 2008, the Board held a telephonic meeting to discuss the status of the strategic alternatives review and discuss the process for
the reverse split transaction. Morgan Joseph provided the Board with a review of its discussions with potential transaction counterparties.
Morgan Joseph discussed the general lack of viable attractive alternatives given the ongoing turmoil in the financial markets, negative results
and announcements from other restaurant companies, low market valuations for other publicly-traded restaurant companies and the Company�s
financial performance, trends and capital structure. The Board instructed management and Morgan Joseph to continue the pursuit of financial
and strategic alternatives. The Board formed a special committee, made up of independent directors; Glen Golenberg, Stephen Ross, Rudolph
Borneo and Bruce Schwartz, for the purpose of considering the fairness of the terms of a reverse stock split to the Company�s unaffiliated
stockholders and to make a recommendation to the full Board. The Board placed no limitations on the authority of the Special Committee. The
Board resolutions describing the authority of the Special Committee provided, among other things, that if the members of the Special Committee
determined that a deregistration or other transaction was not in the best interests of the stockholders, then the entire Board would be bound by
that decision. The Board also empowered the Special Committee to communicate directly with Morgan Joseph as it deemed appropriate.
Additionally, Morgan Joseph distributed materials it had prepared for the Board to assist the Board in its process of determining a fair value for
the fractional shares. The materials included historic stock price performance of the Company and other restaurant companies in similar sectors
of the industry, comparable public trading valuations, comparable acquisition valuations, a summary of reverse split transactions, a premiums
paid analysis, an implied offer premiums analysis and a shareholder analysis.

On November 26, 2008, the Special Committee held a telephonic meeting that included legal counsel to the Company and representatives of
Morgan Joseph to discuss the potential range of value for the fractional shares. Based on the Special Committee�s review of the materials that
Morgan Joseph distributed during the November 25, 2008 telephonic meeting, the Special Committee requested that Morgan Joseph evaluate
prices ranging from $1.00 to $1.50 per share. In selecting that price range, the Special Committee noted that the Company�s stock traded
consistently under $1.00 during the previous month, the large number of considerably lower comparable public trading valuations, comparable
acquisition valuations and premiums paid and determined that a market transaction would likely be within that range . The Special Committee
requested that Morgan Joseph initiate its process to issue a fairness opinion on a price to be determined at a later meeting but within that range of
prices per share.

Morgan Joseph, on December 8, 2008, presented to the Special Committee its financial report dated December 5, 2008. Morgan Joseph
reviewed the information included in the financial report, including the background to the Transaction and the proposed structure of the
Transaction, potential benefits from such a Transaction, Morgan Joseph�s business and financial due diligence in assessing, reviewing and
evaluating the business and financial status and prospects of the Company, the historic trading price and trading volume of the Company�s
common stock, and the potential cost savings from the Transaction. Morgan Joseph then reviewed with the Special Committee its approach to its
financial analysis of the Company, discussing the historical trading price and trading volume of the Company�s common stock and the financial
methodology it used in determining the fair value of the cash consideration to be paid to the Cashed Out Stockholders. The December 5, 2008
financial report presented the same group of publicly traded companies and precedent transactions that were presented in the November 25, 2008
presentation. It also presented a premiums paid analysis that consisted of the same 32 transactions included in the premiums paid analysis in the
November 25, 2008 presentation. The valuation multiples in the November 25, 2008 presentation were slightly different from those presented in
the December 5, 2008 report because the companies stock prices were updated to reflect the latest market data. The implied offer premiums
analysis in the November 25, 2008 presentation presented implied premiums to cash put prices ranging from $1.25 to $2.25 per share while the
December 5, 2008 report presented implied premiums to cash out prices ranging from $1.00 to $1.50 per share per the Special Committee�s
request that Morgan Joseph evaluate prices ranging from $1.00 to $1.50 per share. Following Morgan Joseph�s presentation, the Special
Committee discussed the financial report, Morgan Joseph�s presentation and due diligence and other matters in connection with determining a
potential fair value of the cash consideration to be paid to the Cashed Out Stockholders.

The Special Committee determined that it was the Special Committee�s view and belief, based on all of the factors which had been considered by
the Special Committee, although not relying upon any one factor but considering all factors as a whole, that the Transaction would be in the best
interests of all of the Company�s stockholders, including the unaffiliated stockholders who would be cashed-out in the Transaction and
unaffiliated stockholders who would continue as owners of the Company, and that the Transaction should be recommended to the Board of
Directors. The Special Committee preliminarily determined that the ratio of the Reverse Stock Split
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would be 1-for-35 and, accordingly, that the ratio of the Forward Stock Split would be 35-for-1, but reserved the right to change that ratio to the
extent necessary to accomplish the goal of reducing the number of record holders of the Company to below 300 or if it otherwise determined that
such a change was in the best interests of the Company and its stockholders. The Special Committee also reserved the right to withdraw its
recommendation at any time prior to the effectiveness of the Transaction if it believed that would be in the best interest of our stockholders.
Following further discussion, including consideration of the $1.00 to $1.50 per share range of possible cash out stock prices that the Special
Committee requested Morgan Joseph to evaluate during the November 26, 2008 telephonic meeting, the Special Committee determined that a
cash out price of $1.50 was appropriate and fair to unaffiliated stockholders. Morgan Joseph then orally confirmed to the Special Committee
that, in the opinion of Morgan Joseph, the $1.50 per share was fair from a financial point of view to the unaffiliated stockholders. Pursuant to the
Special Committee�s request, Morgan Joseph confirmed its oral fairness opinion with a written fairness opinion on December 8, 2008.

The Board of Directors held a meeting on December 8, 2008 at which the Special Committee made its recommendation to the full Board of
Directors to proceed with a reverse stock split, followed by a forward stock split, to effect a deregistration of the Company�s shares of common
stock, and recommended a $1.50 per fractional share price for those stockholders who would be cashed out as a result of the reverse stock split.

The Special Committee noted that its recommendation of the ratio for the reverse stock split and forward stock split proposal could change based
on changes in facts and circumstances. Since the goal of the Transaction would be to reduce the number of record holders below 300, changes in
the number of record holders or shareholdings prior to the stock splits may warrant a re-examination and change of the ratio. Further, there may
be circumstances, such as an adverse change in the financial condition of the Company, that may make the deregistration inadvisable.
Accordingly, the Special Committee reserved the right to withdraw it recommendation at any time prior to the effectiveness of the Transaction,
even if stockholders had already approved it at the Special Meeting.

The Board then reviewed in detail the recommendation of the Special Committee that had been made. The Board noted the advantages and other
considerations of the proposal to the Company and its stockholders and other relevant factors, including: the significant ongoing costs and
management time and effort of compliance with the Sarbanes-Oxley Act, including with the internal control provisions of Section 404 of that
act, and the preparation and filing of periodic and other reports with the SEC; the limited trading volume and liquidity of our shares of common
stock, and that a deregistration transaction would provide our smallest stockholders, who represent a disproportionately large number of total
record holders, the opportunity to obtain cash for their shares in a relatively limited trading market and at a premium over market prices
prevailing at the time of our public announcement of the Transaction; the small effect of the proposed transaction on the relative voting power of
Continuing Stockholders,; management�s statements that the business and operations of the Company were expected to continue substantially as
presently conducted; the Company historically had not taken advantage of the benefits of being a public company, in that it used bank
borrowings in lieu of equity financings to funds its recent growth; the determination by Morgan Joseph that the cash-out price of $1.50 for
fractional shares was fair from a financial point of view; no change of control would occur as a result of the deregistration transaction; and as a
result of the deregistration and delisting, the ability of our management and employees to focus their time, effort and resources on long-term
growth and increasing long-term stockholder value. The Board noted that the Special Committee has reserved the right to change the ratio if
necessary to reduce the number of the Company�s record holders below 300, which is necessary to deregister under the federal securities laws, or
as otherwise determined to be in the best interests of the Company and its stockholders. The Board also noted that the Special Committee has
also reserved the right to abandon the transaction if it believes that the transaction is no longer in the best interests of stockholders. Further, the
Board instructed Morgan Joseph and management to continue to solicit and evaluate other strategic alternatives during the period of time until
the reverse split transaction was approved by shareholders.

Based on all of the factors which had been considered by the Board of Directors at this and at its other meetings and based on the information
considered by and the recommendation of the Special Committee, although not relying upon any one factor but considering all factors as a
whole, the Board, including all of non-employee directors of the Company, specifically adopted the recommendations of the Special Committee
and all factors that the Special Committee took into account in making its recommendations to the full Board of Directors. The Board of
Directors determined that the Transaction would be in the best interests of all Company�s stockholders, including the unaffiliated stockholders
who would be cashed-out in Transaction and unaffiliated stockholders who would continue as owners of the Company, approved the
Transaction, including the cash-out price of $1.50, and recommended the Transaction to the stockholders of the Company. The Board of
Directors also retained the right to
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change the initial ratio of the stock splits if necessary or advisable in order to accomplish the reduction of the number of record holders below
300, and retained the right to withdraw its approval of the Transaction, either before or after the vote of stockholders, if the Board of Directors
determined that the deregistration transaction was no longer in our best interests or in the best interests of our stockholders.

Alternatives to the Transaction

In making their determinations to proceed with the Transaction, the Special Committee and the Board of Directors considered other methods of
effecting a deregistration transaction, including an issuer tender offer and an odd-lot tender offer, as well as maintaining the status quo. There
was no consideration to any alternatives that were not related to deregistration. When considering the various alternatives to the Transaction, the
primary focus was the level of assurance that the selected alternative would result in the Company having fewer than 300 record owners of its
common stock, thus allowing us to achieve our objective, the time frame within which such alternative could reasonably be expected to be
achieved, again relative to the other alternatives under consideration, as well as the potential costs of the alternative transactions.

Issuer Tender Offer. In this alternative, we would offer to purchase a set number of shares within a specific timetable. The results of an issuer
tender offer would be unpredictable, however, due to its voluntary nature, and we would have no assurance that enough stockholders would
tender all of their shares of our common stock to reduce the number of record owners of our common stock to fewer than 300. In addition, the
rules governing tender offers require equal treatment of all stockholders, including pro rata acceptance of offers from stockholders. The Special
Committee and the Board of Directors considered that since they could not guarantee or predict with certainty how many shares would be
tendered, the possibility existed that such a transaction would not reduce the number of holders of record to below 300, and the estimated costs
of this type of transaction potentially could be higher than the costs of the Transaction. As a result of these disadvantages, the Special Committee
and the Board of Directors determined not to pursue this alternative.

Odd�Lot Tender Offer. Unlike a traditional tender offer, an odd-lot tender offer would offer to purchase the shares of our common stock only
from those stockholders owning 99 or fewer. As of the Record Date, there were approximately 267 holders of record owning 99 or fewer shares
of our common stock. However, like an issuer tender offer, this method would be voluntary on the part of stockholders and there could be no
assurance that a requisite number of stockholders would participate. While the time frame for completing an odd-lot tender offer is shorter than
for the Transaction and would be less expensive, the Special Committee and the Board of Directors decided this alternative would not be
preferable to the Transaction because of the lack of assurance that an odd-lot tender offer would produce the intended result.

Maintaining the Status Quo. The Special Committee and the Board of Directors also considered maintaining the status quo. In that case, the
Company would continue to incur the significant expenses of being a SEC reporting company without enjoying what it believes to be the
benefits traditionally associated with SEC reporting company status, including, but not limited to, raising capital in the public markets, stock
liquidity, business credibility and the ability to use its common stock as currency for acquisitions. However, the Special Committee and the
Board of Directors believed that becoming a private company would be in the best interests of the Company and its stockholders and rejected
this alternative.

After carefully reviewing all of these alternatives, for the reasons discussed above, the Special Committee recommended, and the Board of
Directors approved, the Transaction as the most expeditious and economical way of changing our status from that of a reporting company to that
of a non-reporting company.

Effects of the Transaction

Effect of the Transaction on the Company. The Transaction is designed to reduce the number of our stockholders of record below 300, which
will allow us to terminate our reporting obligations with the SEC. In determining whether the number of our stockholders of record falls below
300 as a result of the Transaction, we will count stockholders of record in accordance with Rule 12g5-1 under the Exchange Act. Rule 12g5-1
provides, with certain exceptions, that in determining whether issuers, including the Company, are subject to the registration provisions of the
Exchange Act, securities are considered to be �held of record� by each person who is identified as
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the owner of such securities on the respective records of security holders maintained by or on behalf of the issuers. However, institutional
custodians such as Cede & Co. and other commercial depositories are not considered a single holder of record for purposes of these provisions.
Rather, Cede & Co.�s and these depositories� accounts are treated as the record holder of our shares. Based on information available to us as of
November 28, 2008, we expect that as a result of the Transaction the number of our stockholders of record would be reduced from
approximately 430 to approximately 190 and we estimate that there are approximately 119 holders in street name who own fewer than 35 shares
of our common stock whose shares would be cashed out in the Transaction.

We also believe the Transaction will have the following additional effects:

�    Termination of Exchange Act Registration and Elimination of SEC Reporting Obligations. Our common stock is currently registered under
the Exchange Act. The registration may be terminated upon application by us to the SEC if there are fewer than 300 holders of record of our
common stock. We intend to file a Form 25 with the SEC to delist our common stock from the Nasdaq Capital Market and to deregister our
common stock under Section 12(b) of the Exchange Act. We expect that the delisting of our common stock will be effective 10 days after we file
the Form 25 with the SEC and deregistration of our common stock under Section 12(b) of the Exchange Act will take effect 90 days after the
filing of the Form 25. Our duty to file periodic and current reports under Section 13(a) of the Exchange Act and the rules and regulations
thereunder as a result of our common stock�s registration under Section 12(b) of the Exchange Act will be suspended 10 days after we file the
Form 25 with the SEC. We will also be required to terminate our registration under other applicable provisions of the Exchange Act.
Accordingly, we will also file with the SEC a Form 15 certifying that we have less than 300 stockholders. Our obligation to file periodic and
current reports as a result of our common stock�s registration under those other provisions of the Exchange Act will be suspended immediately
upon the filing the Form 15 with the SEC (which we anticipate we will file 10 days following the filing of the Form 25). After the 90-day
waiting period following the filing of the Form 15: (1) our obligation to comply with the requirements of the proxy rules and to file proxy
statements under Section 14 of the Exchange Act will also be terminated; (2) our executive officers, directors and 10% stockholders will no
longer be required to file reports relating to their transactions in our common stock with the SEC and our executive officers, directors and 10%
stockholders will no longer be subject to the recovery of profits provision of the Exchange Act; and (3) persons acquiring 5% of our common
stock will no longer be required to report their beneficial ownership under the Exchange Act. However, following the filing of the Form 15 with
the SEC, if on the first day of any fiscal year we have more than 300 stockholders of record we will once again become subject to the reporting
requirements of the Exchange Act. The Company will continue to be subject to the general anti-fraud provisions of applicable federal and state
securities laws.

�    Reduced Costs and Expenses. Our direct, out-of-pocket costs resulting from our reporting and other obligations under the Exchange Act, the
Sarbanes-Oxley Act, and the Nasdaq Capital Market rules were approximately $967,000 in fiscal 2007 and we expect these costs to be
approximately $941,000 in fiscal 2008 and approximately $997,000 in fiscal 2009. We expect to save approximately $766,000 (1% of annual
consolidated sales) on an annual basis by becoming a non-reporting company, which would include reduced costs of an annual financial
statement audit by a public accounting firm, given the reduced scope as a result of no longer being subject to SEC reporting requirements. We
also believe our management team, which currently spends a significant amount of time on activities related to compliance with the Exchange
Act and Sarbanes-Oxley Act will have more time to devote to business development and revenue enhancing activities.

�    Financial Effect of the Transaction. Based on information we have received as of November 28, 2008 from our transfer agent, Securities
Transfer Corporation, and from Broadridge Corporate Issuer Services, a division of Broadridge Financial Solutions, Inc., we estimate that the
cost of payment to Cashed Out Stockholders, professional fees and other expenses will total approximately $425,000. This total amount could be
larger or smaller depending on, among other things, the number of fractional shares that will be outstanding after the Transaction as a result of
purchases, sales and other transfers of our shares of common stock by our stockholders. The consideration to be paid to the Cashed Out
Stockholders and the costs of the Transaction will be paid from cash on hand. See �Special Factors�Source of Funds and Expenses.� These costs
will be offset over time by the costs savings of approximately $766,000 (1% of annual consolidated sales) per year we estimate we expect to
save as a result of a Transaction. See �Special Factors�Purpose of and Reasons for the Transaction.�

�    Conduct of our Business after the Transaction. We expect our business and operations to continue substantially as they are currently
conducted, and except as described in this proxy statement, the Transaction is not expected to have any material effect upon the conduct of our
business. See �Conduct of the Company�s Business After the Transaction.�
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�    Aggregate Stockholders� Equity. Our aggregate stockholders� equity will decrease from approximately $9,308,000 as of September 28, 2008
to approximately $8,883,000 on a pro forma basis (after giving effect to payment of Transaction Costs in the amount of $425,000, consisting of
approximately $25,000 for the cash out of the shares of Cashed Out Stockholders, and approximately $400,000 representing the amount of other
Transaction Costs that have not been included in our historical financial statements).

�    Book Value Per Share. Our book value per share of our common stock will decrease from $1.03 as of September 28, 2008 to approximately
$0.98 per share of common stock on a pro forma basis (after giving effect to payment of Transaction Costs in the amount of $425,000).

Effect on Holders of Fewer than 35 Shares of Common Stock and Treatment of Multiple Accounts. Following the Transaction, holders of
fewer than 35 shares of our common stock would receive a cash payment of $1.50 per pre-split share, without interest, and would cease to be
stockholders of the Company. Cashed Out Stockholders will have no further financial interest in us with respect to their cashed out shares and
thus will not have the opportunity to participate in the potential appreciation in the value of such shares or our future growth.

The number of shares held by a stockholder of record in two or more separate but identical record holder accounts will be combined to
determine the number of shares of our common stock owned by that holder and, accordingly, whether the holder will be a Cashed Out
Stockholder or a Continuing Stockholder. Shares held by record holders in joint accounts, such as by a husband and wife, and shares held in
similar capacities will be treated separately, and will not be combined with individual accounts in determining whether a holder will be a Cashed
Out Stockholder or a Continuing Stockholder.

We intend to treat stockholders holding our common stock in street name in the same manner as record holders. Prior to the effective date of the
Transaction, we will conduct an inquiry of all brokers, banks and other nominees that hold shares of our common stock in �street name,� ask them
to provide us with information on how many fractional shares will be cashed out, and request that they effect the Transaction for their beneficial
holders. However, these banks, brokers and other nominees may have different procedures than registered stockholders for processing the
Transaction. As a result, a stockholder owning 35 or more shares of common stock may nevertheless have those shares cashed out if the
stockholder holds shares in a combination of street name accounts and record holder accounts, or holds shares in separate accounts in several
brokerage firms. If you are in this situation and desire to remain a stockholder of the Company after the Transaction, you may consolidate your
holdings into one brokerage account or record holder account prior to the effective date. Conversely, if you hold an account with less than 35
shares in street name and want to ensure that your shares are cashed out, you may want to change the manner in which your shares are held from
street name into a record holder account in your own name so that you will be a record owner of the shares.

Examples of the effect of the Transaction on both Cashed Out Stockholders and Continuing Stockholders are set forth below under the caption
�Effects of the Transaction�Examples.�

Effect on Unaffiliated Stockholders Who Own 35 or More Shares. For those unaffiliated stockholders who own 35 or more shares of our
common stock, the Transaction may have the following effects:

�    Elimination of SEC Reporting Obligations and Compliance with the Sarbanes-Oxley Act. Our common stock is currently registered under
the Exchange Act. The registration may be terminated upon application by us to the SEC if there are fewer than 300 holders of record of our
common stock. We intend to file a Form 25 with the SEC to delist our common stock from the Nasdaq Capital Market and to deregister our
common stock under Section 12(b) of the Exchange Act. We expect that the delisting of our common stock will be effective 10 days after we file
the Form 25 with the SEC and deregistration of our common stock under Section 12(b) of the Exchange Act will take effect 90 days after the
filing of the Form 25. Our duty to file periodic and current reports under Section 13(a) of the Exchange Act and the rules and regulations
thereunder as a result of our common stock�s registration under Section 12(b) of the Exchange Act will be suspended 10 days after we file the
Form 25 with the SEC. We will also be required to terminate our registration under other applicable provisions of the Exchange Act.
Accordingly,
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we will also file with the SEC a Form 15 certifying that we have less than 300 stockholders. Our obligation to file periodic and current reports as
a result of our common stock�s registration under those other provisions of the Exchange Act will be suspended immediately upon the filing the
Form 15 with the SEC (which we anticipate we will file 10 days following the filing of the Form 25). After the 90-day waiting period following
the filing of the Form 15: (1) our obligation to comply with the requirements of the proxy rules and to file proxy statements under Section 14 of
the Exchange Act will also be terminated; (2) our executive officers, directors and 10% stockholders will no longer be required to file reports
relating to their transactions in our common stock with the SEC and our executive officers, directors and 10% stockholders will no longer be
subject to the recovery of profits provision of the Exchange Act; and (3) persons acquiring 5% of our common stock will no longer be required
to report their beneficial ownership under the Exchange Act. However, following the filing of the Form 15 with the SEC, if on the first day of
any fiscal year we have more than 300 stockholders of record we will once again become subject to the reporting requirements of the Exchange
Act. The Company will continue to be subject to the general anti-fraud provisions of applicable federal and state securities laws.

�    Effect on Market for Shares and Liquidity. Our common stock is currently listed on the Nasdaq Capital Market. After the termination of our
reporting obligations under the Exchange Act, our common stock would no longer be listed on the Nasdaq Capital Market, which may have an
adverse effect on the liquidity of our common stock. Accordingly, any trading in our common stock will occur on the pink sheets or in privately
negotiated sales which may adversely affect the liquidity of our common stock and result in a significantly increased spread between the bid and
asked prices of our common stock. Additionally, the overall price of our stock may be significantly reduced due to the potential that investors
may view the investment as inherently more risky given the fact that the Company will not publicly issue audited financial statements. The
average daily trading volume of our common stock from January 1, 2008 to December 8, 2008 (the trading day prior to the announcement of the
Transaction by the Company) was approximately 10,990 shares per day. During that period, there were 15 trading days on which our common
stock did not trade at all.

�    Cost Savings. Our direct, out-of-pocket costs resulting from our reporting and other obligations under the Exchange Act, the Sarbanes-Oxley
Act, and the Nasdaq Capital Market rules were approximately $967,000 in fiscal 2007 and we expect these costs to be approximately $941,000
in fiscal 2008 and approximately $997,000 in fiscal 2009. As we noted above, we ultimately expect to realize recurring annual cost savings of
approximately $766,000 (1% of annual consolidated sales) as a result of the Transaction. Our Continuing Stockholders, including our affiliated
stockholders, will be the beneficiaries of these savings. See �Special Factors�Purpose and Reasons for the Transaction.�

�    Outstanding Stock Options. The Transaction will have no effect on outstanding options to purchase shares of our common stock.

�    Reduction in Publicly Available Information. If we complete the Transaction as described in this proxy statement, our common stock will no
longer be registered under the Exchange Act and we will no longer be a reporting company under the Exchange Act. We will, therefore, cease to
file annual, quarterly, current, and other reports and documents with the SEC, and stockholders will cease to receive annual reports and proxy
statements. Persons that remain stockholders after the Transaction is effected will, therefore, have access to less information about the Company
and our business, operations, and financial performance.

�    Audited Financial Statements. The Company intends to have its annual financial statements audited by a public accounting firm.

�    Possible Decline in the Value of Our Common Stock. Because of the possible limited liquidity for our common stock, the termination of our
obligation to publicly disclose financial and other information following the Transaction, and the deregistration of our common stock under the
Exchange Act, Continuing Stockholders may experience a significant decrease in the value of their common stock.

�    Aggregate Stockholders� Equity. Our aggregate stockholders� equity will decrease from approximately $9,038,000 as of September 28, 2008
to approximately $8,883,000 on a pro forma basis (after giving effect to payment of Transaction Costs in the amount of $425,000).

23

Edgar Filing: GRILL CONCEPTS INC - Form DEF 14A

Table of Contents 34



Table of Contents

�    Book Value Per Share. Our book value per share of our common stock will decrease from $1.03 as of September 28, 2008 to approximately
$0.98 per share of common stock on a pro forma basis (after giving effect to payment of Transaction Costs in the amount of $425,000).

Effect on Affiliated Stockholders. As of November 28, 2008, 1,020,587 shares, or approximately 11.6%, of the issued and outstanding shares
of our common stock, were held by officers and directors. Each of our officers and directors has indicated that he intends to vote �FOR� the
Transaction, as have the 10% or greater shareholders.

Upon the effectiveness of the Transaction, the aggregate number of shares of our common stock owned by our officers and directors will remain
the same. The ownership percentage of the shares of our common stock held by our officers and directors will increase nominally as a result of
the reduction of the number of shares of our common stock outstanding by up to 15,221 shares. The increase in the ownership percentage of our
shares of common stock held by our officers and directors and the reduction in the number of shares outstanding following the completion of the
Transaction is based on record holder information that we received as of November 28, 2008 from our transfer agent, Securities Transfer
Corporation, and a share range analysis we received from Broadridge Corporate Issuer Services, a division of Broadridge Financial Solutions,
Inc., reflecting the distribution of the accounts of our stockholders who hold shares in �street name� according to predefined ranges based on share
amount. The share range analysis from Broadridge Corporate Issuer Services reflects the share ranges of 3,297,576 shares, or approximately
60.2%, of the 5,480,158 outstanding shares of our common stock held in street name as of November 28, 2008. We have assumed for purposes
of determining ownership percentages and the reduction in the number of shares outstanding following the Transaction, 0.5% of the 2,182,582
unaccounted for street name shares will be cashed out in the Transaction at the same rate as the other shares. However, the ownership percentage
and the reduction in the number of shares outstanding following the Transaction may increase or decrease depending on purchases, sales and
other transfers of our shares of common stock by our stockholders prior to the effective time of the Transaction, and the number of street name
shares that are actually cashed out in the Transaction. The ownership percentage of our shares of common stock held by our officers and
directors and the ownership percentage of the Continuing Stockholders will proportionally increase or decrease as a result of such purchases,
sales and other transfers of our shares of common stock by our stockholders prior to the effective time of the Transaction, and depending on the
number of street name shares that are actually cashed out in the Transaction.

In addition, our directors and executive officers may have interests in the Transaction that are different from your interests as a stockholder, and
have relationships that may present conflicts of interest; including holding options to purchase shares of our common stock that will remain
outstanding following the Transaction and will not be affected by the Transaction.

See �Special Factors�Potential Conflicts of Interests of Officers, Directors, and Certain Affiliated Persons.�

Our direct, out-of-pocket costs resulting from our reporting and other obligations under the Exchange Act, the Sarbanes-Oxley Act, and the
Nasdaq Capital Market rules were approximately $967,000 in fiscal 2007 and we expect these costs to be approximately $941,000 in fiscal 2008
and approximately $997,000 in fiscal 2009. As we noted above, we ultimately expect to realize recurring annual cost savings of approximately
$766,000 (1% of annual consolidated sales) as a result of the Transaction. Our Continuing Stockholders, including our affiliated stockholders,
will be the beneficiaries of these savings. See �Special Factors�Purpose and Reasons for the Transaction.�

Examples. The effect of the Transaction on both Cashed Out Stockholders and Continuing Stockholders may be illustrated, in part, by the
following examples:

Hypothetical Scenario Result
Mr. Smith is a registered stockholder who holds 25 shares of our common
stock of record in his name at the effective time of the Transaction.
Mr. Smith holds no other shares.

Mr. Smith will receive cash in the amount of $37.50, without
interest, for the 25 shares of common stock held prior to the
Reverse Stock Split.
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Ms. Jones holds 30 shares of our common stock in a brokerage account at
the effective time of the Transaction. Ms. Jones holds no other shares.

We intend to treat stockholders holding common stock in street
name in the same manner as stockholders whose shares are
registered in their own names, and will ask banks, brokers and
nominees holding these shares to effect the Transaction for their
beneficial holders. Assuming that they do so, Ms. Jones will receive
cash in the amount of $45.00, without interest, for the 30 shares of
common stock held prior to the Reverse Stock Split. If the bank,
broker or nominee holding Ms. Jones� shares have different
procedures, or do not provide us with sufficient information on Ms.
Jones� holdings, then Ms. Jones may or may not receive cash for her
shares depending on the number of shares held by the bank, broker
or other nominee, which is the actual record holder of her shares.

Mr. Williams holds 25 shares of our common stock of record in his name
and 30 shares in a brokerage account at the effective time of the
Transaction. Mr. Williams holds no other shares.

Each of Mr. Williams� holdings will be treated separately.
Accordingly, assuming the brokerage firm with whom Mr.
Williams holds his shares in street name effects the Transaction for
its beneficial holders, Mr. Williams will receive cash in the amount
of $82.50, without interest, for the 55 shares of common stock held
prior to the Reverse Stock Split.

Ms. Washington holds 100 shares of our common stock in her name and
100 shares in a brokerage account at the effective time of the Transaction.

Ms. Washington will continue to hold 100 shares of common stock
in her own name and 100 shares in a brokerage account after the
Transaction.

Mr. Adams holds 25 shares of common stock in one brokerage account
and 25 shares in another brokerage account at the effective time of the
Transaction.

Each of Mr. Adams� holdings will be treated separately. Assuming
each of the brokerage firms with whom Mr. Adams holds his shares
in street name effect the Transaction for their beneficial holders,
Mr. Adams will receive cash in the amount of $75.00, without
interest, for the 50 shares of common stock held prior to the reverse
stock split.

Ms. Wilson holds 25 shares in one record holder account and 25 shares in
another identical record holder account at the effective time of the
Transaction.

Ms. Wilson will continue to hold 50 shares of common stock after
the reverse stock split.

Mr. Jefferson and Ms. Jefferson each hold 100 shares in separate,
individual record holder accounts, but also hold 25 sharers of common
stock jointly in another record holder account.

Shares held in joint accounts will not be added to shares held
individually in determining whether a stockholder will be a Cashed
Out Stockholder or a Continuing Stockholder. Accordingly, Mr.
Jefferson and Ms. Jefferson will each continue to own 100 shares of
common stock after the Transaction in their separate accounts, but
will receive $37.50, without interest, for the shares held in their
joint account.

Nasdaq Capital Market Listing; Pink Sheets Listing

Our common stock is currently listed on the Nasdaq Capital Market. To obtain the cost savings we anticipate by no longer preparing and filing
annual, periodic and current reports with the SEC, our common stock will need to be delisted from the Nasdaq Capital Market.

Following the Transaction, our shares are expected to be quoted in the �Pink Sheets� at www.pinksheets.com, an electronic interdealer quotation
service. The Pink Sheets are not a stock exchange and we do not have the ability to list on, or control whether our shares are quoted on Pink
Sheets. The price may be more or less than the current price on the Nasdaq Capital Market. In addition, the spread between the bid and asked
prices of our common stock may be wider than on the Nasdaq Capital Market and the liquidity of our shares may be lower. There is no
assurance, however, that there will be any Pink Sheets quotations after the Transaction or that, if such quotations begin, they will continue for
any length of time.

25

Edgar Filing: GRILL CONCEPTS INC - Form DEF 14A

Table of Contents 36



Table of Contents

Fairness of the Transaction

The Special Committee and the Board of Directors fully considered and reviewed the terms, purpose, alternatives and effects of the proposed
Transaction, and each has unanimously determined that the Transaction is procedurally and substantively fair to all stockholders of the
Company, including the unaffiliated stockholders who will receive cash consideration in the Transaction and unaffiliated stockholders who will
continue as owners of the Company. The Board of Directors has unanimously approved the Transaction and recommends that stockholders vote
�FOR� approval of the Transaction.

Our directors and executive officers are deemed to be �Filing Persons� under the Exchange Act rules that govern transactions to effect
deregistration of securities under the Exchange Act. These rules require each Filing Person to state whether he or she believes that the
transaction is fair to unaffiliated stockholders. The identity and backgrounds of the Company�s Filing Persons are provided below in �Information
About the Company � The Filing Persons.�

In forming his or her belief as to the fairness of the Transaction to our unaffiliated stockholders, each of the Filing Persons has relied upon the
analysis of the Special Committee (as adopted by our Board) and has adopted the analysis and conclusions of the Special Committee, as
provided in more detail below. Based on the analysis of the Special Committee, each of the Filing Persons believes that the Transaction is fair to,
and in the best interests of, the Company and its affiliated and unaffiliated shareholders, including the unaffiliated stockholders who will receive
cash consideration in the Transaction and unaffiliated stockholders who will continue as owners of the Company. The Filing Persons, acting in
their individual capacities, have not received any report, opinion, or appraisal from an outside party that is materially related to the Transaction.

In order for the Transaction to be approved, a majority of all stockholders must vote give a FOR vote, not just a majority of unaffiliated
stockholders.

Substantive Fairness. The Special Committee and the Board of Directors considered, among other things, the factors listed below, as well as
the alternatives to the Transaction as noted above in �Special Factors�Alternatives to the Transaction� in reaching their conclusions as to the
substantive fairness of the Transaction to our stockholders, including both unaffiliated Cashed Out Stockholders and unaffiliated Continuing
Stockholders. The Special Committee and the Board of Directors did not assign specific weight to any factors they considered, nor did they
apply them in a formulaic fashion, although they particularly noted the opportunity in the Transaction for stockholders to sell their holdings at a
premium, as well as the significant cost and time savings for the Company resulting from the Transaction which will benefit Continuing
Stockholders. The discussion below is not meant to be exhaustive, but we believe includes all material factors considered by the Special
Committee and the Board of Directors in their determinations.

Future Cost and Time Savings. The direct, out-of-pocket costs resulting from our reporting and other obligations under the Exchange Act, the
Sarbanes-Oxley Act, and the Nasdaq Capital Market rules were approximately $967,000 in fiscal 2007 and we expect these costs to be
approximately $941,000 in fiscal 2008 and approximately $997,000 in fiscal 2009. By eliminating these direct and indirect costs, the Company
ultimately expects to realize recurring annual cost savings of approximately $766,000 (1% of annual consolidated sales), which would include
reduced costs of an annual financial statement audit by a public accounting firm, given the reduced scope as a result of no longer being subject to
SEC reporting requirements. In addition, the Special Committee and the Board of Directors noted that the Company would eliminate the time
and effort currently spent by the Company�s management to prepare and review the reports it files with the SEC under the Exchange Act and the
Sarbanes-Oxley Act, and after the Transaction, management and our other employees will be able to reallocate this time and effort to other areas
of our businesses and operations.

Opportunity to Liquidate Shares of Common Stock. The Special Committee and Board of Directors considered the opportunity the Transaction
presents for stockholders owning fewer than 35 shares to liquidate their holdings at a premium over the closing price per share of our common
stock at the time of the approval of the Transaction, without incurring brokerage costs.
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Limited Liquidity for the Company�s Common Stock. The Special Committee and the Board of Directors noted that the trading volume in our
common stock has been, and continues to be, relatively limited. The average daily trading volume of the stock from January 1, 2008 to
December 8, 2008 (the trading day just prior to the announcement of the approval of the Transaction by the Special Committee and the Board of
Directors) was approximately 10,990 shares per day. During that period, however, there were 15 trading days on which our common stock did
not trade at all. Accordingly, the Transaction provides a large number of our record holders and beneficial holders with the opportunity to obtain
cash for their shares in a relatively limited trading market and at a premium over the closing price of our common stock at the time of our
announcement of the Transaction.

Historical Prices. The Special Committee and the Board of Directors considered both the historical market prices and recent trading activity and
current market prices of our common stock. Between January 1, 2008 and December 8, 2008, the day before the public announcement of the
proposed transaction, our share price has ranged from $0.61 to $4.55 The $1.50 cash out price represents an approximately 100% premium over
the $0.75 closing sales price of common stock on December 8, 2008 and an approximately 370% premium over the $0.32 closing sales price of
common stock on the Record Date. The Special Committee considered the fact that the selected $1.50 per share value was within the lower half
of the trading range for the last twelve months. The Special Committee considered this reasonable given the significant decline in the overall
market, the decline in the Company�s financial results, the recent announcements regarding the suspension of the Company�s expansion plans and
the general market perception about the prospects for the restaurant industry.

Opinion of the Financial Advisor. The Special Committee and the Board of Directors considered a valuation report dated December 8, 2008 and
opinion rendered by Morgan Joseph to the Special Committee to the effect that, as of the date of such opinion and based upon and subject to
certain matters stated therein, the $1.50 per share in cash to be paid is fair, from a financial point of view to unaffiliated stockholders. For more
information about the opinion, you should read the discussion below under �Special Factors�Fairness Opinion of Financial Advisor� and a copy of
the opinion of Morgan Joseph attached as Annex B to this proxy statement. Each of the valuation report and the opinion of Morgan Joseph is
available for inspection and copying at our principal executive offices, 6300 Canoga Avenue, Suite 1700, Woodland Hills, California 91367.

Valuation Report. In determining the cash amount to be paid to Cashed Out Stockholders in the Transaction, the Special Committee and the
Board of Directors considered the valuations of the Company�s common stock presented in Morgan Joseph�s valuation report. The analysis of
premiums paid, pro forma impact of the transaction, selected publicly traded companies analysis, selected precedent transaction analysis,
discounted present value analysis and leveraged transaction methods used by Morgan Joseph to assess the fairness of the $1.50 per share to be
paid to Cashed Out Stockholders and to our unaffiliated Continuing Stockholders, are described in more detail below under �Special
Factors�Fairness Opinion of Financial Advisor.� The Special Committee and the Board have relied upon Morgan Joseph�s valuation report and
Morgan Joseph�s written fairness opinion to the effect that the $1.50 per share in cash to be paid is fair, from a financial point of view to
unaffiliated stockholders.

Net Book Value and Liquidation Value. While Morgan Joseph reviewed the net book value of our shares of common stock, none of Morgan
Joseph, the Special Committee or the Board viewed it as being relevant for the fair value to be paid to Cashed Out Stockholders. Net book value
is based on the historical cost of our assets. The value of items, such as our positive business reputation and goodwill, particularly since we will
continue as a going concern, are not included in a determination of net book value. Nevertheless, our stockholders� equity (net book value) per
share on September 28, 2008 was $1.03 and the cash out price of $1.50 represents a $0.47, or 46%, premium to net book value. In addition,
while Morgan Joseph considered a liquidation analysis, it determined that it also had no relevance in light of the fact that we will remain as a
continuing business and the Transaction will not result in a change of control of the Company.

No Firm Offers. The Special Committee and the Board of Directors is not aware of any firm offers during the past two years by any unaffiliated
person for the merger or consolidation of the Company, the sale or other transfer or all or any substantial part of the assets of the Company, or a
purchase of our shares of common stock or other securities that would enable the holder to exercise control of the Company.
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Disadvantages of the Transaction. The Special Committee and the Board of Directors also considered the disadvantages of the Transaction,
including that:

� No Participation in Future Growth by Cashed Out Stockholders. Cashed Out Stockholders will no longer have any ownership
interest in the Company and will no longer participate in our future earnings and growth.

� Reduction in Information about the Company. After completion of the Transaction, we will cease to file annual, quarterly, current,
and other reports and documents with the SEC, and stockholders will cease to receive annual reports and proxy statements. While we
intend to continue to prepare audited annual financial statements and periodic unaudited financial statements, we do not intend to
make those financial statements public. As a result Continuing Stockholders will have access to less information about the Company
and our business, operations, and financial performance.

� Limited Liquidity. After the Transaction, we will no longer be listed on the Nasdaq Capital Market and our common stock is
expected, instead, to be listed on the pink sheets. In addition, because of the possible limited liquidity for our common stock, the
termination of our obligation to publicly disclose financial and other information following the Transaction, and the deregistration of
our common stock under the Exchange Act, Continuing Stockholders may potentially experience a significant decrease in the value
of their common stock.

� Limited Oversight. After completion of the Transaction, we will no longer be subject to the provisions of the Sarbanes-Oxley Act,
the liability provisions of the Exchange Act or the oversight of the Nasdaq Capital Market.

� Reporting Obligations of Certain Insiders. Our executive officers, directors and 10% stockholders will no longer be required to file
reports relating to their transactions in our common stock with the SEC. In addition, our executive officers, directors and 10%
stockholders will no longer be subject to the recovery of profits provision of the Exchange Act, and persons acquiring 5% of our
common stock will no longer be required to report their beneficial ownership under the Exchange Act.

� Reduced Cash Balance. We estimate that the cost of payment to Cashed Out Stockholders, professional fees and other expenses will
total approximately $425,000. The consideration to be paid to the Cashed Out Stockholders and the costs of the Transaction will be
paid from funds on hand. As a result, immediately after the Transaction, we will have less cash on hand than we would have had if
the Transaction did not occur.

� Filing Requirements Reinstituted. The filing of the Form 15 will result in the suspension and not the termination of our filing
obligations under the Exchange Act. This suspension remains in effect so long as we have fewer than 300 stockholders of record.
Thus, subsequent to the time the Form 15 becomes effective, if on the first day of any fiscal year we have more than 300
stockholders, then we must resume reporting pursuant to Section 15(d) of the Exchange Act.

� Board Composition. After the completion of the Transaction we may reduce the number of persons serving on our board of directors
and we may no longer have independent directors.

� No Appraisal Rights. Under Delaware law, our certificate of incorporation and our bylaws, no appraisal or dissenters� rights are
available to our stockholders who dissent from the Transaction.
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Approval of the Transaction. As of November 28, 2008, approximately 10.1% of our shares of common stock eligible to vote with
respect to the Transaction were held by directors and executive officers and approximately 33.3% of the eligible votes, including
shares of common stock underlying our Series C Convertible Preferred Stock, were held by 10% shareholders. As noted above, our
directors and executive officers have indicated that they intend to vote their shares of our common stock (1,020,587 shares, or
approximately 10.1% of the shares eligible to vote) �FOR� the Transaction, as have the shareholders who hold more than 10% of the
shares.

See �Special Factors�Effects of the Transaction�.

Procedural Fairness. No unaffiliated representative acting solely on behalf of our unaffiliated stockholders for the purpose of negotiating the
terms of the Transaction or preparing a report covering the fairness of the Transaction was retained by the Company, nor were special provisions
made to grant unaffiliated stockholders
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access to our corporate files or to obtain counsel or appraisal services. The Board of Directors established the Special Committee to consider
possible alternatives to the Transaction, the related advantages and disadvantages to the Company and its stockholders of each of those
alternatives, the fairness of the price to be paid to Cashed Out Stockholders, and to make a recommendation to the full Board of Directors
concerning the advisability of the alternatives considered. The Board of Directors believes that the Special Committee, whose members are each
independent within the meaning of Rule 4200 of the Nasdaq Marketplace Rules and Section 10A-3(b) of the Exchange Act, was sufficient to
protect the interests of unaffiliated stockholders. In addition, the Special Committee and the Board of Directors took note of the fact that the
interests of unaffiliated stockholders inherently varied depending upon whether any particular unaffiliated stockholder held 35 shares or more or
held fewer than 35 shares. Although there was no third party that acted independently on behalf of the unaffiliated stockholders, the independent
members of the Special Committee set out to protect unaffiliated stockholders by making a recommendation regarding the Transaction that they
deemed fair to the unaffiliated stockholders.

The Special Committee and the Board of Directors believed that this proxy statement, along with our other filings with the SEC, provide a great
deal of information for unaffiliated stockholders to make an informed decision as to the Transaction, and that no special provision for the review
of our files was necessary. The Special Committee and the Board of Directors noted, though, that subject to certain conditions, Delaware law
already provides stockholders with the right to review our books and records.

The Special Committee and the Board of Directors determined not to condition the approval of the Transaction on approval by a majority of
unaffiliated shareholders. The Special Committee and the Board of Directors noted that affiliated and unaffiliated stockholders will be treated
equally in the Transaction. If separate approval of unaffiliated stockholders were required, our affiliated stockholders would receive lesser voting
rights than unaffiliated stockholders solely on the basis of their affiliate status even though they will receive no additional benefits or different
treatment in the Transaction, and that any such requirement would prevent a majority of the outstanding shares of our common stock from
participating in the consideration of the proposed Transaction. Executive officers and directors presently own shares representing approximately
10.1% of the issued and outstanding shares eligible to vote on the Transaction (please see �Special Factors � Potential Conflicts of Interests of
Officers, Directors, and Certain Affiliated Persons�). Furthermore, a vote of the majority of unaffiliated stockholders is not required under
Delaware law. Finally, stockholders can increase, divide, or otherwise adjust their existing holdings at any time prior to the effective date of the
Transaction, so as to retain some or all of their shares of common stock, or to receive cash for some or all of their shares, as they see fit.

The Special Committee and the Board of Directors also noted that there will be no material change in the percentage ownership of the executive
officers and directors as a group. Based on information provided by our transfer agent as of November 28, 2008 as to our record holders, and
Broadridge Corporate Issuer Services, a division of Broadridge Financial Solutions, Inc., reflecting the distribution of the accounts of our
stockholders who hold shares in �street name� according to predefined ranges based on share amount, up to 15,221 shares out of 8,807,730 issued
and outstanding shares of our common stock (consisting of an estimated 2,862 shares owned by record holders and up to an estimated 12,359
owned by holders of shares in street name) will be eliminated as a result of the Transaction. The Special Committee also noted that on the
Record Date the executive officers and directors as a group held 1,020,587 shares, or approximately 10.1%, of the issued and outstanding shares
of our eligible voting stock, and that after the Transaction, we expect those shares will represent approximately the same percentage of our
issued and outstanding voting shares, subject to change based on the actual number of shares that would be purchased in the Transaction.

The Company intends to treat stockholders holding common stock in street name in the same manner as stockholders whose shares are
registered in their own names, and will ask banks, brokers and nominees holding these shares to provide us with information on how many
fractional shares will be cashed out, and request that they effect the Transaction for their beneficial holders.

Recommendation of the Special Committee. Based on the foregoing analyses, including a consideration of the disadvantages of the
Transaction, the Special Committee believed that the Transaction is procedurally and substantively fair to all stockholders, including the
unaffiliated stockholders, regardless of whether a stockholder receives cash or continues to be a stockholder following the Transaction, and
believes the $1.50 cash amount to be fair consideration for those stockholders holding less than 35 shares. As a result, the Special Committee
unanimously recommended the Transaction to the full Board of Directors.

Recommendation of the Board of Directors. At a meeting held on December 8, 2008, the Board of Directors unanimously determined that the
Transaction is fair to, and in the best interests of, the Company and its stockholders, including all unaffiliated stockholders, unanimously
approved the Transaction and recommends that you vote �FOR� approval. In reaching its determination and recommendation, the Board of
Directors considered and specifically adopted the recommendations of the Special Committee and the factors that the Special Committee took
into account in making its recommendations to the full Board of Directors.
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Fairness Opinion of Financial Advisor

The Company engaged Morgan Joseph on August 25, 2008 to advise it in connection with its review of strategic and financial alternatives. On
December 1, 2008, the Special Committee and the Board of Directors amended Morgan Joseph�s engagement to consider the fairness, from a
financial point of view, of the cash consideration be paid to Cashed Out Stockholders. At a meeting of the Special Committee held on
December 8, 2008, Morgan Joseph delivered its oral opinion to the Special Committee that, as of December 8, 2008, the cash consideration to be
paid to those stockholders receiving the cash consideration was fair, from a financial point of view, to the unaffiliated stockholders. Pursuant to
the Special Committee�s request, Morgan Joseph confirmed its oral fairness opinion with a written fairness opinion dated December 8, 2008 to
the effect that, as of such date and based upon the assumptions made, matters considered and limits of review set forth in its written opinion, the
transaction consideration was fair, from a financial point of view, to the unaffiliated Cashed Out Stockholders and to unaffiliated Continuing
Stockholders. This fairness opinion is attached to this proxy statement as Annex B. You are urged to read the Morgan Joseph opinion carefully
and in its entirety for a description of the procedures followed, assumptions made, and matters considered by Morgan Joseph, as well as the
qualifications and limitations on the Morgan Joseph opinion and the review undertaken by Morgan Joseph in rendering the Morgan Joseph
opinion.

Management selected Morgan Joseph, with the Board of Directors� approval, to render an opinion regarding fairness, from a financial point of
view, because of Morgan Joseph�s existing engagement with the Company pursuant to the terms of a letter agreement dated August 25, 2008,, its
familiarity with the Company�s current operations and prospects and because Morgan Joseph regularly engages in the valuation of businesses and
securities in connection with mergers and acquisitions, leveraged buyouts, negotiated underwritings, secondary distributions of listed and
unlisted securities, and private placements.

The Morgan Joseph opinion was directed to the Special Committee and addressed the fairness, from a financial point of view, to the
shareholders other than the affiliated shareholders, of the transaction consideration. The Morgan Joseph opinion did not address the merits
underlying our business decision to enter into the Transaction and did not constitute a recommendation to us, the Special Committee, the Board
of Directors, our stockholders, or any other person as to how such person should vote or as to any other specific action that should be taken in
connection with the Transaction.

In conducting its analysis and arriving at its opinion, Morgan Joseph reviewed and analyzed, among other things, the following:

i. The December 8, 2008 draft of the proxy statement ,which the Company represented was, with respect to all material terms and conditions
thereof, substantially in the form of the proxy statement to be filed with the SEC promptly after the receipt of Morgan Joseph�s opinion;

ii. The Company�s annual report on Form 10-K filed with the Securities and Exchange Commission (the �SEC�) with respect to its fiscal
year ended December 30, 2007, the Company�s quarterly reports on Form 10-Q filed with the SEC with respect to its fiscal quarters
ended March 30, 2008, June 29, 2008 and September 28, 2008, respectively;

iii. Certain other publicly available business and financial information concerning the Company, and the industry in which it operates, which
Morgan Joseph believes to be relevant;

iv. Certain internal information and other data relating to the Company, and its respective business and prospects, including budgets,
forecasts, projections and certain presentations prepared by the Company, which were prepared and provided to Morgan Joseph by the
Company�s senior management;

v. The reported sales prices and trading activity of the Common Stock;
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vi. Certain publicly available information concerning certain other public companies which Morgan Joseph believes to be relevant and the
trading markets for certain of such other companies� securities; and

vii. The financial terms of certain unrelated transactions which Morgan Joseph believes to be relevant.
Morgan Joseph also met with and held discussions with certain of our officers and employees to discuss our business, operations, assets,
financial condition and prospects, as well as the Transaction, and Morgan Joseph undertook such other studies, analyses and investigations as it
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