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NOTE ABOUT FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K contains forwdmdking statements within the meaning of the Pav@ecurities Litigation Reform Act
1995. These statements include, among other thatgements regarding plans, objectives, goalstesfies, future events or performance
underlying assumptions and other statements, waiehother than statements of historical facts. Bodwooking statements may app
throughout this report, including without limitatio the following sections: Item 1 “Business,” ItetiA “Risk Factors,”and Item
“Management’s Discussion and Analysis of Finan@aindition and Results of Operations.” Forwérdking statements generally can
identified by words such as “anticipates,” “belisye“estimates,” “expects,” “intends,” “plans,” “pdicts,” “projects,” “will be,” ‘will
continue,” “will likely result,” and similar expregons. These forwarlboking statements are based on current expectasiod assumptions tl
are subject to risks and uncertainties, which caddse our actual results to differ materially frémose reflected in the forwatdeking
statements. Factors that could cause or contritouseich differences include, but are not limitedttmse discussed in this Annual Repor
Form 10-K, and in particular, the risks discussadar the caption “Risk Factor@i Item 1A and those discussed in other documetgila
with the Securities and Exchange Commission (SH@)ortant factors that in our view could cause maltedverse affects on our financ
condition and results of operations include, bt aote limited to, the risks and uncertaintiesteglato our future operational and finan
results, competitive factors, the timing of the wpgs of other clubs, the availability of accepgafihancing to fund corporate expansion effi
our dependence on key personnel, the ability toagaroperations and the future operational streofjthanagement, and the laws gover
the operation of adult entertainment businesses.uéertake no obligation to revise or publicly eede the results of any revision to

forward{ooking statements, except as required by law. Bihese risks and uncertainties, readers are ceagtioot to place undue reliance
such forward-looking statements.

As used herein, the “Company,” “we,” “our,” and dimn terms include Ricle Cabaret International, Inc. and its subsidiatiesess the conte
indicates otherwise.
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PART |
Item 1. Business.
INTRODUCTION
Rick's Cabaret International, Inc. was incorpordtethe State of Texas in 1994. Through our subsiel§, as of December 1, 2012, we
and/or operate a total of thirfgur adult nightclubs that offer live adult enténtaent, restaurant and bar operations. We also awexuall

oriented business license at one other locatiochwvill be opened in January 2013. The Companyohasreportable segment, nightclubs.

SCHEDULE OF CLUBS

Date
Name of Nightclut Acquired

Club Onyx, Houston, T2 1995
Rick's Cabaret, Minneapolis, M 1998
XTC Cabaret, Austin, T? 1998
XTC Cabaret, San Antonio, T 1998
Rick's Cabaret, Houston, T 2000
XTC Cabaret North, Houston, T 2004
Rick's Cabaret, New York City, N 2005
Club Onyx, Charlotte, N( 2005
Rick's Cabaret, San Antonio, 1 2006
XTC Cabaret South, Houston, 1 2006
Rick's Cabaret, Fort Worth, T 2007
Tootsie's Cabaret, Miami Gardens, 2008
XTC Cabaret, Dallas, T. 2008
Club Onyx, Dallas, T> 2008
Club Onyx, Philadelphia, P. 2008
Rick's Cabaret, Austin, T. 2009
Cabaret North, Fort Worth, T 2009
Cabaret East, Fort Worth, T 2010
XTC Cabaret, Fort Worth, T. 2010
Rick's Cabaret DFW, Fort Worth, T 2011
Downtown Cabaret, Minneapolis, M 2011
Rick's Cabaret, Indianapolis, | 2011
Temptations, Aledo, T3 2011
Silver City Cabaret, Dallas, T 2012
Jaguar's Club, Odessa, - 2012
Jaguar's Club, Phoenix, £ 2012
Jaguar's Club, Lubbock, T 2012
Jaguar's Club, Longview, T 2012
Jaguar's Club, Abilene, T 2012
Jaguar's Club, Edinburg, T 2012
Jaguar's Club, El Paso, 1 2012
Jaguar's Club, Harlingen, T 2012
Shotgun Willy's, Lubbock, T> 2012
Jaguar's Club, Beaumont, 1 2012
Rick's Cabaret, Odessa, TX | 2012

(1) To be opened in 2013.




The revenue size of our nightclubs for the yearedrleptember 30, 2012 is as follows, excludindlthelubs acquired in miGeptember 201,

Number

Revenue Tiers of Clubs
| - $10 Million to $25 Million 2
Il - $4 Million to $10 Million 6
Il - $0 to $4 Million 16

Our website address is www.Ricks.comVe also have an investors’ website — www.rickestor.com. Upon written request, we me
available free of charge our Annual Report on F&¥K, Quarterly Reports on Form 10-Q, Current Ré&pon Form &, and all amendmer
to those reports as soon as reasonably practiaftelesuch material is electronically filed wittetSEC under Securities Exchange Act of 1
as amended. Information contained in the websid abt be construed as part of this Form 10-K.

BUSINESS ACTIVITIES--NIGHTCLUBS

Prior to the opening of the first Rick's Cabarel®83 in Houston, Texas, the adult entertainmegtitolub business was characterized by ¢
establishments generally managed by their owneer&@jmg policies of these establishments were dfignthe sites were generally dimly
standards for performers' personal appearance emstality were not maintained and it was custonfaryperformers to alternate betw:
dancing and waiting tables. The quantity and gualitbar service was low and food was not frequeotfered. Music was usually "hard" rc
and roll, played at a loud level by a disc jockggually, only cash was accepted. Many businessmlénricomfortable in such environme|
Recognizing a void in the market for a ficd&ss adult nightclub, we designed Rick's Cabar#drget the more affluent customer by providi
unique quality entertainment environment. The follgy summarizes our areas of operation that distgigus:

Female EntertainersOur policy is to maintain high standards for bp#rsonal appearance and personality for the airiers an
waitresses. Of equal importance is a performeilgyato present herself attractively and to engageonversation with customers. '
prefer that performers who work at our clubs beegdgmced entertainers. We make a determinatioo aféther a particular applici
is suitable based on such factors of appearaniteidat dress, communication skills and demeanballclubs, except for our Rick’
Minnesota location, the entertainers are indepencantractors. We do not schedule their work hours.

Management We often recruit staff from inside the adult etagment industry, as well as from large restateard club chains,
the belief that management with experience in #dutos adds to our ability to grow and attract gqyadintertainers as well as client:
Management with experience is able to train newuitcfrom outside the industry.

Compliance Policies/EmployeesNe have a policy of ensuring that our businessesoperated in conformity with local, state
federal laws. In particular, we have a "no toleengolicy as to illegal drug use in or around thenpises. Posters placed througl
the nightclubs reinforce this policy, as do per@odnannounced searches of the entertainers' lodkatsrtainers and waitresses \
arrive for work are not allowed to leave the pressisvithout notifying management. If an entertaidees leave the premises, sh
not allowed to return to work until the next dayeWontinually monitor the behavior of entertainergjtresses and customers
ensure that proper standards of behavior are obderv

Compliance Policies/Credit CardsWe review all credit card charges made by outamers. We have in place a formal po
requiring that all credit card charges must be apgu, in writing, by management before any chaayesaccepted. Managemer
trained to review credit card charges to ensurettigaonly charges approved for payment are fod faoink and entertainment.

Food and Drink. We believe that a key to the success of our lm@drabult nightclubs is a quality, firstass bar and restaur
operation to compliment our adult entertainment. &kfloy service managers who recruit and traingesibnal wait staff and ens
that each customer receives prompt and courteawicseWe employ chefs with restaurant experier@ar bar managers orc
inventory and schedule bar staff. We believe thatdperation of a first class restaurant is a reecgscomponent to the operation
premiere adult cabaret, as is the provision of jemwine, liquor and beer in order to ensure thatdtustomer perceives and obt
good value. At most locations, our restaurant dpmra provide business lunch buffets and full luacll dinner menu service with
and cold appetizers, salads, seafood, steak, astelo An extensive selection of quality winesvaikable at most locations.




Controls. Operational and accounting controls are essdatitle successful operation of a cash intensightoiub and bar busine
At each location, we have designed and implemeimtexinal procedures and controls to ensure thegiityeof our operational ar
accounting records. Wherever practicable, we sépananagement personnel from all cash handlindgya@brmanagement is isola
from and does not handle any cash. We use a cotidrinaf accounting and physical inventory contr@aehanisms to maintain a h
level of integrity in our accounting practices.dmhation technology plays a significant role in waimg and analyzing a variety
information to provide management with the inforimatnecessary to efficiently manage and controheadghtclub. Deposits of ca
and credit card receipts are reconciled each daydaily income report. In addition, we review odaily basis (i) cash and credit ¢
summaries which tie together all cash and credid ¢eansactions occurring at the front door, thestia the club and the cast
station, (i) a summary of the daily bartendersaiout reports, and (iii) a daily cash requirementalysis which reconciles t
previous day's cash on hand to the requirementthénext day's operations. These daily compufgorts alert local managemeni
any variances from expected financial results baselistorical norms. We conduct a monthly overvaveur financial condition ar
operating results.

Atmosphere We maintain a high design standard in our faediand decor. The furniture and furnishings inrtghtclubs create tl
feeling of an upscale restaurant. The sound sygt@vides quality sound at levels at which convéosat can still take place. T
environment is carefully monitored for music seil@tt entertainer and waitress appearance and édices of customer service o
continuous basis.

VIP Room. In keeping with our emphasis on serving the wguet of the businessmen's market, some of our didgigénclude a VI
room, which is open to individuals who purchase merships. A VIP room provides a higher level ofvgar and luxury.

Advertising and PromotionOur consumer marketing strategy is to position“ick's Cabaretbrand clubs as premiere entertainn
facilities that provide exceptional adult entertaant in a fun, yet discreet, environment. We usaregety of highly targeted methods
reach our customers including hotel publicationsal radio, cable television, newspapers, billbsatdxicab reader boards, and
Internet, as well as a variety of promotional caigps. These campaigns ensure that the Rick's Ctatramee is kept before the public.

Rick's Cabaret has received a significant amoumh@dia exposure over the years in national magaaneh as Playboy, Penthoi
Glamour Magazine, The Ladies Home Journal, Time &dage, Time Out New York, and Texas Monthly MagaziSegments abc
Rick's have aired on national and local televiswograms such as “20/20"Extra" and "Inside Edition", and we have provi
entertainers for Pay-P&fiew features as well. Business stories about Ri€ldbaret have appeared in Forbes, Newsweek, THi
Street Journal, The New York Times, The New YorktPbos Angeles Times, Houston Business Journdlnamerous other natiol
and regional publications:orbes named Rick's Cabaret one of America's 200 BestllSDoanpanies since 2008. Rick's Cabaret
been profiled inThe Wall Street Journal , Fortune, MarketWatch , Corporate Board Member , Smart Money , USA Today, The
New York Daily News and other publications

NIGHTCLUB LOCATIONS

We currently operate clubs under the name “RickibaCet’in Houston, San Antonio and Fort Worth, Texas k&i)yneapolis, Minnesota; Ne
York, New York; Austin, Texas and Indianapolis, iema. We also operate a similar nightclub underntmme “Tootsie’s Cabareth Miami
Gardens, Florida. We also operate a total of faghtelubs (one in Houston, one in Dallas, one iraBite, North Carolina and one
Philadelphia, Pennsylvania), as “Club Onyxipscale venues that welcome all customers but czpecially to urban profession
businessmen and professional athletes. Additiona#yown six nightclubs that operate as “XTC CatiareSan Antonio, Austin, Dallas, Fi
Worth and two in Houston, Texas, one that operase®Cabaret Eastine that operates as "Cabaret North" in Fort Wanith one that opera
as “Downtown Cabaret” in Minneapolis. We also oavA0% interest in one club that operates as “ThasMa” in Austin and 50% of a clt
that has not yet opened in Los Angeles, Califori&e sold our New Orleans, Louisiana nightclub iarbh 1999, but it continues to use
name “Rick’s Cabaret” under a licensing agreement.

RECENT TRANSACTIONS
See Note M of Notes to Consolidated Financial &tates for acquisitions during fiscal years endegt&aber 30, 2010 and 2011.
Fiscal Year 2012 Acquisitions
The New West

Our wholly owned subsidiary, RCI Dining Servicesffant County), Inc., a Texas Corporation (“RClraat County”),entered int
an Agreement for Purchase and Sale of Membershiis With Fred McDonald (“Seller"jor the purchase of 100% of the member
units of 12291 CBW, LLC (“12291 CBW?"). 12291 CBWvned and operated an adult entertainment cabawmtrkras The Nev
West” located at 12291 Camp Bowie West, Aledo, Texase Agreement for Purchase and Sale of Membershifsdhised Octob
5, 2011, whereby RCI Tarrant County acquired thenbership units of 12291 CBW for the purchase poic®380,000. The Compa
now operates the BYOB club as “Temptations”. Théremurchase price of $380,000 was allocated tB 8&nse.




Silver City

Our wholly owned subsidiaries, RCI Dining Servi¢€semmons), Inc. (“RCI Stemmons”), RCI Dining Sees (Inwood), Inc. RCI
Inwood”) and RCI Dining Services (Stemmons 2), IftRCI Dining”) entered into a Stock Purchase Agnemt (the Prior
Agreement”) with Mr. Thanasi Mantas, Green Star. Ii'Green Star”), Fine Dining Club, Inc. (“Fine mng”), Blue Sta
Entertainment Inc. (“Blue Star”), Adelphi Group LtAdelphi”) and PNYX Limited Partnership (“PNYX!)The Prior Agreeme
was amended on December 28, 2011. On January 12, @pGreen Star, Fine Dining, Mr. Mantas, AdeJ@NY X, RCI Stemmon
RCI Dining and RCI Holdings, Inc., our wholly ownsdbsidiary (“RCI Holdings”)entered into a new Stock Purchase Agreemen
“Silver City Purchase Agreementind (ii) Blue Star, Mr. Mantas, PNY X, RCI InwooddaRCI Holdings entered into a separate S
Purchase Agreement (the “Blue Star Purchase Agnegmevhich was subsequently terminated. The entry iti@ $ilver Cit
Purchase Agreement and the Blue Star Purchase migré¢erminated the Prior Agreement, as amended.

Green Star owns and operates an adult entertaincabaret known as “Silver City Cabardfytated at 7501 N. Stemmons Free\
Dallas, Texas 75247. Fine Dining has a concessigrdvide alcohol sales and services to Greendttre Silver City Cabaret. N
Mantas owned 100% of the stock of Green Star and Bining. Pursuant to the Silver City Purchaseeggnent, Mr. Mantas agreec
sell (i) all the stock of Green Star to RCI Stemméor the purchase price of $1,400,000 in the fofra promissory note and (ii) all 1
stock of Fine Dining to RCI Fine Dining for the phase price of $100,000 in the form of a promisswte. Each of the promiss:
notes are payable over 11 years and have an ddpistéerest rate of 5.5%. This transaction closedanuary 17, 2012.

Adelphi owned the real properties where the SiWity Cabaret is located, including 7501 N. Stemmereeway, Dallas, Texas 75:
and 7600 John West Carpenter Freeway, Dallas, Téx247, and PNYX owned certain adjacent real ptygpar 7506 John We
Carpenter Freeway, Dallas, Texas 75247. In traiwectelated to the Prior Agreement, Adelphi andYRNhad previously entere
into real estate purchase agreements with RCI Hgédon November 17, 2011, which agreements wergesuiently amended as ¢
of the Silver City Purchase Agreement transactifursuant to the real estate purchase agreemeramersded, (i) Adelphi agreed
sell the real properties at 7501 N. Stemmons aid 36hn West Carpenter for the purchase price &0H6000, payable $300,00(
cash and $6,200,000 in the form of an adjustali&5romissory note that is payable over 11 years,(& PNYX agreed to sell tl
real property at 7506 John West Carpenter for threlase price of $1,000,000, payable $700,000sh ead $300,000 in the form
an adjustable 5.5% promissory note that is payade 11 years. The real estate transactions closegmporaneously with the Sih
City Purchase Agreement.

At closing of the Silver City Purchase Agreemeansactions, Mr. Mantas entered into a N&ompetition Agreement providing 1
him to not compete with our subsidiaries by ownipagtticipating or operating an establishment féaguadult entertainment with
Dallas County and all contiguous counties (exceptie property located at 1449 Inwood Road, Dallesas 75247).

The following information summarizes the allocatwfifair values assigned to the assets and liadsldt the purchase date.

(in thousands

Building, land and conten $ 6,51(
Equipment and furnitur 13C
Noncompete 10C
Inventory and other current ass 47
Goodwill 774
SOB license: 2,21z
Deferred taxes (779
Net asset $ 9,00(

The allocation of fair values are preliminary amisuaind are subject to change in the future duhiegrieasurement period.

The Company incurred approximately $76,000 in legasts associated with the acquisition, which auded in legal ar
professional expense in the accompanying conselidstatement of income.

Goodwill in the acquisition represents the offsethte deferred tax liability recorded as a restithe difference in the basis of the
assets for tax and financial purposes. The goodsvilbt deductible for income tax purposes. Thelte®f operations of these entit
are included in the Comparsyconsolidated results of operations since Janli@n2012. This acquisition was made to furthel
Company’s growth objective of acquiring nightcluhat will quickly contribute to the Comparsygarnings per share. Proforma re:
of operations have not been provided, as the ammausite not deemed material to the consolidateadiaastatements.




Jaguars

On August 3, 2012, our wholly owned subsidiary,utag Acquisition, Inc. (“JAI"), entered into a Phase Agreement (thétirchas
Agreement”) with Bryan S. Foster and 13 entitiesned by him (the “Companies™o acquire nine operating adult cabarets anc
other licensed locations under development (callelst, the “Foster Clubs”)Ten of the clubs are located in Texas, includingslir
Tye (near Abilene), Lubbock (two clubs), Odessa(tlubs), El Paso, Harlingen, Longview, Edinburgl &eaumont, and one clut
located in Phoenix, Arizona. On September 17, 2@i@,parties entered into an Amendment to Purchageement, whereby t
Beaumont acquisition will be effected through aseagpurchase rather than a stock purchase. The dmestt also made min
changes to certain representations and warranttesthe Purchase Agreement.

On September 17, 2012, JAI and its subsidiarieseclahe transactions contemplated by the Purchgseefent, as amended,
completed the acquisitions of nine of the 11 Fo8lebs. The acquisitions of the remaining two clubbich are located in Longvie
and Beaumont, closed on September 28, 2012 anth@ci®, 2012, respectively. As consideration far purchase of the Fos
Clubs, JAI and its subsidiaries paid to Foster #ired Companies at closing $3,500,000 cash and $2200 pursuant to a secu
promissory note (the “Club Note"J'lhe Club Note bears interest at the rate of 9.5%ap&um, is payable in 144 equal mon
installments and is secured by the assets purchfagedthe Companies. Upon closing of the Real Estagreement (as defin
below), JAI and its subsidiaries paid Foster antamdhl $500,000 cash.

The Club Note also provides that in the event agulatory or administrative authority seeks to erdoor attempts to collect any
or obligation or liability that may be due pursudatthe Texas Patron Tax (sometimes referred tthas'Pole Tax")or relates
legislation, then the then outstanding principabant of the Club Note, as of the date the tax fereed, will immediately be reduc
by an amount calculated by multiplying 1,200,000the dollar amount of the per-person tax implemetiftee “Reduction Amouny’
The Reduction Amount cannot exceed $6,000,000. By of example, if exactly two years after closiag$2.00 per person tax
implemented and enforced, the Reduction Amount ddod $2,400,000 and the then principal amount efGlub Note would
reduced $2,400,000. The Texas Patron Tax is clyrentcted to be $5 per person which would equate $6,000,000 Reducti

Amount if enforced.

At closing of the Purchase Agreement, Mr. Fosteered into a five-year nocempetition agreement providing for him to not cata
with us or our subsidiaries by owning, participgtior operating an establishment featuring adukra@inment within a radius of
miles of the location of any of the adult clubs @arby our subsidiaries, excluding the adult cablaedted at 11327 Reeder Rc
Dallas, Texas, 75229.

In connection with the Purchase Agreement, our lyhlmivned subsidiary, Jaguars Holdings, Inc. (“JHEntered into a Commerc
Contract (the “Real Estate Agreementihich agreement provides for JHI to purchase tled estate where the Foster Clubs
located. The transactions contemplated by the Rei@ite Agreement closed on October 16, 2012. Thehpae price of the real est
was $10.1 million (discounted to $9.6 million apkined below) and was paid with $350,000 in c&hl million mortgage note
including the assumption of approximately $4.2 imilin notes, and an agreement to make atone-payment of $650,000 in twe
years that bears no interest. The note bears gttatehe rate of 9.5%, is payable in 143 equalthigrinstallments and is secured
the real estate properties. We will record a déstalint of $431,252 related to the one-time paymé®#650,000.

The following information summarizes the allocatwfifair values assigned to the assets and liadsldt the purchase date.

(in thousands)

Buildings and lanc $ 10,01«
Equipment and furnitur 47¢
Noncompete 45C
Inventory and other current ass 16
Goodwill 18,75«
SOB licenses 5,927
Net asset $ 35,63t




The allocation of fair values are preliminary amisuaind are subject to change in the future duhiegrieasurement period.

The Company incurred approximately $316,000 in llegzsts associated with the acquisition, which erduded in legal ar
professional expense in the accompanying conselidstatement of income.

The results of operations of these entities arkidted in the Companyg’consolidated results of operations since Septefihe?012
This acquisition was made to further the Compangrowth objective of acquiring nightclubs that Iwguickly contribute to th
Company’s earnings per share.

BUSINESS ACTIVITIES — MEDIA GROUP

The RCI Media Group is the leading business comopaiitins company serving the multi-billiaellar adult nightclubs industry. It own:
national industry convention and tradeshow; twdomal industry trade publications; two national ustty awards shows; and more that
industry websites. Included in the Media GroufE3 Publications, publishers of the bimonthly ED Ii€Bulletin, the only national busine
magazine serving the 3,5@is adult nightclubs in North America, which haaenual revenues in excess of $5 billion, accordnghe
Association of Club Executives. ED Publicationsurided in 1991, also publishes the Annual VIP Guifleadult nightclubs, tourir
entertainers and industry vendors; produces theuAin@entlemers Club Owners EXPO, a national convention and shde which marke
its 20-Year Anniversary in 2012; and offers the exclud€a2 VIP Club Card, honored at more than 850 adghtulubs. Also in the Med
Group is Storerotica, founded in 2004, which putdsthe bimonthly Storerotica Magazine, the ingusade publication for the multi-billion-
dollar erotic apparel and adult novelty retail satelustries. The Media Group produces two natipmacognized industry awards show for
readers of both ED Club Bulletin and Storeroticayamnes, and maintains a number of B-to-B and aneswebsites for both industries.

COMPETITION

The adult entertainment business is highly comigetivith respect to price, service and locatiorl. dlour nightclubs compete with a num
of locally owned adult clubs, some of whose namag trave name recognition that equals that of ddffsle there may be restrictions on
location of a saealled "sexually oriented business”, there are la#riers to entry into the adult cabaret entert@nimarket. The nam
"Rick's" and "Rick's Cabaret", “Tootsie’s CabarefXTC Cabaret" and “Club Onyxare proprietary. We believe that the combinatiorow
existing brand name recognition and the distincémagertainment environment that we have createdalldw us to compete effectively in 1
industry and within the cities where we operatee $hxually oriented business industry is highly petitive with respect to price, service .
location, as well as the professionalism of thegainers. Although we believe that we are wellifpmsed to compete successfully, there ca
no assurance that we will be able to maintain agin kevel of name recognition and prestige withia marketplace.

GOVERNMENTAL REGULATIONS

We are subject to various federal, state and lleged affecting our business activities. In partcuin Texas the authority to issue a permr
sell alcoholic beverages is governed by the TexXashblic Beverage Commission (“TABC"hich has the authority, in its discretion, to &
the appropriate permits. We presently hold a MiBederage Permit and a Late Hour Permit at numefewas locations. Previously subjec
annual renewal, the TABC recently changed to awahevery two years, provided we have complied witirules and regulations govern
the permits. Renewal of a permit is subject to ggptwhich may be made by a law enforcement agendyy the public. In the event o
protest, the TABC may hold a hearing at which timeviews of interested parties are expressed TRERC has the authority after such hea
not to issue a renewal of the protested alcohairebage permit. Rick's has never been the subfextpootest hearing against the renewi
Permits. Minnesota, North Carolina, Nevada, Pemasyh, Florida, and New York have similar laws thagy limit the availability of a pern
to sell alcoholic beverages or that may providesigspension or revocation of a permit to sell ablictheverages in certain circumstances.
our policy, prior to expanding into any new marketfake steps to ensure compliance with all licenand regulatory requirements for the
of alcoholic beverages as well as the sale of food.

In addition to various regulatory requirements etifeg the sale of alcoholic beverages, in manysitvhere we operate, the location of a i
entertainment cabaret is subject to restrictiorciby ordinance. For example, adult entertainmeghtulubs in Houston, Texas are subjer
"The Sexually Oriented Business Ordinance", whightains prohibitions on the location of an aduba&t (seeliegal Proceedings" herei
The prohibitions deal generally with distance freahools, churches, and other sexually orientednbasis and contain restrictions base
the percentage of residences within the immediatimity of the sexually oriented business. The gran of a Sexually Oriented Busin
Permit is not subject to discretion; the Businessrit must be granted if the proposed operatioisfeed the requirements of the Ordinance
all states where we operate, management believeseni@ compliance with applicable city, countytstor other local laws governing the :
of alcohol and sexually oriented businesses.




TRADEMARKS

Our rights to the tradenames "Rick's", "Rick's Gaba “Tootsie’s Cabaret”, “Club Onyx” and “XTC Catet” are established under comn
law, based upon our substantial and continuousofisbese tradenames in interstate commerce sindeast as early as 1987. We h
registered our service markRICK'S AND STARS DESIGN", with the United Statestétd and Trademark Office. We have also obte
service mark registrations from the Patent and dmaatk Office for the “RICK’S”, "RICK'S CABARET", “CUB ONYX", “XTC CABARET"
and “EXOTIC DANCER” service marks. Applications fltademarks have been filed for the “Silver Cityp@eaet” and “Jaguarsservice mark:
The United States Patent and Trademark Office lohsyet issued trademarks for these service marHsligaly will not do so for sever
months. We also own the rights to numerous tradesasssociated with our media division. There candassurance that the steps we
taken to protect our service marks will be adeqtatieter misappropriation.

EMPLOYEES AND INDEPENDENT CONTRACTORS

As of September 30, 2012, we and our subsidiarges dpproximately 1,400 employees, of which apprexély 140 are in managem
positions, including corporate and administratipemtions and approximately 1,260 of which are gadan entertainment, food and beve!
service, including bartenders, waitresses, andrtairiers. None of our employees are represented bmion. We consider our emplo
relations to be good. Additionally, as of Septen®®&r2012, we had independent contractor relatipsshith approximately 3,000 entertain
who are self-employed and conduct business at ocatibns on a noexclusive basis as independent contractors. Ougrtamters i
Minneapolis, Minnesota act as commissioned empkydée believe that the adult entertainment industandard of treating entertainer:
independent contractors provides us with safe hgsbmtection to preclude payroll tax assessmenpfar years. We have prepared plans
we believe will protect our profitability in the emt that the sexually oriented business industngdgiired in all states to convert entertai
who are now independent contractors into employees.

SHARE REPURCHASES

On September 29, 2008, our Board of Directors ai#@d us to repurchase up to $5 million worth of common stock. During the fiscal y
ended September 30, 2012, we purchased 140,288sstiacommon stock in the open market at pricegingrnfrom $6.32 to $8.24 and dur
the fiscal year ended September 30, 2011, 283,88#s of common stock in the open market at priaeging from$6.45 to $8.96. Under
Board's authority, we have $1.6 million remainingptirchase additional shares.

Iltem 1A. Risk Factors.

An investment in our common stock involves a higigrge of risk. You should carefully consider treksi described below before decidin
purchase shares of our common stock. If any ofetrents, contingencies, circumstances or condité@sribed in the risks below actui
occurs, our business, financial condition or resoft operations could be seriously harmed. Thengagrice of our common stock could,
turn, decline and you could lose all or part of ymvestment.

Our Business Operations are Subject to Requlatoceliainties Which May Affect Our Ability to Contie Operations of Existing Nightclul
Acquire Additional Nightclubs or Be Profitable

Adult entertainment nightclubs are subject to lpstdte and federal regulations. Our businessyislaged by local zoning, local and state lic
licensing, local ordinances and state and fedared place and manner restrictions. The adult eaitertent provided by our nightclubs
elements of speech and expression and, therefajeysesome protection under the First Amendmentht® United States Constitutic
However, the protection is limited to the express@nd not the conduct of an entertainer. Whileroghtclubs are generally well establishe
their respective markets, there can be no assutaatéocal, state and/or federal licensing anceotiegulations will permit our nightclubs
remain in operation or profitable in the future.

Beginning January 1, 2008, our Texas clubs becarhga to a new state law requiring each club titecband pay a $5 surcharge for e\
club visitor. A lawsuit was filed by the Texas Erthinment Association (“TEA")an organization to which we are a member, allegfiregfet
amounts to an unconstitutional tax. On March 2ZB)& a State District Court Judge in Travis Couftgxas ruled that the new state
violates the First Amendment to the United Stateadfitution and is therefore invalid. The judgerder enjoined the State from collectin
assessing the tax. The State appealed the Gawfthg. In Texas, when the State gives noticeabeal, it supersedes and suspend
judgment, including the injunction. Given the susgien of the judgment, the State gave notice ofight to collect the tax pending i
outcome of its appeal but has taken no affirmaaistion to enforce that right.

On June 5, 2009, the Court of Appeals for the TBirgtrict (Austin) affirmed the District Coug’judgment, holding that the Sexually Oriei

Business (“SOB”Yee violated the First Amendment to the U.S. Cauatstin, but on August 26, 2011, the Texas SupremerQeversed tt
judgment of the Court of Appeals and remanded &se ¢o the District Court to determine whetherfégeviolates the Texas Constitutic
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TEA appealed the Texas Supreme Court's decisiotihg¢oU.S. Supreme Court (regarding the constitutignaf the fee under the Fil
Amendment of the U.S. Constitution), but the U.8pi®@me Court denied the appeal on January 23, Zisequently, the case was rema
to the District Court for consideration of the rémiag issues raised by TEA. On June 28, 2012,0Otstrict Court in Travis County held
hearing on TEAS Texas Constitutional claims and on July 9 entaredrder finding that the tax was a constitutioDatupations Tax. TI
Court denied the remainder of TESAConstitutional claims. TEA is now in the proce$sippealing this new decision to the Texas TRicdir!
of Appeals.

We have not made any payments of these taxesthiadest quarter of 2009 and plan not to make sugh payments while the case is pen
in the courts. However, we will continue to accara expense the potential tax liability on our ficial statements, so any ultimate neg:
ruling will not have any effect on our income stagnt and will only affect our balance sheet. If fimal decision of the courts is ultimately
our favor, as we believe it will be, then we wil\e a one-time gain of the entire amount previoasjensed.

Since the inception of the tax, we have paid mbes t$2 million to the State of Texas under protesstll four quarters of 2008 and the f
quarter of 2009, expensing it in the consolidatedrfcial statements (except for two locations ifld@3awhere the taxes have not been paic
we are accruing and expensing the liability). &bsubsequent quarters, as a result of the Thinai& 2009 decision, we have accrued the
but not paid the State. Accordingly, as of Septeng®, 2012, we have approximately $9.8 milliormatrued liabilities for this tax. Patron
expense amounted to $3.0 million, $2.9 million & million for the years ended September 30 22021 and 2010, respectively.

Our Texas clubs have filed a separate lawsuit agdélie State in which we raise additional challengethe statute imposing the fee or
demanding repayment of the taxes we have paid uthierstatute. The courts have not yet addresisesetadditional claims. If we i
successful in the remaining litigation, the amowethave paid under protest should be repaid oiiegppd any future, constitutional admiss
tax or other Texas state tax liabilities.

Our Business has been, and may Continue to be,réelyeAffected by Conditions in the U.S. Finandidarkets and Economic Conditic
Generally

Our nightclubs are often acquired with a purchaseepbased on historical EBITDA. This results inta# nightclubs carrying a substan
amount of intangible value, mostly allocated t@fises and goodwill. Generally accepted accountimgiples require an annual impairm
review of these indefinite lived assets. If diffictmarket and economic conditions continue overrtbet year and/or we experience a dect
in revenue at one or more nightclubs, we could rircuwecline in fair value of one or more of ourhiubs. This could result in futt
impairment charges of up to the total value ofitttefinite lived intangible assets.

We May Need Additional Financing or Our Businesgé&nsion Plans May Be Significantly Limited

If cash generated from our operations is insuffici® satisfy our working capital and capital exgiture requirements, we will need to r¢
additional funds through the public or private safeour equity or debt securities. The timing amdoant of our capital requirements \
depend on a number of factors, including cash #md cash requirements for nightclub acquisitiohadtitional funds are raised through
issuance of equity or convertible debt securities, percentage ownership of our trestisting shareholders will be reduced. We cannstira
you that additional financing will be available tarms favorable to us, if at all. Any future equiityancing, if available, may result in diluti
to existing shareholders, and debt financing, #ilable, may include restrictive covenants. Anyluia by us to procure timely additiol
financing will have material adverse consequencesus business operations.

There is Substantial Competition in the Nightclubtéftainment Industry, Which May Affect Our Ability Operate Profitably or Acqu
Additional Clubs

Our nightclubs face competition. Some of these aitgrs may have greater financial and managengsaturces than we do. Additionally,
industry is subject to unpredictable competitiventts and competition for general entertainmenadallThere can be no assurance that wi
be able to remain profitable in this competitiveuistry.

Risk of Adult Nightclubs Operations

Historically, the adult entertainment, restauramdl dar industry has been an extremely volatile stigu The industry tends to be extren
sensitive to the general local economy, in thatwleonomic conditions are prosperous, entertainimeluistry revenues increase, and w
economic conditions are unfavorable, entertainnieshistry revenues decline. Coupled with this ecacogansitivity are the trendy persa
preferences of the customers who frequent aduliretd We continuously monitor trends in our cugiantastes and entertainment prefere
so that, if necessary, we can make appropriateggsamhich will allow us to remain one of the premi@dult cabarets. However,
significant decline in general corporate conditiamsuncertainties regarding future economic protspétat affect consumer spending c«
have a material adverse effect on our businesaddtition, we have historically catered to a cliémtease from the upper end of the ma
Accordingly, further reductions in the amounts pfegtainment expenses allowed as deductions fraonie under the Internal Revenue C
of 1954, as amended, could adversely affect salesstomers dependent upon corporate expense dscoun
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Permits Relating to the Sale of Alcohol

We derive a significant portion of our revenuesrirthe sale of alcoholic beverages. States in wivieloperate may have laws which may |
the availability of a permit to sell alcoholic beages or which may provide for suspension or retiocaf a permit to sell alcoholic bevera
in certain circumstances. The temporary or permiasiggpension or revocations of any such permitddvoave a material adverse effect on
revenues, financial condition and results of openst In all states where we operate, managemdigvbs we are in compliance w
applicable city, county, state or other local laygeserning the sale of alcohol.

Activities or Conduct at our Nightclubs may Causeto Lose Necessary Business Licenses, Expose Lmbdity, or Result in Advers
Publicity, Which may Increase our Costs and Dildanagemerns Attention from our Business

We are subject to risks associated with activiliesonduct at our nightclubs that are illegal arlaie the terms of necessary business lice
Our nightclubs operate under licenses for sexuaignted businesses and some protection underitsteArendment to the U.S. Constituti
While we believe that the activities at our nightid comply with the terms of such licenses, antlittiteelement of our business that consti
an expression of free speech under the First Amentino the U.S. Constitution is protected, actgtand conduct at our nightclubs ma’
found to violate the terms of such licenses or mygrotected under the U.S. Constitution. This priideds limited to the expression and not
conduct of an entertainer. An issuing authority nsagpend or terminate a license for a nightclumdoto have violated the license ter
lllegal activities or conduct at any of our nighiist may result in negative publicity or litigatidBuch consequences may increase our ¢
doing business, divert managemsrdttention from our business and make an investmesur securities unattractive to current andepti
investors, thereby lowering our profitability andrestock price.

We have developed comprehensive policies aimedstrimg that the operation of each nightclub isdtmted in conformance with local, si
and federal laws. We have a “no tolerangelicy on illegal drug use in or around the fam@kt We continually monitor the actions
entertainers, waitresses and customers to ensatr@ithper behavior standards are met. However, palities, no matter how well desigr
and enforced, can provide only reasonable, notlatescassurance that the policiejectives are being achieved. Because of the émh
limitations in all control systems and policieserth can be no assurance that our policies willgoredeliberate acts by persons attemptir
violate or circumvent them. Notwithstanding theefgoing limitations, management believes that odicigs are reasonably effective
achieving their purposes.

Our Acquisitions may Result in Disruptions in owdhess and Diversion of Managenisrttention

We have made and may continue to make acquisitbbrt®mplementary nightclubs, restaurants or relajeerations. Any acquisitions w
require the integration of the operations, prodacis personnel of the acquired businesses andatiming and motivation of these individu
Such acquisitions may disrupt our operations ancertimanagement’'s attention from dayelay operations, which could impair 1
relationships with current employees, customers padners. We may also incur debt or issue equétyusties to pay for any futu
acquisitions. These issuances could be substgndidlitive to our stockholders. In addition, ounfitability may suffer because of acquisition-
related costs or amortization, or impairment céstsacquired goodwill and other intangible assdtsnanagement is unable to fully integt
acquired business, products or persons with egistperations, we may not receive the benefits efatquisitions, and our revenues and ¢
trading price may decrease.

We Must Continue to Meet NASDAQ Global Market Coniéd Listing Requirements or We Risk Delisting

Our securities are currently listed for trading the NASDAQ Global Market. We must continue to SgtiNSASDAQ’s continued listin
requirements or risk delisting which would haveaalverse effect on our business. If our securitieseger ddisted from NASDAQ, they me
trade on the over-the-counter market, which max kess liquid market. In such case, our sharehglddility to trade or obtain quotations
the market value of shares of our common stock @vdael severely limited because of lower trading rreds and transaction delays. Tt
factors could contribute to lower prices and largigreads in the bid and ask prices for our seeariffhere is no assurance that we will be
to maintain compliance with the NASDAQ continuestiig requirements.

In The Future, We Will Incur Significant Increas€dsts as a Result of Operating as a Public Com@artyQur Management Will Be Requi
to Devote Substantial Time to New Compliance ltiies

In the future, we will incur significant legal, ammnting and other expenses. The Sarbanes-OxlepfA2002 (the “Sarbanes-Oxley Act'as
well as new rules subsequently implemented by tB€,Shave imposed various new requirements on pwoliiopanies, including requiri
changes in corporate governance practices. Our geamant and other personnel will need to devotebatauatial amount of time to these r
compliance initiatives. Moreover, these rules agltations will increase our legal and financialhgdiance costs and will make some activ
more timeeonsuming and costly. For example, we expect theserules and regulations to make it more diffi@aritd more expensive for us
obtain director and officer liability insurance,dawe may be required to incur substantial costedmtain the same or similar coverage.
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In addition, the Sarbanédxley Act requires, among other things, that we ntan effective internal controls for financial mting anc
disclosure controls and procedures. In particdammencing in fiscal 2008, we have been requiregetdorm system and process evaluz
and testing on the effectiveness of our internaltrads over financial reporting, as required by t®ec404 of the Sarban&xley Act. Ther
beginning in fiscal 2010, our independent registepeblic accounting firm has reported on the effertess of our internal controls o
financial reporting, as required by Section 404hef Sarbane®xley Act. In the future, our testing, or the sulpsent testing by our independ
registered public accounting firm, may reveal deficies in our internal controls over financial sgfng that are deemed to be mate
weaknesses. Our compliance with Section 404 wijlire that we incur substantial accounting expears® expend significant managen
efforts. Moreover, if we are not able to complywihe requirements of Section 404 in a timely manoeif we or our independent registe
public accounting firm identifies deficiencies inmrointernal controls over financial reporting tlaae deemed to be material weaknesse:
market price of our stock could decline, and wel@de subject to sanctions or investigations bySE€ or other regulatory authorities, wt
would require additional financial and managemesburces.

Uninsured Risks

We maintain insurance in amounts we consider adedaapersonal injury and property damage to whighbusiness of the Company ma
subject. However, there can be no assurance tliraguwred liabilities in excess of the coverage piedi by insurance, which liabilities may
imposed pursuant to the Texas "Dram Shop" statusén@lar "Dram Shop" statutes or common law thesf liability in other states where
operate or expand. For example, the Texas "Dranp'S$tatute provides a person injured by an intaeidaerson the right to recover dam:
from an establishment that wrongfully served aldichioeverages to such person if it was apparettdoserver that the individual being s
served or provided with an alcoholic beverage wagausly intoxicated to the extent that he presgm@telear danger to himself and others
employer is not liable for the actions of its enygle who ovesserves if (i) the employer requires its employeesittend a seller trainil
program approved by the TABC; (ii) the employee hetially attended such a training program; ariyl ttie employer has not directly
indirectly encouraged the employee to violate #he. |t is our policy to require that all serversadéohol working at our clubs in Texas
certified as servers under a training program amady the TABC, which certification gives statytammunity to the sellers of alcohol frc
damage caused to third parties by those who hamsuooed alcoholic beverages at such establishmestamnt to the Texas Alcoha
Beverage Code. There can be no assurance, howkatyninsured liabilities may not arise in the keds in which we operate which co
have a material adverse effect on the Company.

Limitations on Protection of Service Marks

Our rights to the tradenames "Rick's", "Rick's Gaba “Tootsie’s Cabaret”, “Club Onyx”, and “XTC @®aret” are established under

common law based upon our substantial and contsusa of these tradenames in interstate commenrce at least as early as 1987. "RIC
AND STARS DESIGN" logo, "RICK'S CABARET", “CLUB ONX”, “XTC CABARET” and “EXOTIC DANCER?” are registered throu
service mark registrations issued by the UnitedeStRatent and Trademark Office. We also ownitifés to numerous tradenames assoc
with our media division. There can be no assurahet these steps we have taken to protect its GeiMarks will be adequate to de
misappropriation of its protected intellectual pedy rights. Litigation may be necessary in thaifatto protect our rights from infringeme
which may be costly and time consuming. The losthefintellectual property rights owned or claim®dus could have a material adve
affect on our business.

Anti-takeover Effects of Issuance of Preferred Stock

The Board of Directors has the authority to isspeai1,000,000 shares of Preferred Stock in oneane series, to fix the number of shi
constituting any such series, and to fix the rigdrid preferences of the shares constituting angssevithout any further vote or action by
stockholders. The issuance of Preferred Stock byBiiiard of Directors could adversely affect theéntsgof the holders of common stock.
example, such issuance could result in a classa@frgies outstanding that would have preferenc#s mespect to voting rights and divide
and in liquidation over the common stock, and cduilgon conversion or otherwise) enjoy all of thghts appurtenant to common stock.
Board's authority to issue Preferred Stock coustalirage potential takeover attempts and couldydslgrevent a change in control of
Company through merger, tender offer, proxy contesitherwise by making such attempts more diffitolachieve or more costly. There
no issued and outstanding shares of Preferred Stbeke are no agreements or understandings foisthence of Preferred Stock, and
Board of Directors has no present intention toesBteferred Stock.

We Have Not Paid Dividends on Common Shares Pt

Since our inception we have not paid any dividesd®ur common.

Future Sales of Our Common Stock May Depress CaokRrice

The market price of our common stock could decdisa result of sales of substantial amounts ofoommon stock in the public market, or i
result of the perception that these sales couldirodn addition, these factors could make it moifiadilt for us to raise funds through futt
offerings of common stock.
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Our Stock Price Has Been Volatile and May Fluctuiatine Future

The trading price of our securities may fluctuatmgicantly. This price may be influenced by mdagtors, including:

our performance and prospec

the depth and liquidity of the market for our séibes;

sales by selling shareholders of shares issuezboable in connection with certain convertible ag
investor perception of us and the industry in whighoperate

changes in earnings estimates or buy/sell recomatiems by analyst:

general financial and other market conditions;

domestic economic conditior

Public stock markets have experienced, and mayriexe, extreme price and trading volume volatiliihese broad market fluctuations r
adversely affect the market price of our securities

Our Management Controls a Significant Percentag@uwfCurrent Outstanding Common Stock and Theérbsts May Conflict With Those
Our Shareholders

As of December 1, 2012, our Directors and executifieers and their respective affiliates colleeliw and beneficially owned approximat
13.4% of our outstanding common stock, includinigwarrants exercisable within 60 days. This conitn of voting control gives o
Directors and executive officers and their respectffiliates substantial influence over any mattghich require a shareholder vote, incluc
without limitation, the election of Directors, evértheir interests may conflict with those of ottehareholders. It could also have the effe
delaying or preventing a change in control of drestvise discouraging a potential acquirer fromrafteng to obtain control of us. This co
have a material adverse effect on the market miogur common stock or prevent our shareholdemnfrealizing a premium over the tf
prevailing market prices for their shares of comratotk.

We are Dependent on Key Personnel

Our future success is dependent, in a large partetaining the services of Mr. Eric Langan, ouedfdent and Chief Executive Officer. |
Langan possesses a unique and comprehensive kmmadéaur industry. While Mr. Langan has no pregeans to leave or retire in the n
future, his loss could have a negative effect on @perating, marketing and financial performancevé are unable to find an adeqt
replacement with similar knowledge and experiendthia our industry. We maintain keyan life insurance with respect to Mr. Lang
Although Mr. Langan is under an employment agrednf@s described herein), there can be no assuthat®r. Langan will continue to
employed by us. The loss of Mr. Langan could hamegative effect on our operating, marketing, andrfcing performance.

Cumulative Voting is Not Available to Stockholders

Cumulative voting in the election of Directors ispeessly denied in our Articles of Incorporationcodrdingly, the holder or holders o
majority of the outstanding shares of our commartlstmay elect all of our Directors. Managemsntrge percentage ownership of
outstanding common stock helps enable them to miaittieir positions as such and thus control ofluginess and affairs.

Our Directors and Officers Have Limited Liabilitpé Have Rights to Indemnification

Our Articles of Incorporation and Bylaws provids, germitted by governing Texas law, that our Doestand officers shall not be person
liable to us or any of our stockholders for mongt@amages for breach of fiduciary duty as a Directoofficer, with certain exceptions. T
Articles further provide that we will indemnify olirectors and officers against expenses and iiegsilthey incur to defend, settle, or sat
any civil litigation or criminal action brought aigat them on account of their being or having b#erDirectors or officers unless, in s
action, they are adjudged to have acted with gnegtigence or willful misconduct.

The inclusion of these provisions in the Articleayrhave the effect of reducing the likelihood ofidative litigation against Directors a
officers, and may discourage or deter stockholdersanagement from bringing a lawsuit against Doexcand officers for breach of their d
of care, even though such an action, if successfigiht otherwise have benefited us and our stocldrsl

The Articles provide for the indemnification of oafficers and Directors, and the advancement tantbé expenses in connection with |
proceedings and claims, to the fullest extent pigechiby Texas law. The Articles include relatedvsimns meant to facilitate the indemnit
receipt of such benefits. These provisions covenpray other things: (i) specification of the methotl determining entitlement
indemnification and the selection of independeninsel that will in some cases make such deternoimatii) specification of certain tin
periods by which certain payments or determinationsst be made and actions must be taken, andtlfié) establishment of certi
presumptions in favor of an indemnitee.

Insofar as indemnification for liabilities arisinghder the Securities Act may be permitted to owedalors, officers and controlling pers
pursuant to the foregoing provisions, we have lakised that in the opinion of the Securities ardiange Commission, such indemnifica
is against public policy as expressed in the SaesrAct and is therefore unenforceable.
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Other Risk Factors May Adversely Affect Our Finaald?erformance

Other risk factors that could cause our actualltesa differ materially from those indicated inetfiorwardlooking statements by affectir
among many things, pricing, consumer spending amsumer confidence, include, without limitationaoles in economic conditions
financial and credit markets, credit availabilitycreased fuel costs and availability for our emgpks, customers and suppliers, he
epidemics or pandemics or the prospects of thesetgysuch as reports on avian flu), consumer p#ores of food safety, changes
consumer tastes and behaviors, governmental mgnptdicies, changes in demographic trends, tetradss, energy shortages and rol
blackouts, and weather (including, major hurricazred regional snow storms) and other acts of God.

Item 1B. Unresolved Staff Comments

None

Item 2. Properties.

Our principal executive office is located at 10958tten Road, Houston, Texas 77066, and consisés 9000 square feet office/warehc
building. We believe that our offices are adequateour present needs and that suitable spacebeilhvailable to accommodate our fu
needs.

Our nighclubs and their locations are summarizethin“Schedule of Clubsih Item 1, which is incorporated herein by refeen®f thes
clubs, we own the real estate for 28 (including opening soon) and lease the other seven. We aladloee other properties which we
leasing to third parties. The leases for the pitigeive lease are typically for a fixed rental raithout revenue percentage rentals. The

terms generally have initial terms of ten to tweyars with renewal terms of five to twenty ye#@sSeptember 30, 2012, certain of our ow
properties were collateral for mortgage debt amiagnto approximately $25.7 million. Also see mongormation in the following Notes

Consolidated Financial Statements: D. - PropertyEquipment, F. - Long-Term Debt and J. - Committeemd Contingencies.

Item 3. Legal Proceedings.

See the “Legal Matters” section within Note J oftéto Consolidated Financial Statements withia hnual Report on Form 1K-for the
requirements of this Item, which section is incogted herein by reference.

Item 4. Mine Safety Disclosures.
None.
PART Il
Item 5. Market for Registrant’'s Common Equity, Related Stockholder Matters and Issuer Purchases of Edty Securities.

Our common stock is quoted on the NASDAQ Global k¢aunder the symbol "RICK". The following tabletséorth the quarterly high a
low of sales prices per share for the common sfocthe last two fiscal years.

COMMON STOCK PRICE RANGE

HIGH LOW
Fiscal Year Ended September 30, 2!
First Quarte
Second Quarte $ 894 $ 6.0¢
Third Quartel $ 105 $ 8.21
Fourth Quarte $ 984 $ 7.32
$ 87t $ 7.1
Fiscal Year Ended September 30, 2
First Quarte
Second Quarte $ 871 $ 6.82
Third Quartel $ 114 $ 7.82
Fourth Quarte $ 11.2¢ 3 7.61
$ 928t $ 6.2C
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On December 1, 2012, the last sales price for ¢inenton stock as reported on the NASDAQ Global Mavkas$ $8.12. On December 1, 2(
there were approximately 185 stockholders of recdmmlir common stock (excluding shares held byedh@ders in street name).

TRANSFER AGENT AND REGISTRAR
The transfer agent and registrar for our commocoksi®American Stock Transfer & Trust Company, 6261th Avenue, Brooklyn, NY 11219.

DIVIDEND POLICY

We have not paid cash dividends on our common stOck current policy is to retain all earningsaify, to provide funds for operation ¢
expansion of our business. The declaration of divits, if any, will be subject to the discretionttedé Board of Directors, which may consi
such factors as our results of operation, finarmaldition, capital needs and acquisition strategypng others.

PURCHASES OF EQUITY SECURITIES BY THE ISSUER

On September 29, 2008, our Board of Directors aiztd us to repurchase up to $5 million worth of oammon stock. This repurchase
has no expiration date. During the fiscal year enSieptember 30, 2012, we purchased 140,280 shfacesnonon stock in the open marke
prices ranging from $6.32 to $8.24. During thedlsgear ended September 30, 2011, we purchase@8B8hares of common stock in the ¢
market at prices ranging from $6.45 to $8.96.

During the three months ended September 30, 204 also purchased 26,224 shares of common stockgdmption holders at prices rang
from $7.70 to $8.35 per share.

Following is a summary of our purchases by month:

(in thousands, except per share data)

Period: €) (b) (c) (d)
Maximum
Total Number (or
Number of Approximate
Shares (or Dollar Value)
Units) of Shares (or
Purchased as Units) that
Part of May Yet be
Total Number Publicly Purchased
of Shares (or Average Announced Under the
Units) Price Paid Plans or Plans or
Month Ending Purchased(1 per Share Programs(2 Programs
Jul-12 10 $ = - % 1,57¢
Aug-12 58 $ 7.84 49 % 1,18¢
Sep-12 21 % 7.9¢ 14 $ 1,074
Total for the three months ended Sept 30, = 90 % 7.87 63 $ 1,07¢

(1) Included in the shares purchased were 26,224 sha@sost of $1.0 million purchased in connectioth our obligations under tl
exercise of put options during the quar

(2) All shares were purchased pursuant to the repuegblas approved in September 2008, as describadke
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EQUITY COMPENSATION PLAN INFORMATION

The following table sets forth all equity compemsatplans as of September 30, 2012:

(in thousands, except per share data)

Number of
securities
remaining
available
for future
Number of issuance
securities to Weighted- under
be issued average equity
upon exercise compensation
exercise of price of plans
outstanding outstanding (excluding
options, options, securities
warrants warrants reflected in
and rights and rights column (a))
Plan category (a) (b) (c)
Equity compensation plans approved by securitydrs 78t % 8.3¢€ -
Equity compensation plans not approved by sechdtglers - $ - -

EMPLOYEE STOCK OPTION PLANS

While we have been successful in attracting andirriely qualified personnel, we believe that ounfatsuccess will depend in part on
continued ability to attract and retain highly dfietl personnel. We pay wages and salaries thdielieve are competitive. We also believe
equity ownership is an important factor in our éyilo attract and retain skilled personnel. Weéadopted stock option plans (the “Plarfsf)
employees and directors. The purpose of the Ptatsfurther our interests, our subsidiaries andstackholders by providing incentives in
form of stock options to key employees and directeno contribute materially to our success anditatuifity. The grants recognize and rew
outstanding individual performances and contrimgi@nd will give such persons a proprietary inteineais, thus enhancing their persc
interest in our continued success and progress.Pléies also assist us and our subsidiaries inctittgpand retaining key employees
directors. The Plans are administered by the Boaflirectors. The Board of Directors has the exelipower to select the participants in
Plans, to establish the terms of the options gdatdesach participant, provided that all optionanged shall be granted at an exercise
equal to at least 85% of the fair market valuehaf tommon stock covered by the option on the gilate and to make all determinati
necessary or advisable under the Plans.

In August 1999, we adopted the 1999 Stock Optiam Pthe “1999 Planjvith 500,000 shares authorized to be granted alddusaler the 19¢
Plan. In August 2004, shareholders approved an Ament to the 1999 Plan (the “Amendmentihich increased the total number of sh
authorized to 1 million. In July 2007, shareholdapproved an Amendment to the 1999 Plan (the “Ammd”), which increased the to
number of shares authorized to 1.5 million. TheQlB8n was terminated by law in July 2009. Ourr8az Directors approved the 2010 St
Option Plan (“the 2010 Planhn September 30, 2010. The 2010 Plan was apptoyebe shareholders of the Company for adoptiothe
2011 Annual Meeting of Shareholders. As of Septer8be2012, there are 785,000 stock options oudgtgn

RECENT SALES OF UNREGISTERED SECURITIES

During the quarter ended September 30, 2012, wepleted no transactions in reliance upon exemptimra registration under the Securil
Act of 1933, as amended (the "Act").

STOCK PERFORMANCE GRAPH

The following chart compares they&ar cumulative total stock performance of our canratock, the NASDAQ Composite Index and a
group consisting of: B3’ Restaurant Group, New Frontier Media, Ark Restaisrand Buffalo Wild Wings. The graph assumes $180 wa
invested at inception in our common stock and itheaf the indices and that all dividends were regted. The measurement points utilize
the graph consist of the last trading day as oft&eper 30 each year, representing the last dayuoffiscal year. The historical stc
performance presented below is not intended tonaaygnot be indicative of future stock performance.
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Item 6. Selected Financial Data.

The following table sets forth certain of the Comyga historical financial data. The selected histdrimansolidated financial data as
September 30, 2012 and 2011 and for the years eBdptémber 30, 2012, 2011 and 2010 have been deriom the Companyg audite
consolidated financial statements and the relat#ésnincluded elsewhere herein. The selected hiatoconsolidated financial data as
September 30, 2010, 2009 and 2008 and for the yrated September 30, 2009 and 2008 have been didrova the Companyg audite:
financial statements for such years, which areimdtided in this Annual Report on Form KO-The selected historical consolidated finar
data set forth are not necessarily indicative ef ridssults of future operations and should be reazbhjunction with the discussion under
heading “Management’s Discussion and Analysis ofRcial Condition and Results of Operatiores;it the historical consolidated finan
statements and accompanying notes included herbm.historical results are not necessarily indieatf the results to be expected in
future period.

Please read the following selected consolidatednfifal data in conjunction with “ManagementDiscussion and Analysis of Finan
Condition and Results of Operatioreid our consolidated financial statements anddlaead notes appearing elsewhere in this Annuab#
on Form 10-K for a discussion of information thall enhance understanding of this data.

(in thousands, except per share d

Year Ended September & 2012 2011 2010 2009 2008

Revenue $ 95,22( $ 83,49. $ 74,06: $ 65,41 $ 57,39(
Income from continuing operatiol $ 7,96 $ 10,25 $ 3,90 3 7,94t $ 8,47¢
Fully diluted income from continuing

operations per common shz $ 0.8C $ 101 $ 0.3t $ 081 $ 0.9C
Total asset $ 192,39. $ 153,37 $ 148,37. $ 145,07 $ 137,06
Total Rick's permanent stockholders' eq $ 84,30t $ 76,91: $ 69,93¢ $ 70,09 $ 63,00
Total Long¢-term debt $ 63,52¢ $ 35,55« % 42,68¢ $ 37,81. $ 33,55°

Item 7. Management'’s Discussion and Analysis of Famcial Condition and Results of Operations.

OVERVIEW

The following Management's Discussion and Analysdig-inancial Condition and Results of Operation8IP&A") is intended to help tr
reader understand RickCabaret International, Inc., our operations amdpoesent business environment. MD&A is providedaasuppleme
to — and should be read in conjunction withear consolidated financial statements and the apaoying notes thereto contained in "lter
Financial Statements and Supplementary Data" sfréport. This overview summarizes the MD&A, whinbludes the following sections:

. Our Business —a general description of our business and the auighitclub industry, our objective, our strategitopties, our cor
capabilities, and challenges and risks of our kassi
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. Critical Accounting Policies and Estimai— a discussion of accounting policies that requirtcat judgments and estimate

. Operations Review —an analysis of our Company's consolidated rest@ilbperations for the three years presented in onsalidate
financial statement

. Liquidity and Capital Resourc— an analysis of cash flows; aggregate contractuagatipns and an overview of financial positic
GENERAL INFORMATION
We operate in the adult nightclub industry:

1. We own and/or operate upscale adult nightclubsimsgrprimarily businessmen and professionals. Oghteiubs are in Houstc
Austin, San Antonio, Dallas, Fort Worth, Beaumdrangview, Harlingen, Edinburg, Abilene, Lubbock, BAso and Odessa, Te;
Charlotte, North Carolina; Minneapolis, Minnesoddew York, New York; Miami Gardens, Florida; Phildoleia, Pennsylvani
Phoenix, Arizona and Indianapolis, Indiana. No s¢xontact is permitted at any of our locatic

2. We own a media division, including the leadirade magazine serving the mudilion dollar adult nightclubs industry. As patrft the
transaction we also acquired two industry tradevshéwo other industry trade publications and mtbe: 25 industry website

Our nightclub revenues are derived from the saldicufor, beer, wine, food, merchandise, cover casrgnembership fees, indepeni
contractors' fees, commissions from vending and Af&thines, valet parking and other products andcgs. Media revenues include sal
advertising content and revenues from an annuab Erpvention. Our fiscal year end is September 30.

Our goal is to use our Company's assetou+ brands, financial strength and the talent anohg commitment of our management
associates — to become more competitive and tdexate growth in a manner that creates value forsbareholders.

CRITICAL ACCOUNTING POLICIES

Managemens discussion and analysis of financial conditiod egsults of operations are based upon our finhet@éements, which have bt
prepared in accordance with United States geneaaltgpted accounting principles (“GAAP'GAAP consists of a set of standards issue
the FASB and other authoritative bodies in the fafFASB Statements, Interpretations, FASB Staf§iftlans, Emerging Issues Task Fc
consensuses and American Institute of Certified liPulccountants Statements of Position, among ath@&he FASB recognized 1
complexity of its standardetting process and embarked on a revised prone2804 that culminated in the release on July D926f the
Accounting Standards Codification (“ASC"Y.he ASC does not change how Company accounts ddrahsactions or the nature of reli
disclosures made. Rather, the ASC results in dmtghow the Company references accounting stasdathin its reports. This change \
made effective by the FASB for periods ending omfter September 15, 2009. The Company has updefectnces to GAAP in this Anni
Report on Form 16 to reflect the guidance in the ASC. The preparadf these consolidated financial statementsiregwur management
make estimates and assumptions that affect thertesp@mounts of assets, liabilities, revenues axukreses, and related disclosure
contingent assets and liabilities. On a regulaidave evaluate these estimates, including investimpairment. These estimates are bas
managemen$ historical industry experience and on various eotlassumptions that are believed to be reasonablgeru thi
circumstances. Actual results may differ from thestimates.

Accounts and Notes Receivable

Trade accounts receivable for the nightclub openas primarily comprised of credit card chargehijoln are generally converted to cash in

to five days after a purchase is made. The mddisiah’s accounts receivable is primarily comprised otnegbles for advertising sales
Expo registration. The Company’s accounts recegjaither is comprised of employee advances and otiseellaneous receivables. The long
term portion of notes receivable are included Imeotassets in the accompanying consolidated bakhests. The Company recognizes inti
income on notes receivable based on the termsadidheement and based upon managesientiluation that the notes receivable and ini
income will be collected. The Company recognizdsvances for doubtful accounts or notes when, basednanagement judgme
circumstances indicate that accounts or notesvaisle will not be collected.

Inventories
Inventories include alcoholic beverages, food, &unpany merchandise. Inventories are carried aladver of cost, average cost, wh

approximates actual cost determined on a firstiist-out (“FIFO”) basis, or market.
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Property and Equipment

Property and equipment are stated at cost. Praxgsior depreciation and amortization are made ustrajghtline rates over the estima
useful lives of the related assets and the shofteiseful lives or terms of the applicable leasmsléasehold improvements. Buildings h
estimated useful lives ranging from 29 to 40 yeBkrsniture, equipment and leasehold improvementg lestimated useful lives between
and 40 years. Expenditures for major renewals atitments that extend the useful lives are capéighl Expenditures for normal maintena
and repairs are expensed as incurred. The cosisetsasold or abandoned and the related accumuefgdciation are eliminated from
accounts and any gains or losses are chargedditertén the accompanying consolidated statememanfime of the respective period.

Goodwill and Intangible Assets

FASB ASC 350,ntangibles- Goodwill and Otheraddresses the accounting for goodwill and othemigible assets. Under FASB ASC :
goodwill and intangible assets with indefinite Bvare no longer amortized, but reviewed on an dnpasis for impairment. Definite live
intangible assets are amortized on a straightdia&is over their estimated lives. Fully amortizedets are writteoff against accumulat
amortization.

Impairment of LonelLived Assets

The Company reviews property and equipment anchgiliée assets with definite lives for impairment emever events or changes
circumstances indicate the carrying amount of aeta®ay not be recoverable. Recoverability of thessets is measured by comparison
carrying amounts to future undiscounted cash fldvesassets are expected to generate. If propedyegquipment and intangible assets
definite lives are considered to be impaired, thpdirment to be recognized equals the amount bghwihie carrying value of the asset exc
its fair value. Assets are grouped at the lowegell for which there are identifiable cash flowsnpipally at the club level, when asses:
impairment. Cash flows for our club assets aretifled at the individual club level. The Compasyannual evaluation was performed &
September 30, 2012, based on a projected discoeatddflow method using a discount rate determlmedhanagement to be commenst
with the risk inherent in the current business nho@ertain of our recent acquisitions, specificdllgs Vegas, Philadelphia and the orig
Rick’s Cabaret in Austin (now a 40%wned investment), have been underperforming, jpatly due to the recent general economic down
especially in Las Vegas, but also due to certaigcifig operational issues, such as the change ofeqt in Philadelphia and the cab
marketing issues in Las Vegas. We had deterntimgdthere is a net asset impairment at Septenthe2®.0, relating to these three night:
operations. The Las Vegas club was closed duriag#lar ended September 30, 2011. See Notes tol@iated Financial Statements.

None of our other reporting units were at risk afifig step one of the impairment test (i.e. thait f7alue was not substantially in exces
carrying value) in either year.

Fair Value of Financial Instruments

The Company calculates the fair value of its assetkliabilities which qualify as financial instremis and includes this additional informa
in the notes to consolidated financial statemertierwthe fair value is different than the carryirgue of these financial instruments.
estimated fair value of accounts receivable, actopayable and accrued liabilities approximatertbarrying amounts due to the relativ
short maturity of these instruments. The carryiafug of short and lonterm debt also approximates fair value since tlestuments be.
market rates of interest. None of these instrumargdeld for trading purposes.

Derivative Financial Instruments

The Company accounts for financial instruments #ratindexed to and potentially settled in, its ostock, including stock put options,
accordance with the provisions of FASB ASC 815-B@rivatives and Hedging — Contracts in Entity’s Owguity . Under certai
circumstances that would require the Company ftilestiiese equity items in cash, and without regarprobability, FASB ASC 8130 woulc
require the classification of all or part of thenit as a liability and the adjustment of that resifeex] amount to fair value at each reporting ¢
with such adjustments reflected in the Compargdnsolidated statements of income. The firdtunsent to meet the requirements of F/
ASC 81540 for derivative accounting occurred in the quagteded June 30, 2009 when the Company renegotiaguhyback terms of cert
put options and agreed to pledge as collateradittain holders a second lien on certain property.

Revenue Recognition

The Company recognizes revenue from the sale ohalic beverages, food and merchandise, other tmgeand services at the pointsatie
upon receipt of cash, check, or credit card charge.
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Revenues from the sale of magazines and adverttsintent are recognized when the issue is publisinedshipped. Revenues and exte
expenses related to the Company’s annual Expo otioveare recognized upon the completion of theveation in August.

Sales and Liquor Taxes

The Company recognizes sales and liquor taxes ggitevenues and an equal expense in accordanceFA8BB ASC 605-45 Revenu
Recognitior— Principal Agent ConsiderationsTotal sales and liquor taxes aggregated $6.8amjl6.0 million and $5.6 million for the ye.
ended September 30, 2012, 2011 and 2010, respgctive

Advertising and Marketing

Advertising and marketing expenses are primarilyjngosed of costs related to public advertisemeni$ giveaways, which are used
promotional purposes. Advertising and marketing eerges are expensed as incurred and are includempérating expenses in -
accompanying consolidated statements of income.

Income Taxes

Deferred income taxes are determined using thditiaimethod in accordance with FASB ASC 746come Taxes. Deferred tax assets
liabilities are recognized for the future tax cansences attributable to differences between thanfiral statement carrying amounts of exis
assets and liabilities and their respective taxebaBeferred tax assets and liabilities are medsusag enacted tax rates expected to apj
taxable income in the years in which those tempodéferences are expected to be recovered oresdeflihe effect on deferred tax assets
liabilities of a change in tax rates is recognized@come in the period that includes the enactnuetié. In addition, a valuation allowanc
established to reduce any deferred tax asset farhwhis determined that it is more likely thantribat some portion of the deferred tax &
will not be realized.

FASB ASC 740 creates a single model to addressuatiog for uncertainty in tax positions by presarga minimum recognition thresholi
tax position is required to meet before being redcoed in the financial statements. FASB ASC 740 gisovides guidance on derecognit
measurement, classification, interest and penaltiesounting in interim periods, disclosure anchdmdon. There are no unrecognized
benefits to disclose in the notes to the consdidiihancial statements.

Put Options

In certain situations, the Company issues resttiatemmon shares as partial consideration for aitiguis of certain businesses
assets. Pursuant to the terms and conditions eofgtiverning acquisition agreements, the holderuchsshares has the right, but not
obligation, to put a fixed number of the sharesaomonthly basis back to the Company at a fixedepper share. The Company may ¢
during any given month to either buy the monthlgrgls or, if management elects not to do so, the#ehalan sell the monthly shares in the ¢
market, and any deficiency between the amount wtietholder receives from the sale of the monthlyres and the agreed fixed price of
shares will be paid by the Company. The Compansydtaounted for these shares in accordance witguitkance established by FASB A
480, Distinguishing Liabilities From Equityas a reclassification of the value of the sharesifpermanent to temporary equity. As the st
become due, the Company transfers the value adltaees back to permanent equity, less any amoiohtg#he holder. Also sederivative
Financial Instruments” above.

Earnings (Loss) Per Common Share

The Company computes earnings (loss) per sharecordance with FASB ASC 26&arnings Per Share FASB ASC 260 provides for t
calculation of basic and diluted earnings per sHBasic earnings per share includes no dilutioniamdmputed by dividing income availabl
common stockholders by the weighted average nurmbeommon shares outstanding for the period. Ddutarnings per share reflect
potential dilution of securities that could sharghe earnings of the Company.

Potential common stock shares consist of sharasthg arise from outstanding dilutive common stogkions and warrants (the numbe
which is computed using the “treasury stock methadit from outstanding convertible debentures (thabar of which is computed using
“if converted method”). Diluted EPS considers thaemtial dilution that could occur if the Compasydutstanding common stock optic
warrants and convertible debentures were conventedcommon stock that then shared in the Commargrnings (loss) (as adjusted
interest expense, that would no longer occur ifdleentures were converted).

Stock Options

The Company has adopted the fair value recognifomisions of FASB ASC 71& ompensation—Stock Compensation

The compensation cost recognized for the years cerSigptember 30, 2012, 2011 and 2010 was $314,786 254 and $405,22
respectively. There were zero, 25,000 and 20,88k options exercises for the years ended Septedih012, 2011 and 2010, respectively.

21




OPERATIONS REVIEW
Results of Operations for the Fiscal Year Ended Sépmber 30, 2012 as Compared to the Fiscal Year Endi&eptember 30, 2011

For the fiscal year ended September 30, 2012, wiechasolidated total revenues of $95.2 million, pared to consolidated total revenue
$83.5 million for the year ended September 30, 20tis was an increase of $11.7 million or 14.0%e Tincrease in total revenues
primarily due to revenues generated in our newscldxuired in 2012 ($4.3 million in 2012), a fullar of revenues from clubs purchase
2011 (increase of $4.0 million) and increases ureneles from certain of our existing clubs, espBcfabm our New York location. Revent
from nightclub operations for same-location sameegkeincreased by 4.2%.

Our operating margin (income (loss) from operatiphss impairment of assets, divided by total rewem)uwas 17.7% for the year en
September 30, 2012 compared to 22.5% for the pear.

Our income from operations for our nightclub opierat for the same-location-same-period decreaseid49g.

Our net income (loss) was $7.6 million for the éisyear ended September 30, 2012 compared to $illiBnnfor the previous year. TI
decrease in our net income was primarily a redultestain onetime litigation and other legal settlements in 20&#set by a growth in tt
operations.

Following is a comparison of the Compasiyicome statement for the years ended Septemb@02@ and 2011 with percentages compar
total revenue:

Following is an explanation of significant variasda the above amounts.

2012 % 2011 %

Sales of alcoholic beverag $ 38,68 40.6% $ 32,57¢ 39.(%
Sales of food and merchand 8,81( 9.2% 7,40z 8.€%
Service Revenue 41,94 44.(% 38,17¢ 45.1%
Other 5,781 6.1% 5,33¢ 6.4%

Total Revenue 95,22( 100.(% 83,49: 100.(%
Cost of Goods Sol 12,64« 13.2% 10,42’ 12.5%
Salaries & Wage 20,857 21.¢% 18,32: 21.¢%
Stoclk-based Compensatic 31t 0.2% 8 0.C%
Taxes and permil 14,63¢ 15.4% 12,54: 15.(%
Charge card fee 1,352 1.4% 1,361 1.€%
Rent 2,87 3.C% 2,98¢ 3.6%
Legal & professiona 5,861 6.2% 2,28¢ 2.7%
Advertising and marketin 4,04¢ 4.2% 3,471 4.2%
Depreciation and amortizatic 4,921 5.2% 3,90¢ 4.7%
Insurance 1,43¢ 1.5% 1,157 1.4%
Utilities 1,762 1.€% 1,60t 1.€%
Impairment of asse - 0.C% - 0.C%
Gain (loss) on sale of assets and o 332 0.2% - 0.C%
Other 7,661 8.1% 6,627 7.5%
Total operating expenses 78,707 82.1% 64,69" 77.5%

Income from operatior 16,51 17.7% 18,79« 22.5%
Interest incomt 19 0.C% 11¢ 0.1%
Interest expens (4,009 -4.2% (3,930 -4.7%
Interest expens- loan origination cost (310 -0.2% (359) -0.4%
Gain (loss) on change in fair value of derivati
instruments 117 0.1% 12¢ 0.2%
Gain on settlement of debt - 0.C% 903 1.1%
Income from continuing operations before
income taxes $ 12,33¢ 13.(% $ 15,65¢ 18.6%
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Other revenues include ATM commissions earned,ovigiimes and other vending and certain promotios daarged to our entertainers.
Company recognizes revenue from other revenueseamites at the point-of-sale upon receipt of cabbgk, or credit card charge.

Cost of goods sold includes cost of alcoholic aad-@icoholic beverages, food, cigars and cigaretteschandise, media printing/binding :
media. Our cost of goods sold for the nightcluleragions for the year ended September 30, 20121®&%6 of our total revenues from c
operations compared to 12.4% for the year endeteBdyer 30, 2011. Cost of goods sold for same-lonagameperiod increased to 13.2%
the year ended September 30, 2012 compared to 1i58e year ended September 30, 2011. We cordioue efforts to achieve reductic
in cost of goods sold of the club operations thfoirgproved inventory management. We are continairgrogram tamprove margins froi
liquor and food sales and food service efficiency.

The increase in payroll and related costs, statetBalaries & Wagesabove, was primarily due to the addition of the radubs in 2012 ar
2011. Payroll for same-location-sameriod of club continuing operations increased 16.8 million for the year ended September 30, !
from $14.6 million for the previous year. Managerneurrently believes that its labor and managerstait levels are appropriate.

The increase in stodkased compensation in 2012 results from the issuafi©ptions in June and July 2012 to employees Board o
Directors.

Taxes and permits consists principally of payrales, property taxes, sales and alcohol taxegisiseand permits and the patron tax ir
nightclubs in Texas. The increase in 2012 requiitscipally from the new clubs acquired. Patroretaamounted to $3.0 million and ¢
million for the years ended September 30, 2012281d,, respectively.

Legal and professional expenses increased prigigak to certain onéme lawsuit and other legal settlements amourtin§2.5 million an
$462,000 in legal fees related to new acquisitiarz012.

Depreciation and amortization increased approxilya.0 million from the year ended September 30 12 due to the new clubs purche
during 2012 and 2011.

Utilities increased due to new clubs, but only g due to the heat and drought in Texas in 2011.
Other expenses increased due to the new clubsradqui

Interest expense was approximately the same as&9)%k added more debt from acquisitions while aid pff debt as we amortize the lo¢
As of September 30, 2012, the balance of l@rgs debt was $63.5 million compared to $35.6 wonilla year earlier. The increase is princif
attributable to adding $30 million in debt in th@12 acquisitions.

Gain on settlement of debt in 2011 represents dlire fgom settlement of certain cross-litigationiwihe former sellers of the Las Vegas club.
See “Derivative Financial Instrument” above foramhation on the Company’s derivative financial ingtent at September 30, 2012.
Non-GAAP Financial Measures

In addition to our financial information presentiedaccordance with U.S. GAAP, management usesioeian-GAAP financial measures”
within the meaning of the SEC Regulation G, toifaand enhance understanding of past performandeeospects for the future. Generall
non-GAAP financial measure is a nhumerical measfi@ @ompanys operating performance, financial position or cheWs that excludes
includes amounts that are included in or excludedhfthe most directly comparable measure calculatetl presented in accordance 1
GAAP. We monitor norGAAP financial measures because it describes teeatipg performance of the company and helps maneagean
investors gauge our ability to generate cash flexeluding some recurring charges that are inclidede most directly comparable meas
calculated and presented in accordance with GAA#atRe to each of the ndBAAP financial measures, we further set forth ationale a
follows:

Nor-GAAP Operating Income and Non-GAAP Operating Mar§fi’e exclude from non-GAAP operating income and G#HAP operatin
margin amortization of intangibles, gains and lesBem asset sales, stock-based compensation shditigation and other ontme lega
settlements and acquisition costs. We believe éxatuding these items assists investors in evalgaperiod-ovemperiod changes in o
operating income and operating margin without thpdct of items that are not a result of our dagdg-business and operations.
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Nor-GAAP Net Income and Non-GAAP Net Income per Baisare and per Diluted SharéVe exclude from non-GAAP net income and nor
GAAP net income per diluted share and per basiceshmortization of intangibles, income tax expemsgairment charges, gains and lo:
from asset sales, stock-based compensation, idigaind other one-time legal settlements and aitmuiscosts, and include the NGBAAP
provision for income taxes, because we believe éRaluding such measures helps management andonvédetter understand our opera
activities.

Adjusted EBITD/ We exclude from Adjusted EBITDA depreciation empe, amortization of intangibles, income tax, ies¢expense, inter
income, gains and losses from asset sales, ac¢gnisibsts, litigation and other orieae legal settlements and impairment charges Isecex
believe that adjusting for such items helps managgrand investors better understand operatingitietivAdjusted EBITDA provides a cc
operational performance measurement that compese#ts without the need to adjust for Federalesaat local taxes which have consider
variation between domestic jurisdictions. Also, @xclude interest cost in our calculation of adjdsEBITDA. The results are, therefc
without consideration of financing alternatives aapital employed. We use adjusted EBITDA as onalajine to assess our unlevera
performance return on our investments. AdjustedTER\ is also the target benchmark for our acquisgiof nightclubs.

Our adjusted EBITDA does not include interest exgeerincome taxes, depreciation, amortization anghirment charges. Because we |
borrowed money in order to finance our operationigrest expense is a necessary element of ous eost our ability to generate reven
Because we use capital assets, depreciation, aatioti and impairment charges are also necessameeals of our costs. Also, the paymer
income taxes is a necessary element of our opegatibherefore, any measures that exclude theseestenmave material limitations.
compensate for these limitations, we believe thas appropriate to consider both net earningssjla®etermined under GAAP, as well
adjusted EBITDA, non-GAAP net income and M@AAP operating income, to evaluate our performamdeo, we separately analyze
significant fluctuations in interest expense, defaton, amortization, impairment charges and inedaxes.
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The following tables present our non-GAAP meastweshe periods indicated (in thousands, excepspare amounts):

2012 2011 2010

Reconciliation of GAAP operating income to Adjustec
EBITDA
GAAP operating incom $ 16,51¢ $ 18,79: $ 11,38t
Impairment and loss on sale of discontinued opama - - 3,57¢
Litigation and other or-time legal settlemen 2,53: - -
Acquisition costs 462 10C 88
Depreciation and amortization 4,921 3,90¢ 3,22¢
Adjusted EBITDA $ 24,42¢ % 22,79¢ % 18,27¢
Reconcilation of GAAP net income (loss) to non-GAARet
income
GAAP net income (loss $ 7,57¢ % 7,84€ % (7,95%)
Amortization of intangible: 46~ 41¢ 414
(Gain) loss on sale of assets and debt settle 332 (90%) -
(Gain) loss on change in fair value of derivatinstiument: (1179) (129 31
Stocl-based compensatic 31t 8 40~
Litigation and other or-time legal settlemen 2,53: - -
Income tax expens 4,37¢ 5,40: 2,99¢
Acquisition costt 462 10C 88
Impairment charge - - 3,57¢
Loss from discontinued operations, net of incomxes 172 2,19¢ 11,60:
Non-GAAP provision for income taxes (5,640 (5,229) (3,909
Non-GAAP net income $ 10,47: $ 9,71C $ 7,251
Reconciliation of GAAP diluted net income (loss) peshare to
non-GAAP diluted net income per share
Fully diluted shares
Common stocl 9,691 9,93( 9,691

Diluted stock options 6 2 -
Total 9,697 9,93 9,691
GAAP net income (loss $ 0.7¢ % 0.7¢ % (0.89)
Amortization of intangible: 0.0t 0.0 0.0¢
(Gain) loss on sale of ass: 0.0: (0.09) -
(Gain) loss on change in fair value of derivatinstiument: (0.0)) (0.07) 0.0C
Stoclk-based compensatic 0.0z 0.0c 0.0¢
Litigation and other or-time legal settlemen 0.2¢ - -
Income tax expens 0.4t 0.5¢ 0.31
Acquisition costs 0.0t 0.01 0.01
Impairment charge - - 0.37
Loss from discontinued operations, net of incomxes 0.0z 0.2z 1.2C
Non-GAAP provision for income taxes (0.58) (0.59) (0.40
Non-GAAP diluted net income per share $ 1.06 $ 0.9¢ $ 0.7¢
Reconciliation of GAAP operating income to no-GAAP
operating income
GAAP operating incom $ 16,51: $ 18,79: $ 11,38t¢
Amortization of intangible: 46¢ 41¢ 414
Stocl-based compensatic 31t 8 40~
Litigation and other or-time legal settlemen 2,53 - -
Acquisition costt 462 10C 88
Impairment charges - - 3,57¢
Non-GAAP operating income $ 20,28¢ $ 19,32 % 15,86¢
Reconciliation of GAAP operating margin to nor-GAAP
operating margin
GAAP operating incom 17.7% 22.5% 15.4%
Amortization of intangible: 0.5% 0.5% 0.€%
Stoclk-based compensatic 0.2% 0.C% 0.5%
Litigation and other or-time legal settlemen 2.1% 0.C% 0.C%

Acquisition cost 0.5% 0.1% 0.1%



Impairment charges 0.C% 0.C% 4.£%
Non-GAAP operating margin 21.1% 23.1% 21.4%

Discontinued Operations

In March 2011, we made the decision to sell o Wagas location and, in April 2011, sharply redlite operations in order to elimin
losses as we sought a buyer for the property. Weveethat we had done everything possible to ntalselocation viable since its acquisitior
2008 and believed it was in our shareholdbest interests not to continue these efforts. Thie was shuttered and the landlord took ove
property in June 2011. Therefore, this club is geipmed as a discontinued operation in the accompgnfinancial statements and |
recognized a loss on the closure of $2.0 milliodistontinued operations for the year ended Sepme® 2011.

In August 2011, we sold 60% of the membership @serin the entity that previously operated our RiclCabaret in Austi
Texas. Accordingly, we have deconsolidated thesigiidry as of August 31, 2011 and have carried i equitynethod investment. The cl
is recognized as a discontinued operation in tkerapanying financial statements for all periodsspreed.

We closed our Divas Latinas club in Houston dutiegptember 2009. This club is also recognizedsodditinued operations.

Following is summarized information regarding thd&eontinued operations:

Revenues of discontinued operations amounted toared $2.6 million for the years ended SeptembeRB02 and 2011, respectively.
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The accompanying consolidated financial statemiaftsct the following as discontinued operationsofand for the period ended Septen
30, 2012, 2011, and 2010:

Year Ended September

2012 2011 2010
Loss from discontinued operatio $ (2649 $ (1,107 $ (919
Loss on sale of discontinued operatir - (2,270 (16,937
Income tax - discontinued operations 92 1,182 6,24¢
Total loss from discontinued operations, net of tax $ (172) $ (2,195 $ (11,609

Major classes of assets and liabilities includedss®ts and liabilities of discontinued operatansf:

September 3(
2012 2011
Current assel $ 3C $ 33
Property and equipme 40 76
Other asset 2 3
Current liabilities (130 (149
Long-term liabilities (33) (33
Net assets (liabilities $ 9n s (65)

Results of Operations for the Fiscal Year Ended Sépmber 30, 2011 as Compared to the Fiscal Year Endi&eptember 30, 2010

For the fiscal year ended September 30, 2011, wechasolidated total revenues of $83.5 million, pared to consolidated total revenue
$74.1 million for the year ended September 30, 20k0s was an increase of $9.4 million or 12.7%e Thcrease in total revenues
primarily due to revenues generated in our newschrd increases in revenues from certain of owtiagi clubs, especially from our New Y1
location. Revenues from nightclub operations fonsdocation same-period increased by 4.9%.

Our operating margin (income from operations didithy total revenues) was 22.5% for the year endgude®ber 30, 2011 compared to 15
for the prior year. The increase was principallg do an impairment charge of $3.6 million in 2010.

Our net income was $7.8 million for the fiscal yemded September 30, 2011 compared to a loss @fréflion for the previous year. T
increase in our net income was primarily a restithe impairment of three clubs in 2010.

Following is a comparison of the Compasiyicome statement for the years ended Septemb@02Q and 2010 with percentages compar
total revenue:

(in thousands) 2011 % 2010 %

Sales of alcoholic beverag $ 32,57¢ 39.(% $ 28,53 38.5%
Sales of food and merchand 7,402 8.5% 6,327 8.5%
Service Revenue 38,17¢ 45.1% 34,17¢ 46.1%
Other 5,33¢ 6.4% 5,02¢ 6.8%

Total Revenue 83,49 100.(% 74,06 100.%
Cost of Goods Sol 10,427 12.5% 9,13¢ 12.5%
Salaries & Wage 18,32: 21.%% 16,30¢ 22.(%
Stoclk-based Compensatic 8 0.C% 40~ 0.5%
Taxes and permit 12,54 15.(% 11,45: 15.5%
Charge card fee 1,361 1.€% 1,22¢ 1.7%
Rent 2,98¢ 3.6% 2,731 3.7%
Legal & professiona 2,28¢ 2.1% 3,00z 4.1%
Advertising and marketin 3,471 4.2% 3,161 4.2%
Depreciation and amortizatic 3,90¢ 4.7% 3,22¢ 4.4%
Insurance 1,15% 1.4% 98t 1.3%
Utilities 1,60t 1.€% 1,507 2.C%
Impairment of asse - 0.C% 3,57¢ 4.8%
Gain (loss) on sale of assets and o - 0.C% 3 0.C%
Other 6,62¢ 7.% 5,94¢ 8.C%
Total operating expenses 64,697 77.5% 62,67¢ 84.t%

Income from operatior 18,79 22.5% 11,38¢ 15.4%



Interest incom

Interest expens

Interest expens- loan origination cost

Gain (loss) on change in fair value of derivati
instruments

Gain on settlement of debt

Income from continuing operations before
income taxes

11¢
(3,930
(35¢)

12¢
90:<

15,65¢
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0.1%
-4.7%
-0.4%

0.2%

18.¢% $

19
(4,029
(45()

(31)

6,90¢

0.C%
-5.4%
-0.€%

0.C%
0.C%

9.3%




Other revenues include ATM commissions earned,ovigiimes and other vending and certain promotios daarged to our entertainers.
Company recognizes revenue from other revenueseamites at the point-of-sale upon receipt of cabbgk, or credit card charge.

Cost of goods sold includes cost of alcoholic aad-@icoholic beverages, food, cigars and cigaretteschandise, media printing/binding :
media. Our cost of goods sold for the nightcluleragions for the year ended September 30, 20111%&8% of our total revenues from c
operations compared to 12.3% for the year endeteBdyer 30, 2010. Cost of goods sold for same-lonsgameperiod decreased to 12.1%
the year ended September 30, 2011 compared to 1rfie year ended September 30, 2010. We cordioue efforts to achieve reductic
in cost of goods sold of the club operations thfoirgproved inventory management. We are continairggogram to improve margins fri
liquor and food sales and food service efficiency.

The increase in payroll and related costs, statetBalaries & Wagesabove, was primarily due to the addition of the redwbs in 2010 ar
2011. Payroll for same-location-sameriod of club continuing operations increased 18.8 million for the year ended September 30, :
from $12.6 million for the previous year. Managemamrently believes that its labor and managerstaft levels are appropriate.

The decrease in stodkased compensation in 2011 results from the isguah465,000 options at September 30, 2010 to eyep®mand Boa
of Directors. These options were exercisable imatedii, resulting in the related cost being recogaientirely during the 2010 fiscal year.

Taxes and permits consists principally of payrales, property taxes, sales and alcohol taxegisiseand permits and the patron tax ir
nightclubs in Texas. Patron taxes amounted to $@l®n and $1.8 million for the years ended Sember 30, 2011 and 2010, respectively.

Rent expense increased principally due to new $emstvo new clubs in Fort Worth

Legal and professional expenses decreased prilyciha to a decrease in the costs related to fitiganvolving claims under the Fair Lat
Standards Act. We incurred approximately $100,080$%88,000 in legal fees related to new acquisstior2011 and 2010, respectively.

Depreciation and amortization increased approxim&@79,000 from the year ended September 30, 20i®to the new clubs purchased.
Utilities increased due to new clubs and the hedtdxought in Texas in 2011.

The decrease in interest expense was attributaltleetcontinued decrease in debt as we amortiziodims. Also included in interest expens
2010 is the write off of the unamortized portion adrtain loan origination costs relating to ouraeched convertible debt, amounting
$274,425. As of September 30, 2011, the balantengfterm debt was $35.6 million compared to $44ilfion a year earlier.

Gain on settlement of debt in 2011 represents dlire fgom settlement of certain cross-litigationiwihe former sellers of the Las Vegas club.

See “Derivative Financial Instrument” above forarrhation on the Company’s derivative financial ingtent at September 30, 2011.
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LIQUIDITY AND CAPITAL RESOURCES

We believe our ability to generate cash from opegadctivities is one of our fundamental finanagtengths. Refer to the heading "Cash F
from Operating Activities" below. The neterm outlook for our business remains strong, aadcexpect to generate substantial cash flows
operations in 2013. As a result of our expectedh disvs from operations, we have significant flakilp to meet our financial commitmen
The Company has not recently raised capital thrabhghissuance of equity securities. Instead, wedebé financing to lower our overall cos
capital and increase our return on shareowner#yedrefer to the heading "Cash Flows from Finagdtivities" below. We have a history
borrowing funds in private transactions and froifesg in acquisition transactions and continuedwehthe ability to borrow funds at reason
interest rates in that manner. We have historia#tiljzed these cash flows to invest in propertd aquipment and adult nightclubs. Refer tc
heading “Cash Flows from Investing Activities” belo

As of September 30, 2012, we had a working caplidicit of $8.1 million compared to working capital $2.0 million as of September :
2011. The decrease is principally due to the adépns and real estate purchases we made during, 208iizing $6.9 million in cash and
increase in current debt. Because of the largenvelaf cash we handle, stringent cash controls haee implemented. At September 30, 2
our cash and cash equivalents were $5.5 millionpaoed to $9.7 million at September 30, 2011.

Our depreciation for the year ended September @2 2vas $4.5 million compared to $3.5 million fbetyear ended September 30, 2011.
amortization for the year ended September 30, 242$465,000 compared to $419,000 for the yearceS8dptember 30, 2011.

Sources and Use of Funds
Cash flows from operating activities are generdily result of net income adjusted for depreciadind amortization expenses, deferred t
(increases) decreases in accounts receivable, tories) and prepaid expenses and increases (desyegasaccounts payable and acci

liabilities. See a summary of these activities felo

Cash flows used in investing activities generadiffect payments relating to acquisitions of bustess property and equipment and marke
securities. See a summary of these activities helow

Cash flows from financing activities generally e=fl proceeds from issuance of shares and temg-debt, and payments on debt anc
options and purchase of treasury stock. See a synohthese activities below.

Cash Flows from Operating Activities
Following are our summarized cash flows from oppgaactivities:

Year Ended September &

2012 2011 2010

Income from continuing operatiol $ 7,962 $ 10,25 $ 3,90¢
Depreciation and amortizatic 4,921 3,90¢ 3,22¢
Deferred taxe 1,85¢ 3,77¢ 422
Gain on settlement of de - (903) -
Impairment of asse - - 3,57¢
Change in operating assets and liabili 3,101 672 5,36:
Other 58( 1,18( 851

$ 18,42 $ 18,88 $ 17,34(

Cash Flows from Investing Activities
Following are our summarized cash flows from iniegshctivities:

Year Ended September &

2012 2011 2010
Acquisition of marketable securiti $ (500 $ (505) $ (1,009
Additions to property and equipme (6,899 (11,539 (5,929
Additions of businesses, net of cash acqu (4,887) (4,28)) (5,85))
Other 1,24¢ (22) (115
$ (11,039 $ (16,340 $ (12,89)
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Following is a reconciliation of our additions tooperty and equipment for the years ended Septe8ther012 and 2011:

Years Ende:
(in thousands) September 3(
2012 2011 2010
Acquisition of real estat $ 6,15¢ $ 8,72¢ $ 4,30¢
Purchase of aircraft and upgrac 3,03¢ - 87¢
Capital expenditures funded by d (6,23€) - (2,71¢)
New capital expenditure in new clu 1,59¢ 1,33( 1,36¢
Maintenance capital expenditures 2,34¢ 1,47 2,08¢
Total capital expenditures in consolidated stateérénash flows $ 6,89¢ $ 1153: § 5,92
Cash Flows from Financing Activities
Following are our summarized cash flows from finagactivities:
Year Ended September &
2012 2011 2010
Proceeds from lor-term debt $ - $ 75C % 8,74(
Purchase of put options and payments on deriv (1,895 (2,049 (2,699
Payments on lor-term debt (8,40€) (6,85%) (2,47¢)
Purchase of treasury sto (2,099 (3,267) (1,599
Other 82t (27) (209
$ (11,569 $ (11,447 $ 1,75
The following table presents a summary of our dasks from operating, investing, and financing sitigs:
Year Ended September &
2012 2011 2010
Operating activitie! $ 18,42 $ 18,88. $ 17,34(
Investing activities (11,039 (16,340 (12,897
Financing activities (11,56¢) (11,44 1,757
Net increase (decrease) in ci $ (4,178 $ (8,900 $ 6,20(

We require capital principally for the acquisitiohnew clubs, renovation of older clubs and inrestts in technology. We may also uti
capital to repurchase our common stock as partiobare repurchase program.

Debt Financing:

On August 6, 2009, we completed the sale of aneggge of $7.2 million in 10% Convertible Debentufése “Debentures”Yo certait
accredited investors (the “HoldersThe Debentures bear interest at the rate of 10%pasm and mature on August 4, 2012. The Debes
were payable with one initial payment of interestyodue February 4, 2010, and, thereafter in temabquarterly principal payments, p
accrued interest thereon. At the option of thedddd, the Debentures could be converted into shudrgg Company common stock at $8.
per share. The Debentures were redeemable byamsy diime if the closing price of its common stdok 20 consecutive trading days is at |
$11.50 per share. The Debentures provide thavent ®f default would occur if: we should fail taypany principal or interest when due;
should fail to convert any Debenture when requined; should fail to observe or perform any coveranagreement contained within

Debenture; there are cross defaults to other iedieless in excess of $1,000,000; there is a re@aj#on, liquidation, voluntary or involunte
bankruptcy or insolvency proceedings or other baptay default; or a final unsatisfied judgment mowvered by insurance aggregating
excess of $1 million occurs against us and is tegtesl, bonded or discharged within seventy-fivesday

In connection with the sale of the Debentures, 186 sssued an aggregate of 164,569 warrants (tharrdts”) to the Holders, on a prate
basis. We issued each Holder a number of Wareantal to 20% of the number of shares of commorkstido which each Holdes' Debentur
is convertible. The Warrants have an exerciseepoic$8.75 and expire on August 5, 2012. The Wasrarovide that we had the right
require exercise of the Warrants if the closing@f our common stock for 20 consecutive tradiagsdvas at least $12.25.
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On April 16, 2010, the Company sent a Notice of éegtion to all of the Holders, thereby exercisitgright to redeem all of the 2C
Debentures, including the entire outstanding ppacamount of all the 2009 Debentures and any acdchut unpaid interest thereon. U
receipt of such Notice of Redemption, all of theldéos exercised their right to convert the printgmaount plus all accrued but unpaid inte
thereon of the 2009 Debentures at the conversioe pf $8.75 per share in lieu of receiving a caahment (pursuant to the terms of the -
Debentures), effective as of May 3, 2010. Accagliinon May 4, 2010, the Company issued an aggeeghB42,972 shares of its comn
stock to these Holders, in conversion of an agdeega $7.2 million of outstanding principal and aggregate of $176,000 of outstanc
interest on such 2009 Debentures. As a resuhlisfdonversion, the Company made no cash paymeritsetHolders in connection with 1
Notice of Redemption. Concurrent with the retirainef the debt, the Company was required to wrifeas interest expense, the unamort
portion of its related loan origination costs, amiing to $274,425.

On June 25, 2010, the Company completed the sad@ aiggregate of approximately $9.2 million in 1@%nvertible Debentures (th01(
Debentures”) to certain accredited investors (tHelders”). The 2010 Debentures bear interest at the rate @f @€ annum and mature
June 25, 2013. The 2010 Debentures are payalteond initial payment of interest only due Decemd@r2010, and, thereafter in ten e«
quarterly principal payments, plus accrued intetiesteon. At the option of the Holders, the pfiadiamount of the 2010 Debentures anc
accrued but unpaid interest thereon may be cortvérte shares of the Compasytommon stock at $10.25 per share. The 2010 Datesrar
redeemable by the Company at any time if the cfppiice of its common stock for 20 consecutiveitigdiays is at least $13.47 per share.

In connection with the sale of the 2010 Debentinehine 2010, the Company also issued an aggref/a#9,513 warrants (the “Warrants
the Holders, on a prmata basis. The Company issued each Holder a nuaib&arrants equal to 20% of the number of shafesommaol
stock into which each Holdex’2010 Debenture is convertible. The Warrants laavexercise price of $10.25 and expire on Jun@@E3. Th
Warrants provide that the Company has the righetmire exercise of the Warrants if the closinggf the Compang’ common stock for :
consecutive trading days is at least $14.35.

The fair value of the warrants were estimated t&$4@84,571 in accordance with FASB ASC 8E@jr Value Measurementsusing a Black-
Scholes option-pricing model using the followingigiged average assumptions:

Volatility 68%
Expected life 1.5 year
Expected dividend yiel -
Risk free rate 1.1&%

The cost of the warrants has been recognized ssautht on the related debt and will be amortizeer dhe life of the debt.

The proceeds from the sale of the 2010 Debentur@dNarrants in June 2010 are intended to be ufilteemake future acquisitions, and r
be utilized for working capital and general corgenaurposes.

An adviser to the Company received compensatiothénamount of $460,000, which was capitalized @ lorigination cost and will |
amortized over the life of the debt, in connectigith advising the Company regarding the June 2(4l@ sf the 2010 Debentures
Warrants. The 2010 Debentures and Warrants wédeusder the exemption from registration providgd3ection 4(2) of the Securities Act
1933 and the rules and regulations promulgatecetimeler, including Regulation D. All of the offeaiad sales of the 2010 Debentures
Warrants were made exclusively to “accredited itis$ (@s such term is defined in Rule 501(a) of Regutaf) in offers and sales r
involving a public offering. The Holders purchagbkd securities for their own account and not witiiew towards or for resale. There wa:
general solicitation or advertising conducted inreection with the sales of the securities.

The proceeds from the sale of the Debentures andavwta are intended to be utilized to make futurguésitions, and may be utilized
working capital and general corporate purposes.

In August 2011, the Company borrowed $750,000 femmemployee. The note bears interest at the raf®%f per annum and matures
August 1, 2014. The note is payable with oneahpiayment of interest only due January 1, 2018, #rereafter in ten interestily quarterh
payments. The principal is payable on August 14204t the option of the holder, the principal ambof the note and the accrued but un
interest thereon may be converted into shareseofCitbmpanys common stock at $10.00 per share. The notedeereable by the Compe
after six months at any time if the closing pri¢ét® common stock for 20 consecutive trading dayet least $13.00 per share.

Contractual obligations and commitments

We have long term contractual obligations primaiilythe form of operating leases and debt obligatidrhe following table summarizes
contractual obligations and their aggregate madsrias well as future minimum rent payments. Futaterest payments related to varii
interest rate debt were estimated using the irnteags in effect at September 30, 2012.
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Payments Due by Peric

(in thousands) Total 2013 2014 2015 2016 2017 Thereafte
Long-term debi $ 63526 $ 6,60 $ 590¢ $ 6520 $ 4257 $ 1228 $ 27,96(
Interest payment 23,10: 5,401 4,807 4,21 3,68t 2,94¢ 2,047
Operating lease 12,79¢ 2,31z 2,85¢ 1,27: 1,08t 83t 4,43¢
Common stock put optior 32( 32C

Put Options

As part of certain of our acquisition transactions, have entered into Lock-Up/Le&kit Agreements with the sellers pursuant to whichol
after a contractual period after the closing dtte,seller shall have the right, but not the oltiazg to have us purchase from seller a ce
number of our shares of common stock issued inrimsactions in an amount and at a rate of not riane a contractual number of the sh
per month (the “Monthly Shares”) calculated at Egper share equal to a contractual value perestisalue of the Rick’s Shares”At our
election during any given month, we may either thgy Monthly Shares or, if we elect not to buy therthly Shares from the seller, then
seller shall sell the Monthly Shares in the operkeia Any deficiency between the amount which tb#es receives from the sale of
Monthly Shares and the value of the shares shatlid by us within three business days of the datale of the Monthly Shares during 1
particular month. Our obligation to purchase thenlihty Shares from the Seller shall terminate arabeet such time as the seller has rec
a contractual amount from the sale of the Rick’ar8& and any deficiency. Under the terms of thekildg/Leak-Out Agreements, the sel
may not sell more than a contractual number ofshares per 30-day period, regardless of whetheseher “Puts’the shares to us or st
them in the open market or otherwise.

During April and May 2009, we completed renegotiatdf terms of certain of our long term debt ansigmificant portion of outstanding
options. Before the renegotiation, the maximumigattion that could be owed if our stock were valadzero was $13.9 million and v
recorded in our consolidated balance sheet as Temp&quity. After the renegotiation, the maximwiligation that could be owed if ¢
stock were valued at zero is $320,000 at Septed®e2012. If we are required to buy back any esthput options, the bupack transactic
will be purely a balance sheet transaction, affectnly Temporary Equity or Derivative Liability drStockholdersEquity and will have n
income statement effect. The only income stateraéfatt from these put options is the “mark to nedtkvaluation quarterly of the derivati
liability as explained in Note B of Notes to Coridated Financial Statements. The annual obligatierwould have if our stock price reme
in the future at the closing market price on Sefen80, 2012 of $8.28 per share, of which therebmano assurance, would be $208,00!
the year ending September 30, 2013, including thévative financial instruments recognized in oansolidated balance sheet at Septe!
30, 2012.

Each $1.00 per share movement of our stock priseahaggregate effect of $13,500 on the total abtg.

We are not aware of any other event or trend thmatldvpotentially affect liquidity. In the event dua trend develops, we believe our worl
capital and capital expenditure requirements wélldolequately met by cash flows from operationguinopinion, working capital is not a ti
indicator of our financial status. Typically, busgses in our industry carry current liabilitiegitess of current assets because businesses
industry receive substantially immediate paymemntsales, with nominal receivables, while inventsrand other current liabilities norme
carry longer payment terms. Vendors and purveydtesnoremain flexible with payment terms, providibgsinesses in our industry w
opportunities to adjust to short-term business déwvns. We consider the primary indicators of ficiah status to be the lortgrm trend c
revenue growth, the mix of sales revenues, ovesalh flow, profitability from operations and thedéof long-term debt.

The following table presents a summary of suchciaidirs:

Increase Increase
2012 (Decrease 2011 (Decrease 2010

Sales of alcoholic beverag $ 38,68 18.¢% $ 32,57¢ 14.2% $ 28,53:
Sales of food and merchand 8,81( 19.(% 7,40z 17.(% 6,327
Service Revenue 41,94 9.% 38,17¢ 11.7% 34,17¢
Other 5,781 8.2% 5,33¢ 6.2% 5,02¢

Total Revenues 95,22( 14.(% 83,49: 12.7% 74,06
Net cash provided by operating activit $ 18,42¢ 2.9% $ 18,88: 8.7% $ 17,34(
Adjusted EBITDA $ 24,42¢ 7.2% $ 22,79¢ 24.71% $ 18,27:
Long-term debt $ 63,52¢ 78.1% $ 35,55¢ -16.7% $ 42,68t

* See definition of adjusted EBITDA above under &Resof Operations.
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We have not established lines of credit or finagoither than the above mentioned notes payableoanaxisting debt. There can be
assurance that we will be able to obtain additidimaincing on reasonable terms in the future, dlatshould the need arise.

Share repurchase

On September 29, 2008, our Board of Directors ai#bd us to repurchase up to $5 million worth of common stock. During the fiscal y:
ended September 30, 2012, we purchased 140,288ssbiacommon stock in the open market at pricegingnfrom $6.32 to $8.24. During 1
fiscal year ended September 30, 2011, we purch288384 shares of common stock in the open matkmices ranging from $6.45 to $8.
During the fiscal year ending September 30, 2000slmares were purchased under this program. UhdeBoard's authority, we have $
million remaining to purchase additional shares.

IMPACT OF INFLATION

We have not experienced a material overall impawrnfinflation in our operations during the pastesay years. To the extent permittec
competition, we have managed to recover increagsis through price increases and may continue gndblowever, there can be no assur
that we will be able to do so in the future.

SEASONALITY

Our nightclub operations are affected by seasamabfs. Historically, we have experienced redueamues from April through Septem
with the strongest operating results occurringmyu®ctober through March.

GROWTH STRATEGY

We believe that our nightclub operations can caito grow organically and through careful entripimarkets and demographic segm
with high growth potential. Our growth strategy (&) to open new clubs after market analysis, ¢l@dquire existing clubs in locations that
consistent with our growth and income targets ahéckvappear receptive to the upscale club formutahave developed, (c) to form jc
ventures or partnerships to reduce stigrtand operating costs, with us contributing equitghe form of our brand name and manage
expertise, (d) to develop new club concepts thatcansistent with our management and marketingsskihd/or (e) to acquire real estat
connection with club operations, although some<imay be in leased premises.

During fiscal 2008, we acquired a media divisionddotal cost of $1.1 million. This acquisition svlunded primarily through issuance of
restricted common stock valued at $369,754, an® $D0 in cash. This media operation had total regerof approximately $1.2 million, $:
million and $1.4 million for fiscal years 2012, 204nd 2010, respectively and net losses of appiatein $67,000, $156,000 and $242,000.

During fiscal 2008, we acquired five existing niglab operations and 49% of an existing nightclukragon for a total cost of $69.8 millic
including real property of $14.8 million. These aisitions were funded primarily through indebtednes $21 million, including real prope
debt of $8 million, issuance of our restricted coomstock valued at $13 million, $701,711 in debigfeeness, and $35.4 million in ca
These nightclub operations (exclusive of the Lagaseclub closed in 2011 and the Austin club in Whiee sold 60% in 2011) had tc
revenues of approximately $35.5 million, $34.9 miilland $32.6 million for fiscal years 2012, 2012010, respectively, and pretax inct
of approximately $11.8 million, $11.0 million an8.8 million.

During fiscal 2009, we acquired one nightclub ofierafor cash of approximately $2.4 million. Thiesing occurred on September 30, 2!
This acquisition was funded with cash of $2.3 miili This nightclub operation had total revenueapggroximately $3.8 million, $3.6 millic
and $3.8 million in 2012, 2011 and 2010, respebtiead net income (loss) before taxes of approxayas 505.000, $266,000 and $(26,(
for 2012, 2011 and 2010, respectively.

During fiscal 2010, we acquired three existing mgfb operations for a total cost of approximat$8:2 million, including real property
approximately $4.6 million. These acquisitions wduaded primarily with cash of approximately $5.9lliwn, real property debt i
approximately $2.5 million, and a selle’eommon stock which we owned, valued at approxmat795,000. These nightclub operations
total revenues of approximately $8.6 million, $/8lion and $2.8 million and net income before tead approximately $932,000, $609,!
and $176,000 for fiscal years 2012, 2011 and 2f&dpectively.

During fiscal 2011, we acquired three existing tifjib operations and opened another for a totdlafospproximately $11.3 million, includil

real property of approximately $6.4 million. Theaequisitions were funded with cash. These nightdpkrations had total revenues
approximately $5.6 million for fiscal year 2012 damet income before taxes of approximately $500Q,000
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During fiscal 2012, we acquired eleven existinghtégub operations and two other licensed locationder development for a total cos
approximately $35.4 million, including real propentf approximately $7.6 million. These acquisitionsre funded primarily with cash
approximately $4.9 million, debt of $22 million amédal property debt of approximately $9.0 milliofhese nightclub operations had t
revenues of approximately $4.3 million and net meobefore taxes of approximately $620,000 for fise@mr 2012. These amounts do
include the acquisition of approximately $10.1 roill of real estate relating to the Jaguars acduisisee Note M of Notes to Consolide
Financial Statements) which was closed on OctobefQ12.

We continue to evaluate opportunities to acquine nghtclubs and anticipate acquiring new locatitmat fit our business model as we
done in the past. The acquisition of additionabslwill require us to obtain additional debt owigsce of our common stock, or both. There
be no assurance that we will @ble to obtain additional financing on reasonaétens in the future, if at all, should the needearsn inability
to obtain such additional financing could have dwvesse effect on our growth strategy.

In addition to their strong cash flow, the acquisitof the Media Division has enabled us to creee marketing synergies with major indu:
product suppliers and new national advertising ojumities. It also provides us with additional disification of our revenue and inco
streams while remaining within our core competency.

ltem 7A. Quantitative and Qualitative Disclosures Aout Market Risk

The only items in our financial statements applieaio this section are put options which are reggbrih our balance sheet as derive
liabilities and temporary equity. The disclosuequired by this section is contained in “Put Opgioabove.

Item 8. Financial Statements and Supplementary Data

The information required by this Item begins on &a8g.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Board of Directors and Stockholders of
Rick’s Cabaret International, Inc.

We have audited the accompanying consolidated balaheets of Rick's Cabaret International, Inc. smoisidiaries (the “Company”as o
September 30, 2012 and 2011, and the related d¢datad statements of operations, changes in pembateckholdersequity, and cash flov
for each of the years in the three-year period érieptember 30, 2012. The Compangianagement is responsible for these consoli
financial statements. Our responsibility is to egsran opinion on these consolidated financiatstants based on our audits.

We conducted our audits in accordance with thedstats of the Public Company Accounting OversighamBioUnited States). Those stand.
require that we plan and perform the audit to ebtaasonable assurance about whether the congalitiatincial statements are free of mat
misstatement. An audit includes examining, on & b@sis, evidence supporting the amounts and disds in the consolidated finan
statements. An audit also includes assessing twuating principles used and significant estimatesle by management, as well as evalu
the overall financial statement presentation. Weebe that our audits provide a reasonable basisdo opinion.

In our opinion, the consolidated financial statetmemeferred to above present fairly, in all materespects, the financial position of
Company, as of September 30, 2012 and 2011, ancesdts of their operations and their cash floasdach of the years in the threea
period ended September 30, 2012, in conformity wittounting principles generally accepted in théddnStates of America.

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@/nited States), the Company’s
internal control over financial reporting as of &apber 30, 2012, based on criteria establishédt@mnal Control—Integrated Framework
issued by the Committee of Sponsoring Organizatidrike Treadway Commission, and our report datedenber 14, 2012, expressed an
unqualified opinion.

/s/ Whitley Penn LLP

Dallas, Texas
December 14, 2012
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders
Rick’s Cabaret International, Inc.

We have audited Rick’s Cabaret International, brad subsidiaries’ (the “Companyif)ternal control over financial reporting as of &spbe
30, 2012, based on criteria establishethternal Control—Integrated Framewoiksued by the Committee of Sponsoring Organizatadrtke
Treadway Commission. The Compasiyhanagement is responsible for maintaining effedtiternal control over financial reporting and fis
assessment of the effectiveness of internal comivel financial reporting included in the accompagyManagemengs Report on Intern
Control Over Financial ReportingOur responsibility is to express an opinion om @ompanys internal control over financial reporting ba
on our audit.

We conducted our audit in accordance with the statglof the Public Company Accounting Oversight ld@nited States). Those stand:
require that we plan and perform the audit to ebtaasonable assurance about whether effectivenaiteontrol over financial reporting w
maintained in all material respects. Our auditné@inal control over financial reporting includeist@ining an understanding of internal cor
over financial reporting, assessing the risk thataderial weakness exists, and testing and evalyisitie design and operating effectivene:
internal control based on the assessed risk. Odit also included performing such other procedumeswe considered necessary in
circumstances. We believe that our audit providesaaonable basis for our opinion.

A companys internal control over financial reporting is @@ess designed to provide reasonable assuranaeiregthe reliability of financi:
reporting and the preparation of financial stateimidor external purposes in accordance with gelyeealcepted accounting principles
companys internal control over financial reporting inclgddose policies and procedures that (1) pertatheéanaintenance of records tha
reasonable detail, accurately and fairly refleet ttansactions and dispositions of the assetseotdmpany; (2) provide reasonable assui
that transactions are recorded as necessary toitpgraparation of financial statements in accorédamdth generally accepted accoun
principles, and that receipts and expenditureshef dompany are being made only in accordance withoaizations of management
directors of the company; and (3) provide reasanalsurance regarding prevention or timely deteatfounauthorized acquisition, use
disposition of the company’s assets that could lzaneterial effect on the financial statements.

Because of its inherent limitations, internal cohtver financial reporting may not prevent or @¢taisstatements. Also, projections of
evaluation of effectiveness to future periods atgexct to the risk that controls may become inadégjbecause of changes in conditions, o
the degree of compliance with the policies or pdoces may deteriorate.

In our opinion, the Company maintained, in all mialerespects, effective internal control over figal reporting as of September 30, 2(
based on criteria establishediimernal Control—Integrated Framewoiksued by the Committee of Sponsoring Organizatidribe Treadwa
Commission.

We have also audited, in accordance with the stdsdaf the Public Company Accounting Oversight Bo@nited States), the consolids
balance sheets and the related consolidated statemeoperations, changes in permanent stockhsildquity (deficit), and cash flows of 1
Company, and our report dated December 14, 20J2esged an unqualified opinion on those consolibifiancial statements.

/s/ Whitley Penn LLP

Dallas, Texas
December 14, 2012
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RICK'S CABARET INTERNATIONAL, INC.
CONSOLIDATED BALANCE SHEETS

September 30,
(in thousands, except per share date 2012 2011

Assets
Current asset:
Cash and cash equivale $ 552( $ 9,69¢
Accounts receivable

Trade, ne 1,74 77¢

Other, ne 29¢€ 1,161
Marketable securitie 1,05¢ BilE
Inventories 1,26( 1,17«
Deferred tax ass 3,63t 5,19¢
Prepaid expenses and other current a: 1,12 1,02t
Assets of discontinued operations 72 112
Total current asse 14,70¢ 19,65¢
Property and equipment, r 79,94( 65,89:
Other asset:
Goodwill and indefinite lived intangibles, r 94,02¢ 65,64
Definite lived intangibles, ne 1,17 1,091
Other 2,53¢ 1,09:
Total other assets 97,74 67,82¢
Total assets $ 192,39 $ 153,37
Liabilities and Stockholders' Equity
Current liabilities:
Accounts payabl $ 1,86 $ 1,21¢
Accrued liabilities 4,29¢ 2,76¢
Texas patron tax liabilit 9,84¢ 6,83(
Current portion of derivative liabilitie 75 1,20¢
Current portion of lon-term debt 6,60: 5,49¢
Liabilities of discontinued operations 162 177
Total current liabilities 22,85 17,69:
Deferred tax liability 23,96: 23,03
Other lon¢-term liabilities 832 78t
Long-term debt 56,92¢ 30,06(
Total liabilities 104,57: 71,56¢
Commitments and contingenci
Temporary equit- Common stock, subject to put rights 9 and 66 shaespectivel 207 1,58¢
PERMANENT STOCKHOLDERS' EQUITY
Preferred stock, $.10 par, 1,000 shares authorimatt issued and outstand - -
Common stock, $.01 par, 20,000 shares authoriz684%nd 9,604 shares issued and outstandi

respectively 96 96
Additional paic-in capital 61,21: 61,44¢
Accumulated other comprehensive inca 59 1C
Retained earnings 22,93¢ 15,36
Total Rick's permanent stockhold’ equity 84,30¢ 76,91
Noncontrolling interest 3,30¢ 3,30¢
Total permanent stockholders’ equity 87,61: 80,22:
Total liabilities and stockholders’ equity $ 192,39. $ 153,37

See accompanying notes to consolidated financgsients.
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RICK'S CABARET INTERNATIONAL, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS

Year Ended September 30,

(in thousands, except per share date 2012 2011 2010

Revenues

Sales of alcoholic beverag 38,68 $ 32,57 $ 28,53:

Sales of food and merchand 8,81( 7,402 6,327

Service revenue 41,94 38,17¢ 34,17¢

Other 5,781 5,33¢ 5,02¢

Total revenue 95,22( 83,49: 74,06

Operating expense

Cost of goods sol 12,64« 10,427 9,13¢

Salaries and wagt 20,85’ 18,32 16,30¢

Stoclk-based compensatic 31t 8 40¢

Other general and administrati\

Taxes and permil 14,63¢ 12,54: 11,45:

Charge card fee 1,352 1,361 1,22¢

Rent 2,87 2,98¢ 2,731

Legal and profession: 5,861 2,28¢ 3,00z

Advertising and marketin 4,04¢ 3,471 3,167

Depreciation and amortizatic 4,921 3,90¢ 3,22¢

Insurance 1,43¢ 1,15 98¢t

Utilities 1,76 1,60¢ 1,507

Impairment of asse - - 3,57¢

Loss on sale of property and otl 332 - 3

Other 7,661 6,624 5,94¢

Total operating expenses 78,70" 64,69’ 62,67¢

Income from operation 16,51 18,79¢ 11,38¢

Other income (expense

Interest incomt 19 11€ 18

Interest expens (4,009 (3,930 (4,029

Interest expens— loan origination cost (310 (359 (450

Gain (loss) on change in fair value of derivatinstiument: 117 12¢ (31)

Gain on settlement of debt - 903 -

Income from continuing operations before income 12,33¢ 15,65¢ 6,90:

Income taxes 4,37¢ 5,40: 2,99¢

Income from continuing operatiol 7,96: 10,25: 3,90t

Loss from discontinued operations, net of inconxega (172) (2,195 (11,609

Net income (loss 7,79( 8,051 (7,699

Less: net income attributable to noncontrollingeiests (212) (211) (260)

Net income (loss) attributable to R's Cabaret International, Inc. 757¢ $ 7.84¢ $ (7,95¢)

Basic earnings (loss) per share attributable té&’s shareholder:

Income from continuing operatiol 08C $ 1.01 $ 0.3¢
Loss from discontinued operations (0.02) (0.22) (1.20)
Net income (loss) 0.7¢ $ 0.7¢ $ (0.82)

Diluted earnings (loss) per share attributableitk’s shareholder:

Income from continuing operatiol 0.8C $ 101 $ 0.3¢
Loss from discontinued operations (0.02) (0.29) (1.20
Net income (loss) 0.7¢ $ 0.7¢ $ (0.82)

Weighted average number of common shares outsigr

Basic 9,691 9,93( 9,691

Diluted 9,69 9,93: 9,69

See accompanying notes to consolidated financgtsients.
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RICK'S CABARET INTERNATIONAL, INC.

CONSOLIDATED STATEMENTS OF CHANGES IN PERMANENT STO CKHOLDERS' EQUITY

Years Ended September 30, 2012, 2011 and 2010

(in thousands)

Common Stock

Accumulated

Treasury Stock

Additional Other Total
Number Paid-In Comprehensive Retained Number Noncontrolling  Stockholders’
of Shares Amount Capital Income (Loss) Earnings of Shares Amount Interests Equity
Balance at October 1, 20! 8,88( $ 83 3 54,53( $ - % 15,47 - - % 3,31¢ 3 73,41
Stock options exercise 2C - 5€ - - - - - 56
Change in temporary equi 29 - 1,04t - - - - - 1,04t
Common stock issued for debt &
interest 89t 9 7,45¢ - - - - - 7,467
Issuance of warran - - 43t - - - - - 43t
Purchase of treasury sha - - - - - 19¢ (1,599 - (1,599
Cancelled treasury shar (58) - (1,599 - - (199) 1,59¢ - -
Stoclk-based compensatic - - 40% - - - - 40%
Payments to noncontrollir
interests - - - - - - - (265) 26E)
Net loss - - - - (7,95¢) - - 26C (7,699
Balance at September 30, 2( 9,76¢ 98 62,32¢ - 7,51¢ - - 3,31« 73,25:
Stock options exercise 25 - 18¢ - - - - - 18¢
Change in temporary equi - - 51€ - - - - - 51€
Common stock issued for debt &
interest 26 - 27C - - - - - 27C
Settlement of lawsu 7C 1 1,39¢ - - - - - 1,40(
Purchase of treasury sha - - - - - 41E (3,267) - (3,267)
Cancelled treasury shar (28%) 3) (3,26¢) - - (415) 3,261 - -
Stoclk-based compensati - - - - - - 8
Payments to noncontrollir
interests - - - - - - - (21€) (21€)
Change in marketable securit - - - 10 - - - - 10
Net income - - - - 7,84¢ - - 211 8,051
Comprehensive incomr 8,067
Balance at September 30, 2( 9,60¢ 96 61,44¢ 10 15,36: - - 3,30¢ 80,22:
Change in temporary equi - - 502 - - - - - 502
Purchase of treasury sha - - - - - 262 (2,097 - (2,099
Cancelled treasury shar (240 (2) (2,097 - - (262) 2,092 - -
Stocl-based compensatic - - 31t - - - - 31t
Warrants exercise 12C 1 1,03¢ - - - - 1,04(
Payments to noncontrolling intere - - - - - - - (215) (215)
Change in marketable securit - - - 49 - - - - 49
Net income - - - - 7,57¢ - - 212 7,79
Comprehensive incon 7,83¢
Balance at September 30, 2( 958 $ 9% 3 61,21: $ 53 $ 22,93¢ - - $ 3,306 $ 87,61.

See accompanying notes to consolidated financsients.
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RICK'S CABARET INTERNATIONAL, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended September 30,

(in thousands) 2012 2011 2010

CASH FLOWS FROM OPERATING ACTIVITIES
Net income (loss $ 7,79C $ 8,057 $ (7,699¢)
Loss from discontinued operations 172 2,19t 11,60
Income (loss) from continuing operatic 7,96: 10,25: 3,90¢
Adjustments to reconcile net income (loss) to reshcprovided by operating

activities:
Depreciation and amortizatic 4,921 3,90¢ 3,22¢
Deferred taxe 1,85¢ 3,77¢ 422
Loss on sale of property and otl 332 - 3
Gain on settlement of de - (909 -
Impairment of asse - - 3,57¢
Amortization of note discour 14t 14t 142
(Gain) loss on change in fair value of derivatinstiument: (117) (129 31
Write-off of prepaid loan origination cos - - 274
Beneficial conversiol - - 23
Deferred rent: 49 65 78
Stock compensation exper 31t 8 40¢
Changes in operating assets and liabilit
Accounts receivabl (82 (1,079 (25€)
Inventories (39 (92) (5)
Prepaid expenses and other as (1,220 (30€) (159
Accounts payable and accrued liabilities 4,447 2,14 5,78
Cash provided by operating activities of continuapgration:s 18,56¢ 17,79( 17,44¢
Cash provided by (used in) operating activitiesieEontinued operations (144) 1,091 (106)
Net cash provided by operating activit 18,42¢ 18,88: 17,34(
CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from sale of prope 1,24t - -
Purchase of marketable securi (500 (50%) (1,009
Additions to property and equipme (6,899 (12,539 (5,929
Acquisition of businesses, net of cash acquired (4,882 (4,287 (5,85))
Cash used in investing activities of continuing ragiens (11,039 (16,319 (12,787
Cash used in investing activities of discontinupdrations - (21) (115)
Net cash used in investing activiti (11,039 (16,340 (12,897
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from stock options exerci: - 18¢ 56
Proceeds from lor-term debt - 75C 8,74(
Warrants exercise 1,04( - -
Purchase of put options and payments on derivatsteument (1,895 (2,049 (2,699
Payments on lor-term debt (8,406 (6,855 (2,47%)
Purchase of treasury sto (2,092 (3,267) (1,599
Distribution to minority interests (215) (21€) (26%)
Cash provided by (used in) financing activitiesohtinuing operations (11,56¢) (11,447 1,75i
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENT (4,17¢) (8,907 6,20(
CASH AND CASH EQUIVALENTS AT BEGINNING OF PERIOD 9,69¢ 18,59¢ 12,39¢
CASH AND CASH EQUIVALENTS AT END OF PERIOD $ 552( $ 9,69¢ $ 18,59¢
CASH PAID DURING PERIOD FOR
Interest $ 383 $ 4,05 $ 3,19:
Income taxes $ 2,56¢ $ 2,617 $ 1,001
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Non-cash transactions:

(in thousands)

Purchase and retirement of treasury shz
Number of share
Cost of share
Issue of shares of common stock for debt and ist
Number of share
Value of share

Issue of detachable warrants in conjunction withtdelassified as discount ¢

debt with offset to additional pein capital)
Number of share
Value of share

Debt incurred with seller in connection with acéuirbusinesses and real

estate
Unrealized gain (loss) on marketable secur

Transfer of shares from temporary equity to permarquity - settlement of

cros«litigation
Number of share
Value of share

See accompanying notes to consolidated financssients.
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Years Ended September :

2012 2011 2010

262 41¢ 197

$ 2,092 $ 3,267 $ 1,59¢
- 26 89t

$ - $ 27C  $ 7,461
- - 17¢

$ - 8 - 8 434
$ 36,23t $ - $ 4,69¢
$ 4¢ 8 10 $ =
- 70 -

$ - 8 1400 $ -




RICK'S CABARET INTERNATIONAL, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
SEPTEMBER 30, 2012 AND 2011

A. Nature of Business

Rick’s Cabaret International, Inc. (the “Companig’a Texas corporation incorporated in 1994. Thhoitsysubsidiaries, the Company curre
owns and operates nightclubs that offer live adntertainment, restaurant, and bar operations.eThightclubs are located in Houston, Aut
San Antonio, Dallas and Fort Worth, Texas, as w&elMinneapolis, Minnesota, Philadelphia, Pennsyfja@harlotte, North Carolina, N¢
York, New York, Miami Gardens, Florida, and Indigods, Indiana. The Company also owns and operategdia division. The Comparsy’
corporate offices are located in Houston, Texas.

B. Summary of Significant Accounting Policies

Basis of Accounting

The accounts are maintained and the consolidabedidial statements have been prepared using theahdasis of accounting in accorda
with accounting principles generally accepted m lthmited States of America.

Principles of Consolidation

The consolidated financial statements include tbeoants of the Company and its subsidiaries. Siamf intercompany accounts
transactions have been eliminated in consolidation.

Use of Estimates

The preparation of consolidated financial states@ntonformity with accounting principles geneyalkccepted in the United States of Ame
requires management to make estimates and assusitiat affect certain reported amounts in the alieted financial statements ¢
accompanying notes. Estimates and assumptionsaaesllon historical experience, forecasted futuemtsvand various other assumptions
we believe to be reasonable under the circumstariesgignates and assumptions may vary under diffeasaumptions or conditions. \
evaluate our estimates and assumptions on an and@isis. We believe the accounting policies belog aitical in the portrayal of o
financial condition and results of operations.

Cash and Cash Equivalents
The Company considers all highly liquid investmewith a maturity of three months or less when pasgd to be cash equivalents.

Company maintains deposits in several financidititgons, which may at times exceed amounts cal/éxe insurance provided by the L
Federal Deposit Insurance Corporation ("FDIC").eT@ompany has not experienced any losses relateddants in excess of FDIC limits.
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RICK'S CABARET INTERNATIONAL, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
SEPTEMBER 30, 2012 AND 2011

B. Summary of Significant Accounting Policies - catinued
Accounts and Notes Receivable

Trade accounts receivable for the nightclub openat primarily comprised of credit card chargehijol are generally converted to cash in

to five days after a purchase is made. The meisiah’s accounts receivable is primarily comprised othegbles for advertising sales
Expo registration. The Company’s accounts receejaither is comprised of employee advances and otiseellaneous receivables. The long
term portion of notes receivable are included Imeotassets in the accompanying consolidated bakhrests. The Company recognizes int
income on notes receivable based on the termseadigheement and based upon managesientiluation that the notes receivable and ini
income will be collected. The Company recognizdswances for doubtful accounts or notes when, bamednanagement judgme
circumstances indicate that accounts or notesvaigks will not be collected.

Inventories

Inventories include alcoholic beverages, food, &uwinpany merchandise. Inventories are carried atatlver of cost (on a first-in, firsbui
(“FIFO”) basis), or market.

Property and Equipment

Property and equipment are stated at cost. Prossior depreciation and amortization are made ustrgjghtline rates over the estima
useful lives of the related assets and the shofteiseful lives or terms of the applicable leasmsléasehold improvements. Buildings h
estimated useful lives ranging from 29 to 40 yekrsniture, equipment and leasehold improvemente lestimated useful lives between
and 40 years. Expenditures for major renewals atigtments that extend the useful lives are capéiel Expenditures for normal maintena
and repairs are expensed as incurred. The costsetsasold or abandoned and the related accumuafw@dciation are eliminated from
accounts and any gains or losses are chargedditeztén the accompanying consolidated statemenpefations of the respective period.

Gooduwill and Intangible Assets and Impairment of Lang-Lived Assets

FASB ASC 350/ntangibles - Goodwill and Other@addresses the accounting for goodwill and othemigible assets. Under FASB ASC :
goodwill and intangible assets with indefinite Bvare no longer amortized, but reviewed on an drivasas for impairment, or sooner if ther
an indication of impairment. The Company reviewsperty and equipment and intangible assets witmideflives for impairment wheney
events or changes in circumstances indicate thgicgramount of an asset may not be recoverableoWReability of these assets is meas
by comparison of its carrying amounts to future isodunted cash flows the assets are expected wrajen If property and equipment i
intangible assets with definite lives are considei® be impaired, the impairment to be recognizgdats the amount by which the carry
value of the asset exceeds its fair value. Asaptsgrouped at the lowest level for which there idamtifiable cash flows when asses:
impairment, principally at the club level. Cashwil for our club assets are identified at the irdlial club level. The Compars/annue
evaluation for goodwill and indefinitiived intangible assets was performed as of Septer8B, 2012. The Company did not recog
impairment for the years ended September 30, 26d2811. For the year ended September 30, 208@ dmpany recognized $3.6 millior
impairment. All of the Compang’goodwill and intangible assets relate to the teigbs, except for $567,000 related to the acqaisiof the
media division. Definite lived intangible asset® @mortized on a straighite basis over their estimated lives. Fully anmati assets ¢
written-off against accumulated amortization.

Fair Value of Financial Instruments

The Company calculates the fair value of its assetkliabilities which qualify as financial instremis and includes this additional informa
in the notes to consolidated financial statemertienwthe fair value is different than the carryirajue of these financial instruments. -
estimated fair value of accounts receivable, actopayable and accrued liabilities approximatertbairying amounts due to the relativ
short maturity of these instruments. The carryiafug of short and lonterm debt also approximates fair value since tlestuments be
market rates of interest. None of these instrumargseld for trading purposes.
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RICK'S CABARET INTERNATIONAL, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
SEPTEMBER 30, 2012 AND 2011

B. Summary of Significant Accounting Policies - catinued
Derivative Financial Instruments

The Company accounts for financial instruments tiratindexed to and potentially settled in, its astock, including stock put options,
accordance with the provisions of FASB ASC 8Dgrivatives and Hedging — Contracts in Entity’s Oquity. Under certain circumstanc
that would require the Company to settle thesetgqtéms in cash, and without regard to probahilBASB ASC 815 would require t
classification of all or part of the item as a llap and the adjustment of that reclassified antaanfair value at each reporting date, with ¢
adjustments reflected in the Compasgbnsolidated statements of operations. Theifisstument to meet the requirements of FASB AS6E
for derivative accounting occurred in the quartedexl June 30, 2009 when the Company renegotiagepayback terms of certain put opti
and agreed to pledge as collateral to certain h®ladesecond lien on certain property.

The fair value of the derivative liabilities whelmet securities became derivatives were estimatdet t63.8 million in accordance with FA
ASC 820,Fair Value Measurementausing a Black-Scholes option-pricing model udimg following weighted average assumptions:

Volatility 73%
Expected life 3.42 year
Expected dividend yiel -
Risk free rate 1.34%

The related put options were recognized in tempogguity in the amount of $5.2 million at the titieey were issued. The difference betw
that amount and the value of the derivative of $8ilion, amounting to $1.4 million, was includendl &dditional paidn capital. The fair valt
of the derivative liabilities as of September 3012 and 2011 were estimated to be $75,000 andriillign, respectively, in accordance w
FASB ASC 820, using a Black-Scholes option-priaimgdel using the following weighted average assuongti

2012 2011
Volatility 32% 3%
Expected life .17 yea 1lyea
Expected dividend yiel - -
Risk free rate 0.0€% 0.1%%

The gain (loss) for the years ended September@I®,2011 and 2010 recognized in earnings amouont&d16,520, $128,944 and $(31,3
respectively.

Comprehensive Income

The Company reports comprehensive income (losagaordance with the provisions of FASB ASC 2R@porting Comprehensive Income
Comprehensive income is the total of (1) net incqius (2) all other changes in net assets arigioig fnonewner sources, which are refer
to as items of other comprehensive income. An amlyf changes in components of accumulated oth@prehensive income is presente
the statement of changes in equity.

Revenue Recognition

The Company recognizes revenue from the sale ohalic beverages, food and merchandise, other tmgeand services at the pointsatle
upon receipt of cash, check, or credit card charge.

Revenues from the sale of magazines and advertigsintent are recognized when the issue is publisinedshipped. Revenues and exte
expenses related to the Company’s annual Expo odioveare recognized upon the completion of theveation in August.
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B. Summary of Significant Accounting Policie- continued
Sales and Liquor Taxes

The Company recognizes sales and liquor taxes asaidevenues and an equal expense in accordanceFARBB ASC 605,Revenu
Recognitior. Total sales and liquor taxes aggregated $6.8omil$6.0 million and $5.6 million for the yearaded September 30, 2012, 2
and 2010, respectively.

Advertising and Marketing

Advertising and marketing expenses are primarilyjngosed of costs related to public advertisemeni$ giveaways, which are used
promotional purposes. Advertising and marketing emges are expensed as incurred and are includemperating expenses in -
accompanying consolidated statements of operations.

Income Taxes

Deferred income taxes are determined using thditiaimethod in accordance with FASB ASC 748come Taxes Deferred tax assets ¢
liabilities are recognized for the future tax cansences attributable to differences between thantiral statement carrying amounts of exis
assets and liabilities and their respective taxebaBeferred tax assets and liabilities are medsusiang enacted tax rates expected to apj
taxable income in the years in which those tempgodiferences are expected to be recovered oreseflihe effect on deferred tax assets
liabilities of a change in tax rates is recogniaeéhcome in the period that includes the enactnaeté. In addition, a valuation allowanc
established to reduce any deferred tax asset fahwhis determined that it is more likely thantribat some portion of the deferred tax &
will not be realized.

FASB ASC 740 creates a single model to addressuatiog for uncertainty in tax positions by presgrgpa minimum recognition thresholi
tax position is required to meet before being racoed in the financial statements. FASB ASC 74® giovides guidance on derecognit
measurement, classification, interest and penalesounting in interim periods, disclosure anchdition. There are no unrecognized
benefits to disclose in the notes to the consdidifinancial statements.

Equity Method of Accounting for Investments

Investments in companies in which the company H&3% to 50% interest are accounted for using thétyqethod and carried at cost and
adjusted for the Company's proportionate sharéeif undistributed earnings or losses. The 40%sdtment in one company is recorde:
other assets and is a nominal amount. During the geded September 30, 2012, the Company alsoradcui50% investment in a nightc
for $600,000, which is not yet open. This investiismlso recorded in other assets.

Put Options

In certain situations, the Company has issued icestr common shares as partial consideration fouiaitions of certain businesses
assets. Pursuant to the terms and conditions eofgtverning acquisition agreements, the holderush sshares has the right, but not
obligation, to put a fixed number of the sharesaomonthly basis back to the Company at a fixedepper share. The Company may ¢
during any given month to either buy the monthlgrgls or, if management elects not to do so, th@ehalan sell the monthly shares in the «
market, and any deficiency between the amount wttiehholder receives from the sale of the monthlgras and the value of shares wil
paid by the Company. The Company has accountedhfese shares in accordance with the guidance lisbid by FASB ASC 48
Distinguishing Liabilities from Equitas a reclassification of the value of the shares fpermanent to temporary equity. As the sharesrhe
due, the Company transfers the value of the shm@sto permanent equity. Also see “Derivativeafitial Instruments” above.
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B. Summary of Significant Accounting Policies — caimued
Earnings (Loss) Per Common Share

The Company computes earnings (loss) per sharecordance with FASB ASC 26&arnings Per Share FASB ASC 260 provides for t
calculation of basic and diluted earnings per shBasic earnings per share includes no dilutioniamdmputed by dividing income available
common stockholders by the weighted average nurmbeommon shares outstanding for the period. Ddutarnings per share reflect
potential dilution of securities that could shamethe earnings of the Company. Potential commockssbares consist of shares that may
from outstanding dilutive common stock options avatrants (the number of which is computed using“tfeasury stock methodand fron
outstanding convertible debentures (the number lithvis computed using the “if converted method)luted earnings per share (“ERS”
considers the potential dilution that could ocduhé Companys outstanding common stock options, warrants angertible debentures we
converted into common stock that then shared irCihimpanys earnings (loss) (as adjusted for interest expehaewould no longer occur
the debentures were converted).

Net earnings (loss) applicable to common stockthrdveighted average number of shares used foc basl diluted earnings (loss) per sl
computations are summarized in the table thatvidlo

(in thousands, except per share d FOR THE YEAR ENDEL
SEPTEMBER 30
2012 2011 2010
Basic earnings per shal
Income from continuing operations attributable tok® shareholdel $ 7,75C $ 10,04. $ 3,64¢
Loss from discontinued operations, net of inconxe$a (172) (2,195 (11,609
Net income attributable to Rick's shareholc $ 757¢ $ 7,846 $ (7,95¢)
Average number of common shares outstanding 9,691 9,93( 9,69

Basic earnings (loss) per sha

Income from continuing operations attributabldriok's shareholders $ 0.8 $ 1.01 $ 0.3¢
Discontinued operations $ (0.02) $ (0.22) $ (1.20
Net income (loss) attributable to Rick's sharehal $ 0.7¢ $ 0.7¢ $ (0.82)
Diluted earnings per shar

Income from continuing operations attributablériok's shareholdel $ 7,75C $ 10,04. $ 3,64t
Adjustment. to net earnings from assumed convesialebentures (1) - - -
Adjusted income (loss) from continuing operatis 7,75C 10,04: 3,64¢
Discontinued operations (172) (2,195 (11,609
Adjusted net income (loss) attributable to Rickiareholders $ 757¢ $ 7,84¢ $ (7,95¢)
Average number of common shares outstanc

Common shares outstandi 9,691 9,93( 9,691
Potential dilutive shares resulting from exercifgvarrants and options (. 6 2 -
Potential dilutive shares resulting from conversiduiebentures (1) - - -
Total average number of common shares outstandied for dilution 9,697 9,93: 9,697
Diluted earnings (loss) per sha

Income from continuing operations attributable tok® shareholders $ 0.8 $ 1.01 $ 0.3¢
Discontinued operations $ (0.02) $ (0.29 $ (1.20
Net income (loss) attributable to Rick's sharehel $ 0.7¢ $ 0.7¢ $ (0.82)

*EPS may not foot due to rounding.

Additional shares for options, warrants and delr@stamounting to 1,352 for the year ended SepteBhet011 were not considered since
they would be antidilutive.

(1) Represents interest expense on dilutive caitdeisecurities that would not occur if they wassumed converted.

(2) All outstanding warrants and options were ddered for the EPS computation.

Convertible debentures (principal and accrued @st@routstanding at September 30, 2012, 2011 ah@ &faling $3,521, $7,210 and $9,t
respectively, were convertible into common stock gtice of $10.25 and $10.00 in 2012 and 2011$4:10d25 and $12.00 per share in 2010
debentures were dilutive in the three years.
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Stock Options

At September 30, 2012, the Company has stock aptiostanding, which are described more fully ineNlo The Company accounts for
stock options under the recognition and measurerpéantipals of fair value set forth in FASB ASC Tiop718 Compensation -Stocl
Compensation The compensation cost recognized for the yede& September 30, 2012, 2011 and 2010 was $3148&b4 and $405,22
respectively. There were zero, 25,000 and 20,08¢kgiption exercises for the years ended SepteBhe2012, 2011 and 2010, respectively.

Fair Value Accounting

In December 2006, the FASB issued SFAS No. 157 (B3@),Fair Value MeasurementsSFAS No. 157 clarifies the definition of fair ual
describes methods used to appropriately measurevdhie, and expands fair value disclosure requeres) but does not change exis
guidance as to whether or not an instrument isezhat fair value. For financial assets and ligiledi, SFAS No. 157 is effective for fiscal ye
beginning after November 15, 2007, which requiteel Company to adopt these provisions in fiscal 26@9 nonfinancial assets and liabilit
SFAS No. 157 is effective for fiscal years begimnafter November 15, 2008, which required the Camgga adopt these provisions in fis
2010.

SFAS No. 157 establishes a thtes-fair value hierarchy, which prioritizes thepints used in the valuation methodologies in meagufidit
value:

Level 1- Observable inputs that reflect quoted prices (wredfl) for identical assets or liabilities in aetimarkets
Level 2- Include other inputs that are directly or indirgaibservable in the marketplax
Level 3— Unobservable inputs which are supported by littla@ market activity

The fair value hierarchy also requires an entitynaximize the use of observable inputs and mininfieeuse of unobservable inputs w
measuring fair value.

The Company’s derivative liabilities have been nuead principally utilizing Level 2 inputs.

We classify our marketable securities as availédiesale, which are reported at fair value. Unmdi holding gains and losses, net of the
related income tax effect, if any, on available-$ate securities are excluded from income and g@rted as accumulated other compreher
income in stockholders’ equity. Realized gains msdes from securities classified as availablefde-are included in income. We measure the
fair value of our marketable securities based astepliprices for identical securities in active nesk or Level 1 inputs. As of September 30,
2012, available-for-sale securities consisted efftilowing:

Gross
(in thousands Cost Unrealized Fair
Available for Sale Basis Gains Value
Tax-Advantaged Bond Fund $ 1,000 $ 58 $ 1,05¢

In accordance with ASC Topic 32vestments — Debt and Equity Securitiege review our marketable securities to determihether .
decline in fair value of a security below the cbasis is other than temporary. Should the decleednsidered other than temporary, we \
down the cost basis of the security and includeldbe in current earnings as opposed to an uneshliplding loss. No losses for other t
temporary impairments in our marketable securjti@tfolio were recognized during the year ended&aper 30, 2012.
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Financial assets and liabilities measured at faluer on a recurring basis are summarized below:

(in thousands Carrying
September 30, 201 Amount Level 1 Level 2 Level 3
Marketable securitie $ 1,05¢ $ 1,05¢ $ - % =
Derivative liability $ 75 $ - % 75 3% -
(in thousands Carrying
September 30, 201 Amount Level 1 Level 2 Level 3
Marketable securitie $ 51C $ 51C $ - $ =
Derivative liability $ 1,20¢ $ - % 1,20¢ $ -

Impact of Recently Issued Accounting Standards

In January 2010, new guidance was issued reganipmving disclosures about fair value measuremértis standard amends the disclo
guidance with respect to fair value measurementsbéidh interim and annual reporting periods. Speailfy, this standard requires n
disclosures for significant transfers of assetdiabilities between Level 1 and Level 2 in the faalue hierarchy; separate disclosures
purchases, sales, issuance and settlements of Befal value items on a gross rather than netishband more robust disclosure of
valuation techniques and inputs used to measurell2Zand Level 3 assets and liabilities. Exceptther detailed disclosures of change
Level 3 items, which were effective as of Octobgpd11, the remaining new disclosure requirememi®\effective as of October 1, 2010.
implementation of this guidance did not have a mitenpact on the Company’s consolidated finanstatements.

In September 2011 new guidance was issued regatidéngoodwill impairment testing for reporting wmifThis guidance gives the entity
option to perform a qualitative assessment andriéte that it is more likely than not that the faalue of a reporting unit is less than
carrying amount. This guidance is effective foenm and annual periods beginning after DecembgPQ@5b1. The Company has eadgopte:
this guidance beginning with our Form 10-Q for thearter ending December 31, 20The implementation of this guidance did not ha
material impact on the Company’s consolidated fona@rstatements.

In June 2011 new guidance was issued regardindise®sure of the components of comprehensive ircdrhis guidance gives the entity
option to present the total of comprehensive ingaime components of net income, and the comporerather comprehensive income eil
in a single continuous statement of comprehensigeme or in two separate but consecutive statemlengsther option, an entity is requirec
present each component of net income along witl tat income, each component of other comprehensoome along with a total for otl
comprehensive income, and a total amount for cohgmgive income. This guidance eliminates the optiopresent the components of o
comprehensive income as part of the statementafgds in stockholdersquity. This guidance does not change the itemabiat be reporte
in other comprehensive income or when an item bé&otomprehensive income must be reclassified taneeme. This guidance is effect
for interim and annual periods beginning after Delber 15, 2011 and is required to be adopted retatisfely. The Company will adopt tl
guidance beginning with our Form 10-Q for the geiaeinding December 31, 2012.

In July 2012 new guidance was issued regardingniipairment testing related to indefiniiged intangible assets. This guidance permit
entity to make a qualitative assessment to determihether it is more likely than not that an ind@éived intangible asset, other tt
goodwill, is impaired. If an entity concludes, bagm an evaluation of all relevant qualitative éast that it is not more likely than not that
fair value of an indefinitéived intangible asset is less than its carryingpant, it will not be required to perform the quéative impairment fc
that asset. This guidance is effective for intesind annual periods beginning after September 182.20he Company has eawdylopted thi
guidance beginning with our Form 10-K for the yeaded September 30, 20Ihe implementation of this guidance did not haveaieria
impact on the Company’s consolidated financialestegnts.

C. Reclassifications

Certain prior year amounts have been reclassifiesbbform to the current year presentation.
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D. Property and Equipment

Property and equipment consisted of the following:

(in thousands, except per share d

Buildings and lanc

Leasehold improvemen
Furniture

Equipment

Total property and equipme
Less accumulated depreciation

Property and equipment, net

E. Goodwill and Intangible Assets
Goodwill and intangible assets consisted of thiofghg:
(in thousands
Indefinite useful lives

Goodwill
Licenses

Definite useful lives
Discounted lease
Unamortized non-compete agreements

Total goodwill and intangible assets
(in thousands)

Beginning balanc
Intangibles acquire

Other
Ending balance

September 3(
2012 2011
$ 61,29¢ $ 48,00%
16,91: 16,39¢
4,94¢ 3,93¢
17,37¢ 14,35:
100,53t 82,69:

(20,596) (16,800)

$ 79,94 $ 65,89:

September 3(
2012 2011
$ 4342: $  23,55(
50,60¢ 42,09:
Amortizatior
Period
18 & 6 year: 27 46
5 years 1,15( 1,04

$ 95206 $ 66,73

2012 2011
Goodwill Licenses Goodwill
$ 2355( $ 40,74 $ 21,021
19,87: 1,15( 2,731
- 20z (202)

50,60¢ $ 43,427 $§ 42,09: $§ 23,55(

Future amortization expense related to definitediintangible assets subject to amortization ate®eiper 30, 2012 is (in thousands): 2013

$388, 2014 - $272, 2015 - $232, 2016 - $181, 20894-and thereafter - $10.

Goodwill and indefinite lived intangible assets sish of sexually oriented business licenses or gilhdvhich were obtained as part of

acquisitions. These licenses are the result ofrgpardinances, thus are valid indefinitely, subjecfiling annual renewal applications, wh
are done at minimal costs to the Company. As dasisfare expected to continue indefinitely, in ademce with FASB ASC 350Mntangibles -
Goodwill and Other, the licenses are determined to have indefiniggulidives. The discounted cash flow method of imecapproach was us
in calculating the value of these licenses in airftmss combination. Impairment of intangible assess $3,574,000 for the year en
September 30, 2010, representing the impairmetiteoPhiladelphia club. There was no impairmentlieryears ended September 30, 20:
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F. Long-term Debt

Long-term debt consisted of:

September 3(
(in thousands) 2012 2011

Notes payable at-11%, mature August 201 *$ 1,551 $ 1,70z
Notes payable at 10%, mature December 2014 anéi3aR015 * 2,36¢ 2,46(
Note payable at 7%, matures October 2012, collégethby assets of RCI Entertainment Nc

Carolina, Inc. - 61
Note payable at 7%, matures December 2 * 261 28¢
Note payable at 7.25%, matures May 2! * 1,16¢ 1,43
Notes payable at 14%, mature September 30, 20R8teralized by stocks of Miami Garde

Square One, Inc. and Stellar Management, 7,741 9,50¢
Note payable at 6.15%, matures February 2028,teddlized by an aircra - 1,40¢
Note payable at the greater of 2% above prime&f7(7.5% at September 30, 2012), matures ,

2017 * 3,25( 3,34¢
Note payable at the greater of 2% above prime&%%7(7.5% at September 30, 2012), matures

2017 * 3,901 4,01¢
Note payable at 8%, matures January z * 3,34: -
Notes payable at 5.5%, matures January : 1,50C -
Notes payable at 5.5%, matures January : * 6,50( -
8.15% note payable secured by aircraft, maturesugep 2017 2,68( -
Note payable at 7%, matures April 2C * 1,981 2,07¢
Note payable at 6.3%, matures June 2030, coll&ethby an aircrai 48¢ 50z
Notes payable at 4.75-7.25%, mature December 2014 and September * 1,39¢ 1,81t
10% convertible debentur 2,65¢ 6,18¢
Note payable at 9.5%, matures August 2 22,00( -
Convertible note payable from a related party & lthatures August 1, 2014 75C 75(C
Total debt 63,52¢ 35,55¢
Less current portion 6,60: 5,494
Total long-term debt $ 56,92f $ 30,06(

* Collateralized by real estate
Following is a summary of loi-term debt at September &

(in thousands
2012 2011

Secured by real este $ 25,71¢ $ 17,13¢
Secured by stock in subsidie 29,74 9,50¢
Other 8,071 8,91(

$ 63,52¢ $ 35,55¢

On October 12, 2007, the Company borrowed $1 millfom an investment company under terms of a 168¥ertible debenture. Interest o
is payable quarterly until the principal plus a@aiunterest is due in nine equal quarterly paymbatinning in October 2008. The deben
was subject to optional redemption at any timerad@6 days from the date of issuance at 100% ofptivecipal face amount plus accrt
interest. The debenture plus any outstanding cdibl@interest was convertible by the holder inbares of the Comparsg’common stock
any time prior to the maturity date at the convargrice of $12 per share. The note was paidwfihd the year ended September 30, 2011.

On April 29, 2009, the Company entered into a modifon to two secured promissory notes wherebydhe date for the $5 million
principal due and payable by the Company under eath was extended by two years from November 2010ovember 2012. All oth
terms and conditions of the promissory notes renth same. The Company paid a total of $150,006hé¢oholders of the notes
consideration for their agreement to extend theesidor two years through November 2012. The $1ED0aid will be amortized as
adjustment of interest expense over the remairiegf the notes. The Company accounted for tlisdaction in accordance with FASB A
470,Debt.
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F. Long-term Debt — continued

On September 30, 2010, the two secured promissagsnwere modified again. Under the modified tetinespromissory notes become 10
amortized facilities that provides for equal moptplayments of $77,633 each and will be fully pard September 30, 2020, rather th¢
balloon payment for the entire amount that wouldehdeen due on November 30, 2012. Interest onntbdified note remains at
percent. The Company paid each holder $50,00®@asideration for entering into the extension. TAOGK000 paid will be amortized as
adjustment of interest expense over the remairiegf the notes. The Company accounted for tleisdaction in accordance with FASB A
470,Debt.

As part of the acquisition of the Platinum ClubidlDallas, the Company acquired the Real PropedsnfWire Way, LLC, a Texas limit
liability company (“Wire Way”). Pursuant to a Rdzdtate Purchase and Sale Agreement (the “RealeEstaeement’dated May 10, 2008, t
Company paid total consideration of $6 million, eihiwas paid $1.6 million in cash and $4.4 millibnough the issuance of a promissory
(the “Promissory Note”)The Promissory Note bears interest at a varying aathe greater of (i) two percent (2%) aboveRlme Rate or (i
seven and one-half percent (7.5%), which is guasghtby the Company and by Eric Langan, the Compafyiief Executive Office
individually. The note is payable in monthly instaénts of $34,999 until June 2017.

On August 6, 2009, the Company completed the Sad@ aggregate of $7.2 million in 10% Convertibled2ntures (the “2009 Debenturess)
certain accredited investors (the “HoldersQn April 16, 2010, the Company sent a Notice of étedtion to all of the Holders, there
exercising its right to redeem all of the 2009 Dehees, including the entire outstanding princigadount of all the 2009 Debentures and
accrued but unpaid interest thereon. Upon readiptich Notice of Redemption, all of the Holderereised their right to convert the princi
amount plus all accrued but unpaid interest theafdhe 2009 Debentures at the conversion price8of5 per share in lieu of receiving a ¢
payment (pursuant to the terms of the 2009 Debes}ueffective as of May 3, 2010. Accordingly, day 4, 2010, the Company issuec
aggregate of 842,972 shares of its common stottete Holders, in conversion of an aggregate ¢ Biillion of outstanding principal and
aggregate of $176,000 of outstanding interest ch 2009 Debentures. As a result of this converdime Company made no cash paymer
the Holders in connection with the Notice of Reddéom Concurrent with the retirement of the debe Company was required to write off
interest expense, the unamortized portion of ited loan origination costs, amounting to $274,425

In connection with the sale of the 2009 Debentuttes,Company also issued an aggregate of 164,56@hdble warrants (the “Warrants)
the Holders, on a pro-rata basis. The Companyed&ésach Holder a number of Warrants eqaa0% of the number of shares of comi
stock into which each Holdex’'Debenture is convertible. The Warrants havexancese price of $8.75 and expire on August 5, 20TRe
Warrants provide that the Company has the righétmire exercise of the Warrants if the closing@iof the Compang’ common stock for :
consecutive trading days is at least $12T2f $8.75 conversion price for the 2009 Convertibddentures was in excess of the market pri
date of issuance of $8.09. The beneficial convarsias calculated by comparing the “effective cosiger price”of the debenture to the act
stock price at the transaction date. The “effectivaversion pricetvas calculated by dividing the fair value of théddefter deducting the f:
value of the debt discount due to the issuanceanfamts with the debt in the amount of $539,178heyconvertible shares. The resulting $
was equal to the stock price at the transactioe; diaerefore, there was no beneficial conversiaitufe.

The fair value of the warrants issued in the tratisa were estimated to be $539,178 at the datganfit using a Black-Scholes optiprieing
model using the following weighted average assuonigti

Volatility 9%
Expected live: 1.5 year
Expected dividend yiel -
Risk free rate: 1.62%

The fair value of the warrants has been recognimed discount to the debt and was being amortigddtarest expense over the life of
debt. Upon conversion, the unamortized portiothefdiscount amounting to $404,383 was chargedddianal paid-in capital.

In connection with the acquisition of Joy Club afigiin (now Ricks Cabaret) in December 2009 (Note N), the Compasyraed and entet

into certain notes payable aggregating $2.5 millidhese notes bear interest at rates ranging #@5%% to 7.25% and are payable in mor
installments aggregating $42,461, including interd$e notes mature in December 2014 and SepteP@iér.
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F. Long-term Debt — continued

In April 2010, the Company acquired the real estatethe club in Austin, Texas formerly known aslRs Cabaret, now operated aBht
Mansion”. In connection with the purchase, the Company exgcatnote to the seller amounting to $2.2 millibhe note is collateralized
the real estate and is payable in monthly instaibséhrough April 2025 of $19,774, including pripal and interest at the prime rate plus 4
with a minimum rate of 7%. As of September 30, 20h2 effective rate was 7%.

In June 2010, the Company borrowed $518,192 fréemder. The funds were used to purchase an airdiadt debt bears interest at 6.30%
monthly principal and interest payments of $3,888ibning July 2010. The note matures in June 2030.

On June 25, 2010, the Company completed the sad@ afggregate of approximately $9.2 million in 1@%nvertible Debentures (th01(
Debentures”) to certain accredited investors (2@&10 Holders”). The 2010 Debentures bear interest at the rate %f @€ annum and matt
on June 25, 2013. The 2010 Debentures are payatileone initial payment of interest only due Ded®m 26, 2010, and, thereafter in
equal quarterly principal payments of $920,000 gasrued interest thereon. At the option of th&@@6lolders, the principal amount of
2010 Debentures and the accrued but unpaid intéreston may be converted into shares of the Comipasommon stock at $10.25

share. The 2010 Debentures are redeemable bydmpa&y at any time if the closing price of its coamrstock for 20 consecutive trad
days is at least $13.47 per share. Consideriagaist of the associated warrants and issue cogi@iged below, the effective interest rate
the 2010 Debentures is 13.1%.

In connection with the sale of the 2010 Debentinekine 2010, the Company also issued an aggre§a#9,513 warrants (the “Warrants9
the 2010 Holders, on a prata basis. The Company issued each Holder a nuofibgarrants equal to 20% of the number of shafeommaol
stock into which each Holdex’2010 Debenture is convertible. The Warrants laavexercise price of $10.25 and expire on Jun@@E3. Th
Warrants provide that the Company has the righétmire exercise of the Warrants if the closing@iof the Compang’ common stock for :
consecutive trading days is at least $14.35.

The conversion price for the 2010 Convertible Débers was determined by negotiation with the coeditThe $10.25 conversion price wa
excess of the market price at date of issuanc&®d%3% The beneficial conversion was calculated dmaring the “effective conversion price”
of the debenture to the actual stock price atridwestiction date. The “effective conversion pria&s calculated by dividing the fair value of
debt, after deducting the fair value of the delsicdunt due to the issuance of warrants with the delthe amount of $462,724, by
convertible shares. The resulting $9.74 was ablowestiock price at the transaction date; theretbexe was no beneficial conversion feature.

The fair value of the warrants was estimated t&$484,571 in accordance with FASB ASC 8E@jr Value Measurementsusing a Black-
Scholes option-pricing model using the followingigiged average assumptions:

Volatility 68%
Expected life 1.5 year
Expected dividend yiel -
Risk free rate 1.1&%

The cost of the warrants has been recognized dscaumt on the related debt and will be amortizedrdhe life of the debt. The remain
unamortized debt discount of $106,631 is includedurrent portion of long-term debt.

The proceeds from the sale of the 2010 Debenturé3Narrants in June 2010 are intended to be ufilivemake future acquisitions, and r
be utilized for working capital and general corgierpurposes.

An adviser to the Company received compensatiothénamount of $460,000, which was capitalized @ lorigination cost and will |
amortized over the life of the debt, in connectigth advising the Company regarding the June 2@1® af the 2010 Debentures and Warr:
The proceeds from the sale of the Debentures andlavita are intended to be utilized to make futwrguésitions, and may be utilized
working capital and general corporate purposes.

In August 2011, the Company borrowed $750,000 feomemployee. The note bears interest at the raf®%f per annum and matures
August 1, 2014. The note is payable with oneadhjiiayment of interest only due January 1, 2018, #rereafter in ten intereetily quarterl
payments. The principal is payable on August 14204t the option of the holder, the principal ambof the note and the accrued but un
interest thereon may be converted into shareseofCitbmpanys common stock at $10.00 per share. The notedeereable by the Compe
after six months at any time if the closing pri¢ét® common stock for 20 consecutive trading dayet least $13.00 per share.
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F. Long-term Debt — continued

On December 2, 2011, RCI Holdings entered into al Estate Sales Agreement with Bryan S. Fostewnigireg for RCI Holdings to purcha
from Mr. Foster the real properties located at B282lloway Cemetery Road, Fort Worth, Texas andl2#anana Drive, Dallas, Texas,
the aggregate purchase price of $5,500,000, inafu$i2,000,000 cash and $3,500,000 in the form @arpromissory note that is payable ¢
10 years at $42,465 per month including interelse Fort Worth property represents the land for @sthigast, one of our clubs, and the Dz
property represents the land at another gentlenoduis This transaction closed on January 13, 2012.

In connection with the acquisition of Silver City January 2012, the Company executed notes tcetlez 51 the amount of $1.5 million. T
notes are payable over eleven years at $12,25@peth including interest and have an adjustabler@st rate of 5.5%. The rate adjust
prime plus 2.5% in the 6Xmonth, not to exceed 9%. In the same transactienCompany also acquired the related real estatexecute
notes to the seller for $6.5 million. The notes als payable over eleven years at $53,110 perhmiantuding interest and have the s
adjustable interest rate of 5.5%.

In February 2012, the Company borrowed $2.7 milimm a lender. The funds were used to purchasararaft. The debt bears interes
8.15% with monthly principal and interest paymesft$26,386 beginning March 2012. The note maturdsebruary 2017.

As consideration for the purchase of the Fosteb€Il{Note M), a subsidiary paid to the sellers asiclg $3,500,000 cash and $22,000
pursuant to a secured promissory note (the “CluteNoThe Club Note bears interest at the rate of 9.5%@paum, is payable in 144 eq
monthly installments of $256,602 per month anceisused by the assets purchased from the Companies.

Future maturities of long-term debt consist of fiblllowing: (in thousands)

2013 $ 6,60:
2014 5,90¢
2015 6,52(
2016 4,25;
2017 12,28
Thereafter 27,96(
Total maturities of long-term debt, net of debtcdisnt $ 63,52¢

G. Income Taxes

The provision for income taxes on continuing operet consisted of the following for the years en8egitember 30:

(in thousands) 2012 2011 2010
Current $ 251¢ ¢ 1,627 $  2,57¢
Deferred 1,85¢ 3,77¢ 42z
Total income tax expense $ 4374 $ 540 $  2,99¢

Income tax expense on continuing operations diffiens1 the “expectedincome tax expense computed by applying the U&eréd statutor
rate of 34% to earnings before income taxes foytes ended September 30 as a result of the fiolgpw

(in thousands) 2012 2011 2010
Computed expected tax expel $ 4192 $ 532¢ $ 2,347
State income taxes, net of federal ber 14C 14C 10t
Stock option disqualifying dispositions and othermanent differences 40 (6C) 54€
Total income tax expense $ 4374 $ 540 $  2,99¢
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G. Income Taxes - continued
Deferred income taxes reflect the net tax effe€teemporary differences between the carrying amouifitassets and liabilities for financ

reporting purposes and the amounts used for incaxepurposes. The significant components of the @omg's deferred tax assets
liabilities at September 30 were as follows:

(in
thousands 2012 2011
Deferred tax assets (liabilities
Definite and indefinite lived intangible $ (14,959) $ (14,379
Property and equipme (8,627%) (8,660
Patron tay 3,44 2,241
Net operating loss carryforward and ot (194) 2,954
Net deferred tax liabilities $ (20,329 $ (17,839
The net deferred taxes are recorded in the baksimeets as follows:
2012 2011
Current assel $ 3,63t $ 5,19¢
Long-term liabilities (23,96 (23,039
Net deferred tax liabilities $ (20,32 $ (17,839

Included in the Company’'deferred tax liabilities at September 30, 2012pigroximately $16.1 million representing the téed of indefinite
lived intangible assets from club acquisitions wahiere not deductible for tax purposes. These dEferax liabilities will remain in tt
Company’s balance sheet until the related clubsaice

The Company may recognize the tax benefit from dagetax positions only if it is at least moredlit than not that the tax position will
sustained on examination by the taxing authoritiesed on the technical merits of the position. Exebenefits recognized in the finan
statements from such a position should be measiaseld on the largest benefit that has a greateffifitna percent likelihood of being realiz
upon settlement with the taxing authorities. Weogggze accrued interest related to unrecognizedbenefits as a component of inte
expense. We recognize penalties related to unréadjtax benefits as a component of miscellanepncsme (expense) in accordance
regulatory requirements.

The Company recognizes interest accrued relateshtecognized tax benefits in interest expense amélfies in operating expenses. Du
the years ended September 30, 2012, 2011 and #84@ompany recognized no interest and penaltiesificecognized tax benefits. 1
Company or one of its subsidiaries files incomerttarns in the U.S. federal jurisdiction, and was states. The last three years remain
to tax examination.

For tax purposes, the Company has recognized a@dosax purposes of approximately $13.5 milliom the year ended September 30, -
upon the closing of the Las Vegas club. The lossilted in a loss for tax purposes for the yearpgraximately $2.3 million. This loss w
carried forward to the subsequent year for tax psep.

H. Put Options and Temporary Equity

As part of certain of the Company’s acquisitiomsactions, we have entered into Lock-Up/L€ak- Agreements with the sellers pursuai
which, on or after a contractual period after tlusing date, the seller shall have the right, litthe obligation, to have the Company purc
from seller a certain number of our shares of comstock issued in the transactions in an amountadrdrate of not more than a contrac
number of the shares per month (the “Monthly SHarealculated at a price per share equal to a estial value per share\(alue of the
Rick’s Shares”)At our election during any given month, we may eitbuy the Monthly Shares or, if we elect not tg the Monthly Share
from the seller, then the seller shall sell the ktynShares in the open market. Any deficiency leetwthe amount which the seller rece
from the sale of the Monthly Shares and the valuthe shares shall be paid by us within three (Bitess days of the date of sale of
Monthly Shares during that particular month. Ouligdiion to purchase the Monthly Shares from theBshall terminate and cease at ¢
time as the seller has received a contractual abfoom the sale of the Rick’s Shares and any defficy. Under the terms of the Lock-Up/Leak
Out Agreements, the seller may not sell more thaardractual number of our shares per 30-day pereghrdless of whether the seller “Puts
the shares to us or sells them in the open markatherwise.
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H. Put Options and Temporary Equity - continued

During April and May 2009, we completed renegotiatof terms of certain of our long term debt arsigmificant portion of outstanding
options. Before the renegotiation, the maximumgattion that could be owed if our stock were valwdzero was $13.9 million and v
recorded in our consolidated balance sheet as Tmp&quity. After the renegotiation, the maximuinligation that could be owed if c
stock were valued at zero was $3.2 million at Seper 30, 2012. If we are required to buy back ahyhese put options, the bipack
transaction will be purely a balance sheet trammacaffecting only Temporary Equity or Derivatikzeability and StockholdersEquity and wil
have no income statement effect. The only incotatement effect from these put options is the “marknarket”valuation quarterly of tt
derivative liability as explained in Note B of Neteo Consolidated Financial Statements.

The annual obligation the Company would have ifsttsck price remains in the future at the closirgrkat price on September 30, 201
$8.28 per share, of which there can be no assuravmeld be $319,500 for the year ending SeptemBer2813, including the derivati
financial instruments recognized in our consoliddialance sheet at September 30, 2012.

Each $1.00 per share movement of our stock prisehaggregate effect of $13,500 on the total abibg.
I. Stock Options

In 1995, the Company adopted the 1995 Stock Og#ilam (the “1995 Plan”jor employees and directors. In August 1999, then@an
adopted the 1999 Stock Option Plan (the “1999 Blandl in 2010, the ComparsyBoard of Directors approved the 2010 Stock Opiitam (the
“2010 Plan”) (collectively, “the Plans”)The 2010 Plan was approved by the shareholderseofCompany at the 2011 Annual Meetin
Shareholders. The options granted under the Playshe either incentive stock options or rpralified options. The Plans are administere
the Board of Directors or by a compensation congmithf the Board of Directors. The Board of Direstbas the exclusive power to se
individuals to receive grants, to establish thenteof the options granted to each participant, igiex/that all options granted shall be grantt
an exercise price equal to at least 85% of therfairket value of the common stock covered by th@opn the grant date and to make
determinations necessary or advisable under thesPla

Following is a summary of options activity:

Weighted
Average Aggregate
Weighted Remaining Intrinsic
Average Contractual Value at
Exercise Term September
(in thousands, except exercise prices and contrbieitms) Options Price (Years) 30, 2012
Outstanding at October 1, 20 12C 7.5:8
Grantec 46E 10.2¢
Forfeited -
Exercised (20) 2.8(
Outstanding at September 30, 2( 56¢ 9.94
Grantec 35 7.1¢
Forfeited (55) 8.57
Exercised (25) 7.5E
Outstanding at September 30, 2( 52C $ 10.01
Grantec 758 $ 8.41
Expired or cancelle (490) $ 10.1¢
Exercised -
Outstanding at September 30, 2012 78t $ 8.3¢€ 1.7¢ $ -
Exercisable at September 30, 2012 3¢ $ 7.1t 09z $ 34

As of September 30, 2012, the range of exercigegifior outstanding options was $7.15 - $8.78.

In September 2010, the Company issued 465,000 sfatodns under the 2010 Plan to Directors and tegmployees. These options bec
exercisable immediately, have a strike price of.#33@er share and expired in September 2012.
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l. Stock Options — continued

The fair value of options issued for the year enledtember 30, 2010 were estimated to be $2584B@ aate of grant using a BlaSchole
option-pricing model using the following weightedeaage assumptions:

Volatility 47%
Expected life 1.0 year
Expected dividend yiel -
Risk free rate 0.27%

In August 2011, the Company issued 35,000 stocloogtunder the 2010 Plan to Directors and certaipleyees. These options becc
exercisable in August 2012, have a strike pric8715 per share and expire in August 2013. Thevédue of options issued for the year er
September 30, 2011 were estimated to be $49,5@ik atate of grant using a Black-Scholes oppiacing model using the following weight
average assumptions:

Volatility 50%
Expected life 1.5 year
Expected dividend yiel -
Risk free rate 0.1%%

On June 27, 2012, the Company issued 100,000 aptmthe Company’s directorfhese options become exercisable in June 2013,
strike price of $8.78 per share and expire in R0fet. The fair value of these options were estahad be $160,488 at the date of grant us
Black-Scholes option-pricing model using the follogyweighted average assumptions:

Volatility 37%
Expected life 1.5 year
Expected dividend yiel -
Risk free rate 0.31%

On July 2, 2012, the Company issued 655,000 optiortertain Company employees. Of these option8,500 were exchanged for exist
options which were to expire in September 20iEse new options become exercisable in July 2043 a strike price of $8.35 per share
expire in July 2014. The fair value of these omiavas estimated to be $966,493 at the date ot gsing a Black-Scholes optigwicing
model using the following weighted average assuongti

Volatility 37%
Expected life 1.5 year
Expected dividend yiel -
Risk free rate 0.3(%

The BlackScholes option valuation model was developed fa@ s estimating the fair value of traded optiondiich have no vestir
restrictions and are fully transferable. In addifi@option valuation models require the input oftiygsubjective assumptions including
expected stock price volatility. Because changeshim subjective input assumptions can materialliecafthe fair value estimate,
management's opinion, the existing models do nocésearily provide a reliable single measure of fiéie value of its employee sto
options. The expected life of awards granted ts the period of time that they are expectdektoutstanding. The Company determ
the initial expected life based on a simplified hoet in accordance with ASC 718 (also formerly SA® WN10,Shared-Based Paymentgiving
consideration to the contractual terms, vestingedales and pre-vesting and pwsstting forfeitures. The Company has utilized timepsified
method in accordance with ASC 718 for the follownegsons. Earlier in the Company’s existence, Iotgren options (generally $ear lives
were issued to employees, Directors and outsitlersore recent years, option terms have generaktpime shorter (B-year lives) and optio
were issued principally to management and Direcfbinen in 2010, short-term options yi2ar lives) were issued to Directors, managemed
a substantial number of employees. Due to the adwimgthe terms of the option grants and the tfgeesons receiving the options, we bel
that the historical exercise data may no longewige a reasonable basis upon which to estimatectsgpederm. Therefore, the Compi
believes that the use of the simplified methoddetermining the expected term of the Company’somgthas been appropriate.

During the years ended September 30, 2012, 2011 281€@, the Company recorded $314,761, $8,254 arib,$29 of stockbase:
compensation, respectively. Unamortized stock carsgion expense amounted to $853,713 at Septerap2n B2.
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J. Commitments and Contingencies
Leases

The Company leases certain equipment and facilitigier operating leases, of which rent expenseappoximately $2.9 million, $3.0 millic
and $2.7 million for the years ended SeptembefB802, 2011 and 2010, respectively. Rent expernsthéoCompanys operating leases, wh
generally have escalating rentals over the terrtheflease, is recorded using the stralgtg-method over the initial lease term whereb
equal amount of rent expense is attributed to @aciod during the term of the lease, regardlesstwn actual payments are made. Gene
this results in rent expense in excess of cash paigrduring the early years of a lease and rentresgpless than cash payments in the
years. The difference between rent expense recedr@imd actual rental payments is recorded as theg-term liabilities in the consolidat
balance sheets.

Future minimum annual lease obligations as of Sepés 30, 2012 are as follows:

(in thousands)

2013 $ 2,31
2014 2,85¢
2015 1,27:
2016 1,08t
2017 83t
Thereafter 4,43¢

Total future minimum lease obligations $ 12,79¢

Legal Matters

Beginning January 1, 2008, our Texas clubs becarhga to a new state law requiring each club titecband pay a $5 surcharge for e\
club visitor. A lawsuit was filed by the Texas Erthinment Association (“TEA")an organization to which we are a member, allegfiegfet
amounts to an unconstitutional tax. On March 288 a State District Court Judge in Travis Couritgxas ruled that the new state
violates the First Amendment to the United Statesdiitution and is therefore invalid. The judgerder enjoined the State from collectin
assessing the tax. The State appealed the Gawfthg. In Texas, when the State gives noticeabeal, it supersedes and suspend
judgment, including the injunction. Given the susgien of the judgment, the State gave notice ofight to collect the tax pending 1
outcome of its appeal but has taken no affirmadistion to enforce that right.

On June 5, 2009, the Court of Appeals for the TBirgtrict (Austin) affirmed the District Coug’judgment, holding that the Sexually Orier
Business (“SOB”) fee violated the First Amendmemthe U.S. Constitution, but olhugust 26, 2011, the Texas Supreme Court revers
judgment of the Court of Appeals and remanded #se ¢o the District Court to determine whetherfégeviolates the Texas Constitutic

TEA appealed the Texas Supreme Court's decisiotihgoU.S. Supreme Court (regarding the constitutignaf the fee under the Fil
Amendment of the U.S. Constitution), but the U.8pi®@me Court denied the appeal on January 23, Zli#sequently, the case was rema
to the District Court for consideration of the rémiag issues raised by TEA. On June 28, 2012,0Otstrict Court in Travis County held
hearing on TEAS Texas Constitutional claims and on July 9 entaredrder finding that the tax was a constitutioDatupations Tax. TI
Court denied the remainder of TESAConstitutional claims. TEA is now in the proceappealing this new decision to the Texas Thiadiri
of Appeals.

We have not made any payments of these taxesthiadest quarter of 2009 and plan not to make sugh payments while the case is pen
in the courts. However, we will continue to accara expense the potential tax liability on our ficial statements, so any ultimate negz
ruling will not have any effect on our income stagnt and will only affect our balance sheet. If timal decision of the courts is ultimately
our favor, as we believe it will be, then we wilie a one-time gain of the entire amount previoasjensed.

Since the inception of the tax, we have paid mbant$2 million to the State of Texas under protesall four quarters of 2008 and the f
quarter of 2009, expensing it in the consolidatadrfcial statements (except for two locations itld@3awhere the taxes have not been paic
we are accruing and expensing the liability). &bsubsequent quarters, as a result of the Thinai& 2009 decision, we have accrued the
but not paid the State. Accordingly, as of Septeng®, 2012, we have approximately $9.8 millioratrued liabilities for this tax. Patron
expense amounted to $3.0 million, $2.9 million 28 million for the years ended September 30 22021 and 2010, respectively.
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J.  Commitments and Contingencies - continued

The Companys Texas clubs have filed a separate lawsuit ag#iesState in which the Company raises additiohallenges to the stat
imposing the fee or tax, demanding repayment otdles we have paid under this statute. The chanis not yet addressed these addit
claims. If we are successful in the remaininggdition, the amount we have paid under protest dhbelrepaid or applied to any futt
constitutional admission tax or other Texas statditbilities.

In September 2011, the Company and its CEO weré isuBistrict Court in Travis County Texas by a dtelder for damages as a resu
the plaintiff's alleged inability to sell shares on the open mtadkie to restrictive legends which the plaintiféges that the defendants faile:
remove in a timely manner. On March 21, 2012, then@any agreed to a settlement in the case. Thestefrthe settlement provide for
payment of $2,650,000 to the plaintiff and a fuldacomplete release of the Company and the Compd@&O. The settlement amount
paid with approximately $850,000 in insurance peatseand a cash payment from the Company of appedeiyn$1.8 million. No admission
liability was made by the Company. The parties cletegl the settlement documents and an Order of Bssthwas entered into on April .
2012. The $1.8 million has been expensed in the ¢eded September 30, 2012.

The Companys subsidiary that operated the club in Las Vegasréeently been audited by the Department of Taraif the State of Neva
for sales and other taxes. The audit period was the date of opening in September 2008 throubh3ly 2010. As a result of the audit,
Department of Taxation contends that the Compahgs Vegas subsidiary owes approximately $2.lianillincluding penalties and intere
for Las Vegas Live Entertainment Taxes. The Commoes not believe it is subject to the Live Erdiennent Tax and is protesting the a
results. Accordingly, the Company has not accrtlegl contingent liability in the accompanying condaled financial statements. It
unknown at this time whether the resolution of thigertainty will have a material effect on the Qxamy’s operations.

Two securities class action lawsuits were filedimgfaus in June 2011 in the U.S. District Court foe Southern District of Florida. T
plaintiffs claim to represent recipients of textssages. The complaints allege that we violatedTtdephone Consumer Protection Act
“TCPA”") by sending unsolicited advertisements byttmessage to the plaintiff and other recipientsonavide during the fougear perio
preceding the lawsuit without the prior expresstation or permission of the recipients. On Januly2012, an amended complaint was
in one of the cases to add one of our subsidiasea defendant. One of the cases was settled @2t? for $200,000. The other case
settled and paid for $155,000 in September 2012.

We have been a defendant in a federal court, pgraiice March 30, 2009, in the Southern DistricNefv York relating to claims under 1
Fair Labor Standards Act and New Yakivage and hour laws. Discovery is ongoing. The @aom denies any liability in this matter an
vigorously defending the allegations.

In September 2011, the Company’s subsidiary, RGéfainment Las Vegas, Inc. (“RCI Las Vegas”) aridkR®s Cabaret International we
sued by the lessor of its club in Las Vegas foabheof contract and other issues relating to RGl Vegas'lease. RCI Las Vegas has no as
and, therefore, is not able to pay the “deficiendfany is ultimately found in a court of law. If@éhplaintiff should attempt to claim that
“deficiency” is a liability of the parent company, the Compamjidves it has the legal basis upon which to rethie claim as the pare
company is not liable for the debts of its subsida Therefore, the Company does not believetthatcontingency will ultimately result ir
liability and, therefore, no accrual has been madke accompanying consolidated financial statémen

K. Common Stock

During the year ended September 30, 2010, theviolp common stock transactions occurred:

Stock options totaling 20,000 shares were exerdigegmployees and directors for proceeds of $56,000

The Company acquired 197,950 shares of common $botke treasury at a cost of $1.6 million. Thekares were subsequently retired.
The Company issued 895,255 shares for principabantued interest to redeem convertible debt anmogid $7.5 million.

The Company transferred 29,000 shares from temp@guity to permanent equity as a result of theeshleing sold by the holders into

open market.
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K. Common Stock- continued

During the year ended September 30, 2011, theviolp common stock transactions occurred:

Stock options totaling 25,000 shares were exerdigegmployees and directors for proceeds of $1&8,75

The Company acquired 415,384 shares of common $botke treasury at a cost of $3.3 million. Thekares were subsequently retired.
The Company issued 26,320 shares of common stoalefti aggregating $269,780.

The Company transferred 70,000 shares aggregatidgriillion from temporary equity to permanent égun connection with the settlem
of certain cross-litigation.

During the year ended September 30, 2012, thewiolp common stock transactions occurred:

Warrants totaling 118,856 shares were exerciseublners for proceeds of $1.0 million.

The Company acquired 262,054 shares of common ftotke treasury at a cost of $2.1 million. Thebares were subsequently retired.
L. Employee Retirement Plai

The Company sponsors a Simple IRA plan (the “Plantjich covers all of the Comparsytorporate employees. The Plan allows the corg
employees to contribute up to the maximum amouluwald by law, with the Company making a matchingitdbution of 3% of th
employee$ salary. Expenses related to matching contribstionthe Plan approximated $55,000, $55,000 ando$d7for the years end
September 30, 2012, 2011 and 2010, respectively.

M. Acquisitions
2010 Acquisitions

Joy of Austin

On December 18, 2009, the Company’s wholly owndibisliary, RCI Entertainment (3105 1-35), Inc. (“RElentered into and closed a St
Purchase Agreement (the “RCI Purchase Agreemerith) 8piridon Karamalegos (“Karamalegos”), the JdykCof Austin, Inc. (“*JOY")anc
North IH-35 Investments, Inc. (“NIII")whereby RCI acquired 51% of the outstanding stotd@Y and 49% of the outstanding stocl
NIIl. JOY is the owner and operator of the adudthticlub business known #Joy of Austin” which leases and occupies the real propert
improvements located at 3105 South IH-35, RoundkRdexas 78664 (the “Property’NIIl is the owner of the Property and leases
Property to JOY. Contemporaneously with entry itite RCI Purchase Agreement, RCI and Karamalegterezhinto an Assignment &
Assumption Agreement (the “Assignment Agreementereby Karamalegos assigned to RCI his right tume the remaining 49% of t
outstanding stock of JOY and the remaining 51%hef dutstanding stock of NIII, which right Karamabdsgobtained pursuant to a Purct
Agreement entered into between Karamalegos, Evasgdtolycrates (“Polycrates”), JOY and NIl (thePdlycrates Purcha
Agreement”). Pursuant to the RCI Purchase Agreement and th@wssint Agreement, RCI acquired and owns 100% obttistanding stoc
of JOY and 100% of the outstanding stock of NIII.

59




RICK'S CABARET INTERNATIONAL, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
SEPTEMBER 30, 2012 AND 2011

M.  Acquisitions and Dispositions — continued

Pursuant to the terms of the RCI Purchase Agreeamahthe Assignment Agreement, RCI paid aggregatsideration of $4.5 million, pl
assumption of a promissory note with First StatekB&aylor (the “Purchase Pricefpr the acquisition of JOY and Nlll. The Purchdéce
was payable as follows:

0] $1.8 million by wire transfer to Karamalegt
(i) $880,000 by wire transfer to Polycrat

(iii) $530,000 evidenced by a five (5) year secypsesmissory note to Karamalegos, bearing interettearate of 4.75% per
annum and payable in sixty (60) equal monthly isents of principal and interest of $9,941 (theatimalegos Note")The
Karamalegos Note is secured by a third lien in faafdaramalegos against the Property and improvesnecated thereon
and a second lien on all of the shares of JOY aidl

(iv) $1.3 million evidenced by a five (5) year sest promissory note to Polycrates, bearing inteaetie rate of 4.75% per
annum and payable in sixty (60) equal monthly isents of principal and interest of $24,759 (tf®lycrates Note”). The
Polycrates Note is individually guaranteed by Kaadegos for the first thirty (30) months and is seduby a second lien in
favor of Polycrates against the Property and impneents located thereon and a first lien on alhefghares of JOY and NI
and

(v) The assumption of a Promissory Note dated $epde 10, 2004, in the original principal amoun®860,000, executed by
NIII and payable to First State Be-Taylor, which Promissory Note had a current bataoic$652,489 as of the date of
acquisition, and is secured by the Property anddrgments located thereon. The note bears intatélse rate of 7.25%,
payable in monthly installments of principal antenest of $7,761. The interest rate is subjeetdjastment on September
2014 to the rate of prime plus 2.5%. The notauis @nd payable on or before September 10, -

Also pursuant to the agreements described abovegnikaegos entered into a four (4) year N@wmpetition Agreement with RCI, a
Polycrates entered into a three (3) year Non-CoitigetAgreement with RCI.

The following information summarizes the allocatwfifair values assigned to the assets and lisdsldat the acquisition date.

(in thousands)

Net current asse $ 44
Property and equipment and other as 2,95¢
Non-compete agreeme 20C
Goodwill 2,031
SOB license: 2,004
Deferred tax liability (2,03)
Net assets acquire $ 5,20:

The Company incurred approximately $43,000 in legadts associated with the acquisition, which aduded in legal and professio
expense in the accompanying consolidated stateofi@pierations.

Goodwill in the acquisition represents the offgethte deferred tax liability recorded as a restithe difference in the basis of the net asset
tax and financial purposes. The goodwill is nadlwible for income tax purposes. The resultsp#rations of this entity are included in
Company'’s consolidated results of operations sideeember 18, 2009. This acquisition was made tinéarthe Compang’ growth objectiv
of acquiring nightclubs that will quickly contriteito the Compang’ earnings per share. Proforma results of op@&atiave not been provid:
as the amounts were not deemed material to thelidated financial statements.

Fort Worth Gentlemées Club

On June 1, 2010, the Company’s wholly owned subagidRCl Entertainment (3315 North Freeway FW), Ifiike “Purchaser’fompleted th
acquisition of certain assets (the “Purchased A¥sef Restaurant Associates, Inc., a Texas cotjfrgthe “Seller”)pursuant to an Ass
Purchase Agreement (the “Purchase Agreement”) leetWeirchaser, Seller, Voldar, LLC, a Texas limitatdility company (“Voldar”),Sherr
Mofid (“Mofid”), John Faltynski (“Faltynski”) and @mes Noryian (“Noryian”).The Purchase Agreement was executed and closednenl
2010. Seller owned and operated an adult ententaib cabaret known as “Fort Worth Gentleman’s Clfibg “Club”), located at 3315 Nor
Freeway, Fort Worth, Texas 76106 (the “Real Profert
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At closing, Purchaser paid Seller $2.2 million caghwiretransfer for the Purchased Assets. Purchaserealtsoed into two lease agreeme
a lease agreement for the Real Property with Volther “Voldar Lease”and a lease agreement for unimproved property edfdo the Re.
Property (the “Adjacent Property”) with Mofid (tti®lofid Lease”). Each lease agreement has a term of five yearsonitfive year option
extend at the discretion of Purchaser. Each lagseement also grants Purchaser an option to medhe respective properties from Vo
and Mofid. Purchaser may exercise the optionsutchase any time after the twelfth month but betbeexpiration of the lease agreem
(including their optional extensions). The optitm purchase the Real Property and the option tchase the Adjacent Property mus
exercised contemporaneously. The purchase price epercise of the option to purchase the Real Prppéll range from $4.2 million to $5
million during the fiveyear term. The purchase price upon exercise abptien to purchase the Adjacent Property will muigm $500,000 !
$575,000 during the five-year term.

Also pursuant to the agreements described abovéidMnd Voldar entered into a five-year Non-Comtpati Agreement with RCI.
The following information summarizes the allocatwfifair values assigned to the assets and lisdsldat the acquisition date.

(in thousands)

Net current asse $ 42
Property and equipment and other as 1,301
Non-compete agreeme 20C
Goodwill 61
Net assets acquire $ 2,15¢

The Company incurred approximately $23,000 in legadts associated with the acquisition, which aduded in legal and professio
expense in the accompanying consolidated stateofi@pierations.

The results of operations of this entity are inelddn the Companyg’ consolidated results of operations since Ju2810. This acquisition w
made to further the Company’s growth objective ofjuring nightclubs that will quickly contribute tthe Companys earnings pr
share. Proforma results of operations have nat peavided, as the amounts were not deemed materihe consolidated financial statem:
Golden Productions JGC Fort Worth, LLC

On July 16, 2010, the Company’s wholly owned subsjdRCI Entertainment (Fort Worth), Inc. (“RCI EdNorth or Purchaser'gomplete:
the acquisition of certain assets (the “Purchasesess”)of Golden Productions JGC Fort Worth, LLC, a Tekasted liability compan'
(“Golden Productions”) and VCG Holding Corp., a @eldo corporation (“VCGH") pursuant to an AssetdPiase Agreement (thétirchas
Agreement”)between Purchaser, Golden Productions and VCGH:. Pthichase Agreement was executed and closedya@u2010. Golde
Productions owned and operated an adult entertaihgabaret known as “Jaguar's Gold Club Fort Worthe “Club”), located at 123-
Calloway Cemetery Road, Fort Worth, Texas, 76048 {Premises”).VCGH owned the improvements on the Premises, inretpthe buildin
and fixtures (the “Improvements”).

At closing, RCI Fort Worth paid aggregate consitlerato Golden Production and/or VCGH for the Parsbd Assets of (1) $1 million cash
wire-transfer and (2) 467,497 shares of common stodkGiEH with a fair market value of $794,745, whichresdneld by the Company. R
Fort Worth also entered into a ground lease agreefoe the land where the Premises is located ®itfan S. Foster, the current owner of
land (the “Lease Agreement’)The Lease Agreement has a term of five years vdtir bptions to extend the lease for five yearsthe
discretion of RCI Fort Worth. The initial monthigntal rate during its term is $20,000 per morithe Lease Agreement also grants RCI
Worth or its assigns an option to purchase the femd Mr. Foster, which option may be exercised aime after the 12th anniversary dat:
the Lease Agreement and before the expirationef#ase Agreement (including its option term) ptiechase price of fair market value, bt
no event less than $3 million. As a result of puechase, the Company recorded a bargain purcteseg the transaction of approxima
$214,000 which was offset by a loss on the VCGHeshaAlso at closing, RCI Fort Worth entered a Nimmpetition Agreement with NV
Foster. The term of the Non-Competition Agreenetts on September 17, 2012.
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The following information summarizes the allocatwfrfair values assigned to the assets and lisgsilat the acquisition date.

(in thousands)

Property and equipment and other as $ 1,95¢
Non-compete agreement 50
Net assets acquire $ 2,00¢

The Company incurred approximately $22,000 in legadts associated with the acquisition, which aduded in legal and professio
expense in the accompanying consolidated stateofi@pierations.

The results of operations of this entity are ineldd the Compang’ consolidated results of operations since Jul2Q&0. This acquisition w
made to further the Company’s growth objective ofjuaring nightclubs that will quickly contribute tthe Companys earnings pr
share. Proforma results of operations have nat peavided, as the amounts were not deemed matetilaé consolidated financial statements
2011 Acquisitions and Openings

RCI Dining Services (Airport Freeway)

On January 3, 2011, the Company’s wholly owned iglidrges, RCI Dining Services (Airport Freeway)clr{“RCI Dining”) and RCI Holding
Inc. (“RCI") completed the purchase of a new gent@’s club adjacent to the south end of the DdflasNorth International Airport and t
purchase of the underlying real property, for agragate price of $4,565,000. A Purchase AgreemedtBuild-toSuit Turnkey Constructic
Agreement had previously been entered into in Déeer009, which agreement provided for the constm®f the new club and the purch
of the real property located at 15000 Airport FragyHighway 183), Fort Worth, Texas.

The following information summarizes the allocatwfifair values assigned to the assets and lisdsilat the purchase date.

(in thousands)

Building, land and conten $ 3,12¢
Equipment and sigr 28¢
SOB license 1,15(
Net asset $ 4 ,56¢

Gold Club of Indy, LLC

The Company’s wholly owned subsidiaries, RCI Dingrvices (Indiana), Inc. (“RCI Indiana”) and RCbldings, Inc. (“RCI Holdings},
entered into a Third Amendment to Purchase Agreeélftea “Amended Purchase Agreement”) with the Goldb of Indy, LLC (“GCI"), the
Estate of Albert Pfeiffer, deceased, and Lori Péejfpersonal representative of the Estate of AlPéeiffer, deceased, and sole membe
GCIl. GCIl owned and operated an adult entertainm@lpéret known as “The Gold Clubigcated at 3551 Lafayette Road, Indianapolis, Ing
46222. GCI also owned the real property where Ghkl Club is located. The Amended Purchase Agreétnansactions closed on April ;
2011, whereby (i) RCI Indiana acquired from Pfaifédl assets which are used for the business ofGbld Club for $825,000 and (ii) R
Holdings acquired from GCI the real property wh&he Gold Club is located, including the improvensetitereon, for $850,000, for tc
aggregate consideration of $1,657,000, net of iceatecrued property taxes.

Also at closing of the Amended Purchase Agreemenri, Pfeiffer entered into a No@ompetition Agreement with RCI Indiana, pursuat
which she agreed not to compete with The Gold @lithin Indianapolis, Indiana or any of the adjacemtinties for a period of five years.
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The following information summarizes the allocatwfirfair values assigned to the assets and lisdsilat the purchase date.

(in thousands)

Building, land and conten $ 75C
Equipment and furnitur 9C
Noncompete 10C
Goodwill 70¢
Net asset $ 1,64¢

The results of operations of this entity are ineldidn the Companyg’ consolidated results of operations since Aprjl Z2L1. This acquisitic
was made to further the Company’s growth objectifeacquiring nightclubs that will quickly contributto the Compang’ earnings p
share. Proforma results of operations have nat peavided, as the amounts were not deemed matetilaé consolidated financial statements
2011 Acquisitions and Openings

Schieks Palace Royale

Our wholly owned subsidiary, RCI Dining Services M#th Street), Inc., a Minnesota corporation (“R@ihnesota”),entered into an Ass
Purchase Agreement with Classic Affairs, Inc., anhdisota corporation (“Classic”’gnd VCG Holding Corp., a Colorado corpora
(“WVCGH"). Classic is a wholly owned subsidiary WCGH and owned and operated an adult entertainceadydaret known as “SchiekPalac
Royale,”located at 115 South 4th Street, Minneapolis, Méot@ The parties amended the Asset Purchase ragnteon April 14, 2011 al
on May 31, 2011, which amendments reduced the pseclprice and extended the closing date of thesdddion. The Asset Purch
Agreement, as amended, closed July 28, 2011, wid€lh Minnesota acquired substantially all of ttesets associated or used in conne
with the operation of Schiek’s Palace Royale ferplrchase price of $2,875,000.

In connection with the Asset Purchase AgreementManch 22, 2011, our wholly owned subsidiary, RGildings, Inc. (“RCI Holdings),
entered into a Real Estate Purchase AgreemenéititBtreet Partnership LLLP, a Minnesota limitebility limited partnership (“4th Streét”
which owned the real property where SchieRalace Royale is located. The parties amendeR¢al Estate Purchase Agreement on Ma
2011 and on July 26, 2011. The Real Estate Puechgeeement, as amended, closed on July 28, 2drely RCI Holdings acquired the 1
property where Schiek’s Palace Royale is locatea fourchase price of $3,250,000.

At closing of the above transactions, VCGH, ClasSiomy Lowrie (the Chief Executive Officer of VCGH)nd Micheal Ocello (the Chi
Operating Officer and President of VCGH) each estténto a Noncompetition Agreement pursuant to which each agre¢do compete wii
RCI Minnesota, Schiek’s Palace Royale or any ofrthffiliates for a period of five years in the sevcounty, twireity metropolitan area
Minneapolis-St. Paul, Minnesota.

The following information summarizes the allocatififair values assigned to the assets and liadsldt the purchase date.

(in thousands)

Building, land and conten $  3,28(
Equipment and furnitur 52¢
Noncompete 30C
Goodwill 2,021
Net asset $  6,12¢

The results of operations of this entity are ineldd the Compang’ consolidated results of operations since Jul2@&1. This acquisition w
made to further the Company’s growth objective ofjuaring nightclubs that will quickly contribute tthe Companys earnings pr
share. Proforma results of operations have nat peavided, as the amounts were not deemed matetilaé consolidated financial statements

The Company incurred approximately $100,000 inllegats associated with the 2011 acquisition, wilaiehincluded in legal and professic
expense in the accompanying consolidated stateofi@perations.
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2012 Acquisitions and Openings
The New West

Our wholly owned subsidiary, RCI Dining Servicesaffant County), Inc., a Texas Corporation (“RCI raat County”),entered into &
Agreement for Purchase and Sale of Membership Wvitts Fred McDonald (“Seller”for the purchase of 100% of the membership uni
12291 CBW, LLC (*12291 CBW”). 12291 CBW owned aogerated an adult entertainment cabaret known he New West'located &
12291 Camp Bowie West, Aledo, Texas. The Agreerf@nPurchase and Sale of Membership Units closewtser 5, 2011, whereby R
Tarrant County acquired the membership units 0®122BW for the purchase price of $380,000. The Camymow operates the BYOB ¢
as “Temptations”. The entire purchase price of $380 was allocated to SOB License.

Silver City

Our wholly owned subsidiaries, RCI Dining Servi¢€seemmons), Inc. (“RCI Stemmons”), RCI Dining Sess (Inwood), Inc. (“RCI Inwood”
and RCI Dining Services (Stemmons 2), Inc. (“RChiDg”) entered into a Stock Purchase Agreement (Hréor Agreement”)with Mr.
Thanasi Mantas, Green Star, Inc. (“Green StarfeMining Club, Inc. (“Fine Dining”), Blue Star Ertainment Inc. (“Blue Star")Adelphi
Group Ltd. (“Adelphi”) and PNYX Limited Partnersh{tPNYX"). The Prior Agreement was amended on December 28,. Z01 January 1
2012, (i) Green Star, Fine Dining, Mr. Mantas, Asté] PNYX, RCI Stemmons, RCI Dining and RCI Hold#ngnc., our wholly owne
subsidiary (“RCI Holdings”), entered into a new &d urchase Agreement (the “Silver City PurchaseeAment”)and (ii) Blue Star, M
Mantas, PNYX, RCI Inwood and RCI Holdings enteneih ia separate Stock Purchase Agreement (the ‘BarePurchase Agreementiyhich
was subsequently terminated. The entry into theeSiCity Purchase Agreement and the Blue Star Rseci\greement terminated the F
Agreement, as amended.

Green Star owns and operates an adult entertaincadaret known as “Silver City Cabareptated at 7501 N. Stemmons Freeway, Ds
Texas 75247. Fine Dining has a concession to peoaldohol sales and services to Green Star atither €ity Cabaret. Mr. Mantas own
100% of the stock of Green Star and Fine Dinings®ant to the Silver City Purchase Agreement, Manbds agreed to sell (i) all the stoc!
Green Star to RCI Stemmons for the purchase pfi¢d,d00,000 in the form of a promissory note aiijda{l the stock of Fine Dining to Rt
Fine Dining for the purchase price of $100,000ha form of a promissory note. Each of the promigsates are payable over 11 years
have an adjustable interest rate of 5.5%. The md@sst to prime plus 2.5% in the 8month, not to exceed 9%. This transaction close
January 17, 2012.

Adelphi owned the real properties where the SiRéy Cabaret is located, including 7501 N. StemmBnseway, Dallas, Texas 75247
7600 John West Carpenter Freeway, Dallas, Texad775ahd PNYX owned certain adjacent real propetty56 John West Carper
Freeway, Dallas, Texas 75247. In transactions eélab the Prior Agreement, Adelphi and PNYX hadvjmasly entered into real est
purchase agreements with RCI Holdings on Novemf@er2011, which agreements were subsequently ameaslgzhrt of the Silver Ci
Purchase Agreement transaction. Pursuant to theeseste purchase agreements, as amended, (i) Adedpeed to sell the real propertie
7501 N. Stemmons and 7600 John West Carpentehdguurchase price of $6,500,000, payable $300;0@8sh and $6,200,000 in the forn
an adjustable 5.5% promissory note that is payadde 11 years, and (i) PNYX agreed to sell thé peaperty at 7506 John West Carpente
the purchase price of $1,000,000, payable $700/068sh and $300,000 in the form of an adjustatB&c5romissory note that is payable ¢
11 years. The rates adjust to prime plus 2.5% en6th® month, not to exceed 9%he real estate transactions closed contemporalyewiib
the Silver City Purchase Agreement.

At closing of the Silver City Purchase Agreemeatgactions, Mr. Mantas entered into a NGwmpetition Agreement providing for him to
compete with our subsidiaries by owning, partidipgbr operating an establishment featuring adutéainment within Dallas County and
contiguous counties (excepting the property locatet449 Inwood Road, Dallas, Texas 75247).

The following information summarizes the allocatwfifair values assigned to the assets and liadsldt the purchase date.
(in thousands)

Building, land and conten $  6,51(
Equipment and furnitur 13C
Noncompete 10C
Inventory and other current ass 47
Goodwill 774
SOB license: 2,21
Deferred taxes (779

Net asset $ 9,00(
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The allocation of fair values are preliminary amizuzind are subject to change in the future dufiegrteasurement period.

The Company incurred approximately $76,000 in legadts associated with the acquisition, which aduded in legal and professio
expense in the accompanying consolidated stateofi@mtome.

Goodwill in the acquisition represents the offgetite deferred tax liability recorded as a restithe difference in the basis of the net assel
tax and financial purposes. The goodwill is notwdeible for income tax purposes. The results ofrafiens of these entities are included in
Company’s consolidated results of operations sifaceiary 17, 2012. This acquisition was made tthéurthe Companyg’ growth objective «
acquiring nightclubs that will quickly contribute the Company earnings per share. Proforma results of opesatiame not been provided,
the amounts were not deemed material to the calaeli financial statements.

Jaguars

On August 3, 2012, our wholly owned subsidiary, ubag Acquisition, Inc. (“JAI"), entered into a Phase Agreement (thePurchas
Agreement”) with Bryan S. Foster and 13 entitiesned by him (the “Companies”p acquire nine operating adult cabarets and tvel
licensed locations under development (collectivéhg “Foster Clubs”)Ten of the clubs are located in Texas, includingoslin Tye (ne:
Abilene), Lubbock (two clubs), Odessa (two clulid)Paso, Harlingen, Longview, Edinburg and Beaumantl one club is located in Phoe
Arizona. On September 17, 2012, the parties entitedan Amendment to Purchase Agreement, wheredyBeaumont acquisition will

effected through an asset purchase rather thanck gurchase. The Amendment also made minor chatogesrtain representations
warranties within the Purchase Agreement.

On September 17, 2012, JAI and its subsidiariesecldhe transactions contemplated by the Purchgesefent, as amended, and comp
the acquisitions of nine of the 11 Foster Clubse &hquisitions of the remaining two clubs, whicé lcated in Beaumont and Longview, w
expected to be completed shortly after final peingthad been obtained from the local jurisdicticaiswhich time the closing documents
those two clubs were released. Longview was clased®eptember 28, 2012 and Beaumont on October Q2. As consideration for t
purchase of the Foster Clubs, JAI and its subséigraid to Foster and the Companies at closing0$3)00 cash and $22,000,000 pursuan
secured promissory note (the “Club NoteThe Club Note bears interest at the rate of 9.5%ap@um, is payable in 144 equal mon
installments and is secured by the assets purcliasadhe Companies. Upon closing of the Real Esfagreement (as defined below), JAI
its subsidiaries paid Foster the remaining $500¢23h consideration due with the purchase of tisteF&Clubs.

The Club Note also provides that in the event segulatory or administrative authority seeks to ecdoor attempts to collect any tax
obligation or liability that may be due pursuanthie Texas Patron Tax (sometimes referred to asthle Tax”) or related legislation, then 1
then outstanding principal amount of the Club Nateof the date the tax is enforced, will immedjabe reduced by an amount calculate:
multiplying 1,200,000 by the dollar amount of therqperson tax implemented (the “Reduction Amountfhe Reduction Amount cant
exceed $6,000,000. By way of example, if exactlp wwears after closing, a $2.00 per person tax pdémented and enforced, the Reduc
Amount would be $2,400,000 and the then principabant of the Club Note would be reduced $2,400,00@ Texas Patron Tax is currel
enacted to be $5 per person which would equates&@0,000 Reduction Amount if enforced.

At closing of the Purchase Agreement, Mr. Fostéere into a five-year nocempetition agreement providing for him to not catgpwith u
or our subsidiaries by owning, participating or igtmg an establishment featuring adult entertamnwethin a radius of 50 miles of t
location of any of the adult clubs owned by oursidiaries, excluding the adult cabaret locatedl®2¥ Reeder Road, Dallas, Texas, 75229.

As previously disclosed on August 9, 2012, in carioa with the Purchase Agreement, our wholly owsatsidiary, Jaguars Holdings, |
(“JHI™), entered into a Commercial Contract (theed® Estate Agreement\yvhich agreement provides for JHI to purchase théeastate whe
the Foster Clubs are located. The transactionseogiaited by the Real Estate Agreement closed oab@ctl6, 2012. See Note Q of Note
Consolidated Financial Statements for an explanaifdhe real estate transaction.
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The following information summarizes the allocatwfirfair values assigned to the assets and lisdsilat the purchase date.

(in thousands)

Equipment and furnitur $ 47¢
Noncompete 45C
Inventory and other current ass 16
Goodwill 19,13:
SOB licenses 5,92
Net asset $ 26,00(

The allocation of fair values are preliminary amizuzind are subject to change in the future dufiegrteasurement period.

The Company incurred approximately $316,000 inllegats and findes fees associated with the acquisition, which actuded in legal ar
professional expense in the accompanying conselidstatement of income.

The results of operations of these entities artudterd in the Companyg’ consolidated results of operations since Septerhbe2012. Thi
acquisition was made to further the Company’s gnoglijective of acquiring nightclubs that will quiglcontribute to the Compang’earning
per share.

The following unaudited pro forma information pretsethe results of operations as if the acquisitiad occurred as of the beginning of
immediate preceding period. The pro forma inforomais not necessarily indicative of what would haeeurred had the acquisition been n
as of such periods, nor is it indicative of futuesults of operations. The pro forma amounts gffeceto appropriate adjustments for the
value of the assets acquired, amortization of mitzlas and interest expense.
FOR THE YEAR
ENDED SEPTEMBER 3C

2012 2011
Revenue! $ 109,720 $ 97,76¢
Net income $ 8,66( $ 8,96¢
Net income per sha~ basic $ 08¢ $ 0.9(
Net income per sha~ diluted $ 08¢ $ 0.9(
Weighted average shares outstan basic 9,691 9,93(
Weighted average shares outstance diluted 9,691 9,93:

N. Discontinued Operations

The accompanying consolidated financial statemeaftact the following as discontinued operationsosnd for the years ended Septer
30, 2012 and 2011.

The Company closed its Divas Latinas club in Hoostolate September 2009. The Company owns thidibgilocation and the location
currently leased to a tenant. There was no galossron the closing of the club.

In March 2011, we made the decision to sell our Yagas location and, in April 2011, sharply redudtsdoperations in order to elimini
losses as we sought a buyer for the prop@ite. club was shuttered and the landlord took dvemptroperty in June 2011. Therefore, this ch
recognized as a discontinued operation in the apeoging financial statements and has recognizemss ¢n the closure of $2.0 million
discontinued operations.
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In August 2011, we sold 60% of the membership @serin the entity that previously operated our RiclCabaret in Austi
Texas. Accordingly, we have deconsolidated thesiglidry and have carried it as an equitgthod investment. Accordingly, the clut
recognized as a discontinued operation in the apaaging financial statements.

Following is summarized information regarding thecdntinued operations:

Revenues of discontinued operations amounted tm $2r6 million and $8.9 million for the years eddgeptember 30, 2012, 2011 and 2
respectively.

(in thousands) Year Ended September :
2012 2011 2010
Loss from discontinued operatio $ (269 $ (1,107 $ (919
Loss on sale of discontinued operati - (2,270 (16,939
Income tax - discontinued operations 92 1,18: 6,24¢
Total loss from discontinued operations, net of tax $ (172) $ (2,195 $ (11,609

Major classes of assets and liabilities includedssets and liabilities of discontinued operatasf:

September 3(
2012 2011
Current assel $ 3¢ $ 33
Property and equipme 40 76
Other asset 2 3
Current liabilities (130 (144)
Long-term liabilities (33) (33
Net assets (liabilities $ 91) $ (65)

Loss on sale of discontinued operations above septe actual loss or impairment of the Las Vegdsfarstin clubs Impairment of the
Philadelphia club is included in continuing opesas in the year ended September 30, 2010.
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(in thousands, except per share data)

Fiscal Year 201.
Quarters Ende

Dec. 31 March 31 June 3( Sept. 3C
Revenue: $ 22,01¢ $ 25,41¢  $ 23,92. $ 23,86¢
Income from continuing operatiol $ 2,28¢ $ 2,251 3% 1,89¢ $ 1,521
Net income $ 2,18t $ 2,117 % 1,82 $ 1,45:¢
Basic income per shar
Income from continuing operatio $ 02 $ 0.2 $ 0.1¢ $ 0.1¢
Net income $ 0.2: $ 02: $ 0.1¢ $ 0.1t
Diluted income per shar.
Income from continuing operatiol $ 0.2: $ 0.2: $ 0.1¢ $ 0.1
Net income $ 0.2: $ 02z $ 0.1¢ $ 0.1t
Basic weighted average shares outstan 9,68¢ 9,72( 9,72¢ 9,63:
Diluted weighted average shares outstan 9,68 9,731 9,731 9,63¢
Fiscal Year 201:
Quarters Ende
Dec. 31 March 31 June 3( Sept. 3C
Revenue: $ 19,66¢ $ 21,58( $ 20,79. $ 21,45:;
Income from continuing operatiol $ 2,34t $ 3,28t 3 2530 3 2,08¢
Net income $ 2,07¢ $ 2,92 $ 88t $ 1,95¢
Basic income per shar
Income from continuing operatio $ 02 $ 03¢ $ 028 $ 0.21
Net income $ 021 $ 0.2¢ $ 0.0¢ $ 0.2(
Diluted income per shar.
Income from continuing operatiol $ 0.2: $ 03z $ 0.2t $ 0.21
Net income $ 021 $ 0.2¢ $ 0.0¢ $ 0.2(
Basic weighted average shares outstan 10,04: 9,931 9,92¢ 9,81
Diluted weighted average shares outstan 10,04 10,77: 9,941 9,811
Fiscal Year 201!
Quarters Ende
Dec. 31 March 31 June 3( Sept. 3C
Revenue: $ 16,84. $ 20,06¢ $ 18,02: $ 19,13:
Income (loss) from continuing operatic $ 1,19« $ 2,95¢ 3 1,12 $ (1,370
Net income (loss $ 78: % 294t % 857 $ (12,547
Basic income (loss) per sha
Income (loss) from continuing operatic $ 0.1z $ 031 $ 011 $ (0.19)
Net income (loss $ 0.0¢ $ 031 $ 0.0¢ $ (1.2
Diluted income (loss) per shai
Income (loss) from continuing operatic $ 0.1z $ 031 $ 0.11 $ (0.19)
Net income (loss $ 0.0¢ $ 031 $ 0.0¢ $ (1.29)
Basic weighted average shares outstan 9,37( 9,31« 9,90t 10,15
Diluted weighted average shares outstan 9,38¢ 9,48¢ 9,95¢ 10,15

The operating results for the quarter ended Sepe® 2010 were materially affected by the impaintnexpense, amounting to approxime
$20.5 million.
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P. Gain on Settlement of Debt

In April 2011, the Company settled certain crbsgation with the former sellers of the Las Vegelsb. As a result of the settlement,
Company paid the sellers approximately $1.6 millioncash as full settlement of its obligation undedebt instrument with a remain
principal and interest balance at the time of $®i8ion. The Company has recorded a gain of appnately $900,000 in the year en
September 30, 2011 as a result of the settlemeaiddition, the Company and the sellers agreednoeat the Lock-up/Leakut Agreement ar
the Companys obligation to purchase from the sellers any efrdmaining 70,000 shares which the sellers hdiik fiesulted in the Compa
transferring $1.4 million from Temporary EquityR@rmanent Equity in the year ended September 30,.20

Q. Subsequent Event:

As previously disclosed on August 9, 2012, in catiog with the acquisition of the Foster Clubs,eaplained in Note M, the Comparsy’
wholly owned subsidiary, Jaguars Holdings, IncH{"), entered into a Commercial Contract (the “REatate Agreement”which agreeme
provided for JHI to purchase the real estate whieeeFoster Clubs are located. The transactionseoguiited by the Real Estate Agreer
closed on October 16, 2012. The purchase pricheofeal estate was $10.1 million (discounted t® $8illion as explained below) and v
paid with $350,000 in cash, $9.1 million in mortgawptes, including the assumption of approxima$dly2 million in notes, and an agreen
to make a onéime payment of $650,000 in twelve years that bearsnterest. The note bears interest at the fa82586, is payable in 1:
equal monthly installments and is secured by théestate properties. The Company will record & dedzount of $431,252 related to the one
time payment of $650,000.

On December 6, 2012, our wholly owned subsidiai@) Roldings, Inc. (“RCI Holdings”)entered into a Purchase and Sale Agreemer
“Real Estate Agreement”) with Regent 8% orp. (“Regent”). Regent owns the building locag@®0 West 33 Street, New York, New Yo
where an adult cabaret owned by our subsidiary, R@¢rtainment (New York), Inc. (“RCI New Yorks located. Regent currently leases
entire building to RCI New York under a lease agrert with a term that ends in 2023. The Real Egtgreement provides for RCI Holdir
to acquire the building from Regent for aggregatesieration of $23,000,000. Pursuant to the ageeenRCl Holdings paid $500,000 cas
escrow on December 6, 2012 and will pay an additi$250,000 cash in escrow by March 6, 2013. Thed Estate Agreement is schedule
close by June 4, 2013, at which time the escrowldusill be released to Regent, and RCI Holdings$ paly Regent the balance of the purcl
price, under the terms and conditions of the RethtE Agreement. Also at closing, Regent will assig RCI Holdings the lease agreen
under which RCI New York leases the building.

69




Item 9. Changes in and Disagreements With Accountasion Accounting and Financial Disclosure.
There have been no changes in or disagreementgedthuntants on accounting and financial disclasure
Item 9A. Controls and Procedures.

Effectiveness of Disclosure Controls and Procedure

In accordance with Rule 13a-15(b) of the Exchangg &s of the end of the period covered by #nsual Report on Form 10-Kpanagemel
evaluated, with the participation of our princigakcutive officer and principal financial officéhe effectiveness of the design and operati
our disclosure controls and procedures (as defindgiule 13ai5(e) under the Exchange Act). Based on their eigin of these disclost
controls and procedures, they have concluded tivadisclosure controls and procedures were effessof the date of such evaluation.

Management’'s Annual Report on Internal Control Over Financial Reporting

Management is responsible for establishing and tai@ing adequate internal control over financigbading, as such term is defined
Exchange Act Rule 13a5(f). Because of its inherent limitations, intdrrntrol over financial reporting may not prevemt detec
misstatements. Also, projections of any evaluatibreffectiveness to future periods are subjectigk that controls may become inadeq
because of changes in conditions, or that the degfe€ompliance with the policies or procedures rdateriorate. Management assesse
effectiveness of our internal control over finahegporting as of September 30, 2012. In making &ssessment, management used the ¢
set forth by the Committee of Sponsoring Organiegiof the Treadway Commission (“*COSQO”) itnternal Control-ntegrated Framewol
”. Based on this assessment, we believe that, agptdr8ber 30, 2012, our internal control over finahcgéporting was effective based on tf
criteria. Our internal control over financial refing as of September 30, 2012, has been auditebiyley Penn LLP, an independ
registered public accounting firm, as stated inirtieport which is included herein.

Changes in Internal Control over Financial Reportirg

During the three months ended September 30, 20i&2¢e thave been no changes in our internal contret Ginancial reporting that ha
materially affected or are reasonably likely to emily affect internal control over financial regiog.

Item 9B. Other Information.
None
PART Il
Item 10. Directors, Executive Officers and Corpora¢ Governance.
DIRECTORS AND EXECUTIVE OFFICERS
Our Directors are elected annually and hold officgil the next annual meeting of our stockholdarsuatil their successors are elected
qualified. Officers are appointed by the Board d@febtors annually and serve at the discretion efBbard of Directors (subject to any exis

employment agreements). There is no family relatigm between or among any of our directors andwiexofficers. Our Board of Directc
consists of six persons. The following table setthfour Directors and executive officers:

Name Age Position

Eric S. Langat 44 Director, Chairman, Chief Executive Officer, Presit
Phillip Marshall 63 Chief Financial Office

Travis Rees: 43 Director and Executive Vice Preside

Robert L. Watter: 61 Director

Steven Jenkin 55 Director

Luke Lirot 55 Director

Nour-Dean Anaka 55 Director

Eric S. Langan has been a Director since 1998 andPresident since March 1999. He has been invdlvede adult entertainment busin
since 1989. From January 1997 through the predenhas held the position of President of XTC Cabane. From November 1992 ur
January 1997, Mr. Langan was the President of BgtBeauties, Inc. Since 1989, Mr. Langan has eseticmanagerial control over more t
a dozen adult entertainment businesses. Througte thetivities, Mr. Langan has acquired the knowdedgd skills necessary to success
operate adult entertainment businesses.
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Phillip Marshall has served as our Chief Finan€ifficer since May 2007. He was previously contnoté Dorado Exploration, Inc., an oil a
gas exploration and production company, from Falyr@2@07 to May 2007. He previously served as Chiaincial Officer of CDT Systen
Inc., a publicly held water technology companyrrduly 2003 to September 2006. In 1972, Mr. Matdhedan his public accounting car
with the international accounting firm, KMG Main Himan. After its merger with Peat Marwick, Mr. Maadl served as an audit partne
KPMG for several years. After leaving KPMG, Mr. Mhell was partner in charge of the audit practicdagkson & Rhodes in Dallas fri
1992 to 2003, where he specialized in small puplield companies. Mr. Marshall is also a trustedJofted Mortgage Trust and Unit
Development Funding IV, publicly held real estateeistment trusts.

Robert L. Watters is our founder and has been awwclr since inception. Mr. Watters was our Prestcand our Chief Executive Officer fr(
1991 until March 1999. Since 1999, Mr. Watters lbamed and operated Rick’Cabaret, an adult entertainment club in New @d
Louisiana, which licenses our name. He was alsmader in 1989 and operator until 1993 of the GadorBar & Grill, an adult club located
Houston, Texas and in 1988 performed site selectiegotiated the property purchase and oversawlébigin and permitting for the club t
became the Cabaret Royale, in Dallas, Texas. Mttafapracticed law as a solicitor in London, Endland is qualified to practice law in N
York. Mr. Watters worked in the international tasogp of the accounting firm of Touche, Ross & GQuww succeeded by Deloitte & Touc
from 1979 to 1983 and was engaged in the privaetipe of law in Houston, Texas from 1983 to 1986en he became involved in our full-
time management. Mr. Watters graduated from thedbanSchool of Economics and Political Science, ©rsity of London, in 1973 with
Bachelor of Laws (Honours) degree and in 1975 witMaster of Laws degree from Osgoode Hall Law SEhaark University.

Steven L. Jenkins has been a Director since Ju@g. Zince 1988, Mr. Jenkins has been a certifiddipaccountant with Pringle Jenkins
Associates, P.C., located in Houston, Texas. Mikids is the President and owner of Pringle Jenkin&ssociates, P.C. Mr. Jenkins he
BBA Degree (1979) from Texas A&M University. Mr.nléns is a member of the AICPA and the TSCPA.

Travis Reese became our Director and Executive Viasident in 1999. From 1997 through 1999, Mr.deelead been a senior netw
administrator at St. Vincent's Hospital in Santa New Mexico. During 1997, Mr. Reese was a compaystems engineer with Deloitte
Touche. From 1995 until 1997, Mr. Reese was Viasident with Digital Publishing Resources, Inc.,laternet service provider. From 1¢
until 1995, Mr. Reese was a pilot with Continerdddlines. From 1992 until 1994, Mr. Reese was afpivith Hang On, Inc., an airlil
company. Mr. Reese has an Associate’'s Degree ian&etical Science from Texas State Technical Celleg

Luke Lirot became a Director on July 31, 2007. Mrot received his law degree from the UniversifySan Francisco in 1986. After serving
an intern in the San Francisco Public Defersl@ffice in 1986, Mr. Lirot returned to Florida ardtablished a private law practice wher
continues to practice and specializes in adultraitenent issues. He is a past President of ttst Rimendment LawyersAssociation and hi
actively participated in numerous state and fedegal matters.

Nour-Dean Anakar became a Director on September 14,.2010 Anakar has over 20 years of experience inigepositions in th
development and management of betting and gampwissand entertainment, and hospitality and leisyperations in the United Sta
Europe, and Latin America. From 1988 until 200thk#l executive management and business develogositions with Ladbrokes USA a
Ladbrokes South America. In 2001, Mr. Anakar becémeemanaging partner of LCIN LLC and LCIN S.A.nJaiego and Buenos Aires ba:
gaming companies, which were contracted by Grupde@»of Spain to oversee the development of all femlinology gaming projects ¢
operations in Latin America. He received his BAManagement Science from Duke University and CHAlaspitality Management from t
Conrad Hilton College at the University of Houston.

COMMITTEES OF THE BOARD OF DIRECTORS
AUDIT COMMITTEE

The Company has an Audit Committee whose memberStaven Jenkins, Nolean Anakar and Luke Lirot. Mr. Jenkins, Mr. Analaar
Mr. Lirot are independent Directors. The primarymse of the Audit Committee is to oversee the Camy[s financial reporting process
behalf of the Board of Directors. The Audit Commétmeets privately with our Chief Financial Offi@rd with our independent registe
public accounting firm and evaluates the respobgehie Chief Financial Officer both to the factegnted and to the judgments made b
outside independent registered public accountimg. fOur Audit Committee has reviewed and discusaegdaudited financial statements for
year ended September 30, 2012 with our manage®ven L. Jenkins serves as the Audit Comn’s Financial Expert.
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In May 2000, our Board adopted a Charter for thelid@Committee. A copy of the Audit Committee Charteas attached to our Prc
Statement as Exhibit “Afiled with the U.S. Securities and Exchange Cominisen July 21, 2008. The Charter establishesridependenc
of our Audit Committee and sets forth the scopéhefAudit Committee's duties. The Purpose of thdid@ommittee is to conduct continui
oversight of our financial affairs. The Audit Conttaee conducts an ongoing review of our financigbrés and other financial information pi
to their being filed with the Securities and Exop@rCommission, or otherwise provided to the pulillee Audit Committee also reviews
systems, methods and procedures of internal cenirolthe areas of: financial reporting, auditsasigy operations, corporate finar
managerial, financial and SEC accounting, comp#anith law, and ethical conduct. A majority of tiembers of the Audit Committee will
independent. The Audit Committee is objective, emxdews and assesses the work of our independgistes=d public accounting firm and
internal audit department.

The Audit Committee reviewed and discussed theearmtiequired by SAS 61 and our audited financialestents for the fiscal year en
September 30, 2012 with management and our indepémdgistered public accounting firm. The Auditn@uittee has received the writ
disclosures and the letter from our independenisterggd public accounting firm required by Indepemece Standards Board No. 1, and
Audit Committee has discussed with the independegistered public accounting firm the independegistered public accounting firr
independence. The Audit Committee recommendede®@tiard of Directors that the Company's auditedrfaial statements for the fiscal y
September 30, 2012 be included in our Annual Repoform 10-K for the fiscal year ended SeptemiBe2812.

NOMINATING COMMITTEE

The Company has a Nominating Committee whose mesrdoer Steven Jenkins, NoDean Anakar and Luke Lirot. In July 2004, the B«
unanimously adopted a Charter with regard to thecgss to be used for identifying and evaluating iness for director. The Char
establishes the independence of our Nominating Gitteenand sets forth the scope of the Nominatingy@dtee's duties. A majority of t
members of the Nominating Committee will be indegmnt. A copy of the Nominating Committee’s Chaxtan be found on the Company’
website at www.ricks.com

COMPENSATION COMMITEE

The Company has a Compensation Committee whose eremabe Steven Jenkins, Nddean Anakar and Luke Lirot. Decisions concer
executive officer compensation for the fiscal yeaded September 30, 2012 were made by the Comjmen&aimmittee. Eric S. Langan ¢
Travis Reese are the only directors of the Competmy are also officers of the Company. The primargppse of the Compensation Commi
is to evaluate and review the compensation of dkexofficers.

COMPLIANCE WITH SECTION 16(a) OF THE SECURITIES EXC HANGE ACT OF 1934

Section 16(a) of the Securities Exchange Act of418Rjuires our directors and executive officersl persons who own beneficially more t
ten percent of our common stock, to file report®@whership and changes of ownership with the Seesirand Exchange Commission. Be
solely upon a review of Forms 3, 4 and 5 furnisbedis during the fiscal year ended September 3022@e believe that the directc
executive officers, and greater than ten percenefigal owners have complied with all applicabikng requirements during the fiscal y
ended September 30, 2012, with the exception of fieembers of our Board of Directors, including AaalourDean, Luke Lirot, Stephi
Jenkins and Robert Watters, who each were lateeifiiing of a Form 4.

CODE OF ETHICS

We have adopted a code of ethics for our Prindialcutive and Senior Financial Officers, a copybfch can be found on our website at
www.ricks.com.

Item 11. Executive Compensation.

COMPENSATION DISCUSSION AND ANALYSIS

This compensation discussion and analysis descthlmsnaterial elements of the Compangompensation programs as they relate t
executive officers who are listed in the compemsatiables appearing below. This compensation disgnsand analysis focuses on
information contained in the following tables amtbted footnotes. The individuals who served asGbmpanys Chief Executive Officer al

Chief Financial Officer during fiscal 2012, as wadl the other individuals included in the Summaoynpensation Table, are referred to a:
“named executive officers.”
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Overview of Compensation Committee Role and Reljiires

The Compensation Committee of the Board of Directmversees our compensation plans and policiegwsvand approves all decisit
concerning the named executive officecempensation, which may further be approved byBbard, and administers our stock option
equity plans, including reviewing and approvingckt@ption grants and equity awards under the plahe Compensation Committee’
membership is determined by the Board and is coatpestirely of independent directors.

Management plays a role in the compensation-sefitngess. The most significant aspects of managesesle are to evaluate emplo
performance and recommend salary levels and eqaitypensation awards. Our Chief Executive Officéernfmakes recommendations to
Compensation Committee and the Board concerningpeasation for other executive officers. Our Chigé&utive Officer is a member of 1
Board but does not participate in Board decisiagarding any aspect of his own compensation. Thmpéasation Committee can ref
independent advisors or consultants.

Compensation Committee Process

The Compensation Committee reviews executive cosgian in connection with the evaluation and appl@f an employment agreement
increase in responsibilities or other factors. Wehpect to equity compensation awarded to oth@lmmaes, the Compensation Committe
the Board grants stock options, often after recgiva recommendation from our Chief Executive Offidehe Compensation Committee ¢
evaluates proposals for incentive and performagoé&yeawards, and other compensation.

Compensation Philosophy

The Compensation Committee emphasizes the impditénbetween the Comparg/performance, which ultimately affects stockholdalue
and the compensation of its executives. Therefibre,primary goal of the Comparsyexecutive compensation policy is to try to alige
interests of the executive officers with the instseof the stockholders. In order to achieve thialgthe Company attempts to, (i) o
compensation opportunities that attract and regaacutives whose abilities and skills are crittoathe longterm success of the Company
reward them for their efforts in ensuring the sescef the Company, (ii) align the Company’s compéna programs with the Company’
long-term business strategies and objectives, aifgiovide variable compensation opportunitiesittiare directly linked to the Companry’
performance and stockholder value, including aritggtiake in the Company. Our named executive effitcompensation utilizes two prime
components — base salary and long-term equity cosgimn —to achieve these goals. Additionally, the CompgosaCommittee me
award discretionary bonuses to certain executivesed on the individual's contribution to the ackieent of the Company’ strategi
objectives.

Setting Executive Compensation

We fix executive base compensation at a level wievm enables us to hire and retain individuals icompetitive environment and to rew
satisfactory individual performance and a satisfigctievel of contribution to our overall businessafs. We also take into account
compensation that is paid by companies that weseelio be our competitors and by other compani¢ls which we believe we genere
compete for executives.

In establishing compensation packages for execufffieers, numerous factors are considered, inclgdhe particular executiv@'experienc
expertise and performance, our compargverall performance and compensation packagéshleain the marketplace for similar positions
arriving at amounts for each component of compémsabur Compensation Committee strives to strikeappropriate balance between t
compensation and incentive compensation. The Cosgten Committee also endeavors to properly alodmtween cash and noast
compensation and between annual and long-term ausafien.

The Role of Shareholder Say-on-Pay Votes

At our annual meeting of shareholders held on Audés 2011, approximately 97.0% of the shareholddgnrs voted on the “say-on-pay”
proposal approved the compensation of our namecdugéixe officers, as disclosed in the proxy statetmn@ithough this advisory shareholi
vote on executive compensation is rionding, the Compensation Committee will considee butcome of the vote when making fu
compensation decisions for named executive officers

Base Salan

The Company provides executive officers and othgpleyees with base salary to compensate them feices rendered during the fiscal yt
Subject to the provisions contained in employmeagreements with executive officers concerning badarg amounts, base salaries of
executive officers are established based upon cosatien data of comparable companies in our matketexecutives job responsibilitie
level of experience, individual performance andtdbation to the business. We believe it is impottéor the Company to provide adeqt
fixed compensation to highly qualified executivasour competitive industry. In making base salaggisions, the Compensation Commi
uses its discretion and judgment based upon pdrkapwledge of industry practice but does not apmty specific formula to determine
base salaries for the executive officers.
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Equity-Based Awards—Equity Compensation Plans

The Compensation Committee uses equity awards]lysnahe form of stock options, primarily to meéte our named executive officers
realize benefits from longeerm strategies that increase stockholder valug tapromote commitment and retention. Equity awareist upo
the achievement of performance criteria that thengany believes are critical to its long-term susces

The Compensation Committee believes that stockongtare an important form of logkm incentive compensation because they alig
executive officers interests with the interests of stockholders;esiine options have value only if our stock priveréases over time. From ti
to time, the Compensation Committee may consideugistances that warrant the grant of full valuams such as restricted stock u
Examples of these circumstances include, amongxth#racting a new executive to the team; reaggia promotion to the executive te
retention; and rewarding outstanding long-term gbations.

Our equity grant practices require that stock opgtiand other equity compensation have prices detedhbased on at least the fair ma
value on the date of grant. The fair market valti®ur stock option awards has historically beez MASDAQ closing price on the date
grant.

Retirement Savings Pl¢

The Company maintains a retirement savings plath®@ibenefit of our executives and employees. Guplg IRA Plan is intended to qual
as a defined contribution arrangement under therrat Revenue Code ( the “CodeParticipants may elect to defer a percentage df
eligible pretax earnings each year or contribufixed amount per pay period up to the maximum dbation permitted by the Code. ,
participants’ plan accounts are 100% vested dinadls. All assets of our Simple IRA Plan are cutlseimvested, subject to participadirectec
elections, in a variety of mutual funds chosen frime to time by the Plan Administrator. Distrilarti of a participans vested intere
generally occurs upon termination of employmentluding by reason of retirement, death or disabiltVe make certain matchi
contributions to the Simple IRA Plan.

Perquisites and Other Personal Bene

The Company'’s executive officers participate in @@mpanys other benefit plans on the same terms as othplogees. These plans inclt
medical, dental, life and disability insurance. ¢daltion benefits also are reimbursed and are iddally negotiated when they occur. °
Company reimburses each executive officer foredbonable business and other expenses incurréeioyin connection with the performa
of their duties and obligations under their empleynagreements. The Company does not provide naredutive officers with ar
significant perquisites or other personal bene&fitsept for an auto for each executive’s businegs us

The following table reflects all forms of compernsatfor services to us for the fiscal years endedt&mber 30, 2012, 2011 and 2010 of ce
executive officers.

Summary Compensation Table

Non-
Equity Nonqualified
Incentive Deferred
Name anc Stock Option Plan Compensatic All other
Principal Salary Bonus Awards Awards Compensatio Earnings compensatio Total
Position Year %) %) %) %) %) %) $) $)
@ (b) (©) (d) (e) (0] @ (h) 0] @®
Eric S. 2012 623,07 -0- -0- 83,12¢1) -0- -0- 72,684(1) 778,88!
Langan, 2011 600,00( -0- -0- -0- -0- -0- 53,72(1) 653,72
President 2010 600,00( -0- -0- 86,14¢(1) -0- -0- 38,70((1) 724,84t
CEO
Phillip 2012 215,001 10,00((4) {0 14,89¢(2) =0 0" 30,61%(2) 270,51
Marshall, 2011 204,61} 30,00((4) -0- -0- -0- -0- 27,42¢2) 262,04:
CFO 2010 200,00 10,00((4) -0- 11,1142) -0- -0- 19,33¢2) 240,45
Travis 2012 204,61! -0- -0- 18,80¢(3) -0- -0- 27,8643) 251,28t
Reese 2011 200,00( -0- -0- -0- -0- -0- 37,9643) 237,96¢
Executive 2010 197,26( -0- -0- 13,8943) -0- -0- 30,463) 241,62(

Vice Presiden
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4

Mr. Langan received 5,000 options to purchase shaf@ur common stock at an exercise price of $&75uly 2009. Mr. Langan al
received 155,000 options to purchase shares of@ummon stock at an exercise price of $10.25 oneBaper 30, 2010. Mr. Langan &
received 215,000 options to purchase shares of@umon stock at an exercise price of $8.35 on 2uB012. Of these options, 155,I
were replacement of the September 30, 2010 optMnslLangan also received 10,000 options to purelsmares of our common stocl
an exercise price of $8.78 on June 27, 2012. Tlesenot amounts paid to or realized by the exeeutiAssumptions used in -
calculation of these compensation costs are indudeNote | to the Company’s audited financial staents included in this Form 1Q-
Mr. Langan and his family also received the useesfain automobiles in each ye

Mr. Marshall received 20,000 options to purchasaresh of our common stock at an exercise price of0b8s a performance bonus
August 2007. Mr. Marshall received 20,000 optiomptirchase shares of our common stock at an egepcise of $10.25 on Septem
30, 2010. Mr. Marshall also received 40,000 oggtimpurchase shares of our common stock at aisggrrice of $8.35 on July 2, 20
Of these options, 20,000 were replacement of theteB®er 30, 2010 options. These are not amount foaior realized by tt
executive. Assumptions used in the calculatiorthese compensation costs are included in NotethéoCompanys audited financii
statements included in this Form-K. Mr. Marshall and his family also received the ud certain automobiles in each ye

Mr. Reese received 5,000 options to purchase slwresr common stock at an exercise price of $8n73uly 2009. Mr. Reese a
received 25,000 options to purchase shares of @mnmn stock at an exercise price of $10.25 on &dpte 30, 2010. Mr. Reese ¢
received 40,000 options to purchase shares of@unmon stock at an exercise price of $8.35 on JuR022. Of these options, 25,000 w
replacement of the September 30, 2010 options.Rdese also received 10,000 options to purchasesslafirour common stock at
exercise price of $8.78 on June 27, 2012. Thesaaramounts paid to or realized by the executivessumptions used in the calcula
of these compensation costs are included in Nadethe Company’s audited financial statements hetlin this Form 16 Mr. Rees
also received the use of an automobile in each

Mr. Marshall received a bonus of $10,000 in 20130,800 in 2011 and $10,000 in 2010 for outstangiexormance

2012 GRANTS OF PLAN-BASED AWARDS

The following table sets forth information regarglithe 2012 annual option incentive programs anfbpaance-based awards. No nequity
incentive plan awards were made in 2012 for officer

Estimated Future Payouts Under Equity
Incentive Plan Award

Threshold Maximum
Grant Date #(1) Target #(1 #(1)
Eric Langar 6/27/2012 10,00( 10,00( 10,00(
Eric Langar 71212012 215,00( 215,00( 215,00(
Phillip Marshall 7/2/2012 40,00( 40,00( 40,00(
Travis Rees: 6/27/2012 10,00( 10,00( 10,00(
Travis Rees: 7/2/2012 40,00( 40,00( 40,00(

(1) The stock option awards described in this tchare granted pursuant to the Compan3010 Stock Option Plan. In this case, the ni
executives were not required to reach any spep#itormance level to receive these awards. RatherCompensation Committee grat
these awards to reward overall outstanding perfoomaf the named executives during fiscal year 2012
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Outstanding Equity Awards at Fiscal

Year End
OPTION AWARDS STOCK AWARDS
Equity
Equity Incentive
Incentive Plan
Plan Awards:
Awards: Market or
Equity Number Payout
Incentive of Value of
Plan Unearned Unearned
Awards: Number Market Shares, Shares,
Number of Number of of Shares Value of Units or Units or
Number of Securities Securities or Units Shares or Other Other
Securities Underlying Underlying of Stock Units of Rights Rights
Underlying Unexercised  Unexercised Option that have Stock that that have that have
Unexercised Options Unearned Exercise Option not have not not not
Options (#) (#) Options Price Expiration Vested Vested Vested Vested
Name Exercisable  Unexercisabl #) $) Date #) $) ($) $
(a (b) (c) (d) (e) (e) @ (h) 0] 0)
Eric S. Langat 10,00( 10,00( 10,00( 8.7¢ 6/27/14 0 0
215,00( 215,00( 215,00( 8.3t 7/2/14 0 0
Phillip Marshall 40,00( 40,00( 40,00( 8.3t 7/2/14 0 0
Travis Rees: 10,00( 10,00( 10,00( 8.7¢ 6/27/14 0 0
40,00( 40,00( 40,00( 8.3t 7/2/14 0 0

OPTION EXERCISES
One of the named executive officers exedcsoeck options in 2011.

Option Awards

Number of
Shares
Acquired Value Realizec
Name on Exercise on Exercise
Travis Rees: 5,000 $ 14,41¢

DIRECTOR COMPENSATION

We do not currently pay any cash directors' fees,we pay the expenses of our directors in atteptimard meetings. In August 2011,
issued 7,500 stock options to each Director whoisa member of management. These options becoereisable in August 2012, hav
strike price of $7.15 per share and expire in At@@3.In September 2010, we issued 10,000 stock optioreath Director who is no
member of management and 5,000 shares to eacht@ireloo is a member of management. These optienarbe exercisable in Septen
2010, had a strike price of $10.25 per share witkexpiration date in September 2012. These optigere exchanged on July 2, 2012, fo
equal number of options, with a strike price of38per share, which become exercisable in July 204Bexpire in July 2014. Each non
executive Director also received 20,000 optionsJane 27, 2012 and each executive director alsavextel 0,000 options. These opti
become exercisable in June 2013, have a strike pfic8.78 per share and expire in June 2014. wWollpis a schedule of the value of
options issued in the year ended September 30,2012
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Nonqualified

Fees Earned Non-Equity Deferred
or Paid in Stock Option Incentive Pla  Compensatio All Other
Cash Awards Awards Compensatic Earnings Compensatic Total

Name ($) $ $ $ $) $ $)

@ (b) (© (d) (e) ® @ (h)
Robert Watter: -0- 0- 3 19,29¢ -0- -0- 0- 3 19,29¢
Nourdean Anaka -0- 0- 3 19,29¢ -0- -0- 0- $ 19,29¢
Steve Jenkin -0- 0- 3 19,29¢ -0- -0- 0- $ 19,29¢
Luke Lirot -0- 0- 3 19,29¢ -0- -0- 0- $ 19,29¢
Eric Langar -0- 0 % 9,64¢ -0- -0- 0- $ 9,64¢
Travis Rees -0- 0 % 9,64¢ -0- -0- 0- $ 9,64¢

EMPLOYMENT AGREEMENTS

On July 23, 2012, we entered into a new Employnfegreement with our Chief Executive Officer and Raest, Eric Langan. His previo
employment agreement expired on April 1, 2012. kv agreement has a term of three years and peo¥idean annual base salary
$750,000 for the first year of the term and an ahhase salary of $825,000 for the second and tfged of the term. Under the terms of
agreement, Mr. Langan is bound to a confidentigdityvision and cannot compete with us for a petipdn termination of the agreement.

On July 23, 2012, we entered into a new Employmfggreement with Travis Reese, our Executive V.P. @hief Technology Officer. +
previously served under the title “Executive V.Rdairector of Technology.His previous employment agreement expired on Fepri;
2012. The new agreement has a term of two yearpavites for an annual base salary of $230,00@h®ffirst year of the term and an ani
base salary of $240,000 for the second year ofetme. Under the terms of the agreement, Mr. Reebeund to a confidentiality provision &
cannot compete with us for a period upon termimatibthe agreement.

On June 30, 2011, we entered into an Employmeneément with Phillip K. Marshall to serve as our @ttinancial Officer. Mr. Marshat’
Employment Agreement extends through May 30, 28h8,provides for an annual base salary of $215/006er the terms of his Employm
Agreement, Mr. Marshall is bound to a confidentyairovision and cannot compete with us upon th@rakion of his Employment Agreeme

The employment agreements of Messrs. Langan, Rewb&larshall each provide that, in the event wmitggite such employee without ca
or such employee terminates his employment becaaseduce or fail to pay his compensation or mallgrchange his responsibilities, si
employee is entitled to receive in one lump sumnpayt the full remaining amount under the term of drinployment agreement to whicl
would have been entitled had his agreement not tegerinated.

We have not established long-term incentive plardefined benefit or actuarial plans.
EMPLOYEE STOCK OPTION PLANS

While we have been successful in attracting andimiety qualified personnel, we believe that ouufatsuccess will depend in part on
continued ability to attract and retain qualifieergonnel. We pay wages and salaries that we balieveompetitive. We also believe that ec
ownership is an important factor in our ability datiract and retain skilled personnel. We have asbstock option plans (the “Planggr
employees and directors. The purpose of the Ptatesfurther the interests of the Company, our igiidises and our stockholders by provid
incentives in the form of stock options to key eoygles and directors who contribute materially to success and profitability. The gre
recognize and reward outstanding individual perfamoes and contributions and will give such persanmoprietary interest in us, tt
enhancing their personal interest in our continsiectess and progress. The Plans also assist umiasdbsidiaries in attracting and retair
key employees and directors. The Plans are admiaisty the Board of Directors. The Board of Dioesthas the exclusive power to selec
participants in the Plans, to establish the terfrth@ options granted to each participant, provitted all options granted shall be granted :
exercise price equal to at least 85% of the fairketavalue of the common stock covered by the optia the grant date and to make
determinations necessary or advisable under thesPla

In August 1999, we adopted the 1999 Stock Optiam Pthe “1999 Plan™)vith 500,000 shares authorized to be granted alddusamler the 19¢
Plan. In August 2004, shareholders approved an Alment to the 1999 Plan (the “Amendmen#fich increased the total number of sh
authorized to 1 million. In July 2007, shareholdapproved an Amendment to the 1999 Plan (the “Ammd”), which increased the to
number of shares authorized to 1.5 million. TheQlB8n was terminated by law in July 2009. Ourr8az Directors approved the 2010 St
Option Plan on September 30, 2010. The 2010 Pmapproved by the shareholders of the Compargdioption at the 2011 Annual Meet
of Shareholders. As of September 30, 2012, ther@ 8,000 stock options outstanding.
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COMPENSATION POLICIES AND PRACTICES AS THEY RELATE TO RISK MANAGEMENT

We attempt to make our compensation programs disneey, balanced and focused on the long term.béleve goals and objectives of
compensation programs reflect a balanced mix ohtifaéive and qualitative performance measuresvimicaexcessive weight on a sin
performance measure. Our approach to compensatamtiqges and policies applicable to employees ambwtants is consistent with t
followed for its executives. Based on these factars believe that our compensation policies andtioes do not create risks that
reasonably likely to have a material adverse effaats.

Compensation Committee Report
The Compensation Committee has reviewed and disdusith management the Compensation DiscussiorAaatysis to be included in tt
Form 10K. Based on the reviews and discussions refeopeabbve, the Compensation Committee recommendwet8dard of Directors th
the Compensation Discussion and Analysis refeweaabbve be included in this report.

The foregoing has been furnished by the Compens&@nmittee.

Steven L. Jenkins

Luke Lirot

Nour-Dean Anakar
Compensation Committee Interlocks and Insider Partipation
The Compensation Committee is comprised of Mesenskins, Lirot and Anakar. No interlocking relasbip exists between any membe

the Compensation Committee and any member of drgr abmpany’s Board of Directors or compensatiamrittee.
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Item 12. Security Ownership of Certain Beneficial @Qvners and Management and Related Stockholder Mattet

The following table sets forth certain informatianDecember 1, 2012 with respect to the beneficial ownership of sekatcommon stock |
(i) each person known to us who owns beneficialyrerthan 5% of the outstanding shares of commarks{é) each of our directors, (i) ea
of our executive officers and (iv) all of our exéga officers and directors as a group. Unless mtfee indicated, each stockholder has
voting and investment power with respect to therehahown. As of December 1, 2012, there were B882shares of common st
outstanding.

Number of Percent of
Name/Addres: shares Title of class Class (8

Eric S. Langan

10959 Cutten Road

Houston, Texas 770¢ 1,214,82(1) Common stocl 12.6¢%
Phillip K. Marshall

10959 Cutten Road

Houston, Texas 770¢ 8,9952) Common stocl 0.0%
Robert L. Watters

315 Bourbon Street

New Orleans, Louisiana 701. 22,50((3) Common stocl 0.2:%
Steven L. Jenkins

16815 Royal Crest Drive

Suite 160

Houston, Texas 770¢ 7,50((4) Common stocl 0.0&%
Travis Reese

10959 Cutten Road

Houston, Texas 770¢ 15,33((5) Common stocl 0.1€%
Nour-dean Anakar

3978 Sorrento Valley Drive, #100

San Diego, California 921: 7,50((6) Common stocl 0.0&%
Luke Lirot

2240 Belleair Road, Suite 190

Clearwater, FL 3376 7,50((7) Common stocl 0.08%
All of our Directors and Officers as a Group of ee\(7) person 1,284,15(8) Common stocl 13.4(%

E. S. Langan. L.P.
10959 Cutten Road
Houston, Texas 770¢ 578,63: Common stocl 6.04%

(1) Mr. Langan has sole voting and investment pdae636,196 shares of common stock he owns direktt. Langan has shared
voting and investment power for 578,632 shareshbhaiwns indirectly through E. S. Langan, L.P. Mangan is the general partner
of E. S. Langan, L.P. This amount does not incloliions to purchase up to 225,000 shares of conmstamk which are not
exercisable within the next 60 da

(2) Includes 8,995 shares of common stock he owsstty. This amount does not include options tocpase up to 40,000 shares of
common stock which are not exercisable within teet 60 days

(3) Includes 15,000 shares of common stock he alirestly and options to purchase up to 7,500 shafresmmon stock that are
presently exercisable. This amount does not inchpdi®ns to purchase up to 30,000 shares of constamk which are not
exercisable within the next 60 da

(4) Includes options to purchase up to 7,500 shafreemmon stock that are presently exercisables aimount does not include options
to purchase up to 30,000 shares of common stockhwdre not exercisable within the next 60 di
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(5) Includes 15,330 shares of common stock he aliestly. This amount does not include optionsuochase up to 50,000 shares of
common stock which are not exercisable within teet®0 days

(6) Includes options to purchase up to 7,500 shafreemmon stock that are presently exercisables aimount does not include options
to purchase up to 30,000 shares of common stockhwdre not exercisable within the next 60 di

(7) Includes options to purchase up to 7,500 shafreemmon stock that are presently exercisablés d@imount does not include options
to purchase up to 30,000 shares of common stockhwdre not exercisable within the next 60 di

(8) These percentages exclude treasury shares inlthgateon of percentage of clas
The Company is not aware of any arrangements thad cesult in a change in control of the Company.
The disclosure required by Item 201(d) of RegutafeK is set forth in Item 5 herein and is incogded herein by reference..
Item 13. Certain Relationships and Related Transa@ns, and Director Independence.
Our Board of Directors has adopted a policy thathlmsiness affairs will be conducted in all respdmt standards applicable to publicly t
corporations and that we will not enter into anyufe transactions and/or loans between us and fficers, directors and 5% shareholc
unless the terms are no less favorable than coaldltained from independent, third parties and bl approved by a majority of ¢
independent and disinterested directors. We ctiyréave four independent directors, Steven JenRilmsir-Dean Anakar, Robert Watters
Luke Lirot. We know of no related transactionsttee years ended September 30, 2012 and 2011.
Review, Approval, or Ratification of Transactions
Currently, we rely on our Board of Directors toiew related party transactions on an ongoing kasggevent conflicts of interest. Our Bo
of Directors reviews a transaction in light of tffiliations of the director, officer, or employead the affiliations of such persenmmediat
family. Our Board of Directors will approve or ffgtia transaction if it determines that the tranisecis consistent with our best interests ant
best interests of our shareholders.
Item 14. Principal Accounting Fees and Services.
The following table sets forth the aggregate fesd pr accrued for professional services and thygegmte fees paid or accrued for auditec

services and all other services rendered by Whilegn LLP for the audit of our annual financiatetaents for fiscal years 2012, 2011
2010.

2012 2011 2010
(in thousands
Audit fees $ 266 $ 261 $ 26C
Audit-related fee: 12C - -
Tax fees 63 67 65
All other fees - - -
Total $ 44¢  $ 326 $ 32t

The category of “Audit feesincludes fees for our annual audit, quarterly regieand services rendered in connection with regojdilings
with the SEC, such as the issuance of comfortreetiad consents.

The category of “Audit-related fees” includes a&ifion audits, internal control reviews and accaumntonsultation.
The category of “Tax fees” includes consultatiolated to corporate development activities.
All above audit services, audit-related serviced @x services were p@approved by the Audit Committee, which concludeat the provisio

of such services by Whitley Penn LLP was compatiité the maintenance of that firmiindependence in the conduct of its auditing fions
The Audit Committee’s outside auditor independenaléecy provides for pre-approval of all servicesfpemed by the outside auditors.
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PART IV
Item 15. Exhibits, Financial Statement Schedules.
Exhibit 21- Subsidiaries of the Registrant.
Exhibit 23- Consent of Whitley Penn LLP, independent auditors

Exhibit 31.1- Certification of Chief Executive Officer of Rick’'Cabaret International, Inc. required by Rule 138€t) or Rule 15d 14(a) of the
Securities Exchange Act of 1934, as adopted putgaa®ection 302 of the Sarbanes-Oxley Act of 2002.

Exhibit 31.2- Certification of Chief Financial Officer of Rick’Cabaret International, Inc. required by Rule 13€t) or Rule 15d - 14(a) of the
Securities Exchange Act of 1934, as adopted putdag®ection 302 of the Sarbanes-Oxley Act of 2002.

Exhibit 32.1- Certification of Chief Executive Officer and Chiginancial Officer of Rick’s Cabaret Internationaic. pursuant to Section 906
of the Sarbanes-Oxley Act of 2002 and Section X858 U.S.C. 63.
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SIGNATURES

In accordance with the requirements of Sectionfl@d) of the Exchange Act, the Registrant haseduhis report to be signed or
behalf by the undersigned, thereunto duly authdrine December 14, 2012.

Rick's Cabaret International, Ir
/sl Eric S. Langal

By: Eric S. Langat
Chief Executive Officer and Preside

Pursuant to the requirements of the Exchange A, report has been signed below by the followiagspns in the capacities anc
the dates indicated:

Signature Title Date

/sl Eric S. Langa
Eric S. Langat Director, Chief Executive Officer, and President December 14, 2012

/s/ Phillip K. Marshal
By: Phillip K. Marshall Chief Financial Officer and Principal Accounti@ficer December 14, 2012

/sl Travis Rees
Travis Rees: Director and Executive Vice President Decendl#er2012

/s/ Robert L. Watter
Robert L. Watter: Director December 14, 2012

/s/ Nou-Dean Anaka
Nour-Dean Anaka Director December 14, 2012

/sl Steven Jenkir
Steven Jenkin Director December 14, 2012

/s/ Luke Lirot
Luke Lirot Director December 14, 2012
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Exhibit 21

12291 CBW LLC

Adult Store Buyer Magazine LL
Bobby's Novelty, Inc
Broadstreets Cabaret, Ir
Cabaret North Parking, In

RCI Dining Services (Superior Parkway), i

Citation Land LLC

E. D. Publications, Inc

The End Zon

Fine Dining Club Inc

Global Marketing Agency, Inc

Green Star Inc

JAI Acquisitions, Inc

JAI Dining Services (Beaumont), In
JAI Dining Services (Edinburg), In
JAI Dining Services (El Paso), In

JAI Dining Services (Harlingen), In
JAI Dining Services (Longview), In
JAI Dining Services (Lubbbock), In
JAI Dining Services (Odessa), Ir

JAI Dining Services (Phoenix), In

JAI Dining Services (Tye), In(

JAI Holdings, Inc.

Joint Ventures, Inc

RCI Dining Services (Round Rock), Ir
Miami Gardens Square One, I

North IH 35 Investments, In
Peregrine Enterprises, Ir

Playmates Gentlemen's Club LI

PNC Marketing

RCI Dating Services, In

RCI Debit Services, Inc

RCI Dining DFW, Inc.

RCI Dining Services (Charlotte), In
RCI Dining Services (Indiana), In

RCI Dining Services MN (4th Street), Ir
RCI Dining Services (Stemmons), Ir
RCI Dining Services (Stemmons2), i
RCI Dining Serices (Vee), In

RCI Entertainment (Fort Worth), In
RCI Entertainment (310%-35), Inc.
RCI Entertainment (3315 N FWY FW), Ir
RCI Entertainment (Austin), Ini

RCI Entertainment (Fort Worth), In
RCI Entertainment (Las Vegas), It
RCI Entertainment (Media Holdings), Ir
RCI Entertainment (Minnesota), Ir
RCI Entertainment (New York), In
RCI Entertainment (North Fort Worth), Ir
RCI Entertainment (Northwest Hwy), In
RCI Entertainment (Philadelphia), Ir
RCI Entertainment (San Antonio), Ir
RCI Entertainment (Texas), In

RCI Holdings, Inc

RCI Internet Holdings, Inc

RCI Internet Services, In

RCI Leasing LLC

RCI Management Services, Ir

Rick's Cabaret International, Ir

S Willy's LLC

Spiros Partners Lt

Stellar Management, In

StorErotica Magazine, In

Subsidiaries of the Registran

State of
Organizatior
Texas
Georgia
Texas
Texas
Texas
Texas
Texas
Texas
Texas
Texas
Texas
Texas
Texas
Texas
Texas
Texas
Texas
Texas
Texas
Texas
Texas
Texas
Texas
Texas
Texas
Florida
Texas
New York
Texas
Texas
Texas
Texas
Texas
North Caroling
Indiana
Minnesota
Texas
Texas
Texas
Texas
Texas
Texas
Texas
Texas
Nevada
Texas
Minnesota
New York
Texas
Texas
Texas
Texas
Texas
Texas
Texas
Texas
Texas
Texas
Texas
Texas
Texas
Florida
Florida



Tantra Dance, Inc

Texas S&l, Inc

TEZ Real Estate LI

Top Shelf Entertainment LL
Trumps, Inc- North
Trumps, Inc- Onyx

TT Leasing Inc

WKC, Inc.

XTC Cabaret, Inc

XTC Cabaret (Dallas), In

Texas
Texas
Texas
North Caroline
Texas
Texas
Texas
Texas
Texas
Texas




Exhibit 23.1
Consent of Independent Registered Public Accountingirm

We consent to the incorporation by reference inrdlggstration statement (No. 333-174207) on ForBh@-Rick’s Cabaret International, Inc.
(i) our report dated December 14, 2012, with respethe consolidated balance sheets of Rigkabaret International, Inc. and subsidiarie
of September 30, 2012 and 2011, and the relatesotidated statements of operations, changes ingen stockholdersquity, and cas
flows for each of the years in the three-year geeaded September 30, 2012, which report appediseinnual Report on Form 10-of
Rick’s Cabaret International, Inc. for the fiscal yeaded September 30, 2012, and (ii) our report dBecember 14, 2012, with respect to
effectiveness of internal control over financigboeting for the fiscal year ended September 302201

/sl Whitley Penn LLP

Dallas, Texas
December 14, 2012




Exhibit 31.1

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

I, Eric S. Langan, Chief Executive Officer of RiskCabaret International, Inc., certify that:
1. | have reviewed this annual report on Forr-K of Rick’s Cabaret International, In

2. Based on my knowledge, this report does notaiorny untrue statement of a material fact or dméttate a material fact necessary te
make the statements made, in light of the circuntgtsiunder which such statements were made, nistadisg with respect to the
period covered by this repo

3. Based on my knowledge, the financial statememis,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgdtfe periods presented in this rep

4. The registrant's other certifying officer anaré responsible for establishing and maintainirsgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%(nd internal control over financial reportirag defined in Exchange Act
Rules 13-15(f) and 15-15(f)) for the registrant and hav

€) Designed such disclosure controls and procsgorecaused such disclosure controls and procedoifee designed under my
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made
known to us by others within those entities, pattidy during the period in which this report isifge prepared

(b) Designed such internal control over financggarting, or caused such internal control overrfaial reporting to be designed
under my supervision, to provide reasonable asseresgarding the reliability of financial reportingd the preparation of
financial statements for external purposes in atauce with generally accepted accounting princijy

(c) Evaluated the effectiveness of the registratislosure controls and procedures and presenttisi report our conclusions
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cousyeldis report based on
such evaluation; an

(d) Disclosed in this report any change in thesggnt's internal control over financial reportthgt occurred during the
registrant's most recent fiscal year that has naditeaffected, or is reasonably likely to matelyadffect, the registrant's
internal control over financial reporting; a

5. The registrant's other certifying officer antalve disclosed, based on our most recent evaluatiorternal control over financial
reporting, to the registrant's independent regst@ublic accounting firm and the audit committééhe registrant's board of directors
(or persons performing the equivalent functiol

(a) All significant deficiencies and material weakses in the design or operation of internal cébptrer financial reporting
which are reasonably likely to adversely affectrbgistrant's ability to record, process, summaaizé report financial
information; anc

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a sgmifiole in the
registrant's internal control over financial repugt
Date: December 14, 2012 By: /s/ Eric S. Langal
Eric S. Langat

Chief Executive Office




Exhibit 31.Z

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

[, Phillip K. Marshall, Chief Financial Officer arférincipal Accounting Officer of Rick’s Cabaret énhational, Inc., certify that:
1. | have reviewed this annual report on Forr-K of Rick’s Cabaret International, In

2. Based on my knowledge, this report does notaiorny untrue statement of a material fact or dméttate a material fact necessary te
make the statements made, in light of the circuntgtsiunder which such statements were made, nistadisg with respect to the
period covered by this repo

3. Based on my knowledge, the financial statememis,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgdtfe periods presented in this rep

4. The registrant's other certifying officer anaré responsible for establishing and maintainirsgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%(nd internal control over financial reportirag defined in Exchange Act
Rules 13-15(f) and 15-15(f)) for the registrant and hav

€) Designed such disclosure controls and procsgorecaused such disclosure controls and procedoifee designed under my
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made
known to us by others within those entities, pattidy during the period in which this report isifge prepared

(b) Designed such internal control over financggarting, or caused such internal control overrfaial reporting to be designed
under my supervision, to provide reasonable asseresgarding the reliability of financial reportingd the preparation of
financial statements for external purposes in atauce with generally accepted accounting princijy

(c) Evaluated the effectiveness of the registratislosure controls and procedures and presenttisi report our conclusions
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cousyeldis report based on
such evaluation; an

(d) Disclosed in this report any change in thesggnt's internal control over financial reportthgt occurred during the
registrant's most recent fiscal year that has naditeaffected, or is reasonably likely to matelyadffect, the registrant's
internal control over financial reporting; a

5. The registrant's other certifying officer antalve disclosed, based on our most recent evaluatiorternal control over financial
reporting, to the registrant's independent regst@ublic accounting firm and the audit committééhe registrant's board of directors
(or persons performing the equivalent functiol

(a) All significant deficiencies and material weakses in the design or operation of internal cébptrer financial reporting
which are reasonably likely to adversely affectrbgistrant's ability to record, process, summaaizé report financial
information; anc

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a sgmifiole in the
registrant's internal control over financial repugt

Date: December 14, 2012 By: /s/ Phillip K. Marshal
Phillip K. Marshall
Chief Financial Officer/Principal Accounting Offic




Exhibit 32.1

CERTIFICATION PURSUANT TO RULE 13a-14(b) OR
RULE 15d-14(b) and 18 U.S.C. Sec.1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the annual report of Rick’s Catdnternational, Inc. (the "Company") on FormHK@er the year ended Septem
30, 2012 as filed with the Securities and Excha@gmmission on the date hereof (the "Repottig undersigned Chief Executive Officer
Chief Financial Officer of the Company, certify,rpuant to 18 U.S.C. § 1350, as adopted pursugh®b of the Sarban&xley Act of 200z
that based on their knowledge:

(1) The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeoh 1934; anc

(2) The information contained in the Report fairly mets, in all material respects, the financial ctiodi and results «
operations of the Compar

/sl Eric S. Langal

Eric S. Langat

Chief Executive Office
December 14, 201

/s/ Phillip K. Marshal
Phillip K. Marshall
Chief Financial Office
December 14, 201

A signed original of this written statement reqditey Section 906, or other document authenticatiegnowledging, or otherwise adopting
signature that appears in typed form within thetetaic version of this written statement requitsdSection 906, has been provided to Rick’
Cabaret International, Inc. and will be retainedRigk’s Cabaret International, Inc. and furnished toSkeurities and Exchange Commis:
or its staff upon request.

The foregoing certification is being furnished tw tSecurities and Exchange Commission as an exbiliiie Form 1k and shall not
considered filed as part of the Form 10-K.




