UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q
QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the quarterly period ended June 30, 2012
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
Commission File Number: 001-13992

RICK’'S CABARET INTERNATIONAL, INC.
(Exact name of registrant as specified in its @rart

Texas 76-045822¢
(State or other jurisdiction of (I.LR.S. Employer Identification No.)
incorporation or organizatiol

10959 Cutten Road
Houston, Texas 77066
(Address of principal executive offices) (Zip Code)

(281) 397-6730
(Registrant’s telephone number, including area fode

Indicate by check mark whether the registrant € filed all reports required to be filed by SewmtiB or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for sslobrter period that the registrant was requirefildsuch reports), and (2) has been subject
to such filing requirements for the past 90 dayss®¥l No[

Indicate by check mark whether the registrant liésnitted electronically and posted on its corpo¥teb site, if any, every Interactive Data
File required to be submitted and posted pursuaRuie 405 of Regulation S-T (8232.405 of this ¢egpduring the preceding 12 months (or
for such shorter period that the registrant wasired to submit and post such files). Y&s No O

Indicate by check mark whether the registrantleage accelerated filer, an accelerated filer, @accelerated filer, or a smaller reporting
company. Large accelerated filer Accelerated filefX] Non-accelerated filelll Smaller reporting compariy

Indicate by check mark whether the registrantseell company (as defined in Rule 12b-2 of the BExge Act).
YesO No

As of August 2, 2012, 9,675,748 shares of the tegiss Common Stock were outstanding.




PART |

Item 1.

Iltem 2.

Item 3.

Iltem 4.

PART Il

Item 1.

Iltem 1A.

Iltem 2.

Iltem 6.

RICK'S CABARET INTERNATIONAL, INC.
TABLE OF CONTENTS

FINANCIAL INFORMATION
Financial Statemen
Consolidated Balance Sheets as of June 30, 2013egutémber 30, 201
Consolidated Statements of Income for the threenamel months ended June 30, 2012 and :
Consolidated Statements of Cash Flows for the miasths ended June 30, 2012 and 2
Notes to Consolidated Financial Stateme
Management's Discussion and Analysis of Financtaidtion and Results of Operatio
Quantitative and Qualitative Disclosures about MaiRisk
Controls and Procedur
OTHER INFORMATION
Legal Proceeding
Risk Factors
Unregistered Sales of Equity Securities and Udero€eed:
Exhibits

Signature:

19

33

33

33

35

35

36

37




PART I FINANCIAL INFORMATION

Item 1. Financial Statemen

RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

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

Assets (UNAUDITED)
Current asset:
Cash and cash equivale $ 9,65: % 9,69¢
Accounts receivable

Trade, ne 1,45¢ 77¢

Other, ne 491 1,161
Marketable securitie 1,041 51k
Inventories 1,441 1,17¢
Deferred tax asst 3,48: 5,19¢
Prepaid expenses and other current a: 1,51/ 1,02t
Assets of discontinued operatic 78 112
Total current asse 19,15¢ 19,65¢
Property and equipment, r 79,81¢ 65,89:
Other assets
Goodwill and indefinite lived intangibles, n 67,737 65,64:
Definite lived intangibles, ne 84¢ 1,091
Other 1,81¢ 1,09¢
Total other asse! 70,40: 67,82¢
Total asset $ 169,37! % 153,37

See accompanying notes to consolidated finanassients.




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

LIABILITIES AND STOCKHOLDERS' EQUITY

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

Liabilities and Stockholders' Equity (UNAUDITED)
Current liabilities:
Accounts payabl $ 1,087 $ 1,21¢
Accrued liabilities 4,29: 2,76¢
Texas patron tax liabilit 9,09t 6,83(
Current portion of derivative liabilitie 252 1,20¢
Current portion of lon-term debt 6,121 5,49¢
Liabilities of discontinued operatiol 152 177
Total current liabilities 20,99¢ 17,69:
Deferred tax liability 23,19: 23,03:
Other lon¢-term liabilities 821 78t
Long-term debt 37,36« 30,06(
Total liabilities 82,37¢ 71,56¢
Commitments and contingenci
Temporary equit- Common stock, subject to put rights 24 and 66eshaespectivel 551 1,58¢
PERMANENT STOCKHOLDERS' EQUITY
Preferred stock, $.10 par, 1,000 shares authorimste issued and outstandi - -
Common stock, $.01 par, 20,000 shares authorizéd6%nd 9,604 shares issued and outstan

respectively 97 96
Additional paic-in capital 61,52: 61,44¢
Accumulated other comprehensive inca 36 1C
Retained earning 21,485 15,36
Total Rick's permanent stockhold’ equity 83,14: 76,918
Noncontrolling interest 3,30¢ 3,30¢
Total permanent stockhold’ equity 86,44¢ 80,22
Total liabilities and stockholde’ equity $ 169,370 § 153,37

See accompanying notes to consolidated financigsents.




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

(in thousands, except per share data

FOR THE THREE MONTHS

ENDED JUNE 30,

FOR THE NINE MONTHS
ENDED JUNE 30,

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 wagt
Stock compensatic
Other general and administrati\
Taxes and permit
Charge card fee
Rent
Legal and profession
Advertising and marketin
Insurance
Utilities
Depreciation and amortizatic
Settlement of lawsuit
Loss on sale of asse
Other
Total operating expenses
Operating incom:

Other income (expense
Interest income and oth
Interest expens
Gain on settlement of de
Gain (loss) on change in fair value of derivative
instruments
Income from continuing operations before incomes
Income taxes
Income from continuing operatio
Loss from discontinued operations, net of inconxesa
Net income
Less: net income attributable to noncontrollingerests

Net income attributable to Rick’'s Cabaret Interoaal, Inc.

Basic earnings (loss) per share attributable t&’s

shareholders

Income from continuing operatiol

Loss from discontinued operatio

Net income
Diluted earnings (loss) per share attributableitk®
shareholders

Income from continuing operatiol

Loss from discontinued operations

Net income

2012

2011

2012

2011

(UNAUDITED)

(UNAUDITED)

$ 9,711 $ 8,14¢ $ 20,03: $ 24,31
2,28¢ 1,891 6,61¢ 5,46¢

10,57¢ 9,55¢ 31,74: 28,63

97 112 29¢ 35¢

137 17€ 49€ 58E

1,11¢ 911 3,16¢ 2,67¢

23,92 20,79: 71,35: 62,04(

3,27¢ 2,71( 9,601 7,79:

5,29¢ 4,68: 15,42¢ 13,50:

12 - 33 -

3,61¢ 3,09¢ 11,01¢ 9,31¢

361 40F 1,047 1,047

72€ 75€ 2,15( 2,30¢

992 63t 2,43: 1,547

95¢ 83¢ 2,991 2,651

387 30C 1,027 84c¢

454 394 1,26¢ 1,14(

1,39¢ 97¢ 3,70¢ 2,82t

20C - 2,031 -

332 - 332 -

1,867 1,62¢ 5,43; 4,64¢

19,88« 16,41 58,49: 47 ,62.

4,03 4,38 12,86( 14,41¢

) 2 2 57

(1,099 (1,039 (3,179) (3,170

- 90z - 902

17) (216) 12( 26€

2,92( 4,03¢ 9,801 12,47¢

1,027 1,507 3,36¢ 4,25(

1,89¢ 2,52¢ 6,43¢ 8,221

(22) (1,589) (155) (2,179

1,87¢ 941 6,28¢ 6,04¢

(53) (53) (15) (159)

$ 182: $ 88t $ 6,12 $ 5,88¢
$ 0.1¢ $ 028 $ 065 $ 0.81
$ (0.00 $ (0.1 $ 0.02 $ (0.22)
$ 0.1¢ $ 0.0¢ $ 06: $ 0.5¢
$ 0.1¢ $ 028 $ 065 $ 0.81
$ (0.00 $ (0.1 $ 0.02 $ (0.22)
$ 0.1¢ $ 0.0¢ $ 06: $ 0.5¢




Weighted average number of common shares outstgr
Basic 9,72t 9,92¢ 9,71( 9,96¢
Diluted 9,731 9,941 9,717 9,98:

Comprehensive income for the three months ended 3002012 and 2011 was $1,832 and $903, and éonitte months was $6,150
$5,880, respectively. This includes the changessailable-for-sale securities and net income.

See accompanying notes to consolidated financistents.




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

(in thousands)

FOR THE NINE MONTHS
ENDED JUNE 30,
2012 2011
(UNAUDITED)

CASH FLOWS FROM OPERATING ACTIVITIES

Net income $ 6,28: % 6,04
Loss from discontinued operations, net of inconxes 15E 2,17¢
Income from continuing operatiol 6,43¢ 8,22¢
Adjustments to reconcile net income to cash praViole operating activities

Depreciation and amortizatic 3,70¢ 2,82t
Deferred taxe 1,33( 5,12¢
Loss on sale of asse 33z -
Amortization of note discout 10¢ 10¢
Gain on settlement of de - (903)
Deferred rent: 37 49
Gain on change in fair value of derivative instrunts (120) (26€)
Stock compensation exper 33 -

Changes in operating assets and liabilit

Accounts receivabl 6 (3,099
Inventories (231) (76)
Prepaid expenses and other as (1,139 (592)
Accounts payable and accrued liabilities 3,77¢ 1,05¢
Cash provided by operating activities of continuamggrations 14,27¢ 12,45t
Cash provided by (used in) operating activitiegietontinued operations (14%) 1,29;
Net cash provided by operating activit 14,13¢ 13,75:
CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from sale of ass 1,24¢ -
Purchase of marketable securit (500 (505)
Additions to property and equipme (5,089 (7,092
Acquisition of businesses, net of cash acqu (1,439 (1,967)
Additions to notes receivab - (2,000
Cash used in investing activities of continuingperations (5,77%) (11,56
Cash used in investing activities of discontinupdrations - (21)
Net cash used in investing activiti (5,77%) (11,58
CASH FLOWS FROM FINANCING ACTIVITIES
Payments related to put optic (1,497 (1,509
Exercise of stock options and warra 1,04( 18¢
Payments on lor-term debt (6,417 (4,795
Purchase of treasury sto (1,37¢) (2,139¢)
Distribution to noncontrolling interes (162) (162)
Cash used in financing activities of continuing igiens (8,402 (8,41Y)
NET DECREASE IN CASFH (46) (6,249
CASH AT BEGINNING OF PERIOD $ 9,69¢ $ 18,59¢
CASH AT END OF PERIOL $ 965 $ 12,35;
CASH PAID DURING PERIOD FOR
Interest $ 2,86t $ 2,67¢
Income taxes $ 159: $ 2,361

See accompanying notes to consolidated financstents.




Non-cash transactions:
During the nine months ended June 30, 2012, thep@asnutilized $8 million in seller-financed lorigrm debt in a business acquisition
utilized $6.2 million in seller-financed long-temebt in the purchase of real estate and aircratft.

During the nine months ended June 30, 2012, thep@agnpurchased and retired 172,415 common treahianes. The cost of these shares
$1,377,382.

During the nine months ended June 30, 2011, thep@agnpurchased and retired 264,140 common treahianes. The cost of these shares
$2,137,794.

During the nine months ended June 30, 2011, thep@agnissued 26,320 shares of common stock foratgregating $269,780.

During the nine months ended June 30, 2011, the paas transferred 70,000 shares aggregating $1,d00f@m temporary equity
permanent equity in connection with the settlenoérertain cross-litigation.

See accompanying notes to consolidated financstents.




RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2012
(UNAUDITED)

1. BASIS OF PRESENTATION

The accompanying unaudited financial statements haen prepared in accordance with accountingiptescgenerally accepted in the Un
States of America for interim financial informati@nd with the instructions to Form 10-Q of RegulatiSX. They do not include ¢
information and footnotes required by accountinghn@ples generally accepted in the United StatesAoferica for complete financi
statements. However, except as disclosed herairg thas been no material change in the informatieciosed in the notes to the consolid
financial statements for the year ended Septembe2@®L1 included in the Company's Annual ReporForm 10K, as filed with the Securiti
and Exchange Commission. The interim unaudited alweed financial statements should be read inwuation with those consolidat
financial statements included in the FormKL.O the opinion of management, all adjustmentasodered necessary for a fair presenta
consisting solely of normal recurring adjustmeritave been made. Operating results for the nine msoahded June 30, 2012 are
necessarily indicative of the results that may xgeeted for the year ending September 30, 2012.

2. RECENT ACCOUNTING STANDARDS AND PRONOUNCEMENTS

In January 2010, new guidance was issued regandipgpving disclosures about fair value measuremdris 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 netisbasmd more robust disclosure of
valuation techniques and inputs used to measurell2and Level 3 assets and liabiliti#$ie detailed disclosures of changes in Level 34
were effective for the Company as of October 1,128fd the remaining new disclosure requirement® weéfective for the Company as
October 1, 2010 .

In September 2011 new guidance was issued regatidingoodwill impairment testing for reporting wifThis guidance gives the entity
option to perform a qualitative assessment andriabte that it is more likely than not that the faalue of a reporting unit is less than
carrying amount. This guidance is effective foenirn and annual periods beginning after Decembgef@5b1. The Company has early ado
this guidance beginning with our Form 10-Q for thuarter ending December 31, 2011.

In June 2011 new guidance was issued regardindisistosure of the components of comprehensive ircorhis guidance gives the entity
option to present the total of comprehensive incatime components of net income, and the comporeérdther comprehensive income eit
in a single continuous statement of comprehensigeme or in two separate but consecutive statemiengsther option, an entity is requirec
present each component of net income along withl tat income, each component of other comprehenssome along with a total for otl
comprehensive income, and a total amount for cohggive income. This guidance eliminates the optiopresent the components of o
comprehensive income as part ofthe statement ofgdsain stockholdergquity. This guidance does not change the itenmtatloat be reporte
in other comprehensive income or when an item b&otomprehensive income must be reclassified toneeme. This guidance is effect
for interim and annual periods beginning after Deler 15, 2011 and is required to be adopted rezatisely. The Company does not beli
that the requirements of this standard will haveaterial effect on the Company’s results of operetior financial position.




RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2012
(UNAUDITED)

2. RECENT ACCOUNTING STANDARDS AND PRONOUNCEMENTS - continued

In December 2011, the FASB issued new guidancedagpthe June 2011, guidance related to the discéoof components of comprehen
income. The guidance was issued in order to defily those changes that relate to the presentatforedassification adjustments, -
paragraphs in this guidance supersede certain pgmfiragraphs in previous guidance. The amendnsatbeing made to allow time
redeliberate whether to present on the face ofittecial statements the effects of reclassifiasiout of accumulated other compreher
income on the components of net income and oth@ipoehensive income for all periods presented. Wiolesidering the operational conce
about the presentation requirements for reclassifin adjustments and the needs of financial set¢msers for additional information ab
reclassification adjustments, entities should cargito report 2 reclassifications out of accumulatéaer comprehensive income consistent
the presentation requirements in effect. All othequirements of the June 2011 guidance are nottaffeby this update, including !
requirement to report comprehensive income eithea isingle continuous financial statement or in separate but consecutive finan
statements. The Company does not believe thatefeirements of this standard will have a materfédot on the Companyg’ results ¢
operations or financial position.

3. SIGNIFICANT ACCOUNTING POLICIES
Following are certain accounting principles anditisures which are new since September 30, 2011.

Marketable Securities

Marketable securities at June 30, 2012 consisbofifunds. ASC 320nvestments in Debt and Equity Securitiesquires certain investme
be recorded at fair value or amortized cost. Ther@griate classification of the investments in nedakle equity is determined at the tim
purchase and re-evaluated at each balance sheedadf June 30, 2012, the Company’s marketalderges were classified as available-for-
sale, which are carried at fair value, with unmadi gains and losses reported as accumulated aihgrehensive loss within the permai
stockholdersequity section of the accompanying consolidatedrzd sheets. The cost of marketable securitiesisdetermined on a spec
identification basis. The fair value of marketalslecurities is based on quoted market prices bagsetewel 1 inputs --quoted price
(unadjusted) for identical assets or liabilitiesaittive markets There have been no realized gains or losse®detatmarketable securities
the nine month periods ended June 30, 2012 or 2MEtketable securities held at June 30, 2012 has@st basis of approximately $1,005,(

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 statementerwthe fair value is different than the carryinglue of these financial instrumet
Marketable securities are adjusted to fair markdtier at each balance sheet date. The estimatedaflaie of accounts receivable, acco
payable and accrued liabilities approximate thaimrying amounts due to the relatively short mayuoit these instruments. The carrying vi
of short and londgerm debt also approximates fair value since tliresteuments bear market rates of interest. Nort@ede instruments are h
for trading purposes.




RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2012
(UNAUDITED)

3. SIGNIFICANT ACCOUNTING POLICIES - continued

Discontinued Operations

In March 2011, the Company made the decision tbitseLas Vegas location and, in April 2011, shgrptduced its operations in ordel
eliminate losses as it sought a buyer for the cTlle. Company believes that it has done everythirsgipte to make this location viable sinct
acquisition in 2008 and now believes it is in itsueholdersbest interests not to continue these efforts. Thie was shuttered and the landl
took over the property in June 2011. Therefores thib is recognized as a discontinued operatidhéraccompanying consolidated finan
statements.

The Company has sold a controlling portion of thenmtbership interest in the entity that previoushemed its Ricks Cabaret in Austi
Texas. Accordingly, the Company has deconsoliddtedsubsidiary and carries it as an equitgthod investment. The club is recognized
discontinued operation in the accompanying conat#id financial statements.

We closed our Divas Latinas club in Houston du@ggptember 2010. This club is recognized in disoometl operations.
4. STOCK OPTIONS AND STOCK-BASED EMPLOYEE COMPENSAT ION
Employee and Director Stock Option Plans

In 1995, the Company adopted the 1995 Stock Oftilam (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 was approved by the shareholderseofCompany at the 2011 Annual Meeting
Shareholders and an amendment to the 2010 Plasasiog the number of shares to 800,000 was appioyete shareholders at the 2
Annual Meeting of Shareholders. The options granteder the Plans may be either incentive stocloaptior norqualified options. The Pla
are administered by the Board of Directors or lmpmpensation committee of the Board of Directotge Board of Directors has the exclut
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 teaat I85% of the fair market value of the commoulstmvered by the option on the grant
and to make all determinations necessary or adeisatter the Plans.

The compensation costs recognized for the threghmanded June 30, 2012 and 2011 were $12,381amndrespectively, and were $33,
and zero for the nine months then ended, respégctiVeere were zero and 25,000 stock option exescfser the nine months ended June
2012 and 2011, respectively. There were no stotbmgrants for the nine month period ended June&8@1. On June 27, 2012, the Comg
issued 100,000 options to the Company’s direcfbingese options become exercisable in June 2013, &atike price of $8.78 per share
expire in June 2014. The fair value of these optimere estimated to be $160,488 at the date of giing a Black-Scholes optiqaricing
model using the following weighted average assuongti

Volatility 37 %
Expected life 1.5 years
Expected dividend yiel -

Risk free rate 0.31 %




RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2012
(UNAUDITED)

4. STOCK OPTIONS AND STOCK-BASED EMPLOYEE COMPENSAT ION - continued

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 additi@ption valuation models require the input ofhiygsubjective assumptions including
expected stock price volatility. Because changegshim subjective input assumptions can materiallffjecafthe fair value estimate,
management's opinion, the existing models do nogéssarily provide a reliable single measure of féie value of its employee sta
options. The expected life of awards granted res the period of time that they are expectduetoutstanding. The Company determ
the initial expected life based on a simplified hwet in accordance with ASC 718 (also formerly SA® N10,Shared-Based Paymentgiving
consideration to the contractual terms, vestingedales and pre-vesting and pussting forfeitures. The Company has utilized timepéified
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 generaitpime shorter (B-year lives) and optio
were issued principally to management and Direcfbinen in 2010, short-term options y2ar lives) were issued to Directors, managemed
a substantial number of employees. Due to the @wimgthe terms of the option grants and the tfgeesons receiving the options, we bel
that the historical exercise data may no longewrige a reasonable basis upon which to estimate ctegpeterm. Therefore, the Compi
believes that the use of the simplified methoddetermining the expected term of the Company’somgthas been appropriate.

Stock Option Activity

The following is a summary of all stock option tsastions for the nine months ended June 30, 2012:

Weighted
Average
Weighted Remaining Aggregate
Average Contractual Intrinsic
(in thousands, except for per share and year irdtiam) Shares Exercise Prict Term (years Value
Outstanding as of September 30, 2! 52C $ 10.04
Grantec 10C $ 8.7¢
Forfeited 5 $ 7.1¢F
Exercisec - -
Outstanding as of June 30, 2012 61 $ 9.87 05¢ $ 0
Options exercisable as of June 30, 2012 48 % 10.21 025 $ 0




RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

5. GOODWILL AND OTHER INTANGIBLES

Following are the changes in the carrying amouhtoodwill and licenses for the nine months endeteJ30, 2012 and 2011:

(in thousands

Beginning balanc
Intangibles acquire
Other

Ending balanc

6. SEGMENT INFORMATION

JUNE 30, 2012
(UNAUDITED)

Below is the financial information related to ther@@pany’s segments:

(in thousands

Business segment sali
Night clubs
Media
Internet websites

Business segment operating incol
Night clubs
Media
Internet website
General corporat

Business segment capital expenditu
Night clubs
Other
General corporat

Business segment depreciation and amortiza
Night clubs
Media
Internet website
General corporat

2012 2011
Licenses Goodwill Licenses Goodwiill
42,09: $ 2355( $ 41,14¢ 20,69
1,607 - 1,151 717
- 497 -
43,69 $ 2404: $ 42,29¢ 21,41(
Nine Months
Three Months Ende Ended
June 30 June 30
2012 2011 2012 2011
$ 23,680 $ 20,50¢ $ 70,55¢ 61,09¢
137 17€ 49¢€ 58E
97 113 29¢ 35¢
$ 23,92: $ 20,79: $ 71,35: 62,04(
$ 523C $ 5121 $ 17,02: 16,59¢
(125) (119) (29¢) (235)
(53 (25) (124) (49
(1,01%) (603) (3,73¢9) (1,89¢)
$ 4037 $ 438 $ 12,86( 14,41¢
221 3,58¢ 15,22¢ 6,94:
5 3 7 4
105 11 3,67( 14k
$ 32¢ $ 3,600 $ 18,90¢ 7,092
$ 1,212 $ 86¢ $ 3,291 2,53
5 5 16 15
1 1 3 3
17¢ 96 39¢ 274
$ 1,39¢ $ 97C $ 3,70¢ 2,82¢

10




RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2012
(UNAUDITED)

6. SEGMENT INFORMATION - continued

June 30 September 3

Business segment assets: 2012 2011
Night clubs $ 14399 $ 125,42¢
Media 931 773
Internet website 117 107
Discontinued operatior 78 112
General corporat 24,25t 26,95¢

$ 169,37' % 153,37

General corporate expenses include corporate egldréalth insurance and social security taxesffaers, legal, accounting and informat
technology employees, corporate taxes and insuréegal and accounting fees, depreciation and atbgyorate costs such as automobile
travel costs. Management considers these to belarable costs for segment purposes.

7. COMMON STOCK
During the nine months ended June 30, 2012, thep@agnissued 118,856 shares for warrants exeramstittiamount of $1.0 million.

During the nine months ended June 30, 2012, thep@ognpurchased and retired 172,415 shares of Corigpaommon stock for its treasury
an aggregate cost of $1.4 million.

During the nine months ended June 30, 2011, the paagnissued 26,320 shares of the Compampmmon stock for debt aggrega
$269,780.

During the nine months ended June 30, 2011, thep@ayn purchased and retired 264,140 shares of tmep&ays common stock for i
treasury at an aggregate cost of $2.1 million.

8. EARNINGS PER SHARE (“EPS”)

The Company computes earnings per share in acomedaith FASB ASC 260Earnings Per Share ASC 260 provides for the calculatior
basic and diluted earnings per share. Basic eameg share includes no dilution and is computedlibiding income available to comm
stockholders by the weighted average number of comshares outstanding for the period. Diluted em®iper 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 (thmabar of which is computed using
“if converted method”).

11




RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2012
(UNAUDITED)

8. EARNINGS PER SHARE (“EPS”)
Diluted EPS considers the potential dilution thatld occur if the Compang’outstanding common stock options, warrants amyertible

debentures were converted into common stock tleat shared in the
Company’s earnings (as adjusted for interest exg)ehat would no longer occur if the debenturesawsemverted).

FOR THE QUARTER FOR THE NINE MONTHS
ENDED JUNE 30 ENDED JUNE 30
2012 2011 2012 2011
Basic earnings per shai
Income from continuing operations attributable {oli® shareholder $ 1,84¢ $ 2,47¢ $ 6,27¢ $ 8,06t
Loss from discontinued operations, net of inconxesa (22) (1,58¢) (15%) (2,179)
Net income attributable to Rick's shareholc $ 1,82 $ 8¢ $ 6,12¢ $ 5,88¢
Average number of common shares outstanding 9,72F 9,92¢ 9,71( 9,96¢
Basic earnings per share - income from continuiperations $ 0.1¢ $ 0.2t $ 0.65 $ 0.81
Basic earnings per share - discontinued operations $ (0.00) $ (0.16) $ (0.02) $ (0.22)
Basic earnings per share - net income attribut@bRick's shareholders $ 0.1¢ $ 0.0¢ $ 0.6 $ 0.5¢
Diluted earnings per shar

Income from continuing operations attributable fok® shareholder $ 1,84¢ $ 2,47¢ $ 6,27¢ $ 8,06¢
Adustment. to net earnings from assumed convexsigiebentures (1) - - - -
Adjusted income from continuing operatic 1,84t 2,47¢ 6,27¢ 8,06t
Discontinued operations (22) (1,58¢) (155) (2,179
Adjusted net income attributable to Rick's shardbard $ 1,82: $ 88¢ $ 6,12¢ $ 5,88¢
Average number of common shares outstanc
Common shares outstandi 9,72t 9,92/ 9,71( 9,96¢
Potential dilutive shares resulting from exerciavarrants and options (. 6 17 7 15
Potential dilutive shares resulting from conversiérlebentures (3) - - - -
Total average number of common shares outstandiaed for dilution 9,731 9,941 9,717 9,98:
Diluted earnings per share - income from continwapgrations

atrributable to Rick's shareholders $ 0.1¢ $ 0.2F $ 0.6 $ 0.81
Diluted earnings per share - discontinued operation $ (0.00 $ (0.16) $ (0.02) $ (0.22)
Diluted earnings per share - net income attribetablRick's shareholders $ 0.1¢ $ 0.0¢ $ 0.62 $ 0.5¢

* EPS may not foot due to rounding.

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

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

(3) Convertible debentures (principal and accrueeréest) outstanding at June 30, 2012 and 201lintapproximately $4.4 million and $:
million, respectively, were convertible into commstock at a price of $10.00 and $10.25 per shar20t? and $10.25 in 2011. Poter
dilutive shares of 433,533 and 719,056 for theghaed nine months ended June 30, 2012 and 20X kctesely, have been excluded fr
earnings per share due to being anti-dilutive.
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RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2012
(UNAUDITED)

9. ACQUISITIONS
Fiscal 2012

The Company’s wholly owned subsidiary, RCI Diningr8ces (Tarrant County), Inc., a Texas Corporafit®Cl| Tarrant County”).entere
into an Agreement for Purchase and Sale of Memgetdhits with Fred McDonald (“Seller’jor the purchase of 100% of the member
units of 12291 CBW, LLC (“12291 CBW”). 12291 CBWwvped and operated an adult entertainment cabamtrkras “The New West”
located at 12291 Camp Bowie West, Aledo, Texase Algreement for Purchase and Sale of Membershipslhbsed October 5, 20:
whereby RCI Tarrant County acquired the membershifs of 12291 CBW for the purchase price of $380,0rhe Company now operates
BYOB club as “Temptations'The Company also paid $55,000 at closing for certasts related to the access to the club. Theee$380,00
has been allocated to license.

Our wholly owned subsidiaries, RCI Dining Servi¢ggs&emmons), Inc. (“RCI Stemmons”), RCI Dining Sees (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 StarheHbining 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,. 20 January 1
2012, (i) Green Star, Fine Dining, Mr. Mantas, Aite] PNYX, RCI Stemmons, RCI Dining and RCI Holdéngnc., our wholly owne
subsidiary (“RCI Holdings”), entered into a new &d”urchase Agreement (the “Silver City Purchaseefigent”)and (ii) Blue Star, M
Mantas, PNYX, RCI Inwood and RCI Holdings entenetbia separate Stock Purchase Agreement (the ‘®rePurchase Agreementiyhich
was subsequently terminated. The entry into theeSiCity Purchase Agreement and the Blue Star Rgeci\greement terminated the F
Agreement, as amended.

Green Star owns and operates an adult entertaincadaret known as “Silver City Cabarelptated at 7501 N. Stemmons Freeway, Dz
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, Mankas agreed to sell (i) all the stoc
Green Star to RCI Stemmons for the purchase pfigd @00,000 in the form of a promissory note aifjda{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 promigswtes are payable over 11 years
have an adjustable interest rate of 5.5%. Thistation closed on January 17, 2012.

Adelphi owned the real properties where the SilRgy Cabaret is located, including 7501 N. StemmBreseway, Dallas, Texas 75247
7600 John West Carpenter Freeway, Dallas, Texad7/5%nd PNYX owned certain adjacent real propetty506 John West Carper
Freeway, Dallas, Texas 75247. In transactions eélad the Prior Agreement, Adelphi and PNYX hadvimasly entered into real est
purchase agreements with RCI Holdings on NovemBer2011, which agreements were subsequently ameaslquhrt of the Silver Ci
Purchase Agreement transaction. Pursuant to theeségte purchase agreements, as amended, (i) dedpeed to sell the real propertie
7501 N. Stemmons and 7600 John West Carpentenégourchase price of $6,500,000, payable $300;0@8sh and $6,200,000 in the forn
an adjustable 5.5% promissory note that is payawde 11 years, and (ii) PNYX agreed to sell the peaperty at 7506 John West Carpente
the purchase price of $1,000,000, payable $700r98ash and $300,000 in the form of an adjustali&eSpromissory note that is payable ¢
11 years. The real estate transactions closedmopor@neously with the Silver City Purchase Agreeimen
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RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2012
(UNAUDITED)

9. ACQUISITIONS - continued

At closing of the Silver City Purchase Agreemeangactions, Mr. Mantas entered into a NGwmpetition Agreement providing for him to
compete with our subsidiaries by owning, partidipguor operating an establishment featuring adutéeainment within Dallas County and
contiguous counties (excepting the property locateth49 Inwood Road, Dallas, Texas 75247).

The following information summarizes the allocatmirfair values assigned to the assets and lisdslat the purchase date.

(in thousands)

Building, land and conten $ 7,50z
Equipment and furnitur 13C
Noncompete 10C
Inventory and other current ass 47
Goodwill 427
SOB license: 1,221
Deferred taxes (427)
Net asset $ 9,00(

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

The Company incurred approximately $76,000 in legsdts associated with the acquisition, which aduded in legal and professio
expense in the accompanying consolidated stateofiémtome.

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 nalwiible for income tax purposes. The resultsparations of these entities are included ir
Company’s consolidated results of operations sltaoriary 17, 2012. This acquisition was made tdvéurthe Compang’ growth objective «
acquiring nightclubs that will quickly contribute the Companyg earnings per share. Proforma results of op@&stiave not been provided
the amounts were not deemed material to the cal&ell financial statements.

On December 2, 2011, RCI Holdings entered into al Eetate Sales Agreement with Bryan S. Fostewigireg for RCI Holdings to purcha
from Mr. Foster the real properties located at B282lloway Cemetery Road, Fort Worth, Texas andl28&nana Drive, Dallas, Texas,
the aggregate purchase price of $5,500,000, inodu#i2,000,000 cash and $3,500,000 in the form @%%ampromissory note that is payable
10 years. The Fort Worth property represents thd far Cabaret East, one of our clubs and the Baltaperty represents the land at anc
gentlemen’s club. This transaction closed on Janbay 2012.

Fiscal 2011

RCI Dining Services (Airport Freeway)

On January 3, 2011, the Company’s wholly owned iglidrses, RCI Dining Services (Airport Freeway)cI{“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, for agragate purchase price of $4,565,000. A Purchageeiment and Build-t&uit Turnke
Construction Agreement had previously been ent@tedn December 2009, which agreement providedHerconstruction of the new club
the purchase of the real property located at 120€8brt Freeway (Highway 183), Fort Worth, Texas.
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RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2012
(UNAUDITED)
9. ACQUISITIONS - continued

The following information summarizes the allocatfrfair values assigned to the assets and lissilat the purchase date.

(in thousands)

Building, land and conten $ 3,12¢
Equipment and sigr 28¢
SOB license 1,151
Net asset $ 4,56¢

Gold Club of Indy, LLC

The Company’s wholly owned subsidiaries, RCI Dinfagrvices (Indiana), Inc. (“RCI Indiana”) and RCbldings, Inc. (“RCI Holdings},
entered into a Third Amendment to Purchase Agreeiftiea “Amended Purchase Agreement”) with the Goldb of Indy, LLC (“GCI”), the
Estate of Albert Pfeiffer, deceased, and Lori Péejfpersonal representative of the Estate of AlBéeiffer, deceased, and sole membe
GCI. GCI owned and operated an adult entertainoaipdret known as “The Gold Cluligtated at 3551 Lafayette Road, Indianapolis, Ing
46222. GCI also owned the real property where Gbkl Club is located. The Amended Purchase Agreemansactions closed on April .
2011, whereby (i) RCI Indiana acquired from Pfaifédl assets which are used for the business of Gale Club for $825,000 and (ii) R
Holdings acquired from GCI the real property wh&ree 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 Agreememi, Pfeiffer entered into a NoGompetition Agreement with RCI Indiana, pursuat
which she agreed not to compete with The Gold @lithin Indianapolis, Indiana or any of the adjaceotnties for a period of five years.

The following information summarizes the allocatmirfair values assigned to the assets and lisdslat the purchase date.

(in thousands)

Building, land and conten $ 75C
Equipment and furnitur 90
Noncompete 10C
Goodwill 717
Net asset $ 1,657
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RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2012
(UNAUDITED)

9. ACQUISITIONS - continued

The results of operations of this entity are inelddn the Companyg’ consolidated results of operations since Aprjl Z2L1. This acquisitic
was made to further the Company’s growth objectifeacquiring nightclubs that will quickly contriteitto the Compang’ earnings pr
share. Proforma results of operations have nat peavided, as the amounts were not deemed materibé consolidated 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%aonings before income taxes for the three and mioeths ended June 30, as a result ¢
following:

For the Three Month For the Nine Month:
Ended June 3( Ended June 3(
2012 2011 2012 2011

Computed expected tax expel $ 99 % 1,372 $ 333 % 4,241
State income taxe 70 29 10t 59
Stock option disqualifying dispositions and othermanen

differences (41) 10€ (72 (50)
Total income tax expen: $ 1,022 $ 1507 $ 3,36¢€ % 4,25(

Included in the Compang’deferred tax liabilities at June 30, 2012 is appnately $15.1 million representing the tax effetindefinite livec
intangible assets from club acquisitions which @oe deductible for tax purposes. These deferredigéities will remain in the Company’
balance sheet until the related clubs are sold.

The Company recognizes interest accrued in intepgstnse and penalties in operating expenses. @ptireanine months ended June 30, :
and 2011, the Company recognized approximatelyd8D6and $34,000, respectively, in penalties. The@any or one of its subsidiaries fi
income tax returns in the U.S. federal jurisdictiand various states. The last three years reapgn to tax examination.

11. COMMITMENTS AND CONTINGENCIES

Beginning January 1, 2008, the Companyexas clubs became subject to a new state laviriregjeach club to collect and pay a $5 surck
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. TleSappealed the Couwstruling. In Texas, when cities or the State gietice of appeal,

supersedes and suspends the judgment, includingjinection. Therefore, the judgment of the DisttrCourt cannot be enforced until

appeals are completed. Given the suspension gutlggment, the State gave notice of its right tdeod the tax pending the outcome of
appeal but took no affirmative action to enforcatthight. On June 5, 2009, the Court of Appeatstlie Third District (Austin) affirmed tt
District Court’s judgment that the Sexually OriethtBusiness (“S.O.B.”Jee violated the First Amendment to the U.S. Ctut#n but ol
August 26, 2011, the Texas Supreme Court revefsegutigment of the Court of Appeals, ruling thag ®0OB Fee does not violate the F
Amendment to the U.S. Constitution, and remanded:#se to the District Court to determine whetherfée violates the Texas Constitution.
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RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2012
(UNAUDITED)

11. COMMITMENTS AND CONTINGENCIES - continued

The TEA appealed the Texas Supreme Court's decisidghe U.S. Supreme Court (regarding the congiitatity of the fee under the Fi
Amendment of the U.S. Constitution), but the U.8pi®@me Court denied the appeal on January 23, ZDAJune 28, 2012, the District Cc
in Travis County held a hearing on TEA Texas Cduastinal claims. On July 9, 2012, the District @oentered an order finding that the
was a constitutional occupations tax. The Courtiete the remainder of TEA' constitutional claims. TEA will appeal this dgoin of the
District Court to the Third Court of Appeals. Ther@pany has not made any payments of these taxes tia first quarter of 2009 and pl
not to make any such payments while the case idipgiin the courts. However, the Company will coné to accrue and expense the pote
tax liability on our consolidated financial statems so any ultimate negative ruling will not haey effect on our income statement and
only affect our balance sheet. If the decisionliBnately found in our favor, as we believe it wile, then we will have a ortene gain of th
entire amount previously expensed.

The Company paid the tax for the first five quastand expensed the tax in the consolidated fineetatements, except for two location:
Dallas where the taxes have not been paid, bu€tmpany is accruing and expensing the liabilitpr he subsequent quarters, as a res
the Third Courts decision, the Company accrued the fee, but dighap the State. As of June 30, 2012, the Compasyapproximately $¢
million in accrued liabilities for this tax. Patrdax expense amounted to $2.3 and $2.2 milliortHernine months ended June 30, 201Z
2011, respectively. The Company has paid more $2amillion to the State of Texas since the inaaptf the tax. The Comparg/Texas cluk
have filed a separate lawsuit against the Statehiith we raise additional challenges to the statntposing the fee or tax and dem
repayment of the taxes. The courts have not yateaddd these additional claims. If the Statgpeal ultimately fails or we are successf
the remaining litigation, the Compamsyturrent amount paid under protest would be repaigpplied to future admission tax and other T
state tax liabilities.

In September 2011, the Company’s subsidiary, RGefainment Las Vegas, Inc. (“RCI Las Vegas”) anidkRs Cabaret International we
sued by the lessor of its club in Las Vegas foabheof contract and other issues relating to RGl Vagaslease. RCI Las Vegas has no as
and, therefore, is not able to pay the “deficiendfyany is ultimately found in a court of law. If é¢hplaintiff should attempt to claim that
“deficiency” is a liability of the parent company, the Compamidves it has the legal basis upon which to refbie claim as the pare
company is not liable for the debts of its subsid& Therefore, the Company does not believettiiatcontingency will ultimately result ir
liability and, therefore, no accrual has been miadhe accompanying consolidated financial statdmen

In September 2011, the Company and its CEO wer isuBistrict Court in Travis County Texas by a sHelder for damages as a result o
plaintiff’ s alleged inability to sell shares on the open miackie to restrictive legends which the plaintifeges that the defendants failec
remove in a timely manner. On March 21, 2012, tlen@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 Comp&O. The settlement amount will
paid with approximately $850,000 in insurance pealseand a cash payment from the Company of appadeiyn$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 thetguanded March 31, 2012,
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RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2012
(UNAUDITED)

11. COMMITMENTS AND CONTINGENCIES - continued

The Companys subsidiary that operated the club in Las Vegasréeently been audited by the Department of Taratf the State of Neva
for sales and other taxes. The audit period was fthe date of opening in September 2008 through3Iy 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 Compioes not believe it is subject to the Live Ergtiennent Tax and is protesting the a
results. Accordingly, the Company has not accrthesl contingent liability in the accompanying coidalted financial statements. It
unknown at this time whether the resolution of timgertainty will have a material effect on the Qamy’s operations.

Two securities class action lawsuits were filediagfaus in June 2011 in the U.S. District Court fbe Southern District of Florida. T
plaintiffs claim to represent recipients of textssages. The complaints allege that we violatedT#iephone Consumer Protection Act
“TCPA™) by sending unsolicited advertisements byt tmessage to the plaintiff and other recipientsonavide during the fougear perio
preceding the lawsuit without the prior expresstation or permission of the recipients. On Janu20y2012, an amended complaint was
in one of the cases to add one of our subsidiasea defendant. One of the cases was settled & 2Rt for $200,000 and this amour
included in the accompanying statement of incomsesitement of lawsuits. The settlement for theepttase has been presented to the juc
the case, who is expected to rule in late Augud2@he amount the Company will ultimately havepty in this case is unknown, but
Company believes that it will be negligible.

The Company has been a defendant in a federal, qguamtling since March 30, 2009, in the Southernridisof New York relating to clain
under the Fair Labor Standards Act and New Y®kkage and hour laws. Discovery is ongoing. The @amyg denies any liability in this mat
and is vigorously defending the allegations.

12. GAIN ON SETTLEMENT OF DEBT

In April 2011, the Company settled certain crbsgation with the former sellers of the Las Vegesb. 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 $2ilion. The Company has recorded a gain of appnately $900,000 in the quarter ended .
30, 2011 as a result of the settlement. In additthe Company and the sellers agreed to canceldlbk-up/Leakeut Agreement and t
Companys obligation to purchase from the sellers any ef thmaining 70,000 shares which the sellers hahis Tesulted in the Compa
transferring $1.4 million from Temporary Equity R@rmanent Equity in the quarter ended June 30,.2011

13. SUBSEQUENT EVENTS

On July 2, 2012, the Company issued 655,000 optiorcertain Company employees. Of these option®,500 were exchanged for exist
options which were to expire in September 200i&se new options become exercisable in July 2@é& a strike price of $8.35 per share
expire in July 2014. The fair value of these opsiavas estimated to be $856,626 at the date ot gsang a Black- Scholes optiguicing
model using the following weighted average assuongti

Volatility 37 %
Expected life 1.5 years
Expected dividend yiel -

Risk free rate 0.30 %

On August 3, 2012, our wholly owned subsidiary, udag Acquisition, Inc. (“JAI"), entered into a Phese Agreement (thePurchas
Agreement”) with Bryan S. Foster and 13 entitiesned by him (the “Companies™p acquire nine operating adult cabarets and twe!
licensed locations under development (collectivéiy “Foster Clubs”)Ten of the clubs are located in Texas, includingpslin Tye (ne:
Abilene), Lubbock (two clubs), Odessa (two clulid)Paso, Harlingen, Longview, Edinburg and Beaumantl one club is located in Phoe
Arizona. The Purchase Agreement provides for JAl &s subsidiaries to acquire certain of the Congmimand the assets of certain of
Companies, whereby all 11 of the Foster Clubs béllacquired. As consideration, JAl and its subsBawill pay to Foster and the Compal
an aggregate consideration of $26,000,000, inctu&i,000,000 cash at closing and $22,00000Guant to a secured promissory note
“Club Note”). The Club Note will bear interest at the rate of¥®8.per annum, be payable in 144 equal monthly imstadts and be secured
the assets purchased from the Companies. The Gitdidlalso subject to adjustment, whereby theciwé amount of the promissory note
be reduced if a regulatory or administrative authi@f Texas seeks to enforce or attempts to cbdey tax or obligation or liability that may
due pursuant to the Texas Patron Tax.

In connection with the Purchase Agreement, our lyhmined subsidiary, Jaguars Holdings, Inc. (“JHEntered into a Commercial Contr
(the “Real Estate Agreement”) with 12 entities odry Mr. Foster (collectively, the “Real Estate I8ed”). The Real Estate Sellers own
real estate where the Foster Clubs are locatetétiokly, the “Real Estate PropertiesThe Real Estate Agreement provides for JHI to ae
the Real Estate Properties from the Real EstalerSébr aggregate consideration of $10,000,00€luding (i) $350,000 cash at closing of
Real Estate Agreement, (ii) $9,000,000 pursuarda wecured promissory note (the “Real Estate Notetdl (iii) 12 years from the date
closing, a one time payment of $650,000. The RetdtE Note will bear interest at the rate of 9.5%%annum, be payable in 144 equal mor
installments and be secured by the Real EstateeRieg. Both the Real Estate Note and the Club Mitdave cros-default provisions



The closing of the transactions contemplated byRtichase Agreement are to take place five busid@gs after JAI and/or its subsidial
have all necessary permits and authorizations wliietneeded to conduct an adult entertainment ésssiat the club locations. The closin
the transactions contemplated by the Real Estateehgent are to take place contemporaneously ayasthereafter as possible.
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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 cautionatatement in this Form 1Q-to make applicable and take advantage of the fzafieo
provision of the Private Securities Litigation RefoAct of 1995 for any forwardboking statements made by, or on behalf of, thenany
Forwardiooking statements include statements concerniagsplobjectives, goals, strategies, future eventgedormance and underlyi
assumptions and other statements, which are dtherdtatements of historical facts. Certain statgsni@ this Form 10-Q are forwatdeking
statements. Words such as "expects," “believesyicipates," “may," and "estimates" and similar eegsions are intended to identify forward-
looking statements. Such statements are subjeiiki®and uncertainties that could cause actualtseto differ materially from those project
Such risks and uncertainties are set forth belole Tompany's expectations, beliefs and projectamesexpressed in good faith and
believed by the Company to have a reasonable hasligding without limitation, management's exantiom of historical operating trends, d
contained in the Company's records and other degtéahle from third parties, but there can be nsuagnce that management's expecte
beliefs or projections will result, be achieved, b\ accomplished. In addition to other factors amatters discussed elsewhere herein
following are important factors that, in the viewtbe Company, could cause material adverse effacthe Company's financial condition
results of operations: the risks and uncertaintéating to our Internet operations, the impact éanglementation of the sexually orien
business ordinances in the jurisdictions where fagilities operate, competitive factors, the timio§ the openings of other clubs,
availability of acceptable financing to fund corate expansion efforts, and the dependence on kspmpeel. The Company has no obliga
to update or revise these forward-looking statememteflect the occurrence of future events anuirstances.

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

1. We own and/or operate upscale adult nightclubsisgrgrimarily businessmen and professionals. Oghteiubs offer live adu
entertainment, restaurant and bar operations. Hiwawr subsidiaries, we currently own and/or opeeatotal of twentyfour adul
nightclubs that offer live adult entertainment,taesant and bar operations. Eight of our clubs agetinder the name "Rick's Cabal
four operate under the name “Club Onyxipscale venues that welcome all customers but esigecially to urban profession
businessmen and professional athletes; six operader the name "XTC Cabaret"; one club operate$Tastsie’'s Cabaret”one
operates as “Cabaret North” and one operates awribovn Cabaret”, one operates as “Cabaret Eas€,aperates asSilver City
Cabaret” and one operates as “Temptations”. Adutiyg, we own a 40% interest in “The Mansiamghtclub in Austin, Texas. O
nightclubs are in Houston, Austin, San Antonio, IBaland Fort Worth, Texas; Charlotte, North CamgliMinneapolis, Minnesot
New York, New York; Miami Gardens, Florida; Phildoleia, Pennsylvania and Indianapolis, Indiana. Biugl contact is permitted
any of our locations

2. We have Internet activitie
a) We currently own two adult Internet membership Wailes at www.CouplesTouch.com and www.xxxpassword.c\We

acquire xxxpassword.com site content from wholesz
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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. &8rn revenues by charging fees for each transactinducted on tl
automated site

3. We operate a media division, including the lagdirade magazine serving the muliilion dollar adult nightclubs industry. Tt
division also includes two industry trade shows) tther industry trade publications and more thaimg8ustry websites

Our nightclub revenues are derived from the saldicqufor, beer, wine, food, merchandise, cover caargnembership fees, indepen:
contractors' fees, commissions from vending and Affisichines, valet parking and other products andiceey. Our Internet revenues
derived from subscriptions to adult content Intéwebsites, traffic/referral revenues, and comroissiearned on the sale of products
services through Internet auction sites, and otiotivities. Media revenues include sale of advertising content andmess from an annt
Expo convention. Our fiscal year end is SeptemBer 3

CRITICAL ACCOUNTING POLICIES

Managemens discussion and analysis of financial condition agsults of operations are based upon our coraslidfinancial statemen
which have been prepared in accordance with Urfiedles generally accepted accounting principle ABR"). GAAP consists of a set
standards issued by the FASB and other authortdtodies in the form of FASB Statements, Interpiata, FASB Staff Positions, Emerg
Issues Task Force consensuses and American lastit@ertified Public Accountants Statements ofitRs among others. The Company
updated references to GAAP in this FormQaQe reflect the guidance in the ASC. The prepamnadf these consolidated financial statem
requires our management to make estimates and psnmthat affect the reported amounts of assiatsilities, revenues and expenses,
related disclosure of contingent assets and liasli On a regular basis, we evaluate these estimiamcluding investment impairment. Th
estimates are based on managensenistorical industry experience and on variougotssumptions that are believed to be reasonalble;
the circumstances. Actual results may differ fribvese estimates.

Accounts and Notes Receivable

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

to five days after a purchase is made. The maeiglisiah’s accounts receivable is primarily comprised oknebles for advertising sales
Expo registration. The Company’s accounts receesatsther is comprised of employee advances and ottseellaneous 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 termseddgheement and based upon managesientiiuation that the notes receivable and int
income will be collected. The Company recognizdsvadnces for doubtful accounts or notes when, bamednanagement judgme
circumstances indicate that accounts or noteswalei will not be collected.

Inventories
Inventories include alcoholic beverages, food, @wpany merchandise. Inventories are carried alawer of cost, average cost, wh

approximates actual cost determined on a firsfiist-out (“FIFO”) basis, or market.

Property and Equipment

Property and equipment are stated at cost. Prowsior 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 leasasléasehold improvements. Buildings h
estimated useful lives ranging from 29 to 40 yeBrgniture, equipment and leasehold improvements lestimated useful lives between
and 40 years. Expenditures for major renewals ati@iments that extend the useful lives are cap#al Expenditures for normal maintena
and repairs are expensed as incurred. The costsetsasold or abandoned and the related accumwefgéciation are eliminated from
accounts and any gains or losses are chargedditeztén the accompanying consolidated statemeintaafime of the respective period.
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Goodwill and Intangible Assets

FASB ASC 350/ntangibles — Goodwill and Othexddresses the accounting for goodwill and othemigible assets. Under FASB ASC :
goodwill and intangible assets with indefinite Bvare no longer amortized, but reviewed on an dnbasis for impairment. All of tf
Companys goodwill and intangible assets relate to the teigb segment, except for $567,000 related to tleelimmsegment. Definite liv:
intangible assets are amortized on a straightbiasis over their estimated lives. Fully amortizedets are writteaff against accumulat
amortization.

Impairment of LoneLived Assets

The Company reviews property and equipment andhgilide assets with definite lives for impairment emever events or changes
circumstances indicate the carrying amount of @etamay not be recoverable. Recoverability of tresseets is measured by comparison i
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 bghthie carrying value of the asset exc
its fair value. Assets are grouped at the lowesell for which there are identifiable cash flowsngipally 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, 2011, based on a projected discosasddflow method using a discount rate determlmedanagement to be commenst
with the risk inherent in the current business nhodke determined that there is no net asset imgaitrat September 30, 2011.

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 statemerfterwthe 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 carryiadug of short and lonterm debt also approximates fair value since tlesguments be.
market rates of interest. None of these instrumargseld 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 8ABcounting for Derivative Financial Instruments éxd to, and Potentially Settled ir
Company’s Own StockUnder certain circumstances that would requieeGompany to settle these equity items in cagthwathout regard t
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 suclustipents reflected in the Compasygonsolidated statements of income. The firgtunsent t
meet the requirements of FASB ASC 815 for derivatiecounting 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 vmseand services at the pointsafi
upon receipt of cash, check, or credit card charge.

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

Revenues from the sale of magazines and advertisintent are recognized when the issue is publisinedshipped. 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 agicevenues and an equal expense in accordanceFABB ASC 605,How Taxe
Collected from Customers and Remitted to Goverrahéntthorities Should Be Presented in the Incona¢eBtent. Total sales and liquor tay
aggregated $5.1 million and $4.5 million for theeimonths ended June 30, 2012 and 2011, respgctivel

Advertising and Marketing

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

Income Taxes

Deferred income taxes are determined using thditiamethod in accordance with FASB ASC 748come Taxes. Deferred tax assets ¢
liabilities are recognized for the future tax camsences attributable to differences between thanfiral statement carrying amounts of exis
assets and liabilities and their respective taxebaBeferred tax assets and liabilities are medsusig enacted tax rates expected to apj
taxable income in the years in which those tempodéfferences are expected to be recovered orseflihe effect on deferred tax assets
liabilities of a change in tax rates is recognim@dncome in the period that includes the enactnuzté. In addition, a valuation allowanc
established to reduce any deferred tax asset fahwhis determined that it is more likely thantrbat 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 presargha minimum recognition thresholi
tax position is required to meet before being re@ep in the financial statements. FASB ASC 74® g@sovides guidance on derecognit
measurement, classification, interest and penaléiesounting in interim periods, disclosure andhgiton. There are no unrecognized
benefits to disclose in the notes to the consadéinancial statements.

Put Options

In certain situations, the Company issues resttiactemmon shares as partial consideration for aitipuis 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 monthlgrsis or, if management elects not to do so, théehalan 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 accountedhise shares in accordance with the guidance lisbiat by FASB ASC 48
Distinguishing Liabilities From Equityas a reclassification of the value of the sharesmfpermanent to temporary equity. As the st
become due, the Company transfers the value oflthees back to permanent equity, less any amoiuthtgshe holder. Also sedDerivative
Financial Instruments” above.
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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 dilutioniamdmputed by dividing income availabls
common stockholders by the weighted average nurmbeommon shares outstanding for the period. Diluearnings per share reflect
potential dilution of securities that could shardlie earnings of the Company.

Potential common stock shares consist of sharéathg arise from outstanding dilutive common stogitions and warrants (the numbe
which is computed using the “treasury stock methaaitl from outstanding convertible debentures (thrabrar 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 conventiedcommon stock that then shared in the Comaegrnings (loss) (as adjusted
interest expense, that would no longer occur ifdéleentures were converted).

Stock Options

We utilize the fair value recognition provisionsFASB ASC 718Compensation—Stock Compensatimaccount for stock options issued .

The stock option compensation costs recognizedhfoiquarters ended June 30, 2012 and 2011 wer88i1and zero, respectively, and w
$33,016 and zero, respectively, for the nine motties ended. There were zero and 25,000 stockroptiercises for the nine months er
June 30, 2012 and 2011, respectively. There wergauk option grants for the nine month period ehdiene 30, 2011. On June 27, 2012
Company issued 100,000 options to the Companyéctiirs.These options become exercisable in June 2013, dateke price of $8.78 ¢
share and expire in June 2014.

RESULTS OF OPERATIONS FOR THE THREE MONTHS ENDED JUNE 30, 2012 AS COMPARED TO THE THREE MONTHSE
ENDED JUNE 30, 2011

For the three months ended June 30, 2012, we heblkdated total revenues of $23.9 million comparedonsolidated total revenues of $:
million for the three months ended June 30, 20hlinarease of $3.1 million or 15.0%. The increastotal revenues was primarily attribute
to the newly acquired club in Dallas along withosty results from Tootsie’Cabaret in Miami and Club Onyx locations in Ritliphia an
Charlotte . The Rick’s Cabaret at Dalles-Worth Airport, which was granted a license &wve alcohol earlier this year, reported a st
increase in sales compared with the same quageyéar, when it operated as a BYOB establishntegies at the Comparsyother BYOE
establishments, which operate under the XTC Calmeetd, also increased. Total revenues for sarmaitocsameperiod of club operatiol
increased by 5.0% to $21.3 million for the threenths ended June 30, 2012 from $20.3 million forsthme period ended June 30, 2011.
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Following is a comparison of the Compasiyhcome statement for the quarters ended Jun2@, and 2011 with percentages compart
total revenue:

(in thousands 2012 % 2011 %

Sales of alcoholic beverag $ 9,711 40.¢% $ 8,14¢ 39.2%
Sales of food and merchand 2,28¢ 9.€% 1,891 9.1%
Service Revenue 10,57¢ 44.2% 9,55¢ 45.%
Internet Revenue 97 0.4% 113 0.5%
Media 137 0.€% 17¢€ 0.8%
Other 1,114 4.7% 911 4.1%

Total Revenue 23,921 100.(% 20,79:¢ 100.(%
Cost of Goods Sol 3,27¢ 13.7% 2,71C 13.(%
Salaries & Wage 5,29¢ 22.2% 4,68: 22.5%
Stoclk-based Compensatic 12 0.1% - 0.C%
Taxes and permit 3,61¢ 15.1% 3,09¢ 14.%%
Charge card fee 361 1.5% 40t 1.9%
Rent 72€ 3.C% 75€ 3.€%
Legal & professiona 992 4.1% 63E 3.1%
Advertising and marketin 95¢ 4.C% 83¢ 4.C%
Insurance 387 1.6% 30C 1.4%
Utilities 454 1.9% 394 1.9%
Depreciation and amortizatic 1,39¢ 5.6% 97C 4.7%
Settlement of lawsu 20C 0.8% - 0.C%
Loss on sale of asse 332 1.4% - 0.C%
Other 1,861 7.8% 1,62¢ 7.8%
Total operating expens 19,88¢ 83.1% 16,41: 78.%

Operating incom 4,037 16.% 4,38( 21.1%
Interest income and oth 2 0.C% 2 0.C%
Interest expens (1,09¢) -4.€% (1,033 -5.C%
Gain on settlement of de - 0.C% 903 4.2%
Gain (loss) on change in fair value of derivatimstiuments (17) -0.1% (21€) -1.C%
Income from continuing operations before income& $ 2,92( 12.2% $ 4,03¢ 19.4%

Following is an explanation of significant variasda the above amounts.

Service revenues include cover charges, fees pa@htertainers, room rentals, memberships anddeasged for credit card processing. O
revenues include ATM commissions earned, video gaara other vending and certain promotion feesgelthto our entertainers. \
recognize revenue from other revenues and sergicd® point-of-sale upon receipt of cash, checkyredit 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 armnaster payouts. Media cost of goods amounted .t¥82nd 36.6% for the quarters en
June 30, 2012 and 2011, respectively. The costoofig sold for the club operations for the three tm@mended June 30, 2012 was 12
compared to 12.9% for the three months ended Jan2@.1. The cost of goods sold from our intermgrations for the three months en
June 30, 2012 was 2.1% compared to 2.0% for theethmonths ended June 30, 2011. The cost of goddissssame-location-samgeriod o
club operations for the three months ended June2@02 was 13.5%, compared to 12.9% for the samedended June 30, 2011. -
principal reasons for the slight increase is dumtwe alcohol-selling clubs this year (Silver Gityd Ricks DFW) and due to more discount
of beer in certain clubs in 2012.
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The increase in payroll and related costs, stasetBalaries & Wagesabove, was primarily due to the addition of the raubs. Payroll fc
same-location-samperiod of club operations was $4.0 million for theee months ended June 30, 2012 compared to $Bi@nfor the thre
months ended June 30, 2011. Management currerifwbe that its labor and management staff levedsappropriate.

The decrease in rent expense as a percentageenfuewvis due to the Company’s purchase of theestaie with its recent acquisitions.

The increase in legal and professional is due gdlgdao the lawsuits mentioned in Commitments arwhigencies in Notes to Consolide
Financial Statements.

Also see Commitments and Contingencies in Noté&otosolidated Financial Statements for an explanaifdhe settlement of lawsuits.
Generally, the increase in other expense categsriige to the increase in clubs and revenues.
The loss on sale of assets is the result of treecfadn aircraft.

Income taxes, as a percentage of income befors taas 35.0% and 37.3% for the quarters ended Jyn2032 and 2011, respectively du
the tax effect of the larger nondeductible losgleange in fair value of derivative instruments dgr2011.

The loss on the change in fair value of derivaiigruments is due to the falling price of the Camys common stock in each quarter.

Operating income (exclusive of corporate overhdad)same-location-samgeriod of club operations was $5.5 million for eadhthe thre
months ended June 30, 2012 and 2011.

Our Media Division lost approximately $125,000 lrefincome taxes for the quarter ended June 30, 26dpared to a loss of approxima
$113,000 in the 2011 quarter. As the economy imggpwe believe the Media Division will become pradfle as we control costs and incre
marketing revenues.

Our “operating margin”the percentage of operating income to total revenwas 16.9% and 21.1% for the quarters ended 3an2012 an
2011, respectively. The 2012 quarter was affectedhie settlement of lawsuit of $200,000 and thes loa sale of assets. Without th
expenses, the 2012 quarter operating margin woane been 18.3%. Without the lawsuit settlementtaedoss on sale of aircraft, net incc
would have been $2.2 million and diluted earningsghare would have been $0.22.

Adjusted EBITDA for the three months ended June2B8d2 and 2011 was $5.4 million and $6.0 milli@spectively.
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Adjusted EBITDA isa financial statement measure that was not deiivedcordance with GAAP. We use adjusted EBITDArfg®ys fron
continuing operations before interest expense,nmctaxes, depreciation, amortization and impairnodarges) as a ndBAAP performanc
measure. In calculating adjusted EBITDA, we excladelargest recurring nocash charge, depreciation, amortization and impitroharge
Adjusted EBITDA provides a core operational perfarmoe measurement that compares results withoutethe to adjust for Federal, state
local taxes which have considerable variation betwdomestic jurisdictions. Also, we exclude inséreost in our calculation of adjus
EBITDA. The results are, therefore, without considien of financing alternatives of capital empldy&Ve use adjusted EBITDA as «
guideline to assess our unleveraged performanaenren our investments. Adjusted EBITDA is also theget benchmark for our acquisiti
of nightclubs. Reconciliations from net income tjusted EDITDA are provided below for the quartensied June 30:

(in thousands 2012 2011
Income from continuing operatiol $ 1,89¢ $ 2,52¢
Net income from noncontrolling interes (53 (53
Income taxe: 1,02z 1,507
Interest expens 1,09¢ 1,03:
Depreciation and amortizatic 1,39¢ 97C
Adjusted EBITDA $ 536 $ 5,98¢

Without the settlement of lawsuit and loss on sélaircraft in 2012, EBITDA would have been $5.7lion.

Our adjusted EBITDA does not include interest exgerincome taxes, depreciation, amortization arghirment 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, aaosti 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 th& appropriate to consider both net earningsrdeteed under GAAP, as well as adjus
EBITDA, to evaluate our performance. Also, we seafely analyze any significant fluctuations in im&tr expense, depreciation, amortiza
impairment charges and income taxes.

RESULTS OF OPERATIONS FOR THE NINE MONTHS ENDED JUNE 30, 2012 AS COMPARED TO THE NINE MONTHE
ENDED JUNE 30, 2011

For the nine months ended June 30, 2012, we hasbidated total revenues of $71.3 million compaxedonsolidated total revenues of $¢
million for the nine months ended June 30, 2011linarease of $9.3 million or 15.0%. The increas®ial revenues was primarily attributs
to clubs acquired during last year along with pesiresults from the NBA Championship series in iMiand strong results from the Riek’
locations at DFW Airport and Austin, Onyx locatiomsPhiladelphia and Charlotte and XTC Dallas. Toéwvenues for same-location-same-
period of club continuing operations increae8% to $63.8 million for the nine months endedel@, 2012 from $60.3 million for the sa
period ended June 30, 2011.
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Following is a comparison of the Compasiyncome statement for the nine months ended Jon203.2 and 2011 with percentages compar
total revenue:

(in thousands 2012 % 2011 %

Sales of alcoholic beverag $ 29,03: 40.7% $ 24,31: 39.2%
Sales of food and merchand 6,61¢ 9.2% 5,46¢ 8.8%
Service Revenue 31,74: 44.5% 28,63 46.2%
Internet Revenue 29€ 0.4% 35¢€ 0.€%
Media 49€ 0.7% 58E 0.9%
Other 3,164 4.4% 2,67¢ 4.2%

Total Revenue 71,35 100.(% 62,04( 100.(%
Cost of Goods Sol 9,601 13.5% 7,79: 12.6%
Salaries & Wage 15,42¢ 21.6% 13,50: 21.8%
Stocl-based Compensatic 33 0.C% - 0.C%
Taxes and permit 11,01¢ 15.2% 9,31¢ 15.(%
Charge card fee 1,04z 1.5% 1,047 1.7%
Rent 2,15( 3.C% 2,30t 3.7%
Legal & professiona 2,43: 3.4% 1,547 2.5%
Advertising and marketin 2,994 4.2% 2,651 4.2%
Insurance 1,027 1.4% 84¢ 1.4%
Utilities 1,26¢ 1.8% 1,14( 1.8%
Depreciation and amortizatic 3,70¢ 5.2% 2,82¢ 4.€%
Settlement of lawsu 2,031 2.8% - 0.C%
Loss on sale of asse 332 0.5% - 0.C%
Other 5,432 7.€% 4,64¢ 7.5%
Total operating expens 58,49: 82.(% 47,62 76.£%

Operating incom 12,86( 18.(% 14,41¢ 23.2%
Interest incomt 2 -0.C% 57 0.1%
Interest expens (3,17¢ -4.5% (3,170 -5.1%
Gain on settlement of de - 0.C% 903 1.5%
Gain (loss) on change in fair value of derivatinstiuments 12C 0.2% 26€ 0.4%
Income from continuing operations before incomes $ 9,80¢ 13.7% $ 12,47« 20.1%

Following is an explanation of significant variasde the above amounts.

Service revenues include cover charges, fees gaghtertainers, room rentals, memberships anddeaged for credit card processing. O
revenues include ATM commissions earned, video gaara other vending and certain promotion feesggthto 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-@coholic beverages, food, cigars and cigaretteschandise, media printing/bindil
media postage and internet traffic purchases arimaster payouts. Media cost of goods amounted &82nd 29.2% for the nine mon
ended June 30, 2012 and 2011, respectively. Theofg®ods sold for the club operations for theeninonths ended June 30, 2012 was 1.
compared to 12.5% for the nine months ended Jun2@ The cost of goods sold from our internetrafiens for the nine months ended <
30, 2012 was 1.5% compared to 2.1% for the ninethsoended June 30, 2011. The cost of goods solgaime-location-samgeriod of clul
operations for the nine months ended June 30, 2042 13.2%, for the nine months ended June 30, 20fhipared to 12.5% for the n
months ended June 30, 2011. The principal reaswrihé slight increase is due to more alcohol+sglilubs this year (Silver City and Rigk’
DFW) and due to more discounting of beer in certdibs in 2012.

Payroll for same-location-sanperiod of club operations increased to $11.3 nmillior the nine months ended June 30, 2012 fromS3Allion
for the same period ended June 30, 2011. Managesueently believes that its labor and managemeft levels are appropriate.

The decrease in rent expense as a percentageenfuewvis due to the Company’s purchase of theestaie with its recent acquisitions.

The increase in legal and professional is due gdlgeto the lawsuits mentioned in Commitments ammhiihgencies in Notes to Consolide
Financial Statements.

Also see Commitments and Contingencies in Not&otesolidated Financial Statements for an explanaifadhe settlement of lawsuits.
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Generally, the increase in other expense categsridige to the increase in clubs and revenues.

The loss on sale of assets is the result of tleeafadn aircraft.

The gain on the change in fair value of derivatharuments is due to the rising price of the Conyfmcommon stock over the nine months.
Income taxes, as a percentage of income befors taas 34.3% and 34.1% for the nine months endesl 30N2012 and 2009, respectively.
The gain on settlement of debt was the result®&#ttlement of certain cross-litigation with thenfier sellers of the Las Vegas club.

Our Media Division lost approximately $298,000 befancome taxes for the nine months ended June2@D2 compared to a loss
approximately $235,000 in the nine months endede B 2011. As the economy improves, we believeMieglia Division will becom
profitable as we control costs and increase margetvenues.

Our “operating margin“the percentage of operating income to total revenwas 18.0% and 23.2% for the nine months endee 30, 201
and 2011, respectively. The 2012 period was affebtethe settlement of lawsuits of $2.0 million dods on sale of assets. Without tt
expenses, the 2012 quarter operating margin woane been 20.2%. Without the lawsuit settlementtaedoss on sale of aircraft, net incc
would have been $7.7 million and diluted earningsghare would have been $0.79.

Adjusted EBITDA for the nine months ended June28,2 and 2011 was $16.5 million and $18.3 milli@spectively.

Adjusted EBITDA isa financial statement measure that was not deiivettcordance with GAAP. We use adjusted EBITDAr{geys fron
continuing operations before interest expense,nmectaxes, depreciation, amortization and impairnoharges) as a nCBAAP performanc
measure. In calculating adjusted EBITDA, we excladelargest recurring nocash charge, depreciation, amortization and impaitroharge
Adjusted EBITDA provides a core operational perfanoe measurement that compares results withoutethé to adjust for Federal, state
local taxes which have considerable variation betwdomestic jurisdictions. Also, we exclude inséreost in our calculation of adjus
EBITDA. The results are, therefore, without considien of financing alternatives of capital empldy&Ve use adjusted EBITDA as «
guideline to assess our unleveraged performanaenret our investments. Adjusted EBITDA is also target benchmark for our acquisitis
of nightclubs. Reconciliations from net income tjusted EDITDA are provided below for the nine nienénded June 30:

(in thousands 2012 2011
Income from continuing operatiol $ 6,43¢ % 8,22¢
Net income from noncontrolling interes (159) (159
Income taxe: 3,36¢ 4,25(
Interest expens 3,17¢ 3,17C
Depreciation and amortizatic 3,70¢ 2,82t
Adjusted EBITDA $ 16,53 $ 18,31(

Without the settlement of lawsuit and loss on sélaircraft in 2012, EBITDA would have been $18.1ilion.
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Our adjusted EBITDA does not include interest exgerincome taxes, depreciation, amortization arghirment charges. Because we t
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, aatiwti and impairment charges are also necessamyeals of our costs. Also, the paymet
income taxes is a necessary element of our opagatibherefore, any measures that exclude theseertsnmave material limitations.

compensate for these limitations, we believe th& appropriate to consider both net earningsrdeted under GAAP, as well as adjus
EBITDA, to evaluate our performance. Also, we sapely analyze any significant fluctuations in i expense, depreciation, amortiza
impairment charges and income taxes.

Discontinued Operations

In March 2011, the Company made the decision tbitseLas Vegas location and, in April 2011, shgrptduced its operations in ordel
eliminate losses as it seeks a buyer for the ptppEne Company believes that it has done everythirsgipte to make this location viable si
its acquisition in 2008 and now believes it is & $hareholderdhest interests not to continue these efforts. The was shuttered and 1
landlord took over the property in June 2011. Tfaeee this club is recognized as a discontinuedrafgm in the accompanying financ
statements and has recognized a loss on the clos#20 million in discontinued operations.

The Company has plans to sell a portion of the nezsfilp interest in the entity that previously opedaits Ricks Cabaret in Austi
Texas. When the sale is closed, the Company wibdsolidate the subsidiary and carry it as anteguéthod investment. Accordingly,
club is recognized as a discontinued operatiohénaiccompanying financial statements.

Following is summarized information regarding thdsezontinued operations:

Quarter Ended June 3
(in thousands 2012 2011
Loss from discontinued operatio 32 (247)
Loss on dispositiol - (2,197
Income tax- discontinued operatior 10 85€

&+ B

Total loss from discontinued operations, net of $ 220 % (1,58¢)
Nine Months Ended June &
(in thousands 2012 2011
Loss from discontinued operatio $ (239 (1,109
Loss on dispositiol $ - (2,249
Income tax - discontinued operations 84 1,17¢
Total loss from discontinued operations, net of $ (155 $ (2,179
Major classes of assets and liabilities includedssets and liabilities of discontinued operatiassf:
June 30 September 3(
(in thousands 2012 2011
Current assel $ 27 $ 33
Property and equipme 49 76
Other asset 2 3
Current liabilities (119 (144
Long-term liabilities (33) (33)
Net assets (liabilities $ 749 3 (65)
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LIQUIDITY AND CAPITAL RESOURCES

Working Capital and Cash Flows

At June 30, 2012, we had working capital deficitapproximately $1.8 million compared to working itapof approximately $2.0 million

September 30, 2011. The decrease is principallytaltiee purchase of 2 nightclubs and the real @esthanother club aggregating $8.7 mil
during the nine months, payments on long-term daldtpurchase of put options and related derivativesg the period.

Net cash provided by operating activities was $Mdillion and $13.8 for the nine months ended June2812 and 2011, respective

We used $5.8 million of cash in investing actistiguring the nine months ended June 30, 2012 cadpar$11.6 million during the ni
months ended June 30, 2011. The larger amountglthan2011 quarter was due to a larger amountsif aaquisitions of businesses and

million note receivable. Cash of $8.4 million wased by financing activities during each of the mmenths ended June 30, 2012 and 2011.
Following is a reconciliation of our additions tmperty and equipment for the nine months endeé 3002012 and 2011:

Nine Months Ende:

(in thousands June 30
2012 2011
Acquisition of real estat $ 590 $ 5,24t
Purchase of aircra 3,231 -
Capital expenditures funded by d (6,236 -
New capital expenditure in new clu 541 68<
Maintenance capital expenditut 1,65: 1,16¢
Total capital expenditures in consolidated state¢roénash flows $ 508 $ 7,092

We require capital principally for construction acquisition of new clubs, renovation of older cleb®l investments in technology. We t
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 therithly Shares from the seller, then
seller shall sell the Monthly Shares in the openketa Any deficiency between the amount which tke#es receives from the sale of

Monthly Shares and the value of the shares shablaie by us within three (3) business days of thie @f sale of the Monthly Shares du
that particular month. Our obligation to purchalse Monthly Shares from the seller shall terminatd eease at such time as the sellel
received a contractual amount from the sale oRtio&’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.

30




In April 2011, we settled certain crobggation with the former sellers of the Las Vegadsb. As a result of the settlement, the Compaaig
the sellers approximately $1.6 million in cash @l $ettlement of its obligation under a debt instent with a remaining principal and inte
balance at the time of $2.5 million. The Companyg recorded a gain of approximately $900,000 in IA201L1 as a result of the settlemen
addition, the Company and the sellers agreed toatahe Lock-up/Leak-out Agreement and the Compamyligation to purchase from
sellers any of the remaining 70,000 shares whiets#lers hold. This resulted in the Company tremisfg $1.4 million from Temporary Equ
to Permanent Equity in April 2011. The followingdiosures do not include these 70,000 shares.

The maximum obligation that could be owed if owcktwere valued at zero is $938,000 at June 3®.20%We are required to buy back an
these put options, the bupack transaction will be purely a balance sheeistiation, affecting only Temporary Equity or Detiva Liability
and Stockholders’ Equity and will have no incomatestnent effect. The only income statement effeminfthese put options is thenark tc
market” valuation quarterly of the derivative libyi.

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 June 30, 2012 of $8.67 per shdreyhich there can be no assurance: (This inclutlesderivative financial instrumel
recognized in our balance sheet at June 30, 2012.)

For the Year Ended September (in thousand:
2012 $ 45¢
2013 137
Total $ 59€

Each $1.00 per share movement of our stock priseahaaggregate effect of $39,450 on the total abibg.

Other Liguidity and Capital Resources

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

On September 29, 2008, our Board of Directors aizbd us to repurchase up to $5,000,000 worth ofcommon stock in the open marl
During the nine months ended June 30, 2012 and,Z®l&65 shares and 49,340 shares, respectivetg, puechased under this program.
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We believe that the adult entertainment industgngard of treating entertainers as independentraxtots provides us with safe har
protection to preclude payroll tax assessment fir years. We have prepared plans that we belgllgrotect our profitability in the eve
that sexually oriented business industry is reguineall states to convert dancers who are nowgaddent contractors into employees.

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

IMPACT OF INFLATION

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

SEASONALITY

Our nightclub operations are affected by seasamzbfs. Historically, we have experienced redu@amues from April through Septem
with the strongest operating results occurringrimu®ctober through March. Our experience to dadeates that there does not appear to
seasonal fluctuation in our Internet activities.

GROWTH STRATEGY

We believe that our nightclub operations can camito grow organically and through careful entripimarkets and demographic segm
with high growth potential. Our growth strategy (&) to open new clubs after careful market re¢edts) to acquire existing clubs in locati
that are consistent with our growth and incomeeatr@nd which appear receptive to the upscalefolmula we have developed, as is the
with the acquisitions of the clubs in Austin, Dalland Fort Worth, Texas, Miami Gardens, Floridalaeklphia, Pennsylvania and Indianapt
Indiana, (c) to form joint ventures or partnershipseduce stamtyp and operating costs, with us contributing eqintyhe form of our brar
name and management expertise, (d) to develop héwconcepts that are consistent with our managéearah marketing skills, (e) to acqt
real estate in connection with club operationd)@lgh some clubs may be in leased premises, a(filor enter into licensing agreement:
strategic locations.

We continue to evaluate opportunities to acquine ngghtclubs and anticipate acquiring new locatitimet fit our business model as we F
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 seambidars. We will restructure affiliate programsgmvide higher incentives to our curr
affiliates to better promote our Internet sitesjlevactively seeking new affiliates to send tratficour Internet sites.

The acquisition of additional clubs and/or interaperations will require us to obtain additionabter issuance of our common stock, or t

There can be no assurance that we will be abletairadditional financing on reasonable term$@nfuture, if at all, should the need arise
inability to obtain such additional financing colidve an adverse effect on our growth strategy.
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Item 3. Quantitative and Qualitative Disclosures Alout Market Risk.

As of June 30, 2012, there were no material chatg#® information provided in Item 7A of the Coamy’s Annual Report on Form 10for
fiscal year ended September 30, 2011.

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)Hnd 15d-15(e) under the Securities ExchangeoA&B34, as amended (thExchang
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 Compmuysclosure controls and procedures
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 antiroanicated to the Company’s management, includimegGompanys chief executiv
officer and chief financial officer, as appropriaeallow timely decisions regarding required discire.

Changes in Internal Control Over Financial Repogdin

There have been no changes in the Comaimyernal control over financial reporting thatooed during the quarter ended June 30, 201
have materially affected or are reasonably likelynaterially affect the Company’s internal coneér financial reporting.

PART [I—OTHER INFORMATION
Item 1. Legal Proceedings.

Beginning January 1, 2008, our Texas clubs becarjeat to a new state law requiring each club téecband pay a $5 surcharge for e\
club visitor. A lawsuit was filed by the Texas Erihinment Association (“TEA”)an organization to which we are a member, allegfiegfet
amounts to be an unconstitutional tax. On March22®8, a State District Court Judge in Travis Gpumexas 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 Gaulithg. In Texas, when cities or the State givtice of appeal, it supersedes and suspen
judgment, including the injunction. Therefore, jhdgment of the District Court cannot be enforoedil the appeals are completed. Giver
suspension of the judgment, the State gave notiite ght to collect the tax pending the outcoaféts appeal but took no affirmative actiot
enforce that right. On June 5, 2009, the CouAmfeals for the Third District (Austin) affirmeddiDistrict Courts judgment that the Sexue
Oriented Business (“S.0.B.”) Fee violated the Fikstendment to the U.S. Constitution but Aagust 26, 2011, the Texas Supreme C
reversed the judgment of the Court of Appealsngitihat the SOB Fee does not violate the First Alnmeent to the U.S. Constitution, ¢
remanded the case to the District Court to detezmihether the fee violates the Texas Constitution.

The TEA appealed the Texas Supreme Court's decisidghe U.S. Supreme Court (regarding the congiitatity of the fee under the Fi
Amendment of the U.S. Constitution), but the U.8pi®@me Court denied the appeal on January 23, Zidune 28, 2012, the District Cc
in Travis County held a hearing on TEA Texas Cduastinal claims. On July 9, 2012, the District Coentered an order finding that the
was a constitutional occupations tax. The Couratbthe remainder of the TE#&'constitutional claims. TEA will appeal this déais of the
District Court to the Third Court of Appeal®/e have not made any payments of these taxes thiadgst quarter of 2009 and plan not to ir
any such payments while the case is pending ircduets. However, we will continue to accrue andemge the potential tax liability on «
financial statements, so any ultimate negativengulvill not have any effect on our income statenserd will only affect our balance shee
the decision is ultimately found in our favor, as Welieve it will be, then we will have a otime gain of the entire amount previot
expensed.
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We have paid the tax under protest during all fquarters of 2008 and the first quarter of 2009 ardensed the tax in the consolid:
financial statements, except for two locations gll&s where the taxes have not been paid, but @@aaruing and expensing the liability.
the subsequent quarters, as a result of the Thordt® decision, we accrued the fee, but did not payStiage. As of June 30, 2012, we
approximately $9.1 million in accrued liabilitiesrfthis tax. Patron tax expense amounted to $8R6add 796,000 for the three months el
June 30, 2012 and 2011, respectively. We havempai@ than $2 million to the State of Texas sirfeeinception of the tax. Our Texas cl
have filed a separate lawsuit against the Statehiith we raise additional challenges to the statntposing the fee or tax and dem
repayment of the taxes. The courts have not yateaddd these additional claims. If the Statgpeal ultimately fails or we are successf
the remaining litigation, our current amount paittlar protest would be repaid or applied to futwlenigsion tax and other Texas state
liabilities.

In September 2011, the Company’s subsidiary, RGefainment Las Vegas, Inc. (“RCI Las Vegas”) anidkRs Cabaret International we
sued by the lessor of its club in Las Vegas foabheof contract and other issues relating to RGl Vagaslease. RCI Las Vegas has no as
and, therefore, is not able to pay the “deficiendgfyany is ultimately found in a court of law. Iféhplaintiff should attempt to claim that
“deficiency” is a liability of the parent company, the Compamidves it has the legal basis upon which to refbie claim as the pare
company is not liable for the debts of its subsid& Therefore, the Company does not believettiiatcontingency will ultimately result ir
liability and, therefore, no accrual has been niadbe accompanying consolidated financial statesen

In September 2011, the Company and its CEO wer isuBistrict Court in Travis County Texas by a sHelder for damages as a result o
plaintiff' s alleged inability to sell shares on the open miackie to restrictive legends which the plaintifeges that the defendants failec
remove in a timely manner. On March 21, 2012, tlhen@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 Comp&iO. The settlement amount will
paid with approximately $850,000 in insurance peatseand a cash payment from the Company of appadeiyn$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 thetguanded March 31, 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 wam fthe date of opening in September 2008 through31y 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 Comgmdoes not believe it is subject to the Live Ertiemnent Tax and is protesting the a
results. Accordingly, the Company has not accrthesl contingent liability in the accompanying coidaled financial statements. It
unknown at this time whether the resolution of timgertainty will have a material effect on the Qamy’s operations.

Two securities class action lawsuits were filediagfaus in June 2011 in the U.S. District Court fbe Southern District of Florida. T
plaintiffs claim to represent recipients of textssages. The complaints allege that we violatedT#iephone Consumer Protection Act
“TCPA") by sending unsolicited advertisements byttmessage to the plaintiff and other recipientsomavide during the fougear perio
preceding the lawsuit without the prior expresstation or permission of the recipients. On Janu20y2012, an amended complaint was
in one of the cases to add one of our subsidiasea defendant. One of the cases was settled & 204? for $200,000 and this amour
included in the accompanying statement of incomsetttement of lawsuits. The settlement for theepttase has been presented to the juc
the case, who is expected to rule in late Augud2@he amount we will ultimately have to pay ifstbase is unknown, but the Comp
believes that it will be negligible.
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We have been a defendant in a federal court, pgradice 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 gamg denies any liability in this matter an
vigorously defending the allegations.

Iltem 1A. Risk Factors.

In addition to the other information set forth mstreport, you should carefully consider the festiscussed in Part I, “Item 1A. Risk Factors”
in the Company’s Annual Report on Form 10-K for ylear ended September 30, 2011, as such factold owierially affect the Compary’
business, financial condition or future results.the three months ended June 30, 2012, there wematerial changes to the risk fac
disclosed in the Company’s 2011 Annual Report omFd0-K. The risks described in the Annual ReportForm 10K are not the only risl
the Company faces. Additional risks and uncertegtiot currently known to the Company, or thatGloenpany deems to be immaterial, :
may have a material adverse impact on the Comp&ugimess, financial condition or results of operes.

Item 2. Unregistered Sales of Equity Securities andse of Proceeds.

On June 27, 2012, we granted an aggregate of 108108k options to members of our Board of Dirextas director compensation. All of
options (i) are exercisable on June 27, 2013ekpire on June 27, 2014, and (iii) are exercisatiteshares of our common stock at an exe
price of $8.78 per share. We granted the optioreuthe exemption from registration provided byt®ac4(2) of the Securities Act of 19
and the rules and regulations promulgated thereufide grant did not involve a “ public offeringbased upon the following factors: (i)
issuance of the securities was an isolated privatesaction; (ii) a limited number of securitiesrevéssued to a limited number of offerees;
there was no public solicitation; (iv) the offereesre “ accredited investors "y)(the investment intent of the offerees; and (@ restrictio
on transferability of the securities issued.

During the three months ended June 30, 2012, wehpeed 49,625 shares of common stock on the opeeta an average price of $7.93
share.During the three months ended June 30, 2012, wehpeed 29,550 shares of common stock from putoptxdders at prices rangi
from $7.65 to $9.50 per share. Following is a sumynoé our purchases by month:

Period: (@) (b) (c) (d)
Maximum
Number (or
Approximate
Total Number of Dollar Value) of
Shares (or Units) Shares (or Units)
Purchased as that May Yet be
Total Number of Part of Publicly Purchased Under
Shares (or Units) Average Price Announced Plans the Plans or
Month Ending Purchased Paid per Share or Programs Programs
April 30, 2012 955( $ 9.5C - 8 3,008,30.
May 31, 2012 32,72 % 8.42 - % 2,985,571
June 30, 201 36,90C $ 7.84 - 8 2,958,67
Total for the three months ended June 30, 20: 79,17  $ 8.2¢ - 9 2,958,67
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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 ffer of Rick’s Cabaret International, Inc. purstigm Section 906 of the Sarban®siey Acl
of 2002 and Section 1350 of 18 U.S.C. 63.

Exhibit 32.2 -- Certification of Chief Financial fifer of Rick’'s Cabaret International, Inc. purstitm Section 906 of the Sarban@siey Act
of 2002 and Section 1350 of 18 U.S.C. 63.

101.INS

XBRL Instance Document.

101.SCH

XBRL Taxonomy Extension Schema Document.

101.CAL

XBRL Taxonomy Extension Calculation Linkbase Docune
101.DEF

XBRL Taxonomy Extension Definition Linkbase Docunien
101.LAB

XBRL Taxonomy Extension Label Linkbase Document.
101.PRE

XBRL Taxonomy Extension Presentation Linkbase Doenim
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SIGNATURES

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

RICK'S CABARET INTERNATIONAL, INC.

Date: August 9, 2012 By: /s/ Eric S. Langal
Eric S. Langar
Chief Executive Officer and Preside

Date: August 9, 2012 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 THE
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 disclosedsdx on our most recent evaluation of internal @brver 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: August 9, 201 By: /s/Eric S. Langa
Eric S. Langar

Chief Executive Officer and Preside




EXHIBIT 31.2
CERTIFICATION PURSUANT TO SECTION 302 OF THE
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 &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 disclosedsdx on our most recent evaluation of internal @brver 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: August 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’aliaret International, Inc. (the “Company”) on FdrQ for the fiscal period ended June
2012 as filed with the Securities and Exchange Cimsion on the date hereof (the “Report”), the usidgred Chief Executive Officer and
Chief Financial Officer of the Company, certify,rpuant to 18 U.S.C. § 1350, as adopted pursuéh9@6 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 faphgsents, in all material respects, the finan@aldition and result of operations of the
Company as of and for the periods covered in thmoRe

/s/ Eric S. Langa

Eric S. Langat

Chief Executive Office
August 9, 201:

/s/ Phillip K. Marshall
Phillip K. Marshall
Chief Financial Office!
August 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 theteteic version of this written statement requibsdSection 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 exbilthe Form 13 and shall not t
considered filed as part of the Form 10-Q.




