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Item 1.01 Entry Into a Material Definitive Agreement

On December 14, 2006 Pizza Inn, Inc. (“Company”’) and PepsiCo, Inc. (“PepsiCo”) entered into a Compromise Settlement Agreement and Mutual Release (the “Settlement
Agreement”) and an Agreed Final Judgment (the “Agreed Judgment”) fully resolving all claims at issue in the litigation between the parties (the “Lawsuit”). The Lawsuit was
filed by PepsiCo in October 2005 as a result of the Company’s termination in September 2005 of a beverage supply agreement (the “Beverage Supply Agreement”) under
which the Company had purchased PepsiCo beverage products for resale in the Company’s company-owned and franchised restaurants since 1998.

Under the terms of the Settlement Agreement, among other things, (i) each party agrees to dismiss all of its claims in the Lawsuit; (ii) the parties release and discharge each
other from all pending and possible claims arising out of or in connection with the Beverage Supply Agreement; (iii) the Company agrees to pay to PepsiCo $410,000 (the
“Settlement Payment”) on or before December 29, 2006 and has entered into the Agreed Judgment to secure the Company’s payment obligations; and (iv) each party bears its
own attorneys’ fees and court costs. If the Company does not make full payment of the Settlement Payment by the date due, PepsiCo may elect to (x) terminate the Settlement
Agreement prior to January 15, 2007 and return to the Company the Agreed Judgment and any partial payment of the Settlement Payment, whereupon all claims and defenses
of each party in the Lawsuit would be restored; or (y) ratify and enforce the Settlement Agreement, file the Agreed Judgment with the court and enforce the Company’s
payment obligations. Should PepsiCo elect to enforce the Settlement Agreement and Agreed Judgment, the Company would be liable for payment of the Settlement Payment,
plus interest at 10% per annum from January 1, 2007 through the date of full payment of the Settlement Payment, and PepsiCo’s attorneys’ fees and costs.

The Company anticipates that it will be able to make the full Settlement Payment on or before December 29, 2006. However, if the Company cannot make the Settlement
Payment in full by that date, it may incur additional legal fees and interest expense that could have a material adverse effect on the Company’s liquidity, financial condition,
business and results of operations. If the Settlement Payment is not made as anticipated and the Settlement Agreement is not enforced, the Company could also be subject at
trial to a judgment in favor of PepsiCo in an amount up to approximately $3.2 million.

The Company believes that terminating the Beverage Supply Agreement is in the best interest of the Company and its franchisees due to the quality of service and marketing
support received and beverage sales volumes anticipated from the Company's current beverage suppliers.




SIGNATURES
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