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PART | FINANCIAL INFORMATION
ltem 1. Financial Statement

RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

ASSETS

December 31 September 3C
(in thousands, excep per share data) 2010 2010

(UNAUDITED)

Assets
Current asset:
Cash and cash equivale $ 18,71¢ $ 19,16¢
Accounts receivable
Trade, ne 83C 88¢
Other, ne 27¢ 204
Marketable securitie 47¢ -
Inventories 1,481 1,26¢
Deferred tax assi 1,752 1,50¢
Prepaid expenses and other current a: 71€ 951
Assets of discontinued operatic 13z 14¢
Total current asse 24,38¢ 24,127
Property and equipment, r 59,26: 59,55¢
Other assets
Goodwill and indefinite lived intangibles, n 62,07¢ 62,07¢
Definite lived intangibles, ne 1,08( 1,197
Other 1,52( 1,417
Total other asse! 64,676 64,68t
Total asset $ 148,32° $ 148,371

See accompanying notes to consolidated financisents.




RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

LIABILITIES AND STOCKHOLDERS’ EQUITY
December 31 September 3C

(in thousands, excep per share data) 2010 2010
(UNAUDITED)

Liabilities and Stockholders' Equity
Current liabilities:

Accounts payabl $ 62¢ $ 731
Accrued liabilities 4,10¢ 4,52¢
Texas patron tax liabilit 4,65( 3,95¢
Current portion of derivative liabilitie 1,23¢ 1,27¢
Current portion of lon-term deb! 8,66: 7,88:
Liabilities of discontinued operations 53 47
Total current liabilities 19,33} 18,42:
Deferred tax liability 15,45¢ 15,56¢
Other lon¢-term liabilities 73€ 71¢
Long-term debt 33,44¢ 34,80:
Derivative liabilities at fair value, less curregydrtion 81€ 1,24:
Total liabilities 69,79: 70,75:

Commitments and contingenci
Temporary equit- Common stock, subject to put rights 183 and 2%3esh respectivel 4,02( 4,36¢
PERMANENT STOCKHOLDERS' EQUITY

Preferred stock, $.10 par, 1,000 shares authorimatk issued and outstandi - -
Common stock, $.01 par, 20,000 shares authorizé@f%nd 9,766 shares issued and outstanding,

respectively 97 98
Additional paic-in capital 61,54: 62,32¢
Accumulated other comprehensive i (26) -
Retained earning 9,59( 7,51F
Total Rick's permanent stockhold’ equity 71,20 69,93¢
Noncontrolling interest 3,31 3,314
Total permanent stockhold’ equity 74,51¢ 73,25!
Total liabilities and stockholde’ equity $ 148,32 $ 148,37:

See accompanying notes to consolidated finanassients.




RICK'S CABARET INTERNATIONAL, INC.
CONSOLIDATED STATEMENTS OF INCOME

(in thousands, excepper share data)

Three Months Ended
December 31,

Revenues
Sales of alcoholic beverag
Sales of food and merchand
Service revenue
Internet revenue
Media revenue
Other

Total revenue

Operating expense
Cost of goods sol
Salaries and wage¢
Stoclk-based compensatic
Other general and administrati\
Taxes and permil
Charge card fee
Rent
Legal and profession
Advertising and marketin
Depreciation and amortizatic
Insurance
Utilities
Other
Total operating expenses

Income from operation

Other income (expense
Interest incomt
Interest expens
Gain on change in fair value of derivative instrunse

Income from continuing operations before incomess

Income taxes

Income from continuing operatiol
Loss from discontinued operations, net of inconxes

Net income
Less: net income attributable to noncontrollingiests
Net income attributable to Ri's Cabaret International, In
Basic earnings (loss) per share attributable té&’s shareholder:
Income from continuing operatiol
Loss from discontinued operations
Net income
Diluted earnings (loss) per share attributableittk’s shareholder:
Income from continuing operatiol
Loss from discontinued operations
Net income

Weighted average number of common shares outsigr
Basic
Diluted

Comprehensive income amounted to $2,049 and $#8Béahree months ended December 31, 2010 and, 28§8ectively.

changes in available-for-sale securities and regtnre.

2010 2009
(UNAUDITED)

$ 8,35¢ $ 8,05(
1,78¢ 1,59(

9,41: 9,29

12k 14k

21€ 257

962 671

20,85¢ 20,00¢

2,51¢ 2,45¢

4,67¢ 4,31(C

= 44

3,06: 2,83¢

364 34¢

1,07¢ 99z

48t 65C

1,18: 2,93¢

1,07 84z

30z 262

40€ 40€

1,57¢ 1,53¢

16,72¢ 17,61¢

4,13( 2,38¢

12 4
(1,129 (1,029

14¢ 44

3,16¢ 1,40¢

1,02¢ 514

2,14( 891
(11) (39

2,12¢ 85¢€
(53 (73

$ 2,07¢ $ 78¢
$ 021 $ 0.0¢
(0.00 (0.00

$ 021 $ 0.0¢
$ 021 $ 0.0¢
(0.00 (0.00

$ 021 $ 0.0¢
10,04: 9,37(

10,04¢ 9,38t

This includes |



See accompanying notes to consolidated financissents.




RICK'S CABARET INTERNATIONAL, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands, excepper share data)

CASH FLOWS FROM OPERATING ACTIVITIES
Net income
Loss from discontinued operations
Income from continuing operatiol
Adjustments to reconcile net income to cash praviole operating activities
Depreciation and amortizatic
Deferred taxe
Amortization of note discout
Gain on change in fair value of derivative instrums
Beneficial conversiol
Noncontrolling interest
Deferred rent:
Stock compensation exper
Changes in operating assets and liabilil
Accounts receivabl
Inventories
Prepaid expenses and other as
Accounts payable and accrued liabilities
Cash provided by operating activities of continuamggrations
Cash provided by (used in) operating activitiesistontinued operations

Net cash provided by operating activit

CASH FLOWS FROM INVESTING ACTIVITIES
Additions to property and equipme

Purchase of marketable securit

Acquisition of businesses, net of cash acqu
Payments from notes receivable

Cash used in investing activities of continuing ragiens

CASH FLOWS FROM FINANCING ACTIVITIES
Purchase of put options and payments on derivaisteument
Payments on lor-term deb!

Purchase of treasury sto

Distribution to minority interests

Cash used in financing activities of continuing igiens

NET DECREASE IN CASFk
CASH AT BEGINNING OF PERIOD

CASH AT END OF PERIOD

CASH PAID DURING PERIOD FOR
Interest

Income taxe:

See accompanying notes to consolidated financitdsents.

FOR THE THREE MONTH<S
ENDED DECEMBER 31

2010 2009
(UNAUDITED)

$ 2,07¢ $ 782
11 35

2,087 81t

1,07: 84z

(24) 63

37 45

(14¢) (44)

- 6

53 73

16 19

) 44

(16) (12)

(217) 96

127 (11)

(165) 1,31¢

2,82: 3,25¢

9 (24)

2,831 3,23¢

(65¢) (1,39)

(505) (1,009)

- (2,672)

- 2

(1,169 (5,07)

(55¢€) (529)

(619) (68F)

(894) (25%)

(54) (75)

(2,119 (1,547)

(449) (3,379

19,16¢ 12,85(

$ 18,71¢ $ 9,471
$ 1217 $ 74€
$ 1,666 $ 24E




RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2010
(UNAUDITED)

1. BASIS OF PRESENTATION

The accompanying unaudited financial statements haen prepared in accordance with accountingiple@scgenerally accepted in the Un
States of America for interim financial informati@nd with the instructions to Form 10-Q of RegwatiSX. They do not include ¢
information and footnotes required by accountinghgiples generally accepted in the United StatesAoferica for complete financi
statements. However, except as disclosed hetene thas been no material change in the informatisciosed in the notes to the finan
statements for the year ended September 30, 2@l@dad in the Company's Annual Report on FormKl@s filed with the Securities a
Exchange Commission. The interim unaudited finalrstiatements should be read in conjunction witis¢hfinancial statements included in
Form 10K. In the opinion of management, all adjustmertssidered necessary for a fair presentation, comgisolely of normal recurrir
adjustments, have been made. Operating resultbdahree months ended December 31, 2010 areegessarily indicative of the results
may be expected for the year ending September(&a,.2

2. RECENT ACCOUNTING STANDARDS AND PRONOUNCEMENTS

In January 2010, new guidance was issued regandipgving disclosures about fair value measuremdtis standard amends the disclo
guidance with respect to fair value measurementsb@ith interim and annual reporting periods. Speallfy, this standard requires n
disclosures for significant transfers of assetdiadilities between Level 1 and Level 2 in the faalue hierarchy; separate disclosures
purchases, sales, issuance and settlements of Befat value items on a gross rather than netisbasd more robust disclosure of

valuation techniques and inputs used to measurellZ2wand Level 3 assets and liabilities. Excepttfar detailed disclosures of change
Level 3 items, which will be effective as of Octolie 2011, the remaining new disclosure requiresamre effective as of October 1, 2010.
3. SIGNIFICANT ACCOUNTING POLICIES

Following are certain accounting principles anctltisures which are new in this quarter.

Marketable Securities

Marketable securities at December 31, 2010 comfistond funds. ASC 320nvestments in Debt and Equity Securitieequires certa
investments be recorded at fair value or amortizest. The appropriate classification of the invesita in marketable equity is determine
the time of purchase and re-evaluated at each dmfsteet date. As of December 31, 2010, the Compamgrketable securities were classi
as available-fosale, which are carried at fair value, with unmadi gains and losses reported as other comprekeimiome within th
stockholdersequity section of the accompanying consolidatedriz@ sheets. The cost of marketable securitiesisdetermined on a spec
identification basis. The fair value of marketalslecurities is based on quoted market prices basetewel 1 inputs —quoted price
(unadjusted) for identical assets or liabilitiesactive markets. There have been no realized gaifssses related to marketable securitie
the quarters ended December 31, 2010 or 2009. e¥ksle securities held at December 31, 2010 haestabasis of approximately $505,056.

Fair Value of Financial Instruments

The Company calculates the fair value of its asaetkliabilities which qualify as financial instremts and includes this additional informa
in the notes to consolidated financial statemertierwthe fair value is different than the carryimgjue of these financial instruments.
estimated fair value of accounts receivable, actsopayable and accrued liabilities approximatertbairying amounts due to the relativ
short maturity of these instruments. The carryiatug of short and lonterm debt also approximates fair value since thesguments be.
market rates of interest. None of these instrumargdeld for trading purposes.




RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2010
(UNAUDITED)

3. SIGNIFICANT ACCOUNTING POLICIES - continued

Discontinued Operations

In certain previous filings, the Company had redépga its Ricks Cabaret in Austin, Texas as a discontinued dperafThat club was held f
sale during a portion of 2009, but the Companydistito renovate and reopen the club and relauneithita new concept in April 2010. Af
the club was not immediately successful, the Compmmsed the club again in July 2010. The clubdmegperating as Jaguars Gold Clu
September 2010.

We closed our Divas Latinas club in Houston du@ggptember 2009. This club is recognized in disnaetl operations.
4. STOCK OPTIONS AND STOCK-BASED EMPLOYEE COMPENSAT ION
Employee and Director Stock Option Plans

In 1995, the Company adopted the 1995 Stock Ogfilam (the “1995 Plan"jor employees and directors. In August 1999, then@an)
adopted the 1999 Stock Option Plan (the “1999 Bland in 2010, the ComparsyBoard of Directors approved the 2010 Stock Opfitam (th:
“2010 Plan”) (collectively, “the Plans”)The 2010 Plan will be submitted to the shareholdéthe Company for adoption at the 2011 An
Meeting of Shareholders. The options granted utiterPlans may be either incentive stock optionsyarqualified options. The Plans i
administered by the Board of Directors or by a cengation committee of the Board of Directors. Tlwal of Directors has the exclus
power to select individuals to receive grants,dtaklish the terms of the options granted to eactigipant, provided that all options grar
shall be granted at an exercise price equal teast I85% of the fair market value of the commoglstmvered by the option on the grant |
and to make all determinations necessary or adeisatter the Plans.

The compensation costs recognized for the threglm@nded December 31, 2010 and 2009 were zer84h037, respectively. There w
no stock option exercises for the three months eéfEcember 31, 2010. There were no stock optiantgrfor the three month periods er
December 31, 2010 and 2009.

Below is the summary of common stock options ouatiteg as of December 31, 2010:
(in thousands) Options Options Options Available

Employee and Director Stock Option Pl Authorized Outstanding Vested for Grant
1999 Stock Option Pla 1,50( 56& 56& 35




RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2010
(UNAUDITED)
4. STOCK OPTIONS AND STOCK-BASED EMPLOYEE COMPENSAT ION - continued
Stock Option Activity

The following is a summary of all stock option tsaations for the three months ended December 31:20

Weighted
Average
Remaining
Weighted Contractual Aggregate
(in thousands, except for per sh Average Term Intrinsic
and year information Shares Exercise Pric (years) Value
Outstanding as of September 30, 2 565 $ 9.9
Granted - -
Cancelled or expire - -
Exercised - -
Outstanding as of December 31, 2( 56t $ 9.94 15¢ $ 22
Options exercisable as of December 31, Z 565 $ 9.94 15¢ % 22

5. GOODWILL AND OTHER INTANGIBLES

Following are the changes in the carrying amouhgoodwill and licenses for the three months endedember 31, 2010 and 2009:

(in thousands 2010 2009
Licenses Goodwill Licenses Goodwill
Beginning balanc $ 42617 $ 1945¢ $ 4126( $ 37,07
Change in tax basis of ass (202 20z - 15
Intangibles acquire - - 2,004 -
Ending balance $ 42,41 $§ 19,66: $ 43,26¢ $  37,08¢




RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2010
(UNAUDITED)
6. SEGMENT INFORMATION
Below is the financial information related to ther@pany’s segments:

Three Months Ende

(in thousands December 31
2010 2009
REVENUES
Night clubs $ 20,517 $ 19,60:
Media 21€ 257
Internet websites 12t 14F

$ 20,85¢ $ 20,00¢

INCOME FROM CONTINUING OPERATION¢
BEFORE INCOME TAXES

Night clubs $ 4,368 $ 2,561
Media (76) (65)
Internet website 4 21
General corporate (1,119 (1,117)

$ 3,166 $ 1,40

General corporate expenses include corporate agldrealth insurance and social security taxesffarers, legal, accounting and informat
technology employees, corporate taxes and insuréegal and accounting fees, depreciation and atbggorate costs such as automobile
travel costs. Management considers these to balmrable costs for segment purposes

7. COMMON STOCK

During the quarter ended December 31, 2009, thepaasnpurchased 33,000 shares of Company commok fetoits treasury at an aggreg
cost of $252,885. These shares have been retired.

During the quarter ended December 31, 2010, the paasn purchased 123,800 shares of Company commak &0 its treasury at ¢
aggregate cost of $894,149. These shares havedtiea.

8. EARNINGS PER SHARE (EPS)

The Company computes earnings per share in acaedaith FASB ASC 260Earnings Per Share ASC 260 provides for the calculatior
basic and diluted earnings per share. Basic eggnier share includes no dilution and is computedibiding income available to comm
stockholders by the weighted average number of comehares outstanding for the period. Diluted iegmper share reflect the poter
dilution of securities that could share in the @zga of the Company.

Potential common stock shares consist of sharésnthg arise from outstanding dilutive common stegkrants and options (the humbe
which is computed using the “treasury stock metheadtit! from outstanding convertible debentures (thabmr of which is computed using
“if converted method”).

Diluted EPS considers the potential dilution thatild occur if the Compang’ outstanding common stock options, warrants amyextible
debentures were converted into common stock tleat shared in the




RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2010
(UNAUDITED)

8. EARNINGS PER SHARE (EPS) - continued
Company’s earnings (as adjusted for interest ex@ehat would no longer occur if the debenturesavoenverted).

Net earnings applicable to common stock and thghted— average number of shares used for basic anedikdrnings per share
computations are summarized in the table thatviallo

FOR THE QUARTER ENDEI
DECEMBER 31,

2010 2009
Basic earnings per shai
Income from continuing operations attributable fok& shareholdet $ 2,087 $ 81¢
Loss from discontinued operations, net of inconxes (112) (35)
Net income attributable to Rick's shareholc $ 2,07¢ $ 782
Average number of common shares outstanding 10,04 9,37(
Basic earnings per she- income from continuing operatiol $ 021 $ 0.0¢
Basic earnings per she- discontinued operatior $ (0.00) $ (0.00
Basic earnings per she- net income attributable to Rick's shareholc $ 021 $ 0.0¢
Diluted earnings per shat
Average number of common shares outstanc
Common shares outstandi 10,04: 9,37(
Potential dilutive shares resulting from exercitaarrants and options (. 2 15
Potential dilutive shares resulting from conversibiebentures (2) - -
Total average number of common shares outstandied for dilution 10,04t 9,38t
Diluted earnings per sha- income from continuing operatiol
attributable to Rick's shareholde $ 021 $ 0.0¢
Diluted earnings per sha- discontinued operatior $ (0.00 $ (0.00)
Diluted earnings per sha- net income attributable to Rick's shareholc $ 021 $ 0.0€

(1) All outstanding warrants and options were dd&®d for the EPS computation. Potential dilutofgions and warrants of 889,081
244,569 for the three months ended December 31) aad 2009, respectively, have been excluded framimgs per share due to being anti-
dilutive.

(2)) Convertible debentures (principal and accrued @stgroutstanding at December 31, 2010 and 2008ngpt$9,212,778 and $7,902,1
respectively, were convertible into common stoclagtrice of $10.25 per share in 2010 and $8.7$1@.00 per share in 2009. Poter
dilutive shares of 899,057 and 888,491 for theahm®nths ended December 31, 2010 and 2009, resggctiave been excluded from earni
per share due to being anti-dilutive.

*EPS may not foot due to rounding.




RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2010
(UNAUDITED)

9. ACQUISITIONS

Joy of Austin

On December 18, 2009, the Company’s wholly owndssisliary, RCI Entertainment (3105 1-35), Inc. (“Ri;lentered into and closed a St
Purchase Agreement (the “RCI Purchase Agreemerith) 8piridon Karamalegos (“Karamalegos”), the JdukCof Austin, Inc. (*JOY")anc
North IH-35 Investments, Inc. (“NIII")whereby RCI acquired 51% of the outstanding stock@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”NIll is the owner of the Property and leases
Property to JOY. Contemporaneously with entry itite RCI Purchase Agreement, RCI and Karamalegteyezhinto an Assignment &
Assumption Agreement (the “Assignment Agreementifereby Karamalegos assigned to RCI his right tuime the remaining 49% of t
outstanding stock of JOY and the remaining 51%hef dutstanding stock of NI, which right Karamadegobtained pursuant to a Purct
Agreement entered into between Karamalegos, Evasgd?olycrates (“Polycrates”), JOY and NIl (thePdlycrates Purcha
Agreement”). Pursuant to the RCI Purchase Agreement and th@wssint Agreement, RCI acquired and owns 100% obthstanding stoc
of JOY and 100% of the outstanding stock of NIil.

Pursuant to the terms of the RCI Purchase Agreeamathtthe Assignment Agreement, RCI paid aggregatsideration of $4.5 million, pl
assumption of a promissory note with First StatalB&aylor (the “Purchase Price'fpr the acquisition of JOY and NIll. The Purchédce
was payable as follows:

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

(i) $530,000 evidenced by a five (5) year secured msony note to Karamalegos, bearing interest atateeof 4.75% pe
annum and payable in sixty (60) equal monthly ilsants of principal and interest of $9,941 (theatlimalegos Note”)The
Karamalegos Note is secured by a third lien in fasfdaramalegos against the Property and improvesiecated thereon
and a second lien on all of the shares of JOY alid

(iv) $1.3 million evidenced by a five (5) year secureshpissory note to Polycrates, bearing intereshatate of 4.75% pe
annum and payable in sixty (60) equal monthly iirsants of principal and interest of $24,759 (tiRolycrates Note”). The
Polycrates Note is individually guaranteed by Kaa#egos for the first thirty (30) months and is seduby a second lien in
favor of Polycrates against the Property and imenoents located thereon and a first lien on alhefshares of JOY and NI
and

(V) The assumption of a Promissory Note dated Septethe2004, in the original principal amount of $8BID, executed b
NIl and payable to First State Be-Taylor, which Promissory Note had a current badaoic$652,489 as of the date of
acquisition, and is secured by the Property andorgiments located thereon. The note bears intateise rate of 7.25%,
payable in monthly installments of principal anteiest of $7,761. The interest rate is subjeeidjostment on September
2014 to the rate of prime plus 2.5%. The noteuis @nd payable on or before September 10, -

10




RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2010
(UNAUDITED)
9. ACQUISITIONS - continued

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

The following information summarizes the allocatwfrfair values assigned to the assets and liggsilet 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! 2,00<
Deferred tax liability (2,03)
Net assets acquire $ 5,208

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

Goodwill in the acquisition represents the offgetite deferred tax liability recorded as a resfithe difference in the basis of the net asse!
tax and financial purposes. The goodwill is nadwigible for income tax purposes. The resultspdrations of this entity are included in
Company’s consolidated results of operations sideeember 18, 2009. This acquisition was made tindéurthe Companyg’ growth objectiv
of acquiring nightclubs that will quickly contribaito the Companyg’earnings per share. Proforma results of opersatiave not been provid
as the amounts were not deemed material to theoidated financial statements.

10. INCOME TAXES
Income tax expense on continuing operations forpi@ods presented differs from the “expectéetieral income tax expense compute:

applying the U.S. federal statutory rate of 34%e&wnings before income taxes for the three montidead December 31, as a result of
following:

(in thousands) 2010 2009
Computed expected tax expel $ 1,07¢ $ 47¢
State income taxe 30 38
Permanent difference (63) 21
Other (17) (23)
Total income tax expen:- continuing operation $ 1,02¢ $ 514

11




RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2010
(UNAUDITED)

10. INCOME TAXES - continued

Included in the Compang’deferred tax liabilities at December 31, 2018pproximately $14.7 million representing the tafeetf of indefinite
lived intangible assets from club acquisitions whi@re not deductible for tax purposes. These oEfetax liabilities will remain in tr
Company’s balance sheet until the related clubsaid

11. COMMITMENTS AND CONTINGENCIES

Beginning January 1, 2008, the Companyexas clubs became subject to a new state lavirirggjeach club to collect and pay a $5 surck
for every club visitor. A lawsuit was filed by thEexas Entertainment Association (“TEAan organization to which the Company

member, alleging the fee amounts to be an uncatistial tax. On March 28, 2008, a State Distriou@ Judge in Travis County, Texas rt
that the new state law violates the First Amendnterihe United States Constitution and is therefovalid. The judges order enjoined tl
State from collecting or assessing the tax. TteteSappealed the Cowstruling. In Texas, when cities or the State gietice of appeal,
supersedes and suspends the judgment, includinmijtivection. Therefore, the judgment of the DisttrCourt cannot be enforced until

appeals are completed. Given the suspension gfitlyggnent, the State has opted to collect the &dmg the outcome of its appeal. On .
5, 2009, the Court of Appeals for the Third Digtr{&wustin) affirmed the District Coud’ judgment that the Sexually Oriented Busi
(“S.0.B.”) Fee violated the First Amendment to the U.S. Cautgtin. The Attorney General of Texas has askedTdveas Supreme Court
review the case. On August 26, 2009, the TexaseBupiCourt ordered both sides to submit briefs emikrits, while not yet deciding whet
to grant the State’s Petition for review. The Stateief was filed on September 25, 2009 and thea$eEntertainment Associati@abrief wa
filed on October 15, 2009. On February 12, 20%Qpreme Court of Texas granted review of the Betithy the Attorney General

Texas. Oral argument of the matter was heard orcivia5, 2010. The Company is awaiting a rulingrfrilie Texas Supreme Court.

The Company has paid the tax for the first fiveendlr quarters under protest and expensed the the iaccompanying consolidated finar
statements, except for two locations in Dallas witee taxes have not been paid, but the Compaagcisiing and expensing the liability.
the subsequent quarters, as a result of the Thotdt@ decision, the Company accrued the fee, but digpap the State. As of December
2010, the Company has approximately $4.7 milliomdorued liabilities for this tax. Patron tax empe amounted to approximately $695,
and $583,000 for the quarters ended December 31 a8Ad 2009, respectively. The Company has paie rtian $2 million to the State
Texas since the inception of the tax. The Compaigxas clubs have filed a separate lawsuit ag#iesState to demand repayment of
taxes. If the State’s appeal ultimately fails, @@mpanys current amount paid under protest would be repaapplied to future admission
and other Texas state tax liabilities.

12. SUBSEQUENT EVENTS
On January 3, 2011, the Company’s wholly owned islidrses, RCI Dining Services (Airport Freeway)¢clrf*“RCI Dining”) and RCI Holding

Inc. (“RCI") completed the purchase of a new ganti@’s club adjacent to the south end of the DdftasA/orth International Airport and t
purchase of the underlying real property, respebti\for an aggregate purchase price of $4,500,080Rurchase Agreement and Build-to-Suit
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RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2010
(UNAUDITED)

12. SUBSEQUENT EVENTS - continued

Turnkey Construction Agreement had previously bemtiered into in December 2009, which agreementigedvfor the construction of the n
club and the purchase of the real property locateddb000 Airport Freeway (Highway 183), Fort Wortlexas.
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Item 2. Management'’s Discussion and Analysis of Famcial Condition and Results of Operations.

The following discussion should be read in conjiorctvith our audited consolidated financial statatseand related notes thereto included in
this quarterly report.

FORWARD LOOKING STATEMENT AND INFORMATION

The Company is including the following cautionatatesment in this Form 1Q- to make applicable and take advantage of the lsafleo
provision of the Private Securities Litigation Refo Act of 1995 for any forwartboking statements made by, or on behalf of,
Company. Forwardboking statements include statements concerniagsplobjectives, goals, strategies, future eventgedformance ar
underlying assumptions and other statements, whiehother than statements of historical facts.taferstatements in this Form ID-are
forward-looking statements. Words such as "expetiglieves,” "anticipates,”rthay,” and "estimates” and similar expressions riended t
identify forwardiooking statements. Such statements are subjedske and uncertainties that could cause actuailteeto differ materiall
from those projected. Such risks and uncertairgiesset forth below. Our expectations, belief$ projections are expressed in good faith
are believed by us to have a reasonable basigjding without limitation, management's examinatahhistorical operating trends, d
contained in our records and other data availatdm fthird parties, but there can be no assurargenianagement's expectation, belie
projections will result, be achieved, or be accastygd. In addition to other factors and mattessulised elsewhere herein, the following
important factors that, in our view, could causetarial adverse effects on our financial conditiord aesults of operations: the risks
uncertainties relating to our Internet operatighs,impact and implementation of the sexually dedrbusiness ordinances in the jurisdict
where our facilities operate, competitive factdig timing of the openings of other clubs, the kadlity of acceptable financing to fu
corporate expansion efforts, and the dependendeypmpersonnel. We have no obligation to updateevise these forwartboking statemen
to reflect the occurrence of future events or gitstances.

GENERAL
We operate in three businesses in the adult eivteréant industry:

1. We own and/or operate upscale adult nightclubsirsgrgrimarily businessmen and professionals. Oghtaiubs offer live adu
entertainment, restaurant and bar operations. Tfwawr subsidiaries, we currently own and/or ogeratotal of twentysne adu
nightclubs that offer live adult entertainment, tagsant and bar operations. Seven of our clubsabpennder the name "Ric
Cabaret"; four operate under the name “Club Onyxgiscale venues that welcome all customers but epecially to urbe
professionals, businessmen and professional ashlste operate under the name "XTC Cabaret"; onb dperates as “Tootsg’
Cabaret”, one operates as “Cabaret North”, oneadpgras “Jaguars Gold Club” and one operates dsmf€aEast”.Additionally, we
have opened another RiskCabaret near DFW International Airport on Jandry2011. Our nightclubs are in Houston, AusHay
Antonio, Dallas and Fort Worth, Texas; Charlotterti Carolina; Minneapolis, Minnesota; New York, W& ork; Miami Garden:
Florida; Philadelphia, Pennsylvania and Las Veb@yada. No sexual contact is permitted at anyuofl@cations

2. We have extensive Internet activiti

a) We currently own two adult Internet membership Wailes at www.CoupleTouch.com and www.xxxpassword.ctVe
acquire xxxpassword.com site content from wholese

b) We operate an online auction site www.NaughtyBigis.cThis site provides our customers with the oppoty to purchas

adult products and services in an auction formag. &srn revenues by charging fees for each trangsactinducted on tl
automated site
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3. In April 2008, we acquired a media division, indhgl the leading trade magazine serving the nhilien dollar adult nightcluk
industry. As part of the transaction we also aajpuiwo industry trade shows, two other industrgéraublications and more than
industry websites

Our nightclub revenues are derived from the saldicqufor, beer, wine, food, merchandise, cover caargnembership fees, indepen:
contractors' fees, commissions from vending and Amslchines, valet parking and other products andicgss. Our Internet revenues
derived from subscriptions to adult content Intérwebsites, traffic/referral revenues, and comroissiearned on the sale of products
services through Internet auction sites, and otfotivities. Media revenues include sale of adviegiscontent and revenues from an an
Expo convention. Our fiscal year end is Septen3fer

For several years, we have greatly reduced oureusbgromotional pricing for membership fees for adult entertainment web sites. 1
reduced our revenues from these web sites.

CRITICAL ACCOUNTING POLICIES

Managemens discussion and analysis of financial conditiod essults of operations are based upon our finhataéements, which have bt
prepared in accordance with United States geneaaltgpted accounting principles (“GAAP'EAAP consists of a set of standards issue
the FASB and other authoritative bodies in the fafFASB Statements, Interpretations, FASB Stafithans, Emerging Issues Task Fc¢
consensuses and American Institute of CertifiedliPuliccountants Statements of Position, among eth&he FASB recognized 1
complexity of its standardetting process and embarked on a revised prone8804 that culminated in the release on July D926f the
Accounting Standards Codification (“ASC"Yhe ASC does not change how Company accounts ddrahsactions or the nature of rel
disclosures made. Rather, the ASC results in amtmhow the Company references accounting stdsiddthin its reports. This change \
made effective by the FASB for periods ending omfoer September 15, 2009. The Company has updeatexnces to GAAP in this Anni
Report on Form 16 to reflect the guidance in the ASC. The preparedf these consolidated financial statementsiregwur management
make estimates and assumptions that affect thertegpb@mounts of assetBabilities, revenues and expenses, and relatediodigre o
contingent assets and liabilities. On a regulai)ave evaluate these estimates, including investimpairment. These estimates are bas
managemen$ historical industry experience and on various eptrassumptions that are believed to be reasonableru th
circumstances. Actual results may differ from thestimates.

Accounts and Notes Reivable

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

to five days after a purchase is made. The magiaigh’'s accounts receivable is primarily comprised otnegbles for advertising sales
Expo registration. The Company’s accounts receajaither is comprised of employee advances and pttseellaneous receivables. The long-
term portion of notes receivable are included meotassets in the accompanying consolidated bakresets. The Company recognizes int
income on notes receivable based on the termsedigheement and based upon managesentluation that the notes receivable and ini
income will be collected. The Company recognizdsvadnces for doubtful accounts or notes when, bamednanagement judgme
circumstances indicate that accounts or noteswalle will not be collected.

Inventories

Inventories include alcoholic beverages, food, &mnpany merchandise. Inventories are carried alawer of cost, average cost, wh
approximates actual cost determined on a firsfiist-out (“FIFO”) basis, or market.
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Property and Equipment

Property and equipment are stated at cost. Proxddior 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 yeBtsniture, equipment and leasehold improvemente lestimated useful lives between
and 40 years. Expenditures for major renewals atigtments that extend the useful lives are cageidl Expenditures for normal maintens
and repairs are expensed as incurred. The costsetsasold or abandoned and the related accumuamméciation are eliminated from
accounts and any gains or losses are chargedditeztén the accompanying consolidated statemeintaafme of the respective period.

Go odwill and Intangible Assets

FASB ASC 350,Goodwill and Other Intangibles Assetddresses the accounting for goodwill and othemigible assets. Under FASB A
350, goodwill and intangible assets with indefiflitees are no longer amortized, but reviewed oraanual basis for impairment. All of 1
Companys goodwill and intangible assets relate to the telgh segment, except for $567,000 related to tleelimmsegment. Definite liv
intangible assets are amortized on a straightiagis over their estimated lives. Fully amortizsdets are writteoff against accumulat
amortization.

Impairment of LoneLived Assets

The Company reviews property and equipment andhdilide assets with definite lives for impairment emever events or changes
circumstances indicate the carrying amount of @etaway not be recoverable. Recoverability of theesseets is measured by comparison «
carrying amounts to future undiscounted cash fltdvesassets are expected to generate. If propedyeguipment and intangible assets
definite lives are considered to be impaired, thpdirment to be recognized equals the amount bghwthie carrying value of the asset exc
its fair value. Assets are grouped at the lowegell for which there are identifiable cash flowsngpipally at the club level, when asses:
impairment. Cash flows for our club assets aretifled at the individual club level. The Compasyannual evaluation was performed a
September 30, 2010, based on a projected discoeattdflow method using a discount rate determlmechanagement to be commenst
with the risk inherent in the current business nho@ertain of our acquisitions, specifically Las g&s, Philadelphia and the original Rigek’
Cabaret in Austin (now operated by a partner agddes Gold Club”),have been underperforming, principally due to tbeent gener
economic downturn, especially in Las Vegas, bub alge to certain specific operational issues, sgthe change of concept in Philadel
and the cab fare marketing issues in Las Vega® h#e determined that there is a net asset impatrat September 30, 2010, relatin
these three nightclub operations.

Fair Value of Financial Instruments

The Company calculates the fair value of its asaettliabilities which qualify as financial instremts and includes this additional informa
in the notes to consolidated financial statemertierwthe fair value is different than the carryimgjue of these financial instruments.
estimated fair value of accounts receivable, actsopayable and accrued liabilities approximatertbairying amounts due to the relativ
short maturity of these instruments. The carryiadug of short and lonterm debt also approximates fair value since tlesguments 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 8A8¢counting for Derivative Financial Instruments &ad to, and Potentially Settled ir
Company ' s Own StockUnder certain circumstances that would requiiee@ompany to settle these equity items in caghwatihout regard 1
probability, FASB ASC 815 would require the clagsifion of all or part of the item as a liabilitpéthe adjustment of that reclassified am
to fair value at each reporting date, with suctlusithents reflected in the Compasgonsolidated statements of income. The firgtunsent tc
meet the requirements of FASB ASC 815 for derivaticcounting occurred in the quarter ended Jun2(® when the Company renegoti
the payback terms of certain put options and agte@tedge as collateral to certain holders a sgtien on certain property.
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Revenue Recognition

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

The Company recognizes Internet revenue from myprahbscriptions to its online entertainment sitdgm notification of a new or existi
subscription and its related fee are received ftbenthird party hosting company or from the crexditd company, usually two to three ¢
after the transaction has occurred. The monthlyiderot refundable. The Company recognizes Inteavetion revenue when paymen
received from the credit card as revenues are emined estimable nor collection deemed probable farithat point.

Revenues from the sale of magazines and advertisingent are recognized when the issue is publisimedshipped. Revenues and exte
expenses related to the Company’s annual Expo atioveare recognized upon the completion of theveation in August.

Sales and Liguor Taxes

The Company recognizes sales and liquor taxes gmidevenues and an equal expense in accordance-ABB ASC 605,How Taxe
Collected from C ustomers and Remitted to Govertahéuthorities Should Be Presented in the Incoaeent. Total sales and liqu
taxes aggregated $1.4 million and 1.3 million fog three months ended December 31, 2010 and 28€}8:atively.

Advertising and Marleting

Advertising and marketing expenses are primariljngosed of costs related to public advertisemenid giveaways, which are used
promotional purposes. Advertising and marketing ezyges are expensed as incurred and are includempérating expenses in -
accompanying consolidated statements of income.

Income Taxes

Deferred income taxes are determined using thditiainethod in accordance with FASB ASC 748;counting for Income Taxe Deferre
tax assets and liabilities are recognized for tteiré tax consequences attributable to differetdween the financial statement carn
amounts of existing assets and liabilities andrtrespective tax bases. Deferred tax assets abpitities are measured using enacted tax
expected to apply to taxable income in the yeanwhith those temporary differences are expectedetoecovered or settled. The effec
deferred tax assets and liabilities of a changenrates is recognized in income in the period iheludes the enactment date. In additic
valuation allowance is established to reduce arfigros tax asset for which it is determined thas imore likely than not that some portior
the deferred tax asset will not be realized.

FASB ASC 740 creates a single model to addressuatiog for uncertainty in tax positions by presorda minimum recognition thresholi
tax position is required to meet before being re@ay in the financial statements. FASB ASC 74® @sovides guidance on derecognit
measurement, classification, interest and penaltiesounting in interim periods, disclosure anddiion. There are no unrecognized
benefits to disclose in the notes to the consadéinancial statements.
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Put Options

In certain situations, the Company issues resttictemmon shares as partial consideration for atouis of certain businesses
assets. Pursuant to the terms and conditions eofgtiverning acquisition agreements, the holderushsshares has the right, but not
obligation, to put a fixed number of the sharesaomonthly basis back to the Company at a fixedeppier share. The Company may ¢
during any given month to either buy the monthlgrels or, if management elects not to do so, thegehalan sell the monthly shares in the «
market, and any deficiency between the amount wthiehholder receives from the sale of the monthigres and the value of shares wil
paid by the Company. The Company has accounteth&se shares in accordance with the guidancelissiadh by FASB ASC 480 as
reclassification of the value of the shares fromm@nent to temporary equity. As the shares beaduee the Company transfers the valu
the shares back to permanent equity, less any ampaithto the holder. Also see “Derivative Finahdnstruments” above.

Earnings (Loss) Per Common Share

The Company computes earnings (loss) per shareciordance 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 dilutioniam@dmputed by dividing income availabls
common stockholders by the weighted average numbeommon shares outstanding for the period. Diutarnings per share reflect
potential dilution of securities that could shardlie earnings of the Company.

Potential common stock shares consist of sharésthy arise from outstanding dilutive common stogitions and warrants (the nhumbe
which is computed using the “treasury stock methaaiitl from outstanding convertible debentures (thrabrr of which is computed using
“if converted method”). Diluted EPS considers thaemtial dilution that could occur if the Compasyoutstanding common stock optic
warrants and convertible debentures were conventidcommon stock that then shared in the Comaegrnings (loss) (as adjusted
interest expense, that would no longer occur ifdéleentures were converted).

Stock Options

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

The compensation cost recognized for the three Insoetided December 31, 2010 and 2009 was zero dn@3%4 respectively. There were
stock options exercises for the three months efis@mber 31, 2010 and 2009.

RESULTS OF OPERATIONS FOR THE THREE MONTHS ENDED DECEMBER 31, 2010 AS COMPARED TO THE THREE
MONTHS ENDED DECEMBER 31, 2009

For the three months ended December 31, 2010, diedvasolidated total revenues of $20.9 million canegd to consolidated total revenue
$20.0 million for the three months ended Decemter2®09, an increase of $853,000 or 4.3%. Thesasw in total revenues was prime
attributable to the increase in revenues genetdayedew clubs in Austin (acquired in Midecember 2009) and Fort Worth, Texas (2 ¢
acquired in June and July 2010), in the amountlod $nillion. The increase created by these newscluas offset slightly by a decreas
same-store sales of approximately $715,000, dueipglly to a decrease in sales at Rick’s Las Vejagpproximately $466,000.
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Following is a comparison of our consolidated imeostatements for the quarters ended December@10) and 2009 with percenta
compared to total revenue:

(in thousands 2010 % 2009 %

Sales of alcoholic beverag $ 8,35¢ 40.1% $ 8,05( 40.2%
Sales of food and merchand 1,78¢ 8.€% 1,59( 7.$%
Service Revenue 9,412 45.1% 9,29: 46.2%
Internet Revenue 12t 0.€% 14E 0.7%
Media 21€ 1.C% 257 1.2%
Other 962 4.€% 671 3.4%

Total Revenue 20,85¢ 100.(% 20,00¢ 100.(%
Cost of Goods Sol 2,51¢ 12.1% 2,45¢ 12.2%
Salaries & Wage 4,67¢ 22.4% 4,31( 21.5%
Stoclk-based Compensatic - 0.C% 44 0.2%
Taxes and permil 3,06: 14.7% 2,83¢ 14.2%
Charge card fee 364 1.7% 34¢€ 1.7%
Rent 1,07¢ 5.2% 99z 5.C%
Legal & professiona 48t 2.2% 65C 3.2%
Advertising and marketin 1,18: 5.7% 2,93¢ 14.7%
Depreciation and amortizatic 1,072 5.1% 842 4.2%
Insurance 30¢ 1.5% 262 1.2%
Utilities 40€ 1.2% 40¢€ 2.C%
Other 1,57¢ 7.€% 1,53¢ 7.7%
Total operating expens 16,72¢ 80.2% 17,61¢ 88.1%

Income from continuing operatiol 4,13( 19.8% 2,38¢ 11.%%
Interest incom: 12 0.1% 4 0.C%
Interest expens (1,129 -5.4% (1,029 -5.1%
Gain on change in fair value of derivative instants 14¢ 0.7% 44 0.2%
Income from continuing operations before incomegax $ 3,16¢ 15.2% $ 1,40¢ 7.C%

Following is an explanation of significant variasda the above amounts.

Service revenues include cover charges fees pa@htgrtainers, room rentals, memberships and temged for credit card processing. O
revenues include ATM commissions earned, video gaare other vending and certain promotion feesgeuhto our entertainers.
recognize revenue from other revenues and seraidd® point-of-sale upon receipt of cash, checkredit card charge.

Cost of goods sold includes cost of alcoholic and-@icoholic beverages, food, cigars and cigaretteschandise, media printing/bindii
media postage and internet traffic purchases arlimaster payouts. Media cost of goods amountedb®4$8 and $55,274 for the quar
ended December 31, 2010 and 2009, respectivelg. cdht of goods sold for the club operations ferttiree months ended December 31, .
was 12.0% compared to 12.2% for the three montedDecember 31, 2009. The cost of goods sold &emnternet operations for the th
months ended December 31, 2010 was 2.1% compar2®% for the three months ended December 31, 206@. cost of goods sold -
same-location-samperiod of club operations for the three months ednbDecember 31, 2010 was 12.1%, compared to 12.2%hé&sam
period ended December 31, 2009.
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The increase in payroll and related costs, stageiSalaries & Wagesabove, was primarily due to the addition of the neubs durin
2010. Payroll for same-location-sameriod of club operations increased to $3.6 milfionthe three months ended December 31, 2010
$3.5 million for the same period ended DecemberZ8D9. Management currently believes that its dedoed management staff levels
appropriate.

The slight increase in taxes as a percentage afrtenues is due to the two new clubs in Texals i@ patron tax.

The significant decrease in the advertising andketarg is principally due to the reduction of thanketing costs in Las Vegas during 2010
to a significant radio campaign in the Dallas/Raétbrth market in 2009. Rick’Las Vegas lost approximately $500,000 for thertguande
December 31, 2009 on revenues of $3.1 million astddpproximately $370,000 for the 2010 quarterevenues of $1.1 million

The decrease in legal and professional expensiiggally due to a continuing labor lawsuit in Néterk which was more active in 2009.

The increase in interest expense was attributabbeit obtaining an additional $2 million of net neebt in June 2010 to finance the purcl
of new clubs.

Income taxes, as a percentage of income befores taes 32.4% and 36.6% for the quarters ended Demei®b, 2010 and 20(
respectively. The decrease in 2010 is due to agehn permanent differences in 2010, principdlly gain on change in fair value of deriva
instruments.

The increase in net income was primarily due todtherease in expenses detailed above (principailgréising and marketing) while increas
revenues. Operating income (exclusive of corpooaterhead) for same-location-saperiod of club operations increased to $5.1 millior
the three months ended December 31, 2010 fromridlidn for same period ended December 31, 200%y051.9%.

Our Media Division lost approximately $76,000 befdncome taxes for the quarter ended December @10 Zompared to a loss
approximately $65,000 in the 2009 quarter. Aséhenomy improves, we believe the Media Divisionl Widcome profitable as we cont
costs and increase marketing revenues.

Adjusted EBITDA for the three months ended Decen®igr2010 and 2009 was $5.3 million and $3.2 miilliespectively.

Adjusted EBITDA is a financial statement measuis thas not derived in accordance with GAAP. We adjested EBITDA (earnings befc
interest expense, income taxes, depreciation, &aton and impairment charges) as a @RAP performance measure. In calcula
adjusted EBITDA, we exclude our largest recurrirmnuash charge, depreciation, amortization and impaitncharges. Adjusted EBITL
provides a core operational performance measurethahtompares results without the need to adprsEéderal, state and local taxes w
have considerable variation between domestic jiotisths. Also, we exclude interest cost in ourcaddtion of adjusted EBITDA. The rest
are, therefore, without consideration of financaltgrnatives of capital employed. We use adjustBdTBA as one guideline to assess
unleveraged performance return on our investmehtgusted EBITDA is also the target benchmark for @cquisitions of nightclub
Reconciliations from net income to adjusted EDITBw provided below for the quarters ended Decer@ber

(in thousands 201( 200¢
Income from continuing operatiol $ 2,14C $ 891
Net income from noncontrolling interes (53 (73)
Income taxe: 1,02¢ 514
Interest expens 1,12¢ 1,02¢
Depreciation and amortizatic 1,072 842
Adjusted EBITDA $ 5,30¢ $ 3,20¢
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Our adjusted EBITDA does not include interest exgerincome taxes, depreciation, amortization arghirment charges. Because we |
borrowed money in order to finance our operatiomgrest expense is a necessary element of ous eost our ability to generate reven
Because we use capital assets, depreciation, a@osti and impairment charges are also necessameals of our costs. Also, the paymet
income taxes is a necessary element of our opasmtibherefore, any measures that exclude theseertenmave material limitations.

compensate for these limitations, we believe thas iappropriate to consider both net earningssjlaetermined under GAAP, as well
adjusted EBITDA, to evaluate our performance. Ala@, separately analyze any significant fluctuatiomsnterest expense, depreciat
amortization, impairment charges and income taxes.

The accompanying consolidated financial statemesfiect the following as discontinued operationsofsand for the three months en
December 31, 2010 and 2009.

We closed our Divas Latinas club in Houston du@ggptember 2009. This club is recognized in disnaetl operations.

In previous filings, we recognized our RiskCabaret in Austin, Texas as a discontinued operafhat club was held for sale during a pot
of 2009, but we decided to renovate and reoperclinfe and we relaunched it with a new concept inilA2010. When the club was 1
immediately successful, we closed the club agaiduly 2010. The club reopened again in Septembé&0,2operating asJaguars Go
Club”. Accordingly, the Austin club is recognizedcontinuing operations in the accompanying cadstéd financial statements.

Following is summarized information regarding th&cdntinued operations:

Quarter Ended Decembe 31,

2010 2009
Loss from discontinued operatio $ (18) (55)
Income tax discontinued operatior 7 20
Total loss from discontinued operations, net of tax $ 1) $ (35)

Major classes of assets and liabilities includedssets and liabilities of discontinued operatassf:
December 3. September 3

2010 2010
Current asset $ 26 $ 30
Property and equipme 10t 11F
Other asset 2 3
Current liabilities (20 (14)
Long-term liabilities (33) (33)
Net assets (liabilities $ 8C $ 101
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LIQUIDITY AND CAPITAL RESOURCES

Working Capital and Cash Flows

At December 31, 2010, we had working capital ofL#%illion compared to $377,552 at December 31, 200% significant increase is due
our profits and also the net cash still availabterf the convertible debt which is principally loteym in nature.

Net cash provided by operating activities in thee¢hmonths ended December 31, 2010 was $2.8 mdbompared to $3.2 million for the th
months ended December 31, 2009. The decreasesinmavided by operating activities was primarilyedto the increased acquisitior
inventories and the payment of income taxes anduatts payable during the quarter ended Decembe2(®D.

We used $1.2 million of cash in investing actist@during the three months ended December 31, 20bpared to $5.1 million during the th
months ended December 31, 2009. The decrease nmafpplly due to the acquisition of the new clubAustin, Texas in December 20
purchase of marketable securities and more additiomproperty and equipment in 2009. Cash of $#lllon was used by financing activiti
during the three months ended December 31, 201@aa@d to $1.5 million cash used during the threatiroended December 31, 2009.
increase in cash used by financing activities imarily the result of the purchase of treasury ktoc2010.

We require capital principally for construction acquisition of new clubs, renovation of older cli=l investments in technology. We 1
also utilize capital to repurchase our common stxchart of our share repurchase program.

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 ddte,seller shall have the right, but not the oltiayg to have us purchase from seller a ce
number of our shares of common stock issued inréresactions in an amount and at a rate of not i@ a contractual number of the sh
per month (the “Monthly Shares”) calculated at meiper share equal to a contractual value persfigialue of the Rick's Shares”At our
election during any given month, we may either tuy Monthly Shares or, if we elect not to buy therlthly Shares from the seller, then
seller shall sell the Monthly Shares in the openketa Any deficiency between the amount which tle#es receives from the sale of

Monthly Shares and the value of the shares shallaie by us within three (3) business days of thie @f sale of the Monthly Shares du
that particular month. Our obligation to purchase Monthly Shares from the Seller shall terminaid aease at such time as the sellel
received a contractual amount from the sale oRtit&’s Shares and any deficiency. Under the terfrieLock-Up/LeakOut Agreements, ti
seller may not sell more than a contractual nunabeyur shares per 30-day period, regardless of venahe seller “Putsthe shares to us
sells them in the open market or otherwise.

The maximum obligation that could be owed if owcktwere valued at zero is $7.0 million at Decemier2010. If we are required to |
back any of these put options, the thack transaction will be purely a balance sheeisaation, affecting only Temporary Equity or Detive
Liability and StockholdersEquity and will have no income statement effeche only income statement effect from these putomgtiis th
“mark to market” valuation quarterly of the deriivat liability.

Following is a schedule of the annual obligatiofiefathe renegotiation) we would have if our stqoice remains in the future at the clos
market price on December 31, 2010 of $7.83 perestadrwhich there can be no assurance: (This iedubte derivative financial instrume
recognized in our balance sheet at December 30.p01

For the Year Ended September (in thousands

2011 $ 2,45(
2012 2,04:
2013 137
Total $ 4,63(
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Each $1.00 per share movement of our stock priseahaaggregate effect of $303,000 on the totagabitn.

Other Liquidity and Capital Resources

We have not established lines of credit or finagaither than the above mentioned notes payableoanexisting debt. There can be
assurance that we will be able to obtain additidimaincing on reasonable terms in the future, dlatshould the need arise.

On September 29, 2008, our Board of Directors ai#ld us to repurchase up to $5 million worth of cammon stock. During the thi
months ended December 31, 2010, we purchased 96/8@@&s of common stock in the open market at priemging from $7.03
$7.43. During the three months ended Decembe2@19, we purchased 48,200 shares of common stottieinpen market at prices rang
from $3.54 to $5.95.

We believe that the adult entertainment industgndard of treating entertainers as independentraciots provides us with safe har
protection to preclude payroll tax assessment fmr [years. We have prepared plans that we beligllgprotect our profitability in the eve
that sexually oriented business industry is reguiineall states to convert dancers who are nowgaddent contractors into employees.

The sexually oriented business industry is higldynpetitive with respect to price, service and lmegtas well as the professionalism of
entertainment. Although management believes tleaaike wellpositioned to compete successfully in the futunere can be no assurance
we will be able to maintain our high level of nameeognition and prestige within the marketplace.

IMPACT OF INFLATION

We have not experienced a material overall impaarhfinflation in our operations during the pastesal years. To the extent permittec
competition, we have managed to recover increassts chrough price increases and may continue teadoHowever, there can be
assurance that we will be able to do so in theréutu

SEASONALITY

Our nightclub operations are affected by seasaabfs. Historically, we have experienced reduesenues from April through Septem
with the strongest operating results occurringmy®ctober through March. Our experience to dadecates that there does not appear to
seasonal fluctuation in our Internet activities.

GROWTH STRATEGY

We believe that our nightclub operations can carmito grow organically and through careful entripimarkets and demographic segm
with high growth potential. Our growth strategy (&) to open new clubs after careful market redegb) to acquire existing clubs in locati
that are consistent with our growth and incomeetr@nd which appear receptive to the upscalefolumbula we have developed, as is the
with the acquisitions of the clubs in Austin, Dalland Fort Worth, Texas, Miami Gardens, Floridajla@elphia, Pennsylvania, and Las Ve
Nevada, (c) to form joint ventures or partnershipseduce sta-up and operating costs, with us contributing equitghe form of our brar
name and management expertise, (d) to develop hdnconcepts that are consistent with our managearah marketing skills, (e) to acqt
real estate in connection with club operationdyalgh some clubs may be in leased premises, affyifor enter into licensing agreement:
strategic locations.
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We continue to evaluate opportunities to acquing nghtclubs and anticipate acquiring new locatitmet fit our business model as we t
done in the past.

We also expect to continue to grow our Internefipoenters. We plan to focus on highargin Internet activities that leverage our marig
skills while requiring a low level of stattp cost and ongoing operating costs and refinetand our Internet sites for better positionin
organic search rankings amongst the major seamhdars. We will restructure affiliate programspmovide higher incentives to our curr
affiliates to better promote our Internet sitesjlevhctively seeking new affiliates to send trafficour Internet sites.

The acquisition of additional clubs and/or interogerations will require us to obtain additionabtler issuance of our common stock
both. There can be no assurance that we will e tabobtain additional financing on reasonablentein the future, if at all, should the ni
arise. An inability to obtain such additional firéng could have an adverse effect on our growttesgy.

Item 3. Quantitative and Qualitative Disclosures Alout Market Risk.

As of December 31, 2010, there were no materiahgéa to the information provided in Iltem 7A of thempany’s Annual Report on Form 10-
K for fiscal year ended September 30, 2010.

Item 4. Controls and Procedures.
Evaluation of Disclosure Controls and Procedu

Under the supervision and with the participatiortted Company’s senior management, including the @@my's chief executive officer ai
chief financial officer, the Company conducted amleation of the effectiveness of the design andrafon of the Compang’disclosur
controls and procedures, as defined in Rules 18a)}Ehnd 15d-15(e) under the Securities ExchangeoA&034, as amended (thExXchang
Act”), as of the end of the period covered by thisrterly report (the “Evaluation Date”). Based this evaluation, the Comparsychie
executive officer and chief financial officer conded as of the Evaluation Date that the Compansclosure controls and procedures 1
effective such that the information relating to tBempany, including consolidated subsidiaries, ireguto be disclosed in the Compasny’
Securities and Exchange Commission (“SEf@ports (i) is recorded, processed, summarizedreyoited within the time periods specifiet
SEC rules and forms, and (ii) is accumulated amtimanicated to the Company’s management, includireg@ompanys chief executiv
officer and chief financial officer, as appropriadeallow timely decisions regarding required distire.

Changes in Internal Control Over Financial Repogin

There have been no changes in the Comgamgernal control over financial reporting thatorred during the quarter ended Decembe
2010 that have materially affected or are reasgnidgly to materially affect the Company’s intetr@ntrol over financial reporting.
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PART II—OTHER INFORMATION
Item 1. Legal Proceedings.

Beginning January 1, 2008, the Companykxas clubs became subject to a new state laviriregjeach club to collect and pay a $5 surct
for every club visitor. A lawsuit was filed by theexas Entertainment Association (“TEA’an organization to which the Company

member, alleging the fee amounts to be an uncatistial tax. On March 28, 2008, a State Distriou@ Judge in Travis County, Texas rt
that the new state law violates the First Amendnterihe United States Constitution and is therefovalid. The judges order enjoined tl
State from collecting or assessing the tax. TteteSappealed the Cowstruling. In Texas, when cities or the State gietice of appeal,
supersedes and suspends the judgment, includin@ijtivection. Therefore, the judgment of the DisttrCourt cannot be enforced until

appeals are completed. Given the suspension géitlygnent, the State has opted to collect the &ndimg the outcome of its appeal. On .
5, 2009, the Court of Appeals for the Third Digtr{&wustin) affirmed the District Coud’ judgment that the Sexually Oriented Busi
(“S.0.B.”) Fee violated the First Amendment to the U.S. Cuutitin. The Attorney General of Texas has askedTdwsas Supreme Court
review the case. On August 26, 2009, the TexaseBupiCourt ordered both sides to submit briefs emikrits, while not yet deciding whet
to grant the State’s Petition for review. The Stateief was filed on September 25, 2009 and thea$eEntertainment Associatiabrief wa
fled on October 15, 2009. On February 12, 20%Qpreme Court of Texas granted review of the Betithy the Attorney General

Texas. Oral argument of the matter was heard orecivia5, 2010. The Company is awaiting a rulingrfrilie Texas Supreme Court.

The Company has paid the tax for the first fiveendiar quarters under protest and expensed tha thg iaccompanying consolidated finar
statements, except for two locations in Dallas witae taxes have not been paid, but the Compaagcisiing and expensing the liability.
the subsequent quarters, as a result of the Thotdt@ decision, the Company accrued the fee, but digpap the State. As of December
2010, the Company has approximately $4.7 milliomdorued liabilities for this tax. Patron tax empe amounted to approximately $695,
and $583,000 for the quarters ended December 31 a8Ad 2009, respectively. The Company has paiek rtian $2 million to the State
Texas since the inception of the tax. The Compaigxas clubs have filed a separate lawsuit ag#iesState to demand repayment ol
taxes. If the State’s appeal ultimately fails, @@mpanys current amount paid under protest would be repaapplied to future admission
and other Texas state tax liabilities.

Iltem 1A. Risk Factors.

In addition to the other information set forth mstreport, you should carefully consider the festdiscussed in Part I, “Item 1A. Risk Factors”
in the Company’s Annual Report on Form 10-K for flear ended September 30, 2010, as such factold owierially affect the Compary’
business, financial condition or future results.tHe three months ended December 31, 2010, there mo material changes to the risk fac
disclosed in the Company’s 2010 Annual Report omFd0-K. The risks described in the Annual RemortForm 10K are not the only ris}
the Company faces. Additional risks and unceriénbot currently known to the Company, or that@wenpany deems to be immaterial, .
may have a material adverse impact on the Comp&ugiess, financial condition or results of operes.

Item 2. Unregistered Sales of Equity Securities andse of Proceeds.
During the three months ended December 31, 201Qyueehased 90,800 shares of common stock in the opeket at prices ranging fr

$7.03 to $7.43 per share. During the three montite@ December 31, 2010, we purchased 33,000 shamsnmon stock from put opti
holders at prices ranging from $6.98 to $7.47 pares.  Following is a summary of our purchasembwth:
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Period: €) (b) (c) (d)
Maximum
Number (or
Approximate
Total Number of Dollar Value) of
Shares (or Units, Shares (or Units’

Total Number Purchased as that May Yet be
of Shares (or Part of Publicly Purchased Unde
Units) Average Price Announced Plan:  the Plans or
Month Ending Purchased Paid per Share or Programs Programs
October 31, 201( 11,00C $ 7.3C -
November 30, 201( 86,80( $ 7.2% -$ 3,623,87.
December 31, 201! 26,000 $ 7.0¢ -$ 3,439,74
Total 123,80( $ 7.2° -$ 3,439,74

Iltem 6. Exhibits.

Exhibit 31.1 — Certification of Chief Executive @fér of Rick’s Cabaret International, Inc. requitedRule 13a — 14(1) or Rule 15dl4(a) o
the Securities Exchange Act of 1934, as adoptesiyamt to Section 302 of the Sarbanes-Oxley AcDOR2

Exhibit 31.2 — Certification of Chief Financial @fér of Rick’s Cabaret International, Inc. requitegdRule 13a — 14(1) or Rule 15dl4(a) o
the Securities Exchange Act of 1934, as adoptesiyamt to Section 302 of the Sarbanes-Oxley AcDOR2

Exhibit 32.1 — Certification of Chief Executive @fér and Chief Financial Officer of Rick'Cabaret International, Inc. pursuant to Sectiof
of the Sarbanes-Oxley Act of 2002 and Section 1#5(8 U.S.C. 63.
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SIGNATURES

Pursuant to the requirements of the Securities &xgé Act of 1934, the registrant has duly causisdréport to be signed on its behalf by the
undersigned hereunto duly authorized.

RICK'S CABARET INTERNATIONAL, INC.

Date: February 9, 2010 By: /s/ Eric S. Langal
Eric S. Langar
Chief Executive Officer and Preside

Date: February 9, 201 By: /s/ Phillip K. Marshal

Phillip K. Marshall
Chief Financial Officer and Principal Accountingfioér
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EXHIBIT 31.1 CERTIFICATION PURSUANT TO SECTION 302 OF Tk
SARBANES-OXLEY ACT OF 2002
I, Eric S. Langan, Chief Executive Officer and Rdest of Rick's Cabaret International, Inc., certifiat:
1. | have reviewed this quarterly report on Forn-Q of Rick's Cabaret International, Inc

2. Based on my knowledge, this report does not cortajnuntrue statement of a material fact or ométste a material fact necessar
make the statements made, in light of the circunt&s under which such statements were made, ntgadisg with respect to t
period covered by this repo

3. Based on my knowledge, the financial statementd,adher financial information included in this repdairly present in all materi
respects the financial condition, results of operatand cash flows of the issuer as of, and far periods presented in this rep:

4, The issu€’s other certifying officer and | are responsible &stablishing and maintaining disclosure contratsl procedures (
defined in Exchange Act Rules -15(e) and 15-15(e)) for the issuer and hay

(a) Designed such disclosure controls and procedunecaused such disclosure controls and procedorée designed under
supervision, to ensure that material informatidatieg to the issuer, including its consolidatedsdiaries, is made known to us
others within those entities, particularly duritg tperiod in which this report is being prepared;

(b) Designed such internal control over financegarting, or caused such internal control overrfgial reporting to be designed un
my supervision, to provide reasonable assurancardew the reliability of financial reporting anthet preparation of financ
statements for external purposes in accordancegeitierally accepted accounting principles;

(c) Evaluated the effectiveness of the issuerslatisire controls and procedures and presentedsimeport our conclusions about
effectiveness of the disclosure controls and prores] as of the end of the period covered by #psit based on such evaluation; and

(d) Disclosed in this report any change in the éssuinternal control over financial reporting thoeicurred during the issuer's v
recent fiscal year that has materially affectedjsoreasonably likely to materially affect, theuess internal control over financ
reporting; and

5. The issues other certifying officer and | have disclosedsdsh on our most recent evaluation of internal @bntver financie
reporting, to the issuer's independent registerddip accounting firm and the audit committee of ibsuer's board of directors
persons performing the equivalent functior

(a) All significant deficiencies and material weakses in the design or operation of internal cootrer financial reporting which a
reasonably likely to adversely affect the issualpidity to record, process, summarize and repa#rfcial information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a sigmiifiole in the issuer's inter
control over financial reporting.

Date: February 9, 201 By: /sl Eric S. Langal

Eric S. Langar
Chief Executive Officer and Preside




EXHIBIT 31.2 CERTIFICATION PURSUANT TO SECTION 302 OF Tk
SARBANES-OXLEY ACT OF 2002
I, Phillip K. Marshall, Chief Financial Officer dRick’s Cabaret International, Inc., certify that:
1. | have reviewed this quarterly report on Forn-Q of Rick's Cabaret International, Inc

2. Based on my knowledge, this report does not cortajnuntrue statement of a material fact or ométste a material fact necessar
make the statements made, in light of the circunt&s under which such statements were made, ntgadisg with respect to t
period covered by this repo

3. Based on my knowledge, the financial statementd,adher financial information included in this repdairly present in all materi
respects the financial condition, results of operatand cash flows of the issuer as of, and far periods presented in this rep:

4, The issu€’s other certifying officer and | are responsible &stablishingand maintaining disclosure controls and procedyas
defined in Exchange Act Rules -15(e) and 15-15(e)) for the issuer and hay

(a) Designed such disclosure controls and procedunecaused such disclosure controls and procedorée designed under
supervision, to ensure that material informatidatieg to the issuer, including its consolidatedsdiaries, is made known to us
others within those entities, particularly duritg tperiod in which this report is being prepared;

(b) Designed such internal control over financegarting, or caused such internal control overrfgial reporting to be designed un
my supervision, to provide reasonable assurancardew the reliability of financial reporting anthet preparation of financ
statements for external purposes in accordancegeitierally accepted accounting principles;

(c) Evaluated the effectiveness of the issuerslatisire controls and procedures and presentedsimeport our conclusions about
effectiveness of the disclosure controls and prores] as of the end of the period covered by #psit based on such evaluation; and

(d) Disclosed in this report any change in the éssuinternal control over financial reporting thoeicurred during the issuer's v
recent fiscal year that has materially affectedjsoreasonably likely to materially affect, theuess internal control over financ
reporting; and

5. The issues other certifying officer and | have disclosedsdsh on our most recent evaluation of internal @bntver financie
reporting, to the issuer's independent registerddip accounting firm and the audit committee of ibsuer's board of directors
persons performing the equivalent functior

(a) All significant deficiencies and material weakses in the design or operation of internal cootrer financial reporting which a
reasonably likely to adversely affect the issualpidity to record, process, summarize and repa#rfcial information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a sigmiifiole in the issuer's inter
control over financial reporting.

Date: February 9, 201 By: /s/ Phillip K. Marshall

Phillip K. Marshall
Chief Financial Officer and Principal Accountingfioér




Exhibit 32.1

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

In connection with the Quarterly Report of Rick’at@aret International, Inc. (the “Company”) on Fd®Q for the fiscal period ended
December 31, 2010 as filed with the SecuritiesBxchange Commission on the date hereof (the “R8ptite undersigned Chief Executive
Officer and Chief Financial Officer of the Compaertify, pursuant to 18 U.S.C. § 1350, as adopteduant to § 906 of the Sarbanes-Oxley
Act of 2002, that based on their knowledge:

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

(2) The information contained in the Report fairly mnets, in all material respects, the financial ctodiand result of operations of the
Company as of and for the periods covered in thmRe

/sl Eric S. Langa

Eric S. Langar

Chief Executive Office
February 9, 201

/s/ Phillip K. Marshall
Phillip K. Marshall
Chief Financial Office
February 9, 201

A signed original of this written statement reqditey Section 906, or other document authenticagegnowledging, or otherwise adopting
signature that appears in typed form within thetetsic version of this written statement requitgdSection 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 teetSecurities and Exchange Commission as an exbiltie Form 10 and shall not |
considered filed as part of the Form 10-Q.




