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To Our Stockholders:

I am pleased to inform you of an important financing transaction in the development of our company. We have
entered into agreements for the sale of Series B Convertible Preferred Stock in exchange for cash of $2,950,000,
subject to stockholder approval and other conditions described in the enclosed proxy statement. This financing will
allow us to accelerate our objective of building out the Colorado market and shift more of our development to
company owned restaurants from franchised restaurants. We plan on using the proceeds to develop new company
owned restaurants, expand our co-brand initiative and continue to make selective improvements to existing
restaurants.

As a part of this transaction, we will be strengthening our executive management team with the addition of Eric
Reinhard, who will assume the role of Chairman and fill a new position as Chief Development Officer, charged with
the primary responsibility of developing and expanding our brand strategy and growth plan. I encourage you to read
the information enclosed in the proxy statement regarding Eric's extensive background and experience and the
background information on two other new nominees for election to the board of directors, who are also participating
in the transaction.



Edgar Filing: GOOD TIMES RESTAURANTS INC - Form PRER14A

Our board of directors has determined that the issuance of the Series B Convertible Preferred Stock is advisable and in
the best interests of the company and recommends that all stockholders vote "FOR" the approval of the transaction
and the proposed slate of directors at the annual stockholder meeting.

We are excited about accelerating the growth of our new restaurant format, strengthening our management capacity
and depth and accelerating the implementation of product, merchandising, advertising, service and facility initiatives
around the brand strategy work that we began in fiscal 2004.

Please review the enclosed proxy statement and the accompanying Annual Report on Form 10-KSB for the fiscal year
ended September 30, 2004, which contains detailed information about our operations. We believe this is a significant
step forward for Good Times and the best way to increase the value of our company for our stockholders. Thank you

for your continuing support and involvement with Good Times. We look forward to seeing you at the annual
stockholder meeting on February 10, 2005.

Sincerely,
/s/ Boyd E. Hoback
Boyd E. Hoback
President and Chief Executive Officer
December 30, 2004
GOOD TIMES RESTAURANTS INC.
601 Corporate Circle
Golden, Colorado 80401

NOTICE OF ANNUAL MEETING OF STOCKHOLDERS
To Be Held February 10, 2005

To the stockholders of Good Times Restaurants Inc.:

An annual meeting of the stockholders of Good Times Restaurants Inc., a Nevada corporation, will be held at the
Good Times Restaurants corporate offices located at 601 Corporate Circle, Golden, Colorado 80401 on February 10,
2005 at 2:00 p.m. local time. The purposes of the meeting are to:

1. elect seven directors to serve during the next year;

2. approve the issuance of a total of 1,240,000 shares of Series B Convertible Preferred Stock for $2.50 per share
pursuant to the terms and conditions of securities purchase agreements that we have entered into;

3. approve the amendment to the 2001 Stock Option Plan to increase the number of authorized shares of common
stock that may be issued under the plan from a total of 150,000 shares to a total of 300,000 shares; and

4. transact any other business which may properly come before the meeting.
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The accompanying proxy statement contains additional information about the annual meeting. All stockholders of
record at the close of business on December 13, 2004 may vote at the meeting.

All stockholders are cordially invited to attend the meeting. If you do not plan to attend the meeting, please sign, date
and promptly return the enclosed proxy card. A business reply envelope is enclosed for your convenience. The
delivery of a proxy will not affect your right to vote in person if you attend the meeting.

Sincerely,

/s/ Susan M. Knutson

Susan M. Knutson

Secretary and Controller

December 30, 2004

PROXY STATEMENT

General

This proxy statement contains information about the annual meeting of stockholders of Good Times Restaurants Inc.
to be held at the Good Times Restaurants corporate offices located at 601 Corporate Circle, Golden, Colorado on
Thursday, February 10, 2005 at 2:00 p.m. local time. The Good Times Restaurants Inc. board of directors is using this
proxy statement to solicit proxies for use at the meeting. This proxy statement and the enclosed proxy card and

Annual Report on Form 10-KSB for the fiscal year ended September 30, 2004 are being mailed to you on or about
January 10, 2005.

nn

The terms "we," "us" and "our" in this proxy statement refer to Good Times Restaurants Inc.

Who can vote

Only stockholders of record at the close of business on the record date of December 13, 2004 are entitled to receive
notice of the annual meeting and to vote the shares of our common stock they held on that date. As of December 13,
2004, there were 2,354,710 shares of our common stock outstanding. Holders of our common stock are entitled to one
vote per share and are not allowed to accumulate votes in the election of directors.

The shares represented by all proxies that are properly executed and submitted will be voted at the meeting in
accordance with the instructions indicated thereon. Unless otherwise directed, votes will be cast "For" all of the
nominees for election as directors and approval of each of the other proposals set forth in this proxy statement.
Revoking a proxy

You may revoke a proxy before the vote is taken at the meeting by:

Submitting a new proxy with a later date,

By voting at the meeting, or

By filing a written revocation with our corporate secretary.
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Your attendance at the meeting will not automatically revoke your proxy.
Quorum and voting requirements

Our bylaws provide that a majority of the outstanding shares entitled to vote, represented in person or by proxy, is
necessary to constitute a quorum at the annual meeting. Our bylaws also provide that all stockholder actions are to be
determined by a majority of votes cast by the stockholders entitled to vote. In addition, the Nasdaq Stock Market rules
require, with respect to the preferred stock issuance proposal and the stock option plan amendment proposal, that the
minimum vote which will constitute shareholder approval is a majority of the total votes cast on the proposal. If a
quorum is not present the meeting may be adjourned until a quorum is obtained. The proxies may be voted at any
reconvened meeting after any adjournment or postponement of the annual meeting.

Abstentions and broker "non-votes" will be treated as shares that are present for purposes of determining the existence
of a quorum. A broker non-vote occurs when a broker is not permitted to vote on a matter without instruction from the
beneficial owner of the shares and no instruction is given. Abstentions and broker non-votes will result in the
respective proposals receiving fewer votes.

Payment of proxy solicitation costs

All of the expenses involved in preparing and mailing this proxy statement and the enclosed materials and all costs of
soliciting proxies will be paid by us. In addition to solicitation by mail, proxies may be solicited by our officers and
regular employees by telephone or personal interview. These individuals will not receive any compensation for their
services other than their regular salaries. Arrangements will also be made with brokerage houses and other custodians
and fiduciaries to forward solicitation materials to the beneficial owners of the shares held on the record date, and we
may reimburse those persons for reasonable out-of-pocket expenses incurred by them in so doing.

ITEM 1 FOR VOTING - ELECTION OF DIRECTORS

All directors of Good Times Restaurants are elected annually. At this meeting seven directors are to be elected to
serve for the next year or until their successors are elected and qualified. The nominees for directors are identified
under the "Nominees" caption below. Four of the nominees are currently serving as a director of Good Times
Restaurants. Dan W. James, II (age 57), Thomas P. McCarty (age 51) and David E. Bailey (age 49) are current
directors who are not standing for re-election to the board of directors. Each nominee has consented to serve as a
director if elected. However, if any nominee is unable to serve or for good cause will not serve as a director, each of
the persons named in the proxy intend to vote in his or her discretion for a substitute who will be designated by the
board of directors.

Nominee selection process

Our board of directors as a whole acts as the nominating committee for the selection of nominees for election as
directors. We do not have a separate standing nominating committee since we require that our director nominees be
approved as nominees by a majority of independent directors. The board will consider suggestions by stockholders for
possible future nominees for election as directors at the next annual meeting when the suggestion is delivered in
writing to the corporate secretary of Good Times Restaurants by August 15 in any year. No such suggestions were
received during 2004 from a beneficial owner of more than 5% of our stock, other than the suggestions of The Bailey
Company, LLLP in connection with the securities purchase agreement with The Bailey Company discussed below
under Item

2 for Voting.
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The board selects each nominee, subject to contractual nominee designation rights held by certain stockholders, based
on the nominee's skills, achievements and experience, with the objective that the board as a whole should have broad
and relevant experience in high policymaking levels in business and a commitment to representing the long-term
interests of the stockholders. The board believes that each nominee should have experience in positions of
responsibility and leadership, an understanding of our business environment and a reputation for integrity.

The board evaluates each potential nominee individually and in the context of the board as a whole. The objective is to
recommend a group that will effectively contribute to our long-term success and represent stockholder interests. In
determining whether to recommend a director for re-election, the board also considers the director's past attendance at
meetings and participation in and contributions to the activities of the board.

When seeking candidates for director, the board solicits suggestions from incumbent directors, management,
stockholders or others. The board does not have a charter for the nominating process.

Ron Goodson, Dave Grissen and Eric Reinhard are standing for election to the board for the first time. They were
initially recommended to the board for consideration by Eric Reinhard as part of the nominee designation process
under the securities purchase agreements for the issuance of Series B Convertible Preferred Stock as discussed below
under Item 2 for Voting. The entire board believes that they will make valuable additions to the board.

Communication with the directors

The board welcomes questions or comments about us and our operations. Those interested may contact the board as a
whole or any one or more specified individual directors by sending a letter to the intended recipients attention in care
of Good Times Restaurants Inc., Corporate Secretary, 601 Corporate Circle, Golden, CO 80401. All such
communications other than commercial advertisements will be forwarded to the appropriate director or directors for
review.

Nominees
The director nominees of Good Times Restaurants are as follows:
Geoffrey R. Bailey,

age 53, has served as Chairman of Good Times Restaurants since October 1996. He is also a director of The Erie
County Investment Co., which owns 99% of The Bailey Company, a large franchise owner of Arby's restaurants and a
franchisee and joint venture partner of Good Times Restaurants. He joined The Erie County Investment Co. in 1979.
Mr. Bailey is a graduate of the University of Denver with a Bachelor's Degree in Business Administration.

Boyd E. Hoback

, age 49, is President and Chief Executive Officer of Good Times Restaurants, a position which he has held since
December 1990. He has served as a Good Times director since December 1992.

Ron Goodson,

age 48, is the Vice President & General Manager for the Pepsi Cola Bottling Group's Southwest Region. Mr.
Goodson has been with PepsiCO/PBG for 28 years where he has held numerous positions of ever increasing
responsibility in more than half a dozen geographical territories. In addition to delivering consistently strong results,
Mr. Goodson serves on the companies Diversity Advisory Board, the PBG Annual Planning Steering Committee and
is active with the "focus on five" mentoring program. Mr. Goodson is a graduate of Wright State University. His
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current board involvement is with the YMCA, The City of Hope and Chairperson for the Arizona UCP 2004
Foundation fundraiser.

David Grissen

, age 47, is Senior Vice President Mid-Atlantic Region for Marriott Lodging, a position he has held since 2000. He is
responsible for 250 hotels within the Mid-Atlantic Region (Pennsylvania, Delaware, Maryland, Virginia, D.C., West
Virginia, North Carolina and South Carolina) operated under the Marriott Hotels & Resort, Marriott Conference
Centers, Courtyard, Residence Inn, TownePlace Suites and SpringHill Suites brands. He leads the Human Resources,
Sales and Marketing, Finance, Engineering, Operations and Food & Beverage areas through key executives on the
Mid-Atlantic Regional Team. Mr. Grissen is based in Bethesda, Maryland. Mr. Grissen joined Marriott from Dreyer's
Grand Ice Cream in 1987, where he had served as Director of Finance and Planning. Mr. Grissen holds a B.A. from
Michigan State University and a M.B.A. from Loyola University in Chicago. He serves on the Corporate Council of
the American Cancer Society for Washington, D.C.

Eric W. Reinhard

, age 45, was the General Manager for the Pepsi Bottling Group's Great West Business Unit until June of 2004. While
in this role, Mr. Reinhard was also a member of the Pepsi Bottling Group's Chairman's Operating Council, a member
of the Food Service Strategic Planning Committee, and a member of The Dr. Pepper Bottler Marketing Committee.
Mr. Reinhard joined Pepsi Cola in 1984 after four years with The Proctor & Gamble Distributing Company. Since
1984 he has held several field and headquarters positions including Vice President/General Manager Pepsi-Lipton Tea
partnership (JV), General Manager Mid-Atlantic business Unit, Area Vice President Retail Channels, Vice President
On-Premise Operations and Area Vice President of Franchise Operations. Eric holds a BA from Michigan State
University and has completed the Executive Business Program at the University of Michigan.

Richard J. Stark

, age 64, has served as a Good Times director since July 1990. He is Chairman of the Audit Committee, and a member
of the Compensation Committee. Mr. Stark has spent over 36 years in the investment industry. He is currently
President of Boulder Asset Management, a firm that he founded in 1984. Previously Mr. Stark was the Chief
Investment Officer of Interfirst Investment in Dallas, Texas and was responsible for all individual asset management
at S&P/Intercapital in New York. Mr. Stark is a graduate of Marquette University with a BS in business
administration (finance) and has an MBA from the University of Illinois with a major in finance. Mr. Stark received
his chartered financial analyst designation in 1974.

Alan A. Teran

, age 59, has served as a Good Times director since April 1994. He is a member of the Audit and Compensation
Committees. Mr. Teran has spent the past 27 years working in the restaurant industry, including serving as president
of Cork & Cleaver. He was one of the first franchisees of Le Peep Restaurants. Mr. Teran is also a director of Charlie
Brown's Steakhouses on the East Coast, and Morton's Restaurant Group, which is the operator of Morton's Steak
Houses and Bertolini's. Mr. Teran graduated from the University of Akron in 1968 with a degree in business.

There are no family relationships among the directors except for Geoffrey R. Bailey and David E. Bailey, who are
brothers and principals of The Bailey Company. Geoffrey R. Bailey is a director and David E. Bailey is a director and
executive officer of The Erie County Investment Co., which owns 99% of The Bailey Company. The board has
determined that of the current directors Thomas P. McCarty, Richard J. Stark and Alan A. Teran are independent
directors under the Nasdagq listing standards, and of the director nominees Ron Goodson, Dave Grissen, Richard Stark
and Alan A. Teran are independent under the Nasdaq listing standards. There are no arrangements or understandings
between any current director and any other person under which that director was elected except for Geoffrey R. Bailey
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and David E. Bailey, who were elected to the board of directors under the Series A Convertible Preferred Stock
Purchase and Sale Agreement entered into with Good Times Restaurants in 1996 (see "Certain relationships and
related transactions"). Geoffrey R. Bailey, Ron Goodson, Dave Grissen, Eric Reinhard, Richard J. Stark and Alan A.
Teran have been nominated for election as directors pursuant to the terms of the securities purchase agreements
discussed below under Item 2 for Voting.

Board Committees
Audit Committee

The Audit Committee currently consists of Messrs. Stark, McCarty and Teran, each of whom are independent
directors under the applicable Nasdaq Stock Market listing standards. The Board has determined that Richard Stark is
an audit committee financial expert, as that term is defined by the Securities and Exchange Commission ("SEC")
rules. The function of this Committee relates to oversight of the auditors, the auditing, accounting and financial
reporting processes and the review of the Company's financial reports and information. In addition, the functions of
this Committee have included, among other things, recommending to the Board the engagement or discharge of
independent auditors, discussing with the auditors their review of the Company's quarterly results and the results of
their audit and reviewing the Company's internal accounting controls. The Audit Committee operates pursuant to a
written Charter adopted by the Board of Directors. The Audit Committee held four meetings during fiscal 2004.

Compensation Committee

The standing Compensation Committee was formed in fiscal 2001 and currently consists of Messrs. Stark, McCarty
and Teran. The function of this Committee is to consider and determine all matters relating to the compensation of the
President and CEO and other executive officers, including matters relating to the employment agreements. The
Compensation Committee held one meeting during fiscal 2004.

Directors' meetings and attendance

There were four meetings of the board of directors held during the last full fiscal year. No member of the board of
directors attended fewer than 75% of the board meetings and applicable committee meetings.

Each director attended the 2004 annual meeting of stockholders.

Directors' compensation

Each non-employee director receives $500 for each board of directors meeting attended. Members of the
compensation and audit committees generally each receive $100 per meeting attended. However, where both
compensation and audit committee meetings are held at the same gathering only $100 is paid to directors attending
both committee meetings. Additionally, for the fiscal year ended September 30, 2004, each director received a
non-statutory stock option to acquire 2,000 shares of common stock at an exercise price of $3.11.

Audit Committee Report

Good Times Restaurants management is responsible for the internal controls and financial reporting process for Good
Times Restaurants. The independent accountants for Good Times Restaurants are responsible for performing an
independent audit of the financial statements in accordance with generally accepted auditing standards and to issue a
report on those financial statements. The audit committee's responsibility is to monitor and oversee these processes.
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In this context, the audit committee met with management and the independent accountants to review and discuss the
Good Times Restaurants financial statements for the fiscal year ended September 30, 2004. Management represented
to the audit committee that the financial statements were prepared in accordance with generally accepted accounting
principles, and the audit committee has reviewed and discussed the financial statements with management and the
independent accountants.

The audit committee has discussed with the independent accountants matters required to be discussed by Statement on
Auditing Standards No. 61, Communication with Audit Committees. The audit committee has also received the
written disclosures and the letter from the independent accountants required by Independence Standards Board
Standard No. 1, Independence Discussions with Audit Committees, and the audit committee discussed with the
independent accountants that firm's independence.

Based on the audit committee's review and discussions referred to above, the audit committee recommended to the
board of directors that the audited financial statements be included in the Good Times Restaurants Annual Report on
Form 10-KSB for the fiscal year ended September 30, 2004 for filing with the SEC.

SUBMITTED BY THE AUDIT COMMITTEE OF THE COMPANY'S BOARD OF DIRECTORS

Richard J. Stark Thomas P. McCarty Alan A. Teran

Stock ownership of principal stockholders and management

The following table shows the beneficial ownership of shares of Good Times Restaurants common stock as of
December 13, 2004 by each person known by Good Times Restaurants to be the beneficial owner of five percent or
more of the shares of Good Times Restaurants common stock, each director and the executive officer named in the

Summary Compensation Table, and all directors and executive officers as a group. The address for the principal
stockholders and the Directors and Officers is 601 Corporate Circle, Golden, CO 80401.

Holder Number of shares Percent of class**
beneficially owned

Principal stockholders

The Bailey Company, LLLP 821,512 34.89%
The Erie County Investment Co. 863,292 37.72%
Paul T. Bailey 929,292 40.53%

Directors and Officers

David E. Bailey, Director 26,900 1.16%
Geoffrey R. Bailey, Chairman 51,900 2.24%
Boyd E. Hoback, Director, Officer 157,939 6.35%
Dan W. James II, Director 59,801, 2.58%
Thomas P. McCarty, Director 17,500 *
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Richard J. Stark, Director 25,1007 1.08%
Alan A. Teran, Director 29,4007 1.27%
Ron Goodson, New Director Nominee 0 0%
David Grissen, New Director Nominee 0 0%
Eric W. Reinhard, New Director Nominee 0 0%

All directors and executive officers as a group 534,172 18.99%
(10 persons including all those named above)

* Less than one percent.

** Under SEC rules, beneficial ownership includes shares over which the individual or entity has voting or
investment power and any shares which the individual or entity has the right to acquire within sixty days.

Executive officers
The executive officers of Good Times Restaurants are as follows:

Name

Age Positions Date Began With Company

Boyd E. Hoback 49 President & CEO September 1987
Susan M. Knutson 46 Controller September 1987
Scott G. LeFever 46 Vice President of Operations September 1987
Robert D. Turrill 56 Vice President of Marketing October 1990

Boyd E. Hoback.
See the description of Mr. Hoback's business experience under "Item 1 For Voting - Election of Directors."
Susan M. Knutson

has been Controller since 1993 with direct responsibility for overseeing the accounting department, maintaining cash
controls, producing budgets, financials, 10-QSBs and 10-KSBs and preparing all information for the annual audit.

Scott G. LeFever

has been Vice President of Operations since August 1995, and has been involved in all phases of operations with
direct responsibility for restaurant service performance, personnel and cost controls.

10
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Robert D. Turrill

has been Vice President of Marketing since October 1994 with direct responsibility for menu development,
purchasing, research and multi-media advertising for the Company.

Executive officers serve at the discretion of the board of directors. There are no family relationships among the
executive officers.

Code of ethics

Good Times Restaurants has adopted a Code of Business Conduct which applies to all directors, officers, employees
and franchisees of Good Times Restaurants. The Code of Business Conduct was filed with the SEC as an exhibit to
the Annual Report on Form 10-KSB for the fiscal year ended September 30, 2003.

Executive compensation

The following table shows the compensation paid by Good Times Restaurants to its chief executive officer for the last
three fiscal years. No other executive officer of Good Times Restaurants received an annual salary and bonus for the

last fiscal year in excess of $100,000.

Summary Compensation Table

Annual Compensation Long-Term Compensation
Name and Fiscal Salary Bonus Other annual Shares Other ($)
principal year compensation Underlying Options
position
Boyd E. 2004 $134,000 0 $15,000 3,900 $ 835
Hoback,
President & 2003 $127,500 0 $15,000 3,750!! 1,37612
CEO

2002 $125,000 $6,250 $10,000 63,049 746

The following table shows the stock option grants to the chief executive officer during the fiscal year ended
September 30, 2004.

Option Grants in Last Fiscal Year (Individual Grants)

_ Number of shares Percent of total options _
underlying options granted to employees in
Exercise price ~ Expiration
granted (#) fiscal year ($/Share) date
Name
Boyd E. Hoback 3,900 13.6% $3.60 10/01/2013

11
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The chief executive officer did not exercise any stock options during the last fiscal year. The following table shows
information about the options exercised and the fiscal year end values of unexercised options:

Aggregate Option Exercises Last Fiscal Year and FY-End Option Values

Value of unexercised

Shares Number of unexercised in the money options
Acquired on options at FY-end (#)
Exercise (#) Value exercisable/unexercisable at FY-end ($)
Name Realized ($) exercisable/
unexercisable
Boyd E. -0- -0- 145,046/38,135 $94,673/$27,661

Hoback

Employment Agreement

Mr. Hoback entered into an employment agreement with us in October 2001 that provides for his employment as
president and chief executive officer for two years from the date of the agreement at a minimum salary of $125,000
per year, terminable by us only for cause. The agreement provides for payment of one year's salary and benefits in the
event that change of ownership control of us results in a termination of his employment or termination other than for
cause. This agreement automatically renews annually unless specifically not renewed by the board of directors.

On November 15, 2004, our board of directors approved a base salary increase for Mr. Hoback to $170,000 per year
effective as of February 1, 2005.

Certain relationships and related transactions

We issued 426,667 shares of common stock to The Bailey Company in 1998 as a result of The Bailey Company's
conversion of their shares of our Series A Convertible Preferred Stock that they purchased in 1996. Under the
agreements for the issuance of those shares, the shares of common stock are subject to registration rights, and as long
as The Bailey Company holds two-thirds of the shares of common stock the board of directors may not authorize the
issuance of shares of preferred stock without the concurrence of The Bailey Company. The Bailey Company also has
the right to the representation of two directors on the board of directors, one of which has the right to serve as
chairman of the board. Geoffrey R. Bailey and David E. Bailey are the current directors representing The Bailey
Company on the board of directors, with Geoffrey R. Bailey serving as chairman of the board. Geoffrey R. Bailey is a
director and David E. Bailey is a director and executive officer of The Erie County Investment Co., which owns 99%
of The Bailey Company. The Bailey Company and The Erie County Investment Co. are principal stockholders of us.
Geoffrey R. Bailey and David E. Bailey are brothers and their father, Paul T. Bailey, is the principal owner of The
Erie County Investment Co.

We obtained two lines of credit from a financial institution during the fiscal year ended September 30, 2000. As of
September 30, 2004, these lines of credit were paid in full and the Company elected not to renew them. The Bailey
Company is a guarantor of 50% of the outstanding loan balance on a line of credit with Merrill Lynch that was repaid
in full subsequent to September 30, 2004. The total outstanding balance on this debt at September 30, 2004 and 2003
was $34,000 and $90,000, respectively.

12



Edgar Filing: GOOD TIMES RESTAURANTS INC - Form PRER14A

Our corporate headquarters are located in a building which is owned by The Bailey Company and in which The Bailey
Company also has its corporate headquarters. We currently lease our executive office space of approximately 3,350
square feet from The Bailey Company for approximately $45,000 per year. The lease will expire April 22, 2005.

The Bailey Company is also the owner of two franchised Good Times Drive Thru restaurants which are located in
Thornton and Loveland, Colorado. The Bailey Company has entered into two franchise and management agreements
with us, and payments under those agreements totaled $85,000 for the fiscal year ended September 30, 2004.

We have entered into a securities purchase agreement and other related agreements with The Bailey Company in
connection with the issuance of shares of Series B Preferred Stock discussed below under

Item 2 for Voting.
Section 16(a) beneficial ownership reporting compliance

Under Section 16(a) of the Securities Exchange Act of 1934, directors, executive officers and persons who own more
than ten percent of Good Times Restaurants common stock must disclose their initial beneficial ownership of the
common stock and any changes in that ownership in reports which must be filed with the SEC and Good Times
Restaurants. The SEC has designated specific deadlines for these reports and Good Times Restaurants must identify in
this proxy statement those persons who did not file these reports when due.

Based solely on a review of the reports filed with Good Times Restaurants and written representations received from
reporting persons Good Times Restaurants believes that during the fiscal year ended September 30, 2004 all Section
16(a) filing requirements for its officers, directors, and more than ten percent shareholders were complied with on a
timely basis.

Recommendation of the board of directors
The board of directors recommends voting "For" electing all of the nominees.

ITEM 2 FOR VOTING - APPROVAL OF THE ISSUANCE OF A TOTAL OF 1,240,000 SHARES OF SERIES B
CONVERTIBLE PREFERRED STOCK

We are seeking stockholder approval of our proposed issuance and sale in a private placement (the "Private
Placement") of a total of 1,240,000 shares of new Series B Convertible Preferred Stock (the "Series B Preferred
Stock") for $2.50 per share under the terms and conditions of securities purchase agreements and stock restriction and
registration rights agreements that we have entered into and a related Certificate of Designations, Preferences, and
Rights of Series B Preferred Stock (the "Certificate of Designations") adopted by our board of directors.

As discussed below, stockholder approval is required by the Nasdaq Stock Market ("Nasdaq") rules, which are
applicable due to the proposed issuance of securities convertible into 20% or more of our common stock or 20% or
more of the voting power outstanding before the issuance at a conversion price less than the greater of the book or
market value of our common stock, or that would result in a change of control.

The following discussion includes summaries of the provisions of:

the securities purchase agreement among us and the new investors who have entered into such
agreement, which form is attached to this proxy statement as Annex B;

the form of Certificate of Designations attached to this proxy statement as Annex C; and
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the form of stock restriction and registration rights agreements among us and the investors, which
form is attached to this proxy statement as Annex D.

These summaries are qualified in their entirety by reference to, and should be read in conjunction
with, those documents.

The following discussion also summarizes the provisions of the additional agreements we have entered into with The
Bailey Company, LLP and Eric W. Reinhard, who will also be investors in shares of Series B Preferred Stock, with
respect to their purchase of shares of Series B Preferred Stock.

Brief summary

Under the securities purchase agreements, we have agreed to issue to the investors, and the investors have agreed to
purchase from us, a total of 1,240,000 shares of Series B Preferred Stock at a purchase price of $2.50 per share,
subject to certain conditions to closing. A total of 1,180,000 shares of Series B Preferred Stock will be issued for cash
in the total amount of $2,950,000, and 60,000 shares will be issued in consideration for advice and assistance services
with respect to the sale of 1,000,000 shares of Series B Preferred Stock, which services were valued at $150,000. The
1,240,000 shares of Series B Preferred Stock will be convertible into a total of 1,240,000 shares of common stock,
subject to certain anti-dilution adjustments.

A total of 1,000,000 shares of Series B Preferred Stock will be issued to Pacere Investments, LLC, acting on behalf of
other investors, 180,000 shares will be issued to The Bailey Group, LLLP, and 60,000 shares will be issued to Eric W.
Reinhard, a new director nominee.

The investors will purchase securities which will represent approximately 35% of the voting power outstanding after
the issuance, and which will initially be convertible into a total of approximately 35% of our issued and outstanding
common stock. Under our agreements with the investors, including The Bailey Company, they will initially be entitled
to designate a majority of the members of our seven-member board of directors.

Background

From July 2004 through November 2004, Boyd E. Hoback, our chief executive officer and a member of our board of
directors, and Eric W. Reinhard, one of the investors and a nominee for election as director, met several times to
discuss certain financing alternatives intended to facilitate an expansion of our business operations through the
development of additional restaurants and the refurbishment of existing restaurants. As part of this process

Mr. Reinhard referred us to certain potential investors with whom he had a pre-existing business relationship. During
this period Mr. Hoback worked to develop mutually agreeable terms and conditions of an equity financing transaction
with such investors.

At a meeting held on November 15, 2004, our board of directors determined that the general terms of the Private
Placement were in the best interests of us and our stockholders, and approved such general terms and authorized our
officers to prepare definitive agreements for the Private Placement. In December 2004, our board of directors
approved the final terms of the Private Placement and the related definitive agreements.

In considering the Private Placement, our board of directors took into account a number of factors, including:

the planned use of proceeds to develop additional restaurants and refurbish existing restaurants;
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the expected impact of the financing and use of proceeds on our operations and financial
performance; and

the terms of the Private Placement agreements, including:
the corporate governance rights of the Investors;
the parties' respective representations and warranties; and

the covenants and the conditions to the parties' respective obligations.

Impact on existing holders of common stock

The holders of the Series B Preferred Stock will own a significant percentage of our outstanding voting power and
will have certain rights that are senior to those of the holders of our common stock. You should consider the following
factors in determining whether to vote for this proposal:

The Bailey Company and its affiliates (collectively, the "Bailey Group") currently own a total of
approximately 41% of our outstanding shares of common stock and may be able to effectively control
us. The Bailey Group currently has two representatives on our board of directors. After the Private
Placement, the Bailey Group will own a total of approximately 32% of our outstanding voting
securities, and will be entitled to elect one member of our seven-member board of directors and to
designate two other independent persons as members of our board of directors.

534:

The issuance of the Series B Preferred Stock, the ability of the holders of the Series B Preferred Stock
to convert their shares into common stock, and the conversion price adjustment provisions of the
Series B Preferred Stock may affect the trading patterns and may adversely affect the market price of
our common stock.

The holders of Series B Preferred Stock will be entitled to receive certain preferred dividends. The
payment of these preferred dividends will take priority over the payment of any dividends on our
common stock.

Some events which would trigger the anti-dilution provisions of the Series B Preferred Stock would
reduce the conversion price and would cause an increase in the number of shares of common stock
issuable upon conversion of the Series B Preferred Stock.

The holders of Series B Preferred Stock will have other rights and preferences described in this proxy
statement, including rights of participation in future issuances of our equity securities.

he resale of all shares of common stock issuable upon conversion of Series B Preferred Stock will be
registered under the Securities Act of 1933. The transferability of those shares after the expiration of
certain contractual restrictions on transfer could materially and adversely affect the market price of

our common stock.

Use of proceeds
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We plan to use the net proceeds of the Private Placement to develop additional restaurants and refurbish existing
restaurants.

Reasons for stockholder approval request

Our common stock is listed on the Nasdaq SmallCap Market. The Nasdaq rules require stockholder approval before
the issuance of securities under certain circumstances, including in connection with a transaction (other than a public
offering) involving our sale or issuance of common stock, or securities convertible into or exercisable for common
stock, equal to 20% or more of the common stock or 20% or more of the voting power outstanding before the issuance
at a price (or in the case of convertible securities, a conversion price) less than the greater of the book or market value
of the common stock (the "Nasdaq 20% Rule").

In addition, the Nasdaq rules require stockholder approval of an issuance of securities that would result in a change of
control (the "Nasdaq Control Rule"). Although the shares of Series B Preferred Stock will represent approximately
35% of our voting power after the Private Placement, there is no concrete test to determine the amount of securities
that we may issue to a person without triggering the Nasdaq Control Rule.

We are seeking stockholder approval of the Private Placement in order to ensure compliance with the Nasdaq 20%
Rule and the Nasdaq Control Rule (collectively, the "Nasdaq Rules"). Stockholder approval of the Private Placement
is not otherwise required as a matter of Nevada law or other applicable laws or rules or by our articles of incorporation
or bylaws.

Interests of directors in the Private Placement

Geoffrey R. Bailey and David E. Bailey are members of the board of directors and principals of the Bailey Group,
which currently holds a total of approximately 41% of our outstanding common stock. The Bailey Group has agreed
to purchase 180,000 shares of the Series B Preferred Stock in the Private Placement at $2.50 per share for a total
purchase price of $450,000. Under our agreement with the Bailey Group in connection with the Private Placement, the
Bailey Group will have the same registration rights and resale restrictions and the same preemptive rights for their
previously acquired shares of our common stock as will apply to the preferred stock. The Bailey Group will be
entitled to elect one member of our board of directors and to designate two other independent persons as members of
our board of directors.

Boyd E. Hoback is a member of the board of directors and our chief executive officer. On or about the time of the
closing of the Private Placement, we plan to increase Mr. Hoback's salary to $170,000 per year.

Eric W. Reinhard is not currently a member of the board of directors but is a nominee for election as a director.
Pending stockholder approval of the Private Placement, Mr. Reinhard will receive in the Private Placement a total of
60,000 shares of Series B Preferred Stock in consideration for advice and assistance services with respect to the sale of
1,000,000 shares of Series B Preferred Stock, which services were valued at $150,000. In addition, also pending
stockholder approval of the Private Placement, we will pay Mr. Reinhard $133,336 over 8 months as a fee related to
raising capital. Mr. Reinhard will also be appointed as chairman of our board of directors and our chief development
officer at an initial salary of $200,000 per year beginning on October 1, 2005, and we expect to grant options to Mr.
Reinhard at levels commensurate with option grants to other executive officers which are generally determined at the
end of each fiscal year.

Change in composition of the board
In connection with the Private Placement, we have nominated three individuals for election as new members of our
board of directors, including Mr. Reinhard, who will become chairman of the board. Information about those

nominees is provided under "Item 1 for Voting " Election of Directors." Dan W. James, II, Thomas P. McCarty and
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David E. Bailey are current directors who are not standing for re-election to our board of directors.

Terms of the securities purchase agreements

Although the discussion below summarizes the material provisions of the securities purchase agreements for the
Private Placement, it does not purport to describe all of the provisions. A copy of the form of securities purchase
agreement is attached to this proxy statement as Annex B. We urge all stockholders to read the entire securities
purchase agreement carefully.

The securities purchase agreements provide for the following transactions to take place:

559:

After the annual meeting, and assuming that the stockholders have approved the Private Placement
and that the other conditions to the closing have been satisfied:

on the closing date, which is to be on or before February 10, 2005 or another mutually agreed upon
time, we will issue and sell a total of 1,240,000 shares of Series B Preferred Stock to the investors;
and

561:

the funds for the purchase price for the shares which are to be previously delivered by most of the
investors to an escrow agent will be delivered by the escrow agent to us.

Representations and warranties

In the securities purchase agreements, each investor makes customary representations and warranties to us relating to,

among other things:

investment purpose in purchasing the shares;

status of the investor as an "accredited investor" under Regulation D promulgated by the SEC under

the Securities Act of 1933;

acknowledgement that we are relying on the investor's representations in determining the availability

of exemptions from securities registration requirements;
;availability of information about us;

acknowledgement that there has been no governmental review of the securities;

acknowledgement that the securities will be subject to transfer restrictions, and the certificates for the

securities will bear restrictive legends;
authorization and enforceability of the agreements; and
residency of the investor.

In the securities purchase agreements, we make customary representations and warranties to the
investors relating to, among other things:
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577:

corporate organization and qualification;

corporate authorization and enforceability of the agreements and the terms of the Series B Preferred
Stock;

capitalization of us;

validity of the Series B Preferred Stock;

the absence of conflicts with other documents or violation of law;
reports, documents and financial statements that have been filed with the SEC;
the absence of material adverse changes since June 30, 2004;

the absence of litigation;

intellectual property;

no material adverse contracts;

tax status;

related party transactions;

no other agreements to sell shares of Series B Preferred Stock;
brokers;

permits and related compliance matters;

environmental matters;

title to properties and leases;

insurance;

employment matters;

Investment Company Act matters; and

disclosure matters.

Covenants

The securities purchase agreements contain covenants by the parties to use their best efforts to satisfy the conditions to
closing. In addition, we have agreed to covenants relating to:
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filing of a Form D with the SEC and compliance with state securities laws in connection with the
issuance of the securities;

maintenance of SEC reporting status;
furnishing SEC reports and other public information to the investors;

authorization and reservation of, and maintenance of trading market listing of, shares of common
stock into which the shares of Series B Preferred Stock may be converted;

filing of required SEC reports;

maintenance of listing on Nasdaq SmallCap Market; and

the filing with the SEC of this proxy statement and the utilization of our best efforts to obtain
stockholder approval, on or before February 10, 2005, of the issuance of the shares of Series B
Preferred Stock.

Conditions to Closing

Our obligation to issue and sell the shares of Series B Preferred Stock at the closing is subject to the satisfaction, at or
before the closing date, of each of the following conditions, each of which may be waived by us:

each investor has executed a securities purchase agreement and delivered it to us;

each investor or a limited liability company formed by certain investors has delivered the purchase
price for the shares;

the Certificate of Designations has been accepted for filing with the Nevada Secretary of State;
the representations and warranties of each investor are true and correct in all material respects when
made and as of the closing date, and each investor has complied in all material respects with the terms

and conditions of the agreement;

absence of any litigation, statute, rule or ruling that would prohibit the completion of the transactions
contemplated by the agreements; and

approval of the stock issuance by our stockholders.

The obligations of each investor to purchase the shares of Series B Preferred Stock at the closing is
subject to the satisfaction, at or before the closing date, of each of the following conditions, which
may be waived the by investor:

We have executed the securities purchase agreement and delivered it to the investor;

We have delivered to the investor stock certificates for the shares of Series B Preferred Stock that are
being purchased by the investor;

the Certificate of Designations has been accepted for filing with the Nevada Secretary of State, and a
certified copy of the filed Certificate of Designations is delivered to the investor;
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the representations and warranties by us are true and correct in all material respects when made and as
of the closing date, and we have complied in all material respects with the terms and conditions of the
agreement (and we must deliver customary officer's certificates to that effect);

absence of any litigation, statute, rule or ruling that would prohibit the completion of the transactions
contemplated by the agreements;

no event has occurred which could reasonably be expected to have a material adverse effect on us;
the registration rights agreement has been executed and delivered by us;
approval of the stock issuance by our stockholders; and

we must have prepared the registration statement described in the registration rights agreement in a
form ready for filing with the SEC, which registration statement must have been approved by the
investors or their respective LLC, with such approval not to be unreasonably withheld.

Right of participation

The securities purchase agreement provides that as long as at least two-thirds of all outstanding shares of the Series B
Preferred Stock remain outstanding and as long as at least two-thirds of the conversion shares remain held by the
former holders of such preferred stock we must, before any proposed issuance by us of any of our securities (other
than debt securities with no equity feature), offer to each investor by written notice the right, for a period of 15 days,
to purchase for cash at the price or other consideration for which such securities are to be issued a number of such
securities so that, after giving effect to such issuance (and the conversion, exercise and exchange into or for shares of
common stock of all such securities that are so convertible, exercisable or exchangeable), the investor will continue to
maintain his same proportionate beneficial equity ownership in us represented by the preferred shares and the
conversion shares that he beneficially owns, if any, as of the date of such notice (treating the investor, for the purpose
of such computation, as the holder of the number of shares of common stock which would be issuable to the investor
or for the benefit of the investor upon conversion, exercise and exchange of all securities (including but not limited to
the preferred shares) held by or for the benefit of such investor on the date such offer is made, that are convertible,
exercisable or exchangeable into or for (whether directly or indirectly) shares of common stock and assuming the like
conversion, exercise and exchange of all such other securities held by other persons). However, the above
participation rights of the investor will not apply to securities issued:

upon conversion of any of the preferred shares;

as a stock dividend or upon any subdivision of shares of common stock, provided that the securities
issued pursuant to such stock dividend or subdivision are limited to additional shares of common
stock;

under rights to acquire common stock from us outstanding on January 1, 2005;

under options to purchase common stock from us or other equity incentives issued to employees,
consultants and members of the board of directors, provided that such excluded options or equity

incentives are approved by a majority of the disinterested members of our board of directors;

solely in consideration for the acquisition (whether by merger or otherwise) by us of all or
substantially all of the stock or assets of any other entity; or

pursuant to a public offering of our securities.
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The investor may accept our offer as to the full number of securities offered to him or any lesser
number, by written notice thereof given by him to us before the expiration of the 15 day period, in
which event we will sell and the investor will buy, upon the terms specified, the number of securities
agreed to be purchased by investor. If any investor fails to accept our offer as to the full number of
securities offered to the investor, the other investors who have so accepted may within the following
ten-day period purchase the unaccepted securities, with such participation by such other investors
being in proportion to their beneficial equity ownerships in us. We will thereafter be free at any time
prior to ninety days after the date of our notice of offer to the investors to offer and sell to any third
party the remainder of such securities proposed to be issued by us at a price and on payment terms no
less favorable to us than those specified in the notice of offer to the investors. If such third party sale
or sales are not completed within such ninety-day period, we cannot sell such securities that have not
been purchased within such period without again complying with these provisions.

The participation rights will apply to and be proportionately shared among all investors who purchase shares of Series
B Preferred Stock.

Right of first refusal

The purchase agreement provides that an investor proposing to transfer all or any portion of or interest in his preferred
shares for value may do so only pursuant to a bona fide offer to purchase. If the investor desires to sell his preferred
shares or his interest in the LLC which holds the preferred shares pursuant to such an offer, he must give us notice
which must contain a description of all of the material terms and conditions of the offer and a copy of it, if any. We
will then have a period of fifteen days to determine whether to purchase all of the investor's preferred shares or his
interest in the LL.C upon the terms and conditions contained in the offer to purchase. If we elect to purchase all of the
investor's preferred shares or his interest in the LLC, we must complete the transaction as if we were the offeror, but in
no event shall the closing date be earlier than thirty days following the date of our notification to the investor of our
determination to purchase the investor's preferred shares or his interest in the LLC. If we do not exercise our right of
first refusal within such fifteen-day period, the other investors will receive the investor notice and will then have a
period of ten days to elect to purchase all of such preferred shares or interest in the LLC upon such terms and
conditions, with such purchase by such other Investors being in proportion to their beneficial equity ownerships in us
and with consummation of such purchases within fifteen days following the date of the other investors' notification of
their election to purchase. If the other investors fail to give notice of their exercise of their right of first refusal within
such ten-day period, the transferring investor will be free to transfer his preferred shares or his interest in the LLC, but
only in accordance with the offer. The investors and the LLC cannot otherwise transfer their preferred shares or
interests in the LLC for value without complying with these provisions. The right of the investors to purchase shares
of Series B Preferred Stock will apply to and be proportionately shared among all investors who purchase shares of
Series B Preferred Stock.

Amendment and Waiver

No provision of the agreement may be waived or amended other than in a writing signed by the party to be charged
with enforcement.

Terms of the Series B Preferred Stock

Although the discussion below summarizes the material terms of the Series B Preferred Stock, it does not purport to
describe all of the terms. A copy of the form of the Certificate of Designations of the Series B Preferred Stock is
attached to this proxy statement as Annex C. We urge all stockholders to read the entire form of the Certificate of
Designations carefully.

Total number of shares
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We will classify and designate a total of 1,240,000 shares of Series B Preferred Stock, including shares to be reserved
for the payment of dividends on the outstanding shares of Series B Preferred Stock.

Ranking

The shares of Series B Preferred Stock rank, as to dividends and rights upon liquidation, dissolution, or winding up,
senior to the common stock.

Our articles of incorporation provide that we have the authority to issue a total of 5,000,000 shares of preferred stock.
In 1996, 1,000,000 shares of preferred stock were designated as Series A Convertible Preferred Stock and issued to
The Bailey Company, LLLP. All of those shares of Series A Convertible Preferred Stock have been converted into
shares of common stock, and may not be reissued. Our articles of incorporation provide that the preferred stock other
than the Series A Convertible Preferred Stock may be issued from time to time in one or more series and for such
consideration as the board of directors determines. The articles of incorporation grant to the board of directors
authority to fix the designation of such series and the powers, preferences and rights of the shares of such series, and
the qualifications, limitations or restrictions thereof.

Voting
General

Except as may be otherwise provided in the Certificate of Designation or by law, the Series B Preferred Stock will
vote together with all other classes and series of our stock as a single class on all actions to be taken by our
stockholders. Each share of Series B Preferred Stock will entitle the holder thereof to a number of votes for each share
on each action as equals the number of shares of common stock into which each share of Series B Preferred Stock is
convertible.

Board size

As at least two-thirds of the shares of Series B Preferred Stock remains outstanding and as long as at least two-thirds
of the shares of common stock into which the Series B Preferred Stock has been converted remains held by the former
holders of such converted Series B Preferred Stock, or by the affiliates of such former holders, we cannot, without the
written consent or affirmative vote of the holders of at least three-quarters of the then outstanding votes of the shares
of the Series B Preferred Stock and of all outstanding shares of common stock, increase the maximum number of
directors constituting the our board of directors to a number in excess of seven.

Board seats

Under the terms of the Series B Preferred Stock, the holders of the Series B Preferred Stock and of the shares of
common stock into which the Series B Preferred Stock has been converted, voting together as a separate class, will
have the right to elect three directors. However, to the extent that the number of outstanding shares of Series B
Preferred Stock and the number of shares of common stock into which the Series B Preferred Stock has been
converted which are held by the former holders of such converted Series B Preferred Stock, or by the affiliates of such
former holders, are reduced as a result of sale or other transfer, the number of directors which may be elected by the
holders of such shares will be proportionately reduced or eliminated to the extent that total number of such shares is
nearer to 66 2/3 percent, 33 1/3 percent or zero percent of the initial total number of such shares. At any meeting held
for the purpose of electing directors, the presence in person or by proxy of the holders of a majority of the shares of
Series B Preferred Stock then outstanding and of the shares of common stock into which the Series B Preferred Stock
has been converted which are held by the former holders of such converted Series B Preferred Stock, or by the
affiliates of such former holders, will constitute a quorum for the election of the foregoing directors. A vacancy in any
directorship elected under the provisions of the Series B Preferred Stock by the holders of the Series B Preferred Stock
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and the shares of common stock into which the Series B Preferred Stock has been converted may be filled only by
vote of such holders.

Dividends

From and after February 10, 2006, the holders of the Series B Preferred Stock will be entitled to receive, out of legally
available funds, cumulative cash dividends on each share of Series B Preferred Stock equal to $0.15 per annum. The
dividend will accrue with respect to each share of Series B Preferred Stock issued and outstanding from day to day
from February 10, 2006 and shall be payable quarterly on May 15, August 15, November 15 and February 15 of each
year beginning May 15, 2006. The dividends will be cumulative if not paid. However, if at any time our total cash
flow for our four preceding fiscal quarters is less than 150 percent of our aggregate principal and interest debt
payments and capital lease payments during that period, as determined in the good faith discretion of the board of
directors, the dividend will not be payable until a payment date upon which this condition no longer exists. At such
payment date we must pay the dividend due on that payment date together with any other previously unpaid dividends
to the extent that the subtraction of such previously unpaid dividends and of the dividend due and paid on such
payment date from total cash flow for such four preceding fiscal quarters does not cause the total cash flow for such
four preceding fiscal quarters to become less than 150 percent of our aggregate principal and interest debt payments
and capital lease payments during that period. Cash flow for this purpose is defined to mean our net income plus
interest, depreciation and amortization expenses, plus or minus other non-cash adjustments to net income and less
dividends paid during the applicable fiscal quarters, as determined in the good faith discretion of the board of
directors.

Liquidation

Upon any liquidation, dissolution or winding up of us, whether voluntary or involuntary, the holders of the shares of
Series B Preferred Stock will first be entitled, before any distribution or payment is made upon any common stock or
upon any other stock ranking junior to the Series B Preferred Stock with respect to rights and preferences upon
liquidation, to be paid an amount equal to $2.50 per share plus, in the case of each share, an amount equal to all
accrued but unpaid dividends computed to the date payment thereof is made. If upon such liquidation, dissolution or
winding up of us, the assets to be distributed among the holders of Series B Preferred Stock are insufficient to permit
payment in full to the holders of Series B Convertible Stock of the liquidation preference payments, then the entire
assets of us to be so distributed shall be distributed ratably among the holders of Series B Preferred Stock. Upon any
such liquidation, dissolution or winding up of us, immediately after the holders of Series B Preferred Stock have been
paid in full the liquidation preference payments, the remaining net assets of us available for distribution shall be
distributed among the holders of stock ranking junior to the Series B Preferred Stock with respect to rights and
preferences upon liquidation.

The consolidation or merger of us into or with any other entity or entities which results in the exchange of more than
fifty percent of the voting power or shares of us for securities or other consideration issued or paid or caused to be
issued or paid by any such entity or affiliate thereof (other than a merger to reincorporate us in a different
jurisdiction), and the sale, lease, transfer or other disposition (but exclusive of a collateral pledge) by us of all or
substantially all our assets, will be deemed to be a liquidation, dissolution or winding up of us for purposes of these
provisions.

Restrictions

As long as at least two-thirds of the shares of Series B Preferred Stock remains outstanding and as long as at least
two-thirds of the shares of common stock into which the Series B Preferred Stock has been converted remains held by
the former holders of such converted Series B Preferred Stock, without the written consent or affirmative vote of the
holders of three-quarters of the then outstanding votes of the shares of the Series B Preferred Stock and the shares of
the common stock, we cannot:
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liquidate, dissolve or wind us up; consolidate or merge into or with any other entity or entities which
results in the exchange of more than fifty percent of the voting power or shares of us (other than a
merger to reincorporate us in a different jurisdiction); or sell, lease, abandon, transfer or otherwise
dispose of in excess of substantially all of our total assets (but exclusive of a collateral pledge);

amend, alter or repeal our articles of incorporation;
institute any increase in the outstanding shares of preferred stock of any class or series;

institute any amendment of our bylaws which is directly detrimental to the rights and preferences of
the Series B Preferred Stock; or

institute any payment of cash dividends or other distributions on any shares of common stock.
Conversion
Optional Conversion

The shares of Series B Preferred Stock are initially convertible, in whole or in part, at the option of the holder thereof,
into shares of common stock at a conversion rate of one share of common stock for each share of Series B Preferred
Stock, subject to proportionate adjustment for certain events, including stock splits, stock dividends, and dilutive
issuances of capital stock.

Mandatory Conversion

At any time on or after February 10, 2006, we may require that all of the Series B Preferred Stock be converted to
shares of common stock in accordance with the provisions of this Certificate provided that:

at the time of the notice of mandatory conversion our common stock is listed for trading on a
nationally recognized securities exchange or automated quotation system and for a continuous period
of at least six months before the date of such notice the closing market price of the common stock on
each day during such period has been greater than $5.00 per share; and

during such six-month period we have publicly reported our financial results for our most recently
completed two fiscal quarters before the date of such notice.

In the event of any stock split or stock dividend of our common stock, the $5.00 per share closing
market price condition above will be proportionately decreased. At the time of each conversion, we
must pay in cash all dividends unpaid on the shares of Series B Preferred Stock surrendered for
conversion on the date that such conversion is deemed to take place.

Amendments

The terms of the Series B Preferred Stock may not be amended, modified or waived without the written consent or
affirmative vote of the holders of at least three-quarters of the then outstanding shares of Series B Preferred Stock.

Terms of the Stock Restriction and Registration Rights Agreement
Although the discussion below summarizes the material terms of the stock restriction and registration rights
agreement, it does not purport to describe all of the terms. A copy of the form of stock restriction and registration

rights agreement is attached to this proxy statement as Annex D. We urge all stockholders to read the entire form
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of the Stock Restriction and Registration Rights Agreement carefully.
Registration

We have agreed to file, at our expense, a registration statement under the Securities Act covering resales by holders of
the shares of common stock issuable upon conversion of the Series B Preferred Stock, referred to as the "registrable
securities." We have agreed to file this registration statement promptly following the closing of the securities purchase
agreements, in order that the registration statement be declared effective by the SEC upon our request no later than the
expiration of three months from the closing of the securities purchase agreements. We will use our best efforts to keep
this registration statement continuously effective until either of:

the sale of all registrable securities under the registration statement; and

at such time that the remaining registrable securities that are unsold by the investors can be sold by
the investors in compliance with Rule 144 under the Securities Act in any three-month period without
volume limitations and without registration.

Transfer Restrictions

Under the provisions of the Stock Restriction and Registration Rights Agreement, until a period of twelve months has
elapsed from the closing of the purchase agreements no investor can make any sale into the public market of the
investor's registrable securities. In addition, during the three-year period beginning on the first annual anniversary date
of the closing of the purchase agreements, no investor can publicly sell in any one month more than ten percent or in
any 12-month period more than 33.33% of the registrable securities (on a non-cumulative basis). This restriction will
not apply to shares of common stock issued to an investor under the mandatory conversion provisions of the Series B
Preferred Stock.

Notice and Suspension of Use

Each holder must notify us at least three business days before any proposed sale by that holder under the registration
statement. This notice will be effective for 20 business days. We may suspend the holder's use of the prospectus one
time for a period not to exceed 30 days in any 90-day period, and not to exceed an aggregate of 60 days in any

180-day period, if:

the prospectus would, in our judgment, contain a material misstatement or omission as a result of an
event that has occurred and is continuing; and

we reasonably determine that the disclosure of this material non-public information would have a
material adverse effect on us and our subsidiaries taken as a whole.

However, if the disclosure relates to a previously undisclosed proposed or pending material business transaction, the
disclosure of which would impede our ability to consummate such transaction, we may extend the suspension period
from 30 days to 45 days.

Expenses

We will bear all the expenses of the registration, other than any fees and disbursements of counsel for the investors or
any underwriters or any underwriting discounts, commissions, and transfer taxes in connection with a resale of
registrable securities.

Indemnification
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We have agreed to indemnify the investors against any losses, including fees and expenses, which may arise out of an
untrue statement or an omission of a material fact required to be stated in the registration statement, other than losses
arising out of written information furnished by the investors for use in connection with the registration statement.
Each investor has agreed to indemnify us and any underwriters participating in the registration statement against any
losses that may arise out of written information furnished by the investors for use in connection with the registration
statement. The amounts that any investor may be obligated to indemnify us or any underwriter for are limited to the
net proceeds the investor receives from the sale of registrable securities under the registration statement.

Assignment of Registration Rights

An investor may assign the registration rights to any transferee of all or any portion of the Series B Preferred Stock or
the registrable securities if:

the investor agrees in writing with the transferee or assignee to assign such rights, and a copy of such
agreement is furnished us within a reasonable time after such assignment;

we are, within a reasonable time after such transfer or assignment, furnished with written notice of the
name and address of such transferee or assignee and the registrable securities with respect to which
the registration rights are being transferred or assigned;

following such transfer or assignment, the further disposition of such registrable securities by the
transferee or assignee is restricted under the Securities Act and applicable state securities laws;

at or before the time we receive the written notice of the assignment the transferee or assignee agrees
in writing with us to be bound by the provisions of the registration rights agreement; and

such transfer has been made in accordance with the applicable requirements of the securities purchase
agreement.

Subsequent Registration Rights

We may enter into any agreement with any holder or prospective holder of any of our securities that would allow such
holder or prospective holder to include such securities in the registration statement filed under the registration rights
agreement, as long as under the terms of such agreement such holder or prospective holder may include such
securities in such registration statement only to the extent that the inclusion of such securities will not reduce the
amount of the registrable securities of the Investors that are included in the registration statement.

Amendment

The registration rights agreement may be amended only by an agreement in writing executed by us and the holders of
at least two-thirds of the interest in the registrable securities.

Agreements with The Bailey Group

The Bailey Group has agreed to purchase 180,000 shares of the Series B Preferred Stock also at $2.50 per share for a
total purchase price of $450,000. Under our agreement with the Bailey Group, their shares of Series B Preferred Stock
will generally have the same rights, protections, restrictions and obligations as the above-described Series B Preferred
Stock. We also will enter into a supplemental stock restriction and registration rights agreement with The Bailey
Group which provides that they will have the same registration rights and resale restrictions for their previously
acquired shares of our common stock as will apply under the stock restriction and registration rights agreement in
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connection with the purchase of shares of Series B Preferred Stock, and an additional condition to closing with The
Bailey Group is that we must execute and deliver the supplemental registration rights agreement.

Under the securities purchase agreement with The Bailey Group, the Bailey Group will not be required to make
payment for the shares of Series B Preferred Stock through the escrow arrangements established for other investors,
but rather must deliver the purchase price for their shares at the closing of the issuance of the Series B Preferred Stock.
In addition, the securities purchase agreement with The Bailey Group provides that notwithstanding any provision to
the contrary of the Certificate of Designations, for so long as at least two-thirds of the preferred shares and of the
conversion shares, and of the common stock held by The Bailey Group or their affiliates on the date of the agreement,
in the aggregate, remain held by The Bailey Group or their affiliates, we shall not institute:

;any increase in the outstanding shares of preferred stock of any class or series without the prior
written consent of The Bailey Group; or

any amendment of the Certificate of Designation which materially adversely affects the rights and
preferences of the Series B Preferred Stock.

Right of participation

The securities purchase agreement with The Bailey Group provides that as long as at least two-thirds of the shares of
the Series B Preferred Stock and the conversion shares, and the shares of our common stock of The Bailey Group or
their affiliates held on the date of the agreement, in the aggregate, remain held by The Bailey Group or their affiliates,
we must, before any proposed issuance by us of any of our securities (other than debt securities with no equity
feature), offer to The Bailey Group by written notice the right, for a period of 15 days, to purchase for cash at the price
or other consideration for which such securities are to be issued a number of such securities so that, after giving effect
to such issuance (and the conversion, exercise and exchange into or for shares of common stock of all such securities
that are so convertible, exercisable or exchangeable), The Bailey Group will continue to maintain their same
proportionate beneficial equity ownership in us represented by the preferred shares, the conversion shares and any
other shares of our common stock that they beneficially own, if any, as of the date of such notice (treating The Bailey
Group, for the purpose of such computation, as the holder of the number of shares of common stock which would be
issuable to The Bailey Group upon conversion, exercise and exchange of all securities (including but not limited to the
preferred shares) held by The Bailey Group on the date such offer is made, that are convertible, exercisable or
exchangeable into or for (whether directly or indirectly) shares of common stock and assuming the like conversion,
exercise and exchange of all such other securities held by other persons). However, the above participation rights of
the Investor will not apply to securities issued:

upon conversion of any of the preferred shares;

as a stock dividend or upon any subdivision of shares of common stock, provided that the securities
issued pursuant to such stock dividend or subdivision are limited to additional shares of common
stock;

under rights to acquire common stock from us outstanding on January 1, 2005;

under options to purchase common stock from us issued to employees, consultants and members of
the board of directors, provided that such excluded options or equity incentives are approved by a
majority of the disinterested members of our board of directors;

solely in consideration for the acquisition (whether by merger or otherwise) by us of all or

substantially all of the stock or assets of any other entity; or
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pursuant to a public offering of our securities.

The Bailey Group may accept our offer as to the full number of securities offered to them or any lesser number, by
written notice thereof given by them to us before the expiration of the 15 day period, in which event we will sell and
the Investor will buy, upon the terms specified, the number of securities agreed to be purchased by The Bailey Group.
If any other investor who has a comparable right of participation fails to accept our offer as to the full number of
securities offered to the investor, the investors from The Bailey Group who have so accepted may within the following
ten-day period purchase the unaccepted securities, with such participation by The Bailey Group being in proportion to
their beneficial equity ownerships in us. We will thereafter be free at any time prior to ninety days after the date of our
notice of offer to The Bailey Group to offer and sell to any third party the remainder of such securities proposed to be
issued by us at a price and on payment terms no less favorable to us than those specified in the notice of offer to The
Bailey Group. If such third party sale or sales are not completed within such ninety-day period, we cannot sell such
securities that have not been purchased within such period without again complying with these provisions.

The participation rights will apply to and be proportionately shared among all investors who purchase shares of Series
B Preferred Stock.

Right of first refusal

The purchase agreement with The Bailey Group provides that an investor from The Bailey Group proposing to
transfer all or any portion of or interest in their preferred shares for value may do so only pursuant to a bona fide offer
to purchase. If the investor desires to sell his preferred shares pursuant to such an offer, he must give us notice which
must contain a description of all of the material terms and conditions of the offer and a copy of it, if any. We will then
have a period of fifteen days to determine whether to purchase all of the investor's preferred shares upon the terms and
conditions contained in the offer to purchase. If we elect to purchase all of the investor's preferred shares, we must
complete the transaction as if we were the offeror, but in no event shall the closing date be earlier than thirty days
following the date of our notification to the investor of our determination to purchase the investor's preferred shares. If
we do not exercise our right of first refusal within such fifteen-day period, the other investors will receive the investor
notice and will then have a period of ten days to elect to purchase all of such preferred shares upon such terms and
conditions, with such purchase by such other Investors being in proportion to their beneficial equity ownerships in us
and with consummation of such purchases within fifteen days following the date of the other investors' notification of
their election to purchase. If the other investors fail to give notice of their exercise of their right of first refusal within
such ten-day period, the transferring investor will be free to transfer his preferred shares, but only in accordance with
the offer. The investors cannot otherwise transfer their preferred shares or interests for value without complying with
these provisions. The right of the investors to purchase shares of Series B Preferred Stock will apply to and be
proportionately shared among all investors who purchase shares of Series B Preferred Stock.

Election of directors

The purchase agreement with The Bailey Group also provides that The Bailey Group voting together as a separate
class will have the right to elect three directors of our board of directors, two of whom shall meet the independence
criteria of Nasdaq and of any other rules and regulations applicable to us. However, to the extent that the number of
outstanding shares of Series B Preferred Stock and the number of shares of common stock which are held by The
Bailey Group are diminished as a result of sale or other transfer, the number of directors of our board of directors
which may be elected by the holders thereof shall be proportionately reduced or eliminated to the extent that total
number of such shares is nearer to two-thirds, one-third or zero compared to the initial total number thereof. At any
meeting (or in a written consent in lieu thereof) held for the purpose of electing directors, the presence in person or by
proxy (or the written consent) of the holders of a majority of the shares of Series B Preferred Stock and of the shares
of common stock then held by The Bailey Group shall constitute a quorum for the election of the foregoing directors.
A vacancy in any directorship elected pursuant to this paragraph by The Bailey Group can be filled only by vote or
written consent of The Bailey Group. In consideration of the foregoing rights, The Bailey Group will not participate in
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the election of directors provisions of the

Certificate of Designations.

Agreements with Eric W. Reinhard

We have entered into a securities purchase agreement with Eric W. Reinhard, a nominee for election as a director.
Under this agreement, Mr. Reinhard will purchase 60,000 shares of Series B Preferred Stock, also at $2.50 per share,
for a total purchase price of $150,000. Those shares of Series B Preferred Stock will generally have the same rights,
protections, restrictions and obligations as the above-described Series B Preferred Stock. We have also entered into a
separate stock restriction and registration rights agreement with Mr. Reinhard which is similar to the form attached
hereto as Annex C.

Under the securities purchase agreement with Mr. Reinhard, Mr. Reinhard will not be required to make payment for
the shares of Series B Preferred Stock through the escrow arrangements established for other investors, but rather the
consideration for Mr. Reinhard's purchase of the shares will be his advice and assistance to us with respect to our sale
of 1,000,000 shares of Series B Preferred Stock to a small group of investors for an aggregate purchase price of
$2,500,000. Such advice and assistance was valued at not less than $150,000.

In addition, pending stockholder approval of the Private Placement, we will pay Mr. Reinhard $133,336 over 8
months as a fee related to raising capital. Mr. Reinhard will also be appointed as chairman of our board of directors
and our chief development officer at an initial salary of $200,000 per year beginning on October 1, 2005, and we
expect to grant options to Mr. Reinhard at levels commensurate with option grants to other executive officers which
are generally determined at the end of each fiscal year.

Right of participation

The securities purchase agreement with Mr. Reinhard provides that as long as at least two-thirds of the shares of the
Series B Preferred Stock and the conversion shares, in the aggregate, remain held by Mr. Reinhard or his affiliates, we
must, before any proposed issuance by us of any of our securities (other than debt securities with no equity feature),
offer to Mr. Reinhard by written notice the right, for a period of 15 days, to purchase for cash at the price or other
consideration for which such securities are to be issued a number of such securities so that, after giving effect to such
issuance (and the conversion, exercise and exchange into or for shares of common stock of all such securities that are
so convertible, exercisable or exchangeable), Mr. Reinhard will continue to maintain his same proportionate beneficial
equity ownership in us represented by the preferred shares, the conversion shares and any other shares of our common
stock that he owns, if any, as of the date of such notice (treating Mr. Reinhard, for the purpose of such computation, as
the holder of the number of shares of common stock which would be issuable to Mr. Reinhard upon conversion,
exercise and exchange of all securities (including but not limited to the preferred shares) held by Mr. Reinhard on the
date such offer is made, that are convertible, exercisable or exchangeable into or for (whether directly or indirectly)
shares of common stock and assuming the like conver