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ARTICLE 1
INTRODUCTION

SI Restructuring, Inc. (“SI”’), SR Restructuring, Inc. (“Restaurants”), SRE Restructuring,
Inc. (“Real Estate”), SF Restructuring, LLC (“Franchisor”), SFOPS Restructuring, LLC
(“Franchise Operations”), SFPROD Restructuring, LLC (“Brand Products”), DFW Restaurant
Transfer Corp. (“DFW?”), 56™ and 6™, Inc. (“56™ and 6"™), RAD Acquisition Corp. (“RAD”) and
San Felipe, LLC (“San Felipe”) (collectively, the “Debtors”), as debtors and debtors-in-
possession, submit this Disclosure Statement pursuant to Bankruptcy Code section 1125 for use
in the solicitation of votes on the Plan. Although a Debtor, RAD is not a proponent of the Plan at
this time and it is not being reorganized pursuant to the Plan. A copy of the Schlotzsky’s, Inc., et
al. Amended Joint Plan of Liquidation (the “Plan”) is annexed as Exhibit “1” to this Disclosure

Statement.'

This Disclosure Statement sets forth certain relevant information regarding the Debtors’
prepetition operations and financial history, the need to seek Chapter 11 protection, significant
events that have occurred during the Chapter 11 case, an analysis of the expected return to the
Debtors’ unsecured creditors and the anticipated procedures for liquidating the Debtors’
remaining assets. This Disclosure Statement also describes terms and provisions of the Plan,
including certain alternatives to the Plan, certain effects of confirmation of the Plan, certain risk
factors associated with the Plan, and the manner in which distributions will be made under the
Plan. Additionally, this Disclosure Statement discusses the confirmation process and the voting
procedures that holders of Claims and Interests must follow for their votes to be counted.

A. Filing of the Debtors’ Chapter 11 Cases

The Debtors filed their voluntary petitions for relief under Chapter 11 of the Bankruptcy
Code on August 3, 2004 (the “Petition Date”) in the United States Bankruptcy Court for the
Western District of Texas, San Antonio Division (the “Bankruptcy Court”). Since the Petition
Date, the Debtors have continued to operate their business and manage their properties and assets
as debtors-in-possession pursuant to Bankruptcy Code sections 1107 and 1108.

B. Purpose of Disclosure Statement

Section 1125 of the Bankruptcy Code requires the Debtors to prepare and obtain court
approval of a Disclosure Statement as a prerequisite to soliciting votes on the Debtors’ Plan. The
purpose of the Disclosure Statement is to provide information to Creditors and Interest holders
(shareholders) that will assist them in deciding how to vote on the Plan.

This Disclosure Statement was approved by the Bankruptcy Court on December 12,
2005. Such approval does not constitute a judgment by the Bankruptcy Court as to the
desirability of the Plan or as to the value or suitability of any consideration offered thereunder.

! Except as otherwise provided in this Disclosure Statement, capitalized terms herein have the meanings ascribed to
them in the Plan. Any capitalized term used herein that is not defined in the Plan shall have the meaning ascribed to
that term in the Bankruptcy Code or Bankruptcy Rules, whichever is applicable.
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The Court’s approval does indicate, however, that the Bankruptcy Court has determined that the
Disclosure Statement contains adequate information to permit you to make an informed
judgment regarding acceptance or rejection of the Plan.

The Approval By The Bankruptcy Court Of This Disclosure Statement Does
Not Constitute An Endorsement By The Bankruptcy Court Of The Plan Or
A Guarantee Of The Accuracy Or Completeness Of The Information
Contained Herein. The Material Contained Herein Is Intended Solely For
The Use Of Creditors And Holders Of Interests Of The Debtors In
Evaluating The Plan And Voting To Accept Or Reject The Plan And,
Accordingly, May Not Be Relied On For Any Purpose Other Than The
Determination Of How To Vote On, Or Whether To Object To, The Plan.

The Debtors Believe That The Plan And The Treatment Of Claims And
Interests Thereunder Is In The Best Interests Of Claimholders And Interest
Holders And Urge That You Vote To Accept The Plan.

This Disclosure Statement Has Not Been Approved Or Disapproved By The
Securities And Exchange Commission, Nor Has The Commission Passed On
The Accuracy Or Adequacy Of The Statements Contained Herein. Any
Representation To The Contrary Is Unlawful. The Plan Should Be Reviewed
Carefully.

C. Hearing on Confirmation of the Plan

The Bankruptcy Court has set January 23, 2006 at 9:30 a.m. Central Time, as the time
and date for the hearing (the “Confirmation Hearing”) to determine whether the Plan has been
accepted by the requisite number of Claimholders and whether the other standards for
Confirmation of the Plan have been satisfied. Once commenced, the Confirmation Hearing may
be adjourned or continued by announcement in open court with no further notice.

D. Sources of Information

Except as otherwise expressly indicated, the portions of this Disclosure Statement
describing the Debtors, their business, properties and management, and the Plan have been
prepared from information furnished by the Debtors. The statements contained in this Disclosure
Statement are made as of the date hereof unless another time is specified.

ARTICLE 2
EXPLANATION OF CHAPTER 11

A. Overview of Chapter 11

Chapter 11 is the principal reorganization chapter of the Bankruptcy Code. Under
chapter 11, a debtor-in-possession may seek to reorganize its business or to sell the business for
the benefit of the debtor’s creditors and other interested parties.
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The commencement of a chapter 11 case creates an estate comprising all of the Debtors’
legal and equitable interests in property as of the date the petition is filed. Unless the Bankruptcy
Court orders the appointment of a trustee, a chapter 11 debtor may continue to operate its
business and control the assets of its estate as a “debtor-in-possession,” as the Debtors have done
in these cases since the Petition Date.

Formulation of a plan of reorganization/liquidation is the principal purpose of a chapter
11 case. The plan sets forth the means for satisfying the claims of creditors against, and interests
of equity security holders in, the debtor.

B. Plan of Reorganization/Liquidation

Although usually referred to as a plan of reorganization, a plan may simply provide for an
orderly liquidation of a debtor’s property and assets. The Debtors’ Plan does, in fact, provide for
an orderly liquidation of its remaining assets. The Debtors in these cases have already sold the
vast majority of their assets. The chief remaining assets of these Debtors are litigation claims
and a parcel of undeveloped real property in which the Debtors have equity.

After the plan has been filed, the holders of claims against, or interests in, a debtor are
generally permitted to vote on whether to accept or reject the plan. Chapter 11 does not require
that each holder of a claim against, or interest in, a debtor vote in favor of a plan in order for the
plan to be confirmed. At a minimum, however, a plan must be accepted by a majority in number
and two-thirds in amount of those claims actually voting from at least one class of claims
impaired under the plan.

Classes of claims or interests that are not “impaired” under a plan of reorganization are
conclusively presumed to have accepted the plan and therefore are not entitled to vote. A class is
“impaired” if the plan modifies the legal, equitable, or contractual rights attaching to the claims
or interests of that class. Most of the claims of the unsecured creditors of these Debtors are
impaired and are not likely to receive the full value of their claims. Classes of claims or interests
that receive or retain no property under a plan of reorganization are conclusively presumed to
have rejected the plan and therefore are not entitled to vote. The class including the shareholders
of SI Restructuring, Inc. (f/k/a Schlotzsky’s, Inc.) is not receiving anything under the Plan and is
deemed to have rejected the Plan.

ARTICLE 3
VOTING PROCEDURES AND CONFIRMATION REQUIREMENTS

A. Ballots and Voting Deadline

A ballot for voting to accept or reject the Plan is enclosed with this Disclosure Statement,
and has been mailed to Claimholders (or their authorized representatives) entitled to vote. After
carefully reviewing the Disclosure Statement, including all exhibits, each Claimholder (or its
authorized representative) entitled to vote should indicate its vote on the enclosed ballot. All
Claimholders (or their authorized representatives) entitled to vote must (i) carefully review the
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ballot and instructions thereon, (ii) execute the ballot, and (iii) return it to the address indicated
on the ballot by the deadline (the “Voting Deadline”) for the ballot to be considered.

The Bankruptcy Court has directed that, in order to be counted for voting purposes,
ballots for the acceptance or rejection of the Plan must be received no later than January 13, 2006
at 5:00 p.m. San Antonio Time, at the following address:

HAYNES AND BOONE, LLP
Attn: Dian Gwinnup

901 Main Street, Suite 3100
Dallas, Texas 75202-3789

BALLOTS MUST BE RECEIVED AT THE ABOVE ADDRESS NO LATER
THAN JANUARY 13, 2006 at 5:00 P.M. CENTRAL TIME. ANY BALLOTS RECEIVED
AFTER THAT DEADLINE WILL NOT BE COUNTED.

B. Claimholders and Interest Holders Entitled to Vote

Any Claimholder of the Debtors whose claim is impaired under the Plan is entitled to
vote if either (i) the Debtors have scheduled the Claimholder’s Claim (and such Claim is not
scheduled as disputed, contingent, or unliquidated) or (ii) the Claimholder has filed a Proof of
Claim on or before the deadline set by the Bankruptcy Court for such filings. Any holder of a
Claim as to which an objection has been filed (and such objection is still pending) is not entitled
to vote, unless the Bankruptcy Court (on motion by a party whose Claim is subject to an
objection), temporarily allows the Claim in an amount that it deems proper for the purpose of
accepting or rejecting the Plan. Such motion must be heard and determined by the Bankruptcy
Court before the first date set by the Bankruptcy Court for the Confirmation Hearing on the Plan.
In addition, a Claimholder’s vote may be disregarded if the Bankruptcy Court determines that the
Claimholder’s acceptance or rejection was not solicited or procured in good faith or in
accordance with the applicable provisions of the Bankruptcy Code.

The Debtors’ Interest Holders shall not receive any distribution under the Plan.
Accordingly, all such Interest Holders are deemed to have rejected the Plan and are not entitled
to vote on the Plan.

C. Bar Date for Filing Proofs of Claim

The Bankruptcy Court established a bar date for filing proofs of claim or interests in the
Debtors’ chapter 11 cases of November 28, 2004.

D. Classes Impaired Under the Plan

Claims or Interests in Classes 1-4 are impaired under the Plan. Holders of Claims in
Classes 1 and 3 are eligible to vote to accept or reject the Plan. Holders of Claims in Class 2 are
not impaired and may not vote on the Plan. Interest holders within Class 4 will not receive any
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distributions under the Plan. As such, Interest holders within Class 4 are conclusively presumed
to have rejected the Plan and, therefore, are not entitled to vote to accept or reject the Plan.

E. Information on Voting and Ballots
1. Ballot Tabulation Procedures

For purposes of voting on the Plan, the amount and classification of a Claim and the
procedures that will be used to tabulate acceptances and rejections of the Plan shall be
exclusively as follows:

(a) If no Proof of Claim has been timely filed, the voted amount of a Claim
shall be equal to the amount listed for the particular Claim in the Schedules of
Assets and Liabilities, as and if amended, to the extent such Claim is not listed as
contingent, unliquidated, or disputed, and the Claim shall be placed in the
appropriate Class, based on the Debtors’ records, and consistent with the
Schedules of Assets and Liabilities and the Claims registry of the Clerk of the
Bankruptcy Court (the “Clerk™);

(b) If a Proof of Claim has been timely filed, and has not been objected to
before the expiration of the Voting Deadline, the voted amount of that Claim shall
be as specified in the Proof of Claim filed with the Clerk;

(c) Subject to subparagraph (d) below, a Claim that is the subject of an
objection filed before the Voting Deadline shall be disallowed for voting
purposes, except to the extent and in the manner that the Debtors indicate in their
objection that the Claim should be allowed for voting or other purposes;

(d) If a Claim has been estimated or otherwise allowed for voting purposes by
order of the Bankruptcy Court, the voted amount and classification shall be that
set by the Bankruptcy Court;

(e) If a Claimholder or its authorized representative did not use the Ballot or
Master Ballot form, as applicable, provided by the Debtors; the Official Ballot
Form authorized under the Federal Rules of Bankruptcy Procedure; or a
substantially similar form of ballot, such Ballot will not be counted;

(f) If the Ballot is not received by Debtors on or before the Voting Deadline at
the place fixed by the Bankruptcy Court, the Ballot will not be counted;

(g) If the Ballot is not signed by the Claimholder or its authorized
representative, the Ballot will not be counted;

(h) If the individual or institution casting the Ballot (whether directly or as a
representative) was not the holder of a Claim on the Voting Record Date (as that
term is defined below), the Ballot will not be counted;
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(1) If the Claimholder or its authorized representative did not check one of the
boxes indicating acceptance or rejection of the Plan, or checked both such boxes,
the Ballot will not be counted;

() Whenever a Claimholder (or its authorized representative) submits more
than one Ballot voting the same Claim(s) before the applicable deadline for
submission of Ballots, except as otherwise directed by the Bankruptcy Court after
notice and a hearing, the last such Ballot shall be deemed to reflect the voter’s
intent and shall supersede any prior Ballots.

2. Execution of Ballots by Representatives

If a Ballot is signed by trustees, executors, administrators, guardians, attorneys-in-fact,
officers of corporations, or others acting in a fiduciary or representative capacity, such persons
must indicate their capacity when signing and, at the Debtors’ request, must submit proper
evidence satisfactory to the Debtors of their authority to so act.

3. Changes to Ballots

Any Claimholder (or its authorized representative) who has previously submitted a
properly completed Ballot to counsel for Debtors before the Voting Deadline may revoke such
Ballot and change its vote by submitting to counsel for Debtors before the Voting Deadline a
subsequent, properly completed Ballot for acceptance or rejection of the Plan.

F. Confirmation of Plan

1. Solicitation of Acceptances

The Debtors are soliciting your vote. The Debtors will bear the cost of any solicitation
by the Debtors. No other additional compensation shall be received by any party for any
solicitation other than as disclosed to the Bankruptcy Court.

No Representations Or Assurances, If Any, Concerning The Debtors Or The
Plan Are Authorized By The Debtors Other Than As Set Forth In This
Disclosure Statement. Any Representations Or Inducements Made By Any
Person To Secure Your Vote Other Than Those Contained In This
Disclosure Statement Should Not Be Relied On By You In Arriving At Your
Decision, And Such Additional Representations Or Inducements Should Be
Reported To Counsel For The Debtors For Such Action As May Be Deemed
Appropriate.

This Is A Solicitation Solely By The Debtors, And Is Not A Solicitation By
Any Shareholder, Attorney, Or Accountant For The Debtors. The
Representations, If Any, Made Herein Are Those Of The Debtors And Not
Of Such Shareholders, Attorneys, Or Accountants, Except As May Be
Otherwise Specifically And Expressly Indicated.
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Under the Bankruptcy Code, a vote for acceptance or rejection of a plan may not be
solicited unless the claimant has received a copy of a disclosure statement approved by the
Bankruptcy Court prior to, or concurrently with, such solicitation. This solicitation of votes on
the Plan is governed by Bankruptcy Code section 1125(b). Violation of Bankruptcy Code
section 1125(b) may result in sanctions by the Bankruptcy Court, including disallowance of any
improperly solicited vote.

2. Requirements for Confirmation of the Plan

At the Confirmation Hearing, the Bankruptcy Court shall determine whether the
requirements of Bankruptcy Code section 1129 have been satisfied, in which event the
Bankruptcy Court shall enter an Order confirming the Plan. For the Plan to be confirmed,
Bankruptcy Code section 1129 requires that:

(1) The Plan comply with the applicable provisions of the Bankruptcy Code;

(i) The Debtors have complied with the applicable provisions of the
Bankruptcy Code;

(ii1))  The Plan has been proposed in good faith and not by any means forbidden
by law;

(iv) Any payment or distribution made or promised by the Debtors or by a
person issuing securities or acquiring property under the Plan for services or for costs and
expense in connection with the Plan has been disclosed to the Bankruptcy Court, and any such
payment made before the confirmation of the Plan is reasonable, or if such payment is to be fixed
after confirmation of the Plan, such payment is subject to the approval of the Bankruptcy Court
as reasonable;

(v) The Debtors have disclosed the identity and affiliation of any individual
proposed to serve, after confirmation of the Plan, as a director, officer or voting trustee of the
Debtors, an affiliate of the Debtors participating in a joint plan with the Debtors, or a successor
to the Debtors under the Plan; the appointment to, or continuance in, such office of such
individual is consistent with the interests of Creditors and Interest Holders and with public
policy; and the Debtors have disclosed the identity of any insider that will be employed or
retained by the reorganized debtor and the nature of any compensation for such insider;

(vi) Any government regulatory commission with jurisdiction (after
confirmation of the Plan) over the rates of the Debtors has approved any rate change provided for
in the Plan, or such rate change is expressly conditioned on such approval;

(vil)  With respect to each impaired Class of Claims or Interests, either each
holder of a Claim or Interest of the Class has accepted the Plan, or will receive or retain under
the Plan on account of that Claim or Interest, property of a value, as of the Effective Date of the
Plan, that is not less than the amount that such holder would so receive or retain if the Debtors
were liquidated on such date under Chapter 7 of the Bankruptcy Code. If Bankruptcy Code
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section 1111(b)(2) applies to the Claims of a Class, each holder of a Claim of that Class will
receive or retain under the Plan on account of that Claim property of a value, as of the Effective
Date, that is not less than the value of that holder’s interest in the Debtors’ interest in the
property that secures that Claim;

(viii)  Each Class of Claims or Interests has either accepted the Plan or is not
impaired under the Plan;

(ix)  Except to the extent that the holder of a particular Administrative Claim or
Priority Claim has agreed to a different treatment of its Claim, the Plan provides that
Administrative Claims and Priority Claims shall be paid in full on the Effective Date or the
Allowed Date;

(x) IfaClass of Claims or Interests is impaired under the Plan, at least one such
Class of Claims or Interests has accepted the Plan, determined without including any acceptance
of the Plan by any insider holding a Claim or Interest of that Class; and

(xi) Confirmation of the Plan is not likely to be followed by the liquidation or
the need for further financial reorganization of the Debtors or any successor to the Debtors under
the Plan, unless such liquidation or reorganization is proposed in the Plan.

The Debtors believe that the Plan satisfies all of the statutory requirements of the
Bankruptcy Code for confirmation and that the Plan was proposed in good faith. The Debtors
believe they have complied, or will have complied, with all the requirements of the Bankruptcy
Code governing confirmation of the Plan.

3. Acceptances Necessary to Confirm the Plan

Voting on the Plan by each holder of a Claim (or its authorized representative) is
important. Chapter 11 of the Bankruptcy Code does not require that each holder of a Claim vote
in favor of the Plan in order for the Court to confirm the Plan. Generally, to be confirmed under
the acceptance provisions of Bankruptcy Code section 1126(a), the Plan must be accepted by
each Class of Claims that is impaired under the Plan by parties holding at least two-thirds in
dollar amount and more than one-half in number of the Allowed Claims of such Class actually
voting in connection with the Plan. Even if all Classes of Claims accept the Plan, the
Bankruptcy Court may refuse to confirm the Plan.

4. Cramdown

In the event that any impaired Class of Claims does not accept the Plan, the Bankruptcy
Court may still confirm the Plan at the request of the Debtors if, as to each impaired Class that
has not accepted the Plan, the Plan “does not discriminate unfairly” and is “fair and equitable.”
A plan of reorganization/liquidation does not discriminate unfairly within the meaning of the
Bankruptcy Code if no Class receives more than it is legally entitled to receive for its claims or
equity interests. “Fair and equitable” has different meanings for holders of secured and
unsecured claims and equity interests.
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With respect to a secured claim, “fair and equitable” means either (i) the impaired
secured creditor retains its liens to the extent of its allowed claim and receives deferred cash
payments at least equal to the allowed amount of its claims with a present value as of the
effective date of the plan at least equal to the value of such creditor’s interest in the property
securing its liens, (ii) property subject to the lien of the impaired secured creditor is sold free and
clear of that lien, with that lien attaching to the proceeds of sale, and such lien proceeds must be
treated in accordance with clauses (i) and (iii) hereof; or (iii) the impaired secured creditor
realizes the “indubitable equivalent” of its claim under the plan.

With respect to an unsecured claim, “fair and equitable” means either (i) each impaired
creditor receives or retains property of a value equal to the amount of its allowed claim or (ii) the
holders of claims and equity interests that are junior to the claims of the dissenting class will not
receive any property under the plan.

With respect to equity interests, “fair and equitable” means either (i) each impaired equity
interest receives or retains, on account of that equity interest, property of a value equal to the
greater of the allowed amount of any fixed liquidation preference to which the holder is entitled,
any fixed redemption price to which the holder is entitled, or the value of the equity interest; or
(i1) the holder of any equity interest that is junior to the equity interest of that class will not
receive or retain under the plan, on account of that junior equity interest, any property.

In the event at least one Class of impaired Claims or Interests rejects or is deemed to have
rejected the Plan, the Bankruptcy Court will determine at the Confirmation Hearing whether the
Plan is fair and equitable and does not discriminate unfairly against any rejecting impaired Class
of Claims or Interests.

The Debtors believe that the Plan does not discriminate unfairly and is fair and equitable
with respect to each impaired Class of Claims and Interests.

ARTICLE 4
BACKGROUND OF THE DEBTORS

A. Nature of the Debtors’ Business

On the Petition Date, SI Restructuring, Inc. (f/k/a Schlotzsky’s, Inc.) was a publicly held
Texas corporation with its corporate headquarters in Austin, Texas. Through its wholly-owned
subsidiaries, SI was a franchisor and operator of restaurants in the fast casual sector under the
Schlotzsky’s brand. Schlotzsky’s restaurants offer a menu of hot sandwiches and pizza served
on Schlotzsky’s proprietary buns and crusts as well as wraps, chips, salads, soups, desserts and
beverages.

As of August 2, 2004, the Schlotzsky’s system included 471 domestic franchised
restaurants located in thirty-six (36) states, twenty-one (21) company-owned restaurants
(“Company Restaurants”), and twenty-one (21) international franchised restaurants.
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In 2003, the Schlotzsky’s system generated revenues of approximately $56.2 million
through franchise operations and restaurant operations. As the franchisor or licensor of the
Schlotzsky’s brand, SI Restructuring’s revenues included royalties paid by franchisees and
license fees paid by manufacturers and supply chain managers of Schlotzsky’s brand products.
As of August 2, 2004, the business day immediately prior to the Petition Date, the Debtors
employed approximately 776 individuals, many of whom worked in the Company Restaurants.

In addition to its franchise operations and Company Restaurants, on the Petition Date, the
Debtors owned certain undeveloped real estate (the “Pad Sites™) as well as the real estate on
which certain closed restaurants were located.

B. Debtors’ Corporate Structure
NOTE: John and Jeff Wooley dispute many of the factual characterizations in this section.

Sl is the parent corporation of Franchisor, Restaurants, Real Estate, Franchise Operations,
DFW and RAD. Franchisor is a Delaware limited liability company wholly owned by SI and is
the parent company of Brand Products.

In June of 2003, SI formed a number of new legal entities including Franchisor,
Franchise Operations, Brand Products, and NAMF Funding, LLC (not a debtor). SI formed
these entities as part of an attempt to raise funds through the securitization of the royalties and
advertising contributions paid by franchisees. In anticipation of completing a securitization, SI
transferred its key assets to these new entities. With respect to the assets transferred to
Franchisor and Brand Products, wholly owned subsidiaries of SI, so long as the assets were not
pledged to third parties, their value remained available to SI. SI did not complete the
securitization it anticipated. Instead, the transferred assets were pledged to (a) John and Jeff
Wooley to secure a loan of $2.5 million as well as other obligations to the Wooleys, (b) NS
Associates I, Ltd. (“NSA”) to secure its debt of approximately $23,268,000 and in exchange for
a one year reduction in note payments to NSA, and (¢) to Commerce National Bank to secure a
loan of $3 million. As a result of the pledging of the assets, the value of the transferred assets
was no longer available to SI to pay its unsecured debts although SI still owned the stock in
Franchisor.

Franchisor is the “Franchisor” or “Licensor” under all franchise agreements, area
developer agreements and master license agreements, owns Schlotzsky’s intellectual property,
including the trademarks, and also licenses Brand Products the right to sublicense private label
use of the Schlotzsky’s brand.

Brand Products is a Delaware limited liability company wholly owned by Franchisor.
Brand Products receives license fees from licensed third party manufacturers and supply chain
managers based on their sales of Schlotzsky’s brand products to distributors who in turn sell to
the Schlotzsky’s restaurant system and to retail outlets.
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NAMF Funding, LLC, a non-debtor, was purportedly granted the right to collect
advertising contributions from franchisees. John and Jeff Wooley assert that they fulfilled all of
their fiduciary duties to NAMF Funding, LLC and NAMF, Inc.

Franchise Operations is a Delaware limited liability company that was formed to manage
Franchisor and Brand Products and non-debtors, NAMF Funding and its affiliate, NAMF, Inc.

Other SI affiliates, all of which are Texas corporations, were formed to undertake specific
business activities including the ownership of real estate or the operation of Company
Restaurants. In some instances the functions of these entities were intertwined. Restaurants is a
Texas corporation wholly-owned by SI and is the parent corporation of 56th and 6th. Real Estate
owned certain real property, much of which has been sold during these cases. DFW and RAD
were formed primarily to own area developer agreements.

San Felipe is a Texas limited liability company that is owned 50% by Restaurants and
50% by a third party named Uptown Restaurants, Inc. Restaurants had sole right and authority to
control the operations of San Felipe. San Felipe owned certain real property in Houston that the
Debtors allowed the lender to foreclose after determining that there was no equity in the

property.
C. Existing and Potential Litigation/Proceedings
1. Potential Litigation

The Debtors may be potential plaintiffs in other lawsuits, claims, and administrative
proceedings. While the outcome of those proceedings cannot be predicted with certainty, the
Debtors reasonably estimate that the recoveries generated from, and/or the costs associated with
pursuing, those claims will not materially affect the financial condition of the Debtors or the
distributions to be made under the Plan. The Debtors continue to investigate potential claims to
determine if they would be likely to yield a significant recovery for the Estates.

2. Committee Litigation

Litigation Against NSA

On or about October 30, 2004, the Creditors’ Committee requested authority to pursue
certain claims of the Debtors’ estates against NSA. The Court granted the request. On
December 14, 2004, the Committee filed suit asserting a number of different claims arising under
sections 506, 544, 547, 548, 549 and 550 of the Bankruptcy Code and sections 24.005, 24.006
and 24.008 of the Texas Business and Commerce Code. NSA strongly contested the merits of
the Committee’s claims and filed various procedural motions in response to the Committee’s
Complaint. To avoid needlessly expending estate assets on legal fees, the Committee, after
carefully weighing the risks and benefits of the litigation, encouraged settlement discussions
among the parties. Progress was slow. However, after more than seven weeks of negotiations,
the parties reached a settlement that reduced NSA’s secured claim by close to $5 million. The
settlement was approved by the Bankruptcy Court on February 23, 2005.
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Litigation Against Officers and Directors

On February 23, 2005, the Committee was authorized to pursue claims against former
officers and directors of the Debtors. A complaint alleging breaches of fiduciary duties and other
wrongdoing was filed on March 28, 2005, thus initiating Adversary no. 05-5055. The Debtors
believe their duty to indemnify their former officers and directors for defense costs and
recoveries under certain of the claims asserted in the litigation is covered by a $5 million
Directors and Officers liability policy. Defense costs erode the availability of funds under the
policy to satisfy covered claims. The Wooleys and other defendants in this lawsuit have denied
all allegations in the Committee’s Complaint and have asked the Court to dismiss the suit. The
Court granted the defendants’ motion to dismiss one cause of action but allowed the litigation to
go forward on all other claims.

The Committee’s complaint against the former officers and directors includes claims to
avoid the liens of the Wooleys and to equitably subordinate their claims. The doctrine of
equitable subordination would allow the Bankruptcy Court to conclude, if the evidence so
warranted, that the Wooleys’ secured claims and unsecured claims should be entitled to payment
only after all other Allowed Claims have been paid. This would make over $3 million dollars
available for distribution to holders of Administrative, Priority and Unsecured Claims.

Litigation Against Grant Thornton

On June 23, 2005, the Committee was authorized to pursue claims against Grant
Thornton, the Debtors’ accountants and auditors for years 2002 and 2003. The Committee
sought authority to pursue these claims because it believed they have potential value to the
estates. However, at this preliminary stage, the Committee cannot assign any specific value to
the claims against former officers and directors or Grant Thornton.

D. Preference and Other Avoidance Litigation

During the 90-day period immediately preceding the Petition Date, the Debtors made
various payments and other transfers while insolvent to creditors on account of antecedent debts.
In addition, during the one-year period before the filing date, the Debtors made certain transfers
to, or for the benefit of, certain “insider” creditors. While most of those payments were made in
the ordinary course of the Debtors’ business, some of those payments may be subject to
avoidance and recovery by the Debtors’ bankruptcy estate as preferential and/or fraudulent
transfers pursuant to Bankruptcy Code sections 544, 547, 548 and 550. Under Bankruptcy Code
section 1123(b)(3)(B), the Debtors, on behalf of themselves and holders of Allowed Claims and
Allowed Interests, shall retain all claims, causes of action, and other legal and equitable rights
that it had (or had power to assert) immediately prior to Confirmation of the Plan, including
actions for the avoidance and recovery of estate property under Bankruptcy Code section 550, or
transfers avoidable under Bankruptcy Code sections 544, 545, 547, 548, 549 or 553(b), and may
commence or continue, in any appropriate court or tribunal, any suit or other proceeding for the
enforcement of such actions. All claims, causes of action, and other legal or equitable rights
shall remain the property of the Debtors. All recoveries from the above-referenced actions will
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become Estate Property, and will be distributed to holders of Allowed Claims pursuant to the
Plan.

With respect to any potential Avoidance Actions, the likelihood of successful recovery
must be weighed against the legal fees and other expenses that would likely be incurred by the
Debtors in determining whether to pursue legal remedies for the avoidance and recovery of any
transfers. Inasmuch as the Debtors’ investigation of such payments is in the nascent phase, it is
unable to provide any meaningful estimate of the total amount that could be recovered. The
Debtors’ Statements of Financial Affairs on file with the Bankruptcy Court identify the creditors
and insiders who received transfers from the Debtors during the applicable periods as well as the
corresponding amount of those transfers. Each of those transfers may constitute an avoidable
preference and/or fraudulent conveyance.

E. Assets of the Reorganized Debtor

The chief assets of the Reorganized Debtor are the litigation claims described above as
well as any other claims asserted by the Reorganized Debtor. The Wooleys contend that
additional claims should be asserted by the estates and will retain the right to seek authority from
the Court to bring those actions on behalf of the Reorganized Debtor. The Debtors believe that
the Reorganized Debtor will pursue any claims that are likely to bring value to the Reorganized
Debtor. Nevertheless, the Debtors have agreed that the Plan does not preclude the rights, if any,
of creditors or shareholders to seek authority from the Bankruptcy Court to bring claims of the
estates if not pursued by the Committee, the Debtors or the Plan Administrator by ten (10) days
before the deadline for joining additional parties in Adversary Proceeding Number 05-5055 or
forty-five (45) days prior to the expiration of the statute of limitations for such cause of action.

Additional assets include an undeveloped parcel of real property in Travis County, Texas,
which the Debtors believe will yield approximately $400,000 to the estate. The Debtors are
currently negotiating a sale of the property to a restaurant chain. The Debtors also own an art
collection appraised some time ago at $225,000. The Debtors do not believe they will recover
the appraised value for the art. In addition, pursuant to a settlement with BCC, the Debtors own
a receivable from BCC of $300,000. The Debtors also have the right to a deposit refund of
$160,000.

Cash on hand on the date of this Disclosure Statement was approximately $1.65 million.
This amount is insufficient to pay all outstanding Administrative Claims and leave sufficient
Cash in the estate for its post confirmation operations. In addition, the Wooleys assert that the
Debtors must reserve $500,000 for a secured claim they assert. The Court will determine the
amount that must be reserved for the Wooleys’ asserted secured claim. The Debtors estimate that
there are approximately $1.5 million in outstanding professional fee claims. Other possible
Administrative Claims are estimated at $150,000. With the agreement of the affected
professionals, the Debtors do not intend to pay 100% of professional fees before the estate is able
to secure additional funds so that the Reorganized Debtor will have at least $500,000 in the bank
at confirmation for post-petition operations. Neither the Debtors nor the Creditors’ Committee
are able to assure that this is a sufficient amount to finish all pending litigation. The Debtors
believe that many professionals who are holders of Administrative Claims will agree to wait until
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assets are available to pay their Claims and not require that they be paid on the Effective Date.
In addition, the Debtors understand that Winstead Sechrest & Minick, P.C. will prosecute all
pending litigation until a result is reached that is in the best interests of the estate.

ARTICLE 5
EVENTS LEADING TO BANKRUPTCY

NOTE: John and Jeff Wooley and the other defendants in Adversary no. 05-5055 dispute
most of the factual characterizations in this section.

Rarely does a single event lead to the bankruptcy of a company. In this case, the
immediate cause of the bankruptcy was a liquidity crisis. Put simply, SI did not have the
financial resources to pay its extensive debts. For several years before the bankruptcy, both the
number of franchise restaurants and same store sales had been declining. Therefore, SI had
fewer resources to pay its debts. In numerous instances, franchisees for whom SI had guaranteed
obligations in connection with its turnkey program defaulted on their obligations and SI, as
guarantor, became liable for those obligations. Starting around 1998, SI began buying back all
or part of the rights of certain of its area developers. In connection with these buybacks, SI
incurred over $55 million of debt. SI exhausted significant amounts of cash for the buybacks. In
its Form 10-K for 2003, SI informed the public: “We will require additional financing to
support Company operations and to refinance certain debt with relatively short
maturities....Failure to obtain such financing or modified terms with creditors would require us
to significantly modify our growth strategies, reduce our operation and capital expenditures, or
potentially violate certain financial covenants to which we are subject under certain third party
agreements. This failure also could materially adversely affect our ability to fund continuing
operations and working capital needs.” pp. 8-9.2

The inability to fund continuing operations disclosed as a risk in the 2003 Form 10-K
materialized. By June of 2004, SI was in a desperate liquidity situation. Secured creditors had
liens on substantially all of the Debtors’ assets. The relationship between SI and its franchisees
had deteriorated and many franchisees refused to remit their royalty and advertising
contributions to Franchisor and NAMF Funding. Many franchisees were in financial difficulties
that they blamed in large part on Franchisor decisions. A bankruptcy filing and a quick sale of
the franchise system to a better capitalized company appeared to offer the best hope for SI’s
creditors and franchisees.

ARTICLE 6
POST-BANKRUPTCY OPERATIONS AND SIGNIFICANT EVENTS

A. Post-Bankruptcy Operations

Note: John and Jeff Wooley and the other defendants in Adversary no. 05-5055 dispute
most of the factual characterizations in this section and maintain that they undertook all actions

* The Debtors assume that John and Jeff Wooley do not dispute this statement which is included in a Securities and
Exchange Commission filing signed by each of them.
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on behalf of NAMEF in fulfillment of their duties as directors. The Debtors respond that most of
the following facts were presented to the Bankruptcy Court at hearings in these cases.

Before the bankruptcy filing and thereafter, the Debtors and their professionals focused
their efforts on (i) preserving the value of the franchise system and (ii) identifying third parties
interested in pursuing plan or sale transactions as quickly as possible. The Debtors’ financial
advisors, BWK Trinity Capital Securities, LLC (“Trinity”), assisted the Debtors in preparing
financial projections and other data, developing a confidential offering memorandum, and
contacting approximately 59 parties that might be interested in a transaction. Approximately 45
parties expressed sufficient interest in the Debtors’ business to execute confidentiality
agreements and perform some level of due diligence. Ultimately, the Debtors received 11
serious proposals from interested parties regarding possible sale and/or plan transactions. At
least 10 parties conducted further due diligence. The Debtors initially believed that negotiating
and presenting a “stalking horse” contract to the creditors and the Court would maximize the
sales process. After failing to reach a satisfactory agreement with the party identified as the
potential stalking horse and in light of the stresses to the franchise system caused by delay, the
Debtors asked the Court to authorize an auction of the Debtors’ chief assets. That auction
occurred on December 7, 2004 and Bobby Cox Companies, Inc. (“BCC”) became the successful
purchaser with a bid of $28.5 million for all the franchise system assets and eight Company
Restaurants. However, the sale to BCC could not close until the Debtors were able to meet the
“NAMF Condition” in the Purchase and Sale Agreement.

The NAMF Condition required the Debtors to secure the “release of any obligation of
franchisees who are parties to assumed Franchise Agreements [those to be sold to BCC] to
permit any part of their remittances pursuant to their Franchise Agreements to be used to pay
any indebtedness of Schlotzsky’s N.A.M.F., Inc. or Schlotzsky’s NAMF Funding, LLC for
obligations arising before the commencement of the Cases.” Fulfilling this condition was very
difficult and caused the estate to incur significant professional fees.

Each of the Franchise Agreements requires the franchisee to pay a percentage of its gross
sales for advertising to the franchisor or its designee. As a result of the efforts to complete a
securitization in 2003, the right to collect the advertising contributions was purportedly assigned
to NAMF Funding, LLC. Thereafter, the advertising contributions were pledged to Commerce
National Bank (“CNB”) to secure funds borrowed from CNB. The loan proceeds were used, in
part, to refinance existing debt related to an advertising plan instituted in the late 1990s.
Franchisees did not want their advertising contributions used to pay old debt, even if that debt
related to advertising they had received. They wanted the money used to fund new advertising.
A number of franchisees exercised self-help and refused to pay NAMF Funding.

On the Petition Date, NAMF Funding, LLC, was controlled by John and Jeff Wooley.
John Wooley was President and CEO of SI and Jeff Wooley was Senior Vice President of SI
until they were removed from the SI management in mid-June of 2004. SI did not have the legal
ability to remove John or Jeff Wooley from the NAMF Funding Board and they refused to
resign. The Debtors’ lack of control over NAMF Funding and its affiliate, NAMF, Inc., made
meeting the NAMF Condition very difficult. However, the Debtors understood from their
discussions with prospective purchasers that no party would buy the franchise agreements and
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the franchise system unless they could be sure that they, not NAMF Funding, would control the
use of future advertising contributions made by franchisees and that franchisees would have no
remaining liability to NAMF Funding. Although the Wooleys allowed Franchise Operations to
control the NAMF accounts for several months after the bankruptcy filing, Franchise Operations
lost control of the funds after the Wooleys demanded that CNB give them control of the
accounts. Since two parties were claiming the right to control of a bank