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PART 1 - FINANCIAL INFORMATION

Item 1. Financial Statements
Mexican Restaurants, Inc. and Subsidiaries

Consolidated Balance Sheets

ASSETS

Current asset:
Cash and cash equivalel
Royalties receivabl
Other receivable
Inventory
Prepaid expenses and other current a

Total current asse

Property, plant and equipme
Less accumulated depreciati

Net property, plant and equipme

Goodwill

Deferred tax asse
Property held for sale, n
Other asset

Total Asset:

LIABILITIES AND STOCKHOLDERS' EQUITY

Current liabilities:
Current installments of loi-term debt
Accounts payabl
Income taxes payab
Accrued sales and liquor tax
Accrued payroll and taxe
Accrued expense- other

Total current liabilities

Long-term debt, net of current portic
Other liabilities

Deferred gair

Commitments and Contingenci

Stockholders' equity

(unaudited)

4/2/2006 1/1/2006
$ 716,06: $ 788,10
136,86 176,64
1,355,91, 2,088,03!
693,421 744,39°
957,48; 833,67¢
3,859,74 4,630,86:
32,338,62  31,511,20
(15,855,87)  (15,315,86)
16,482,75  16,195,34
10,902,66.  10,902,66
168,08! 256,27
626,22 625,31
487,89 526,80«
$ 32,527,37 $ 33,137,26
$ 1,250,000 $ 1,000,001
1,516,99, 1,710,06:
269,69 203,11
192,344 127,28:
1,308,69! 1,685,23!
1,144,29 1,536,89!
5,682,01: 6,262,59
3,750,001 4,500,001
1,923,76: 1,930,05!
1,509,03: 1,561,07



Preferred stock, $.01 par value, 1,000,000 st
authorized, none issu

Common stock, $0.01 par value, 20,000,000 st
authorized, 4,732,705 shares iss

Additional paic¢-in capital

Retained earninc

Treasury stock of 1,375,728 common shi

Total stockholders' equit

Total Liabilities and Stockholders' Equ

47,32’ 47,32’
19,419,20  19,406,13
12,386,73  11,620,78
(12,190,70)  (12,190,70)
19,662,55  18,883,54

$ 32,527,37: $ 33,137,26




Mexican Restaurants, Inc. and Subsidiaries

Consolidated Statements of Income

Revenues
Restaurant sales
Franchise fees, royalties and other

Costs and expense
Cost of sales
Labor
Restaurant operating expenses
General and administrative
Depreciation and amortization
Pre-opening costs
Hurricane Rita losses
Loss on sale of assets

Operating income

Other income (expense
Interest income
Interest expense
Other, net

Income from continuing operations before incomee&
Income tax expense

Income from continuing operations

Discontinued Operation
Loss from discontinued operations
Income tax benefit

Loss from discontinued operations

Net income

Basic income per sha
Income from continuing operations
Loss from discontinued operations

Net income

Treasury stock of 1,375,728 common shares

(unaudited)

13-Week 13-Week
Period Ended Period Ended
4/02/2006 4/03/200&
$ 21,490,23 $ 19,902,50
168,69¢ 175,69(
21,658,93 20,078,19
5,919,22. 5,372,29
6,874,74. 6,524,29.
4,941,69: 4,590,53:
1,862,09: 1,789,73!
754,54 649,90¢
49,737 98¢
19,46: -
5,95¢ 2,192
20,427,45 18,929,94
1,231,48: 1,148,25
63C 63C
(110,199 (150,579
23,79¢ 42.19(
(85,777) (107,759
1,145,71; 1,040,49:
379,76¢ 342,30(
765,94¢ 698,19:
- (36,627
- 13,58
- (23,04¢)
$ 765,94t $ 675,14
$ 0.2z $ 0.21
- (0.07)
$ 0.2z $ 0.2C
$ 021 $ 0.1¢



Loss from discontinued operations - (0.09)

Net income $ 021 $ 0.1¢€
Weighted average number of shares (b 3,356,97 3,414,80!
3,634,80: 3,732,40.

Weighted average number of shares (dilu




Mexican Restaurants, Inc. and Subsidiarie:

Consolidated Statements of Cash Flow

Cash flows from operating activitie
Net income
Adjustments to reconcile net income to net ¢
provided by operating activitie
Depreciation and amortizati
Deferred gain amortizatic
Loss from discontinued operatic
Loss on sale of property, plant & equiprr
Stock option compensation expe
Deferred compensatis
Deferred taxe
Changes in assets and liabiliti
Royalties receivab
Other receivable
Income tax receivable/payal
Inventory
Prepaid and other current as:
Other asse
Accounts payabl
Accrued expenses and other liabili
Other liabilities
Total adjustmen
Net cash provided by continuing operati

Net cash used in discontinued operat
Net cash provided by operating activi

Cash flows from investing activitie
Insurance proceeds from Hurricane Rita lo
Purchase of property, plant and equipn

Net cash used in continuing operati
Net cash used in investing activit

Cash flows from financing activitie
Net borrowings (payments) under line of cr
Payments of Long Term Notes Pays

Net cash used in continuing operati
Net cash used in financing activit

Decrease in cash and cash equival
Cash and cash equivalents at beginning of p¢

Cash and cash equivalents at end of pe

Supplemental disclosure of cash flow informati
Cash paid during the perio
Interes

(unaudited)

13-Weeks 13-Weeks
Ended Ended
4/02/200€ 4/03/200&

$ 765,94t $ 675,14°
754,54 649,90¢
(52,03¢) (52,04

- 23,04¢

5,95¢ 2,192

13,06¢ -

- 6,30z

88,18¢ 150,40:
39,78 1,02C
(52,90¢) (93,129
66,577 251,52!
50,97: (12,050
(123,809 (24,044
9,54¢ 17,45¢
(193,07 (154,719
(704,079 (500,219
(6,299 60,42:
(103,556 326,08:
662,39( 1,001,22!
- (142,75)

662,39( 858,47¢
785,02¢ -
(1,019,46)) (619,699
(234,435 (619,695
(234,439 (619,699
2,000,001 (250,000
(2,500,001 -
(500,000 (250,000
(500,00() (250,00()
(72,045 (11,219
788,10¢ 1,293,833

$ 716,06: $ 1,282,61!
$ 122,09¢ $ 145,47¢



Income Taxe $ 225,33t $ 5,64¢




MEXICAN RESTAURANTS, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

Basis of Presentation

In the opinion of Mexican Restaurants, Inc. (theofipany”), the accompanying consolidated finan
statements contain all adjustments (consisting ohtyormal recurring accruals and adjustments) seary for a fair presentati
of the consolidated financial position as of A@®jl2006, and the consolidated statements of incamdecash flows for the 13-
week periods ended April 2, 2006 and April 3, 200be consolidated statements of income for thev&8k period ended Ap
2, 2006 arenot necessarily indicative of the results to beeeted for the full year. During the interim peripdse Compan
follows the accounting policies set forth in itssolidated financial statements in its Annual Repod Form 1X (file numbe
0-28234). Reference should be made to such finast&kements for information on such accounting pesicand furthe
financial detail.

The consolidated statements of income and castsffowthe 13aeek period ended April 3, 2005 have &
adjusted to remove the operations of closed remtasirwhich have been reclassified as discontirpedations. Consequen
the consolidated statements of income and cashsffowthe 13week period ended April 3, 2005 shown in the accamync
consolidated financial statements have been réfiéabto conform to the April 2, 2006 presentatidimese reclassifications h¢
no effect on total assets, total liabilities, stocklers’ equity or net income.

Impact of Recently Issued Accounting Standards

On October 6, 2005, the FASB released FASB Staitido (“FSP”) FAS No. 13-1Accounting for Rental
Costs Incurred during a Construction Period . This FSP affects companies that are engagednistretion activities on buildin
or grounds accounted for as operating leases. BfferEquires the Company to expense rental cosisiatsd with these leas
starting on the date that the tenant is given obmif the premises. As a result, companies musteceapitalizing rental co:
during construction periods. The FSP is effectioe the first reporting period beginning after Det®mn 15, 2005. Effecti
January 2, 2006, the Company adopted FSP FAS Nd. 43 has determined that it did not have a mateffact on thi
Company’s financial statements.

2. Stock-Based Compensation

At April 2, 2006, the Company had several equitgdzh compensation plans from which st@elsed compensati
awards can be granted to eligible employees, offioe directors. The current plans are the 2005gLbarm Incentive Plan, tl
1996 Long Term Incentive Plan, the Stock OptiomR& Non-Employee Directors and the 1996 Manag8&tock Option Pla
These plans are described in more detail in Naié &ur consolidated financial statements in our éalrReport on Form 18-
for the fiscal year ended January 1, 2006.

Effective January 2, 2006, the Company adopted SRAS123 (Revisedphare-Based Payments (SFAS No.123(R
utilizing the modified prospective approach. Ptiorthe adoption of SFAS No. 123(R), the Companyanted for the equity-
based compensation plans under the recognitionmaabsurement provisions of Accounting Principles rBo@pinion No. 2¢
Accounting for Stock Issued to Employees, and related interpretations (the intrinsic valuethnod), and accordingly, did r
recognize any compensation expense for stock ogtiamts.

Under the modified prospective approach, SFAS NX3(R) applies to new awards and to unvested awhatswer:
outstanding on January 2, 2006, and those thatsalbsequently modified, repurchased or cancelleddetrthe modifie
prospective approach, compensation cost recogrizdte first quarter of fiscal 2006 includes comgetion cost for all stock-
based payments granted to, but not yet vested damfary 1, 2006, based on the gdeie fair value estimated in accorde
with the




original provisions of SFAS No. 123 and g@ansation cost for all share-based payments grantesequent to adoption,
based on the grant-date fair value estimated inrdenice with the provisions of
SFAS No. 123(R). The Company had no geamts during the first quarter of fiscal 2006.

The fair value of each option award is estimatedh@ndate of grant using the Black-Scholes-Mertption-pricing
model, which uses the assumptions noted in theviifig table. Expected volatility is based on hitalr volatilities from stoc
traded. The Company uses historical data to estimjation exercises and employee terminations usékei model. In additio
separate groups of employees that have similaorfiial exercise behavior are considered separaldig. expected term
options granted is derived using the “simplifiediethod as allowed under the provisions of the S&esirand Exchang
Commissions Staff Accounting Bulletin No. 107 and represethts period of time that options granted are exmukdte be
outstanding. The riskee interest rate for periods within the contrattife of the option is based on the U.S. Treasyigid
curve in effect at the time of grant.

13 Weeks Ended

4/3/05 4/2/06
Risk-free interest rate 4.05% N/A
Expected life, in years 8.1 N/A
Expected volatility 28.3% N/A
Dividend yield 0% N/A

As a result of adopting SFAS No. 123(R) on Januir006, income before income taxes, net income chlatec
earnings per share for the 13 weeks ended Ap2i0@6, were lower by $13,066, $8,235, and $0.0Gpare, respectively, thar
the Company had continued to account for stock<aempensation under APB Opinion No. 25.

The Company receives a tax deduction for certaoksbption exercises during the period the optiare exercise
generally for the excess of the price at whichdapgons were sold over the exercise prices of ft@ns. There were no stc
options exercised in the 13 week periods ended 2p8006 and April 3, 2005.

The following table illustrates the effect on netame and earnings per share if the Company hdikdppe fair valu
recognition provisions of SFAS No. 123(R) to opsagranted under the Compasystock option plans for the 13 week pe
ended April 3, 2005. For purposes of this pro fomisclosure, the value of the options is estimatsidg the Black-Scholes-
Merton option-pricing model and amortized to exgeager the options vesting period.

13 Weeks Ended

4/3/2005
Net income- as reported $675,147
Less: Stock based compensation expense, deternnnued fair value based method for all awards, héaes 21,367
Pro forma net income $653,780
Net income per share dilut- as reported $0.18
Pro forma net income per share diluted $0.18

In conjunction with the Comparg/’1996 initial public offering, the Company enteiietb warrant agreements with Lo
P. Neeb and Tekex Partners, a limited liability company in whiehformer member of the Board of Directors is a @gal.
The warrants to purchase 359,770 shares of comitock 179,885 each to Louis P. Neeb and Wex Partners), which hac
$10.90 exercise price, were all exchanged on A3ijl 2006 under agreements with the warrant holthets provided for th
delivery of 11,638 shares of the Company’s commntonksto each of Mr. Neeb and Té#ex Partners. The exchange rate
determined by the difference between a fifteen slmple trading average for the Common Stock fromrdi&27, 2006 throug
April 15, 2006 (which average the parties agreed $£2.52) and the exercise price, resulting inrasgpof $1.62, then divid
by two.




Item 2 .

Net Income per Common Share
Basic income per share is based on the weightethg&eshares outstanding without any dilutive effeminsidere:
Diluted income per share reflects dilution from @dintingently issuable shares, including optiond arrants. As of April :
2006 and April 3, 2005, the Company had 1,101,0#B%/6,270 options and warrants outstanding, réispdc As of April 2,
2006 and April 3, 2005, such stock options and arats have the effect of increasing basic weightedage shares outstand
by 277,825 and 317,596 for such 13-week periodpeattively.

Hurricane Rita Update

During first quarter 2006, the Company continuedvtyk with its insurance consulting firm
finalize the Hurricane Rita insurance claim. Ther@any recognized $109,846 in asset cost expengditelated to damag
property in the consolidated balance sheets. Aspoil 2, 2006, the Company has a receivable dumfits insurance carrier f
$563,758. The Company expects to finalize its iasoe claim during the second quarter of fiscal 2006

Long-term Debt

On March 31, 2006, the Company prepaid $2.5 milldrthe Beaumonbased franchise restaurant seller note
drawing $2.0 million on its Bank of America revalg line of credit, with the balance paid from casberves.

Subsequent Events

On April 4, 2006, the Company closed the sale @f Bort Arthur, Texas pad site that was acquiredh& 200-
acquisition of 13 restaurants from its Beaumontelasanchisee. The gross sales price was $130,000.

Management’s Discussion and Analysis of Financial @dition and Results of Operations
Special Note Regarding Forward-Looking Statements

This Form 10-Q contains forwatdeking statements within the meaning of the Pev@aecurities Litigation Reform A
of 1995. Such forwartboking statements involve known and unknown riskgertainties and other factors which may caue
actual results, performance or achievements oCihimpany to be materially different from any futuesults, performance
achievements expressed or implied by such ford@olling statements. Such factors include, amongrsththe following
growth strategy; dependence on executive officgesigraphic concentration; increasing susceptibitityadverse conditions
the region; changes in consumer tastes and eagibigshthe risk of fooddorne iliness; national, regional or local economanc
real estate conditions; demographic trends; inclgnveeather; traffic patterns; the type, number &whtion of competin
restaurants; inflation; increased food, labor aeddfit costs; the availability of experienced mamagnt and hourly employe
seasonality and the timing of new restaurant ogmnichanges in governmental regulations; dram shqsure; and oth
factors not yet experienced by the Company. Theofiseords such as “believes”, “anticipates”, “ex{¢ “intends”and simila
expressions are intended to identify forwérdking statements, but are not the exclusive medidentifying such statemen
Readers are urged to carefully review and condgidervarious disclosures made by the Company inrég®rt and in tr
Company’s most recently filed Annual Report andnrdi0K that attempt to advise interested parties ofribles and factors th
may affect the Company’business. The Company undertakes no obligatiapdate any such statements or publicly annc
any updates or revisions to any of the forwtmking statements contained herein, to reflect @mnge in its expectations w
regard thereto or any change in events, conditidingmstances or assumptions underlying suchretates.




General

The Company operates and franchises Mexibame restaurants featuring various elements agsdcwith the casu
dining experience under the names Casa Olé, Monsefex-Mex Café, Montereg Little Mexico, Tortuga Coastal Canti
Crazy Joses and La Senorita. At April 2, 2006 the Companyrafe 61 restaurants, franchised 18 restaurant$iGased on
restaurant in various communities in Texas, LouajdDklahoma and Michigan.

The Company’s primary source of revenues is the sélfood and beverages at CompanyRed restaurants. T
Company also derives revenues from franchise fegalties and other franchiselated activities. Franchise fee revenue froi
individual franchise sale is recognized when aliviees relating to the sale have been performed thedrestaurant h
commenced operation. Initial franchise fees retatm area franchise sales are recognized ratabpydportion to the servic
that are required to be performed pursuant to tea ianchise or development agreements and piopately as the restaura
within the area are opened.

The consolidated statements of income and cashsffowthe 13week period ended April 2, 2006 and April 3, 2
have been adjusted to remove the operations otdlosstaurants, which have been reclassified a®prtisnued operatior
Consequently, the consolidated statements of incamadecash flows for the 1eek period ended April 3, 2005 shown in
accompanying consolidated financial statements hseen reclassified to conform to the April 2, 20@@sentation. The
reclassifications have no effect on total asseta tiabilities, stockholders equity or net incame

Since its inception as a public company, the Comgeas primarily grown through the acquisition ofiet Mexical
food restaurant companies. In July 1997, the Compamchased all of the outstanding stock of MonteréAcquisition Corg
(“MAC"). At the time of the acquisition, MAC owned and opeda26 restaurants in Texas and Oklahoma undendhee:
“Monterey’s Tex-Mex Café,” “Monterey’s Little Mexa&’ and “Tortuga Coastal Cantina.”

In April 1999, the Company purchased 100% of théstamding stock of La Sefita Restaurants, a Mexic
restaurant chain operated in the State of Michigée. Company purchased the shares of common sfdck Seforita for $4.(
million. The transaction was funded with the Companrevolving line of credit with Bank of America. Alie time of th
acquisition, La Sefiorita operated five company-awastaurants, and three franchise restaurants.

On January 7, 2004, the Company compligtgulirchase of 13 restaurants and related agsetsits Beaumont-
based franchisee and affiliates for a total conatiten of approximately $13.75 million. The finangifor the acquisition wi
provided by Fleet National Bank, CNL and the sslléfhe restaurants acquired include eight Casaré3l&urants located
Southeast Texas, two Casa Olé restaurants loga®duthwest Louisiana, and three Crazy Josestaurants located in South
Texas.

On October 14, 2004, the Company completed its fase of one franchise restaurant in Brenham, Téoe
approximately $215,000. The restaurant was clasgdodeled and re-opened on November 22, 2004.

Results of Operations

Revenues . The Companys revenues for the first quarter of fiscal 2006 @ased $1.6 million or 7.9%
$21.7 million compared with $20.1 million for thamse quarter in fiscal 2005. Restaurant sales fet §uarter 2006 increased $
million or 8.0% to $21.5 million compared with $89million for the first quarter of fiscal 2005. Agpximately 62.0% of the increase
revenues reflects positive same-restaurant satesthé first quarter ended April 2, 2006, totalteys sameestaurant sales increa
4.1%, Company-owned same-restaurant sales incr&k#dand franchised-owned same




restaurant sales increased 1.2%. The remagaingarable increase in restaurant sales reflestsrestaurant additions.

For the quarter ended April 2, 2006, franchisesfeeyalties and other decreased $6,991 or 4.C
$168,699 compared with $175,690 for the same quaryear ago.

Costs and Expenses . Costs of sales, consisting of food, beveragapligsupplies and paper costs,
increased as a percent of restaurant sales 50gmasts to 27.5% compared with 27.0% in the finsader of fiscal 2005. The
increase primarily reflects higher beef and produmsts.

Labor and other related expenses decreased @00 first quarter as a percentage of restaurdes 84
basis points to 32.0% as compared with 32.8% irfitaequarter of fiscal 2005. The decrease pritgaeflects labor efficiencie
relative to positive same-restaurant sales.

Restaurant operating expenses, which primariljutfes rent, property taxes, utilities, repair
maintenance, liquor taxes, property insurance, igtiability insurance and advertising, decreassda percentage of restau
sales 10 basis points to 23.0% as compared witt?2® the first quarter of fiscal 2005. The deceepsmarily reflects advertisit
efficiencies, which were partially offset by highaectricity and natural gas costs.

General and administrative expenses consist oéresgs associated with corporate and administ
functions that support restaurant operations. pseraentage of total revenue, general andadministrative expenses decrease
basis points to 8.6% for the first quarter of fis2@06 as compared with 8.9% for the first quadtefiscal 2005. In absolute dolla
general and administrative costs were $72,356 high¢he first quarter of fiscal 2006 compared wilte first quarter of fisc
2005. The increase reflects planned compensat@yeases compared with the same quarter one year ago

Depreciation and amortization expenses includedépgreciation of fixed assets and the amortizatif
intangible assets. Depreciation and amortizatiopeese increased as a percentage of total saless3® oints to 3.5%
compared with 3.2% the same quarter in fiscal 2@Ueh expense for the first quarter of fiscal 20@6 $104,638 higher th
for the first quarter in fiscal 2005. The increasdlects additional depreciation expense for renemleestaurants, ne
restaurants, and the replacement of equipmenteasgthold improvements in various existing restasran

The Company opened one new restaiuduring the first quarter of 2006 and incurred®,837 in pre-
opening costs. There were no new restaurants ophméd) the first quarter of 2005.

Loss on Disposal of Assets - Hurricane Rita . During the first quarter of fiscal 2006, the Camnp incurre:
$19,463 of consulting fee expenses related tonigoimg insurance claims.

Loss on Sale of Assets . During the first quarter of fiscal 2006, the Camp recorded losses of $5,¢
primarily related to the disposition of assets asged with remodeled restaurants. During the fipsarter of fiscal 2005, tI
Company recorded losses of $2,192 related to ntésmus disposition of assets.

Other Income (Expense). Net expense decreased $21,987 to $85,771 in thtedfirarter of fiscal 20(
compared with a net expense of $107,758 in thediarter of fiscal year 2005. Interest expenseatsed $40,379 to $110,’
in the first quarter of fiscal year 2006 compareithvinterest expense of $150,578 in the first qeradf fiscal year 2005. TI
Company paid down $500,000 in debt during the fiistrter of fiscal 2006. The decrease in intergpense reflects declinil
debt balances that have been partially offset bgeimsing interest rates.

Income Tax Expense . The Companys effective tax rate from continuing operationstfue first quarter «
fiscal 2006 was 33.2% as compared to 32.9% fofiteequarter of fiscal 2005. In the first quartdrfiscal 2006, the Compa
had higher pretax income from continuing operatiomspared to the first quarter of fiscal 2005. éthbquarters, the perman
differences were approximately the same, resultirghigher effective tax rate in the first quaéfiscal 2006.




Restaurant Closure Costs and Discontinued Operations . No losses from discontinued operations \
recorded in the first quarter of fiscal 2006. le ttorresponding quarter of fiscal year 2005, then@any recorded losses fri
discontinued operations related to previously dasstaurants.

Liquidity and Capital Resources

The Company met capital requiretsdar the 13week period of fiscal 2006 with cash generated jpgration:
and its cash reserves. In this @8ek period, the Company's operations generated,$86 in cash, as compared with $858
in the 13week period of fiscal 2005. The change reflectdithéeng of quarterly tax payments and accrued plyss of April 2,
2006, the Company had a working capital defici$bf8 million, compared with a working capital défiof approximately $1.
million at January 1, 2006. A working capital défiis common in the restaurant industry, sinceastnt companies do 1
typically require a significant investment in eittacounts receivable or inventory.

The Company's principal capital requirements are fanding of routine capital expenditures, new aesin
development or acquisitions and remodeling of oldwts. During the 13veek period of fiscal 2006, total cash used forited
requirements was approximately $1.0 million. Thenpany opened one new restaurant in Owasso, Oklahearathe end of tl
first quarter of fiscal 2006. That restaurant isgantly exceeding sales expectations. The baldnapdal expenditures was -
necessary replacement of equipment and leaseh@ibu@ments in various older restaurants. Recetitly,Company signec
new lease for a restaurant it plans to open dutiegthird quarter of fiscal 2006. The Companyianagement still anticipa
that it will spend approximately $3.2 million foapgital expenditures during the remainder of fi06.

Over the last several years, the Company incurddiianal debt to carry out acquisitions, to depef@w restaurants,
remodel existing restaurants, and to repurchasmitsnon stock, as well as to accommodate otherimgdapital needs. Duril
the 13week period of fiscal 2006, the Company paid dowA(000 of its indebtedness. Also during the fipsarter of fisce
2006, the Company prepaid $2.5 million of the Beantibased franchise restaurant seller notes by drag2n@ million on it
Bank of America revolving line of credit, with thmlance paid from cash reserves. During the balahfiscal year 2006, t
Company anticipates that it will use excess cash fb pay down approximately $2.0 of additionalebtkdness.

In January 2004, the Company amended its $10.0omittredit facility with Bank of America to accomutate th:
acquisition of the Beaumotased franchise restaurants. The amended credityfapnsists of a $5.0 million term note tl
requires quarterly principal payments of $250,088 matures on December 31, 2008. The credit fpdliso includes a $&
million revolving line of credit that matures onniary 7, 2007. The interest rate is either the eriate or LIBOR plus
stipulated percentage. Accordingly, the Companynjgacted by changes in the prime rate and LIBOR: Tbmpany is subje
to a nonuse fee of 0.75% on the unused portion of the w@rdrom the date of the credit agreement. As ofil& 2006, th:
Company had $4.5 million of debt outstanding witanB of America ($2.5 million on its term note an®.® million on it
revolving line of credit) and $500,000 in a Beautnbased franchise seller note for a total indeb¢edrof $5.0 million.

On April 1, 2005, the Company and Bank of Ameriozgeaded the $10.0 million credit facility to acconuate th
Companys growth plans. The amendment allows for additiarzgdital expenditures, revised certain covenarmbgaincrease
the amount of allowable stock repurchases, anchdetkthe maturity date of the revolving line ofditeo January 7, 2009. T
Company and Bank of America further amended theGbifillion credit facility to revise certain ratieffected by Hurricar
Rita and the Company’stock repurchase program, and to lower the agigécinterest rate margins. The amendment wasd
to November 15, 2005 and was made effective Jupn@@06. The Company is in full compliance with d#ibt covenants
amended. The Company expects to be in compliantteallidebt covenants throughout fiscal year 2006.
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Item 3.

Item 4 .

On May 9, 2005, the Company announced its planmplément a limited stock repurchase program in ana
permitted under its bank financing agreement. Tbenfany has entered into a repurchase plan designeamply with Rule
10b5-1 and 10H-8 under the Securities and Exchange Act of 193deunvhich an agent appointed by the Company
determine the time, amount, and price at which lpases of common stock will be made, subject toaterparamete
established in advance by the Company. During its¢ quarter of fiscal 2006, the Company did ngturehase any of i
common stock. Under this program, the Company 284 $33 of authority remaining to repurchase ontfitey shares of i
common stock. Shares previously acquired are bleld for general corporate purposes, includingdfiset of the dilutiv:
effect on shareholders from the exercise of stqatlons.

The Company’s management believes that with itsatjpey cash flow and the Compasyevolving line of credit wit
Bank of America, funds will be sufficient to megtavating requirements and to finance routine chpipenditures and ne
restaurant growth through the next 12 months. Wntke Company violates an important debt coveriaatCompanys credi
facility with Bank of America is not subject todgering events that would cause the credit fadiithecome due sooner than
maturity dates described in the previous paragraphs

Quantitative and Qualitative Disclosures about Marlet Risk

The Company does not have or participate in traissecinvolving derivative, financial and commodifystruments. ,
portion of the Company’s longrm debt bears interest at floating market ra&dased on the amount outstanding at April 2, 2
a 1% change in interest rates would change intesgminse by $11,250 per quarter.

Controls and Procedures
(a) Evaluation of Disclosure Controls and Proceslure

As of the end of the period covered by this repgbe, Company carried out an evaluation, under tipewision and wit
the participation of the Company’s managementuiticlg the Companyg’ President and Chief Executive Officer togetheh
the Company’s Chief Financial Officer, of the etfeeness of the design and operation of the Comigadigclosure controls a
procedures, as such term is defined under Rulel58a) under the Securities Exchange Act of 1934eBaipon the evaluatic
the Company’s President and Chief Executive Offanedl the Company’s Chief Financial Officer conclideat the Company’
disclosure controls and procedures are effectivdinmely alerting them to material information réfef to the Compar
(including its subsidiaries) required to be inclddim the Companyg periodic filings with the Securities and Exche
Commission. There have been no significant charigethe Companys internal controls or in other factors that ct
significantly affect internal controls subsequenttte date of the evaluation.

(b) Change in Internal Control over Financial Reipor
No change in the Comparsy’control over financial reporting or in other fat that could significantly affect tt

control occurred during the Compasyhost recent fiscal quarter that has materiaflgcadd, or is reasonably likely to materi
affect, the Company’s internal control over finaiceporting.
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PART Il - OTHER INFORMATION
Item 1A. Risk Factors

There have been no material changes in the Comgpais¥ factors from the disclosure included in &rmual Report on For
10-K for the fiscal year ended January 1, 2006.

Item 2 . Unregistered Sales of Equity Securities ahUse of Proceeds

The following table provides information about tBempany’s purchases of shares of its Comi8tock in the open mark
during the quarter ended April 2, 2006:

Total Number of Shares Maximum Number
Purchased as Part of Shares that May ye
Publicly Announced Plans orPurchased Under the

Total Number of Average Price Paid Per Programs or Programs
Period Shares Purchased Share
1/2/2006-4/2/2006 0 0 0

(1) Under a share repurchase program approved by thelRd Directors of the Company on May 2, 2005, aménded September °
the Company is authorized to repurchase up to $2000 in maximum aggregate amount of the Comma@ommon Stock (
exceed repurchases up to $500,000 in any one quarte repurchase program is designed to comply Rules 10kt8 and Rule 1
under the Securities Exchange Act of 1934 undechvhn agent appointed by the Company will deterrttie¢time, amount, and |
which purchases of common stock will be made, silife certain parameters established in advancthéyCompany. As of A
2006, the Company has $261,733 of repurchase éythemaining.

Iltem 6 . Exhibits

Exhibit

Number Document Description

31.1 Certification of Chief Executive Officer Pursuant$ection 302 of the Sarban@siey Act of
2002

31.2 Certification of Chief Financial Officer Pursuant$ection 302 of the Sarban®@stey Act of

32.1 Certification of Chief Executive Officer Pursuant$ection 906 of the Sarban@siey Act of
2002

32.2 Certification of Chief Financial Officer Pursuant$ection 906 of the Sarban®@siey Act of

Items 1, 3, 4 and 5 of this Part Il are not apflieaand have been omitted.
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SIGNATURES

Pursuant to the requirements of the SecuritiesEmhange Act of 1934, the registrant has duly cdubés report to be signed on
behalf by the undersigned thereunto duly authorized

Mexican Restaurants, Inc.

Dated: May 10, 2006 By: /s/ Curt Glowacki
Curt Glowacki

Chief Executive Officer

(Principal Executive Officer)

Dated: May 10, 2006 By: /s/ Andrew J. Dennard
Andrew J. Dennard

Executive Vice President, Chief Financial Officeff@easurer

(Principal Financial Officer and

(Principal Accounting Officer)
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Exhibit 31.1

CERTIFICATION PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Curt Glowacki, certify that:

1. I have reviewed this quarterly report on Form 1@fQ/exican Restaurants, Inc.;

2. Based on my knowledge, this report does not corsajnuntrue statement of a material fact or omattde a material fact necess
to make the statements made, in light of the cistarmces under which such statements were madmisieiding with respect to t
period covered by this report;

3. Based on my knowledge, the financial statements$,adiner financial information included in the repdairly present in all materi
respects the financial condition, results of operstand cash flows of the registrant as of, angtfie periods presented in the rep

4. The registrans other certifying officer(s) and | are responsifoieestablishing and maintaining disclosure cdstemd procedures (
defined in Exchange Act Rules 13a-15(e) and 15&)}5¢r the registrant and have:

a) designed such disclosure controls and proceduresaused such disclosure controls and procedures tesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtbsidiaries, is made knowr
us by other within those entities, particularlyidgrthe period in which the report is being prepare

b) evaluated the effectiveness of the registsanlisclosure controls and procedures and presentéds report our conclusio
about the effectiveness of the disclosure contints procedures, as of the end of the period covgyetis report based on st
evaluation; and

c¢) disclosed in this report any change in the regisisanternal control over financial reporting thatcurred during the registrast’
most recent fiscal quarter that has materiallyciéfe, or is reasonable likely to materially affeébe registrans internal contre
over financial reporting; and
5. The registrans other certifying officer(s) and | have disclosbdsed on our most recent evaluation of internatrobover financie
reporting, to the registrant's auditors and theitaudmmittee of the registrast’board of directors (or persons performing

equivalent functions):

a) all significant deficiencies and material weaknsesigethe design or operation of internal controéiofinancial reporting whic
are reasonable likely to adversely affect the teayig's ability to record, process, summarize and refjmahcial information; an

b) any fraud, whether or not material, that involvesnagement or other employees who have a significdatin the registrant’
internal control over financial reporting.

May 10, 2006

/sl Curt Glowacki

By: Curt Glowacki,
Chief Executive Officer







Exhibit 31.2

CERTIFICATION PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Andrew J. Dennard, certify that:

1.

| have reviewed this quarterly report on FAorQ of Mexican Restaurants, Inc.;

Based on my knowledge, this report does not coragajnuntrue statement of a material fact or omitade a material fact necess
to make the statements made, in light of the cistarmces under which such statements were madmisietding with respect to t
period covered by this report;

Based on my knowledge, the financial statemenid,adiner financial information included in the repdairly present in all materi
respects the financial condition, results of operatand cash flows of thregistrant as of, and for, the periods presenteddémeport

The registrans other certifying officer(s) and | are responsiloleestablishing and maintaining disclosure cdstemd procedures (
defined in Exchange Act Rules 13a-15(e) and 15&)}5¢r the registrant and have:

a) designed such disclosure controls and proceduresused such disclosure controls and procedurbe ttesigned und
our supervision, to ensure that material informatielating to the registrant, including its condated subsidiaries, is me
known to us by other within those entities, patacly during the period in which the report is bgiprepared;

b) evaluated the effectiveness of the registsadisclosure controls and procedures and presdntdtiis report oL
conclusions about the effectiveness of the discosoantrols and procedures, as of the end of thegdeovered by this repc
based on such evaluation; and

C) disclosed in this report any change in thasteant’s internal control over financial reporting thatcored during th
registrant’s most recent fiscal quarter that haserelly affected, or is reasonable likely to mahy affect, the registrant
internal control over financial reporting; and

The registrans other certifying officer(s) and | have disclosbdsed on our most recent evaluation of internatrobover financie
reporting, to the registrant's auditors and theitaadmmittee of the registrast’board of directors (or persons performing
equivalent functions):

a) all significant deficiencies and material weaknssisethe design or operation of internal controtéiofinancial reportin
which are reasonable likely to adversely affect thgistrants ability to record, process, summarize and refioencia
information; and

b) any fraud, whether or not material, that involveanagement or other employees who have a significaatin the
registrant’s internal control over financial repogt

May 10, 2006

/s/ Andrew J. Dennard

By:

Andrew J. Dennard,

Chief Financial Officer







Exhibit 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Mexidaastaurants, Inc. (the “Company”) on FormQ@er the period ending April 2, 20
as filed with the Securities and Exchange Commissio the date hereof (the “Reportl’) Curt Glowacki, Chief Executive Officer of t
Company, certify, pursuant to 18 U.S.C. § 135Gdmpted pursuant to 8 906 of the Sarbanes-Oxley®2002, that:

(1) The Report fully complies with the requirementseétion 13(a) or 15(d) of the Securities Exchangeof 1934 (15 U.S.C. 78
or 780(d)); and

(2) The information contained in the Report fairly mets, in all material respects, the financial ctodiand results of operatic
of the Company.

/sl Curt Glowacki

Curt Glowacki
Chief Executive Officer
May 10, 2006







Exhibit 32.2

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Mexiddastaurants, Inc. (the “Company”) on FormQ@er the period ending April 2, 20
as filed with the Securities and Exchange Commiseio the date hereof (the “Reportl) Andrew J. Dennard, Chief Financial Office!
the Company, certify, pursuant to 18 U.S.C. § 1380adopted pursuant to § 906 of the Sarbanes-@xdegf 2002, that:

(1) The Report fully complies with the requirementseétion 13(a) or 15(d) of the Securities Exchangeoh 1934 (15 U.S.C. 78
or 780(d)); and

(2) The information contained in the Report fairly mmets, in all material respects, the financial ctadiand results of operatic
of the Company.

/s/ Andrew J. Dennard

Andrew J. Dennard
Chief Financial Officer
May 10, 2006



