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PART |
ITEM 1. BUSINESS
INTRODUCTION

Rick's Cabaret International, Inc. currently owns aperates premiere adult entertainment Intereét sites at www.DancerDorm.com and
www.AmateurDan.com. These web sites contain ouluske adult content. DancerDorm.com features estetulive adult entertainment, a
AmateurDan.com features exclusive adult photo &itenent. These web sites were launched in Octb®@9,

We also own and operate adult nightclubs unden#imes "Rick's Cabaret" and "XTC Cabaret" whichrdffe topless or nude adult
entertainment, and bar and restaurant dining. Beéers to us in this Form 10-KSB include our 100%esvsubsidiaries, and our 938&med
subsidiary, Taurus Entertainment Companies, IncoWe and operate our Internet content productiodistand web site operations center,
and two adult nightclubs in Houston, Texas. We alsa and operate adult nightclubs in Austin and Satonio, Texas, and Minneapolis,
Minnesota. We also operate another adult nighteldbouston, Texas through a management agreemenal$s own a facility in south
Houston presently being renovated after fire daniageeopening as an XTC Cabaret.

Our company was organized as a Texas corporatid@94 and became the successor to a private bagimesoperated Rick's Cabaret since
the 1980's.

HISTORY

Until 1996, we had one adult nightclub location am& dance club location in Houston, Texas. In &raty, 1996, we purchased a facility in
New Orleans, Louisiana where we opened a new adylitclub, which we subsequently sold in March,1989anuary, 1997, we purchas¢
facility in Minneapolis, Minnesota, where we opergedew adult nightclub, which began operationsd@8l In August, 1998, we acquired
approximately 93% of the outstanding common stdckamirus Entertainment Companies, Inc., a Colo@aporation ("Taurus") in a private
stock exchange transaction with certain principatisholders of Taurus. The Stock Exchange Agreementided that we exchange one st

of our common stock for each three and one-halfeshaf Taurus common stock owned by certain prai@pareholders of Taurus. As a
result of the Exchange, we exchanged a total of ABL(post-reverssplit) shares of our common stock for approximate02,006 shares
common stock of Taurus, giving us control of Taufize terms and conditions of the Exchange wererdéhed by the parties through arms
length negotiations. However, no appraisal was ootadl. The financial results of Taurus have beersaldated into our financial statements
since the date of acquisition.



Taurus is a publicly owned company traded on th€BB under the symbol "TAUR". In a transaction sitankous to the acquisition of
Taurus, we acquired certain real estate in SanAmtdexas from one of the principal stockholddr§aurus. We acquired the property from
a principal stockholder of Taurus for the sameeptiat the principal stockholder paid for the propeNe financed the purchase of the
property by the issuance of a six year $366,000v€xitle Debenture, secured by the real estateiattju

In a transaction simultaneous to the acquisitioafrus, Taurus acquired certain real estate irstdoi Texas from Mr. Ralph McElroy.
Taurus acquired the property from Mr. McElroy fbetsame price that Mr. McElroy paid for the propeftaurus financed the purchase of the
property by the issuance of a six year $286,744v€xdible Debenture, secured by the real estateiatfjuVe are a guarantor of this
Convertible Debenture. The Convertible Debentuisvertible into our shares at any time prior ttumity at the Conversion Price of $5.!

On March 29, 1999, Robert L. Watters, our Direcparichased RCI Entertainment Louisiana, Inc. ("R@lisiana"), our subsidiary, for the
purchase price of $2,200,000 consisting of $1,0578 cash, the endorsement over to us of a $68%&dured promissory note (the
"McElroy Note"),a guaranteed promissory note indhgount of $326,773 made by Mr. Watters (the "Waih¢ote"), and the cancellation by
Mr. Watters of our $163,156 indebtedness to hine WitElroy Note, which is due July 31, 2004, beatsrest at the rate of twelve percent
(12%) per annum with interest being paid monthlye Pprincipal of the McEIroy Note is due in one lusypm payment. The McElroy Note is
secured by (i) our convertible debenture in thgipél principal amount of $366,000, which we issoadAugust, 11, 1998, in favor of Mr.
McElroy (the "Convertible Debenture™) and (ii) aoprissory note of Taurus Entertainment Companies,(bur subsidiary) and guaranteec
us (which has a conversion feature) in the origomadcipal amount of $286,744.61, dated August1PB8, in favor of Mr. McElroy, (the
"Convertible Promissory Note"). Both the Convegtililebenture and the Convertible Promissory Notesecared by certain real estate
holdings of us or our subsidiaries. The WatterseNetguaranteed by RCI Louisiana, which operateik's Cabaret in New Orleans,
Louisiana. In connection with the acquisition of stock of RCI Louisiana, Mr. Watters also assuR€d Louisiana's liabilities of
approximately $1,400,000. As a condition of themsaction, Mr. Watters arranged for the releasa leyder of our liability of $763,199 ow
to the lender by RCI Louisiana, which we had gutzed. We obtained an opinion from Chaffe & Ass@satnc., a New Orleans investment
banking firm, stating that the purchase price fgidr. Watters for RCI Louisiana was fair from adncial point of view to our shareholders.
The terms of this transaction were the result ofsalength negotiations between us and Mr. Wattersonnection with the sale of RCI
Louisiana, Mr. Watters, and Erich Norton White, éanmer director, entered into agreements withoutetminate their Employment
Agreements and to cancel all stock options on ourrmon stock which they held. Further, in connectidth the sale of RCI Louisiana, we
entered into an Exclusive Licensing Agreement with Watters which granted Mr. Watters the righthe use of the name "Rick's Cabaret"
and all logos, trademarks and service marks attdgritlareto for use in the states of Louisiana, ifilgrMississippi and Alabama.
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In March, 1999, we had a 2:1 reverse stock split.
BUSINESS ACTIVITIES--INTERNET WEB SITES

In October,1999, we began operations of our presraeult Internet web sites at www.DancerDorm.cooh\eww.AmateurDan.com.
DancerDorm.com features live web cam feeds of aacdrs who reside in our dormitory. There are 38 @ams in the dormitory which
provide voyeuristic views of the lives of our dareceDancerDorm.com also features an interactiveerichat and look™" experience for our
members to chat with our dancers. Members maywgstoour nightclubs to meet our dancers in pergaur. members pay a monthly fee to
visit our DancerDorm.com. We own the DancerDorm.dotarnet production facility, which contains 8,08quare feet of studio and
production space. Our AmateurDan.com web sitesis alpay site that features exclusive photos oflancers in provocative poses and
activities.

Our e-commerce includes our efforts to generatertet traffic to our web sites. Internet traffigisnerated through the purchase of traffic
from third-party adult web sites or Internet domawners and the purchase of banner advertisemetikspword" searches from Internet
search engines.

There are numerous adult web sites on the Inte@hetweb sites feature exclusive live adult ententeent and photos. Many of our
competitors feature non-live, non-exclusive ententent.

BUSINESS STRATEGY--NIGHTCLUBS

Prior to Rick's Cabaret opening in 1983 in Housfioexas, the topless nightclub business was chaizateby small establishments generally
managed by their owner. Such establishments wésa dfmly lit and the standards for performersspaal appearance and personality were
not maintained. It was customary for performeralternate between dancing and watering. The qyaenid quality of bar service was low
and food was not frequently offered. Music was dgthard"” rock and roll, played at a loud level Bydisc jockey who frequently interrupted
the music to make general announcements. Usually ,cash was accepted and businessmen felt unctabferin such an environment.
Recognizing a void in the market for a first-claskilt cabaret, we designed Rick's Cabaret to tangdbusinessmen's segment of the market
by providing a unique quality entertainment envimamt. The following summarize our areas of openatihich distinguish us:
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FEMALE ENTERTAINMENT. We have followed a policy ofiaintaining high standards in the areas of botkgreal appearance and
personality of the topless entertainers and waiggsThough a performer's physical appearanceysmgortant, of equal importance is her
ability to present herself attractively and to cerse intelligently with customers. We prefer the performers we hire are experienced
dancers. We make a determination as to whethettigydar applicant is suitable based on such factdrappearance, attitude, dress,
communication skills and demeanor.

MANAGEMENT. We recruit staff from both inside andtside the topless industry, in the belief that agggment with vast years of
experience in the adult entertainment industry addsir ability to grow and attract top entertagfom within the industry. Management
with experience is able to train our new recruitgf outside the industry with skills that can ohby/learned through long term hands on
experience in our industry.

COMPLIANCE POLICIES. We have a policy of ensuritgt our business is carried on in conformity withdl, state and federal laws. In
particular, we have a "no tolerance" policy adlegal drug use in or around the premises. Poglaced throughout the nightclubs reinforce
this policy, as do periodic unannounced searchéseoéntertainer's lockers. Entertainers and wsae who arrive for work are not allowec
leave the premises without the permission of mamage. Once an entertainer does leave the prensisess not allowed to return to work
until the next day. We continually monitors the &eibr of entertainers, waitresses and customegsgare that proper standards of behavior
are observed.

We also review all credit card charges made bycastomers. Specifically, we have in place a forpwdicy which provides that all credit ce
charges must be approved, in writing, by manageiefore any charges are accepted. Managementtisuybanly trained to review credit
card charges to ensure that the only credit caadgels approved for payment are for food, drink emértainment at Rick's Cabaret.

FOOD AND DRINK. We believe that a key to the sucscesa premiere adult nightclub is a quality, fickiss bar and restaurant operation to
compliment our adult entertainment. We employ sErvhanagers who are in charge of recruiting anditigaa professional waitress staff e
ensuring that each customer receives prompt andemus service. We employs chefs with restaurapéeence and bar managers, who a
charge of ordering inventory and scheduling ofdiaff. We believe that the operation of a firstsslaestaurant is a necessary component to
the operation of a premiere adult cabaret, aseipthvision of premium wine, liquor and beer in@rtb ensure that the customer perceives
and obtains good value. Our restaurant operatioali of the topless cabarets are full service af@ns which provides business lunch buf
and a full-scale lunch and dinner menu servicerioifiehot and cold appetizers, salads, seafoodk sied lobster. An extensive selection of
premiere wines are offered to compliment any custsiiunch or dinner selection.
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CONTROLS. Operational and accounting controls aszetial to the successful operation of a casinsite nightclub and bar business. We
have implemented internal procedures and contesdgded to ensure the integrity of our operati@mal accounting records. We separate
management personnel from all cash handling torertkat management is isolated from and does matldany cash. We use a combination
of accounting and physical inventory control medsiaus to ensure a high level of integrity in our@atting practices. Computers play a
significant role in capturing and analyzing a vayrief information to provide management with théoimation necessary to efficiently
manage and control the nightclub. Deposits of @ashcredit card receipts are reconciled each dayd@ily income report. In addition, we
review on a daily basis (i) cash and credit carmdrsaries which tie together all cash and credit ti@masactions occurring at the front door,
the bars in the club and the cashier stationa(@immary of the daily bartenders' check-out repartd

(iii) a daily cash requirements analysis which regles the previous day's cash on hand to the memaints for the next day's operations.
These daily computer reports alert managementyfariances from expected financial results baseHistorical norms. Further, we
conduct, on a monthly basis, an independent owsrefeour financial condition and have engaged irhejent accountants to conduct an
annual audit and to review and advise us relatngut internal controls.

ATMOSPHERE. We maintain a high design standarduinfacilities and decor. The furniture and furnigfg in the nightclubs are designe:
create the feeling of an upscale restaurant. Thedseystem is designed to provide quality souridwels where conversations can still take
place. This environment is carefully monitoredtérms of maintenance, music selection, enterta@indrwaitress appearance and all aspet
customer service on a continuous basis.

VIP ROOM. In keeping with our emphasis on servimg tipperend of the business market, some of our nightdlutdade a VIP room, whic
is open to individuals who purchase membershipglAroom provides a higher level of service andulyx

ADVERTISING AND PROMOTION. Our marketing philosoplgwards customers is to portray Rick's Cabarefg@miere cabarets
providing topless entertainment in a fun, yet disty environment. Hotel publications, local radiable television, newspapers, billboards,
taxi-cab reader boards as well as a variety of pt@mmnal campaigns ensure that the Rick's Cabaraena kept before the public.

Rick's Cabaret has received a significant amountedia exposure over the years. Television segnadraist Rick's Cabaret have appeare
television talk shows. In addition, Penthouse magaproduced a nine page article on the club aagl®ly magazine covered our 1993 golf
tournament. In the past, we have sponsored galh#ooents and outings that have generated signifiotarest and tradition. Articles about
Rick's Cabaret have appeared in Glamour Magazidd'he Ladies Home Journal. Rick's Cabaret has besmioned in an inside cover story
in Time Magazine as well as being mentioned on mamszoccasions in local newspapers and in Texagtolagazine. In 1993 Rick's
produced the Girls of Rick's video, a 90 minuteeaeideature, which was aired as a Pay-per-View stroWarner Cable Television. This
video was reviewed in several local newspapersedisas the Hollywood Variety magazine. Rick's Catbdnas provided entertainers for other
Pay-Per-View features as well.



We received extensive national coverage of ouralitublic Offering of stock, our PI, and articlespeared in The Wall Street Journal, Los
Angeles Times, Houston Business Journal, and numesther regional newspapers. The television progixtra” ran a short feature on
Rick's, as did the program "Inside Edition."

NIGHTCLUB LOCATIONS

We have two Rick's Cabaret locations in Houstorxaseand one Rick's Cabaret in Minneapolis, Minreesdte also own one nightclub in £
Antonio, Texas that operates under the name XTC.93%-owned subsidiary, Taurus, owns a nightclub in Aysfiexas also under the na
XTC. One of the locations of our Houston nightcliewned by Taurus. We operate one other nighticliouston, Texas called "Caligula”
under a management agreement.

We sold our New Orleans nightclub in March, 199%® kéve not yet reopened one XTC location in Houkitbowing a fire in 1998. We are
continually looking at expansion opportunities o more nightclubs throughout the U.S.

COMPETITION

The adult topless club entertainment businessgisiyricompetitive with respect to price, service #oahtion, as well as the professionalism of
our entertainment product. All of our nightclubsrgmete with a number of locally-owned adult cabarmstsne of whose names may enjoy
recognition that equals that of Rick's Cabaret ®CXWhile there may be restrictions on the locatba so-called "sexually oriented
business" there are no barriers to entry into théta@abaret entertainment market and only the ndiek's" and "Rick's Cabaret" and "XTC
Cabaret" are proprietary. For example, there apecximately 50 adult cabarets located in the Haust@a of which approximately 10 are in
direct competition with us. In Minneapolis, Riclisfavorably located downtown and is a short wadlaf the Metrodome Stadium and the
Target Center. There is only one cabaret in Minokgjn direct competition with the us. We belighat the combination of our existing
name recognition and the distinctive entertainnegwvironment that we have created , will allow usffectively compete within the industry
and within the cities in which we operate. Althougb we believe that we are well-positioned to cetauccessfully, there can be no
assurance that we will be able to maintain our tegiel of name recognition and prestige within th@rketplace.

GOVERNMENTAL REGULATIONS

We are subject to various federal, state and laged affecting our business activities. In particuin Texas the authority to issue a permit to
sell alcoholic beverages is governed by the Texash®lic Beverage Commission (the "ABC"), which lilas authority, in its discretion, to
issue the appropriate permits. We presently hdltix@d Beverage Permit and a Late Hours
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Permit (the "Permits"). These Permits are subjeeinnual renewal, provided we have complied withudés and regulations governing the
permits. Renewal of a permit is subject to protesich may be made by a law enforcement agency thd public. In the event of a protest,
the ABC may hold a hearing at which time the viefigterested parties are expressed. The ABC hemauthority after such hearing not to
issue a renewal of the protested alcoholic bevepagait. Rick's has never been the subject of teptthearing against the renewal of Pert
Minnesota has similar laws that may limit the aafaility of a permit to sell alcoholic beveragedtuat may provide for suspension or
revocation of a permit to sell alcoholic beveraesertain circumstances. Prior to expanding imtp mew market, we will take steps to ens
compliance with all licensing and regulatory requients for the sale of alcoholic beverages asasdie sale of food.

In addition to various regulatory requirements elffeg the sale of alcoholic beverages, in Houstmia, in many other cities, location of a
topless cabaret is subject to restriction by ciyimance. Topless nightclubs in Houston, Texasabgect to "The Sexually Oriented Business
Ordinance" (the "Ordinance") which contains protidlmis on the location of an adult cabaret. The iitibns deal generally with distance
from schools, churches, and other sexually oriebtesinesses and contain restrictions based oretteetage of residences within the
immediate vicinity of the sexually oriented busimeBhe granting of a Sexually Oriented BusinessniRélBusiness Permit") is not subject to
discretion; the Business Permit must be grantdtkifpproposed operation satisfies the requiremdriteedOrdinance.

In January 1997, the City Council of the City ofudton passed a comprehensive new Ordinance raguthg location of and the conduct
within Sexually Oriented Businesses. The new Omiraestablished new minimum distances that Sex@alnted Businesses may be
located from schools, churches, playgrounds aneratéixually oriented businesses. There were ndgioos in the Ordinance exempting
previously permitted sexually oriented businessems the effect of the new Ordinance. In 1997, weeweformed that one of our Houston
locations at 3113 Bering Drive failed to meet thguirements of the Ordinance and accordingly thewl of our Business License at that
location was denied.

The Ordinance provided that a business which waiede renewal of its operating permit due to clearig distance requirements under the
Ordinance would be entitled to continue in operafar a period of time (the "Amortization Periodf'}he owner were unable to recoup, by
the effective date of the Ordinance, its investnietie business that was incurred through the dfatiee passage and approval of the
Ordinance.

We filed a request with the City of Houston reqirgsain extension of time during which operationswatnorth Houston facility could
continue under the Amortization Period provisiohthe Ordinance since we were unable to recoupraastment prior to the effective date
of the Ordinance. An administrative hearing wasisl the City of Houston to determine the apprdpriamortization Period to be granted to
us. At the Hearing, we were granted an amortizgtieniod that has since been reached. We havegheto appeal any decision of the
Hearing official to the district court in the StatETexas.



In May, 1997, the City of Houston agreed to deffieplementation of the Ordinance until the constitadility of the entire Ordinance was
decided by court trial. In February 1998 the U.&tifict Court for the Southern District of Texasous$ton, Division, struck down certain
provisions of the Ordinance, including the prouwisinandating a 1,500 foot distance between a cldiseahools, churches and other sexually
oriented business, leaving intact the provisiothef750 foot distance as it existed in the priouston, Texas Ordinance.

The City of Houston has appealed the District Ceutiings with the Fifth Circuit Court of Appeatnd the Company filed a brief with the
Fifth Circuit. In the event that the City of Houstis successful in the appeal, the Company's Bé@iige location could be out of complian
Such an outcome could have an adverse impact dddhgany's future.

There are other provisions in the Houston, Texalirfance, such as provisions governing the levégbfing in a sexually oriented business,
the distance between a customer and dancer wiildahcer is performing in a state of undress aadigions regarding the licensing of
dancers that were upheld which may be detrimeataut business. We, in concert with other sexuatignted businesses, are appealing these
aspects of the Houston, Texas Ordinance. In thetékiat our court appeal is unsuccessful, suchuacome could have an adverse impact on
us.

In 1998, the City of Houston began enforcing cerfairtions of the Ordinance, including the distaresuirement between a customer and a
dancer while dancing, and the requirement thatelane licensed. The City of Houston's enforcermétite recently implemented provisions
of the Ordinance could have an adverse impact@irtbk's locations in Houston, Texas. The currequirement of a three foot distance
between a dancer and a customer could reduce ceistatisfaction and could result in fewer custona¢tie Houston location. The
requirement that a dancer be licensed may resédter dancers working, which could have an advengact on the Houston locations. It is
unknown what future impact the enforcement of thditance may have on our Houston locations.

In Minneapolis, we are required to be in complianith state and city liquor licensing laws. Ourdtion in Minneapolis is presently zoned to
enable the operation of a topless cabaret.

In San Antonio and Austin we are required to bedmpliance with city or county sexually orientedsimess ordinances.
TRADEMARKS

Our rights to the trademarks "Rick's" and "Rickab@ret" are established under common law, baseu ayposubstantial and continuous use
of these trademarks in interstate commerce sinemst as early as 1987. We have registered ouceanark, 'RICK'S AND STARS
DESIGN", with the United States Patent and Tradé&nfice. We have also obtained service mark regjisins from the Patent and
Trademark Office for the our "RICK'S CABARET" setei mark. There can be no assurance that the seepawe taken to protect our serv
marks will be adequate to deter misappropriation.
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EMPLOYEES AND INDEPENDENT CONTRACTORS

As of September 30, 1999, we had approximatelyfdd@ime employees, of which 40 are in managemparsitions, including corporate and
administrative operations, and approximately 3@eargaged in entertainment, food and beveragecseimcluding bartenders and
waitresses. None of our employees are represegtadihion and we consider our employee relatiorzetgood.

Additionally, we have independent contractor relaships with over 600 entertainers, who are egiloyed and perform at our locations «
non-exclusive basis as independent contractorforfesrs in Minneapolis, Minnesota act as commissibemployees.

ITEM 2. PROPERTIES

Our principal executive offices are co-located @ Blorth Belt, Houston, Texas 77060 with our suiasid Taurus in leased facilities
consisting of a total of 1,200 square feet. We fgeny of approximately $1,100 per month for thiscgpaVe believe that our offices are
adequate for our present needs and that suitabte spill be available to accommodate our futuredeee

We own the locations of our Internet productiordgitand DancerDorm (formerly occupied by our dacloé called "Tantra"), the three
locations of Rick's Cabaret (two in Houston and ionklinneapolis) and the two locations of XTC (aneAustin and one in San Antonio).

The Rick's Cabaret located on Bering Drive in Honstas aggregate 12,300 square feet of space.aléweck as of September 30, 1999 that
we owe on the mortgage is $502,027 and the inteaitsts 9.75%. We pay $8,122 in monthly mortgaagnpents. The last mortgage payment
is due in December, 2001 with a balloon payme$33f0,000.

The Rick's Cabaret located on Northbelt Drive iruston has 12,000 square feet of space, and is olnedr 93%-owned subsidiary,
Taurus. The balance as of September 30, 1999 #hatwe on the mortgage is $411,478 and the intemsis 10%. We pay $13,758 in
monthly mortgage payments. The last mortgage paymelue in April, 2002.

The Rick's Cabaret located in Minneapolis has 1Ggtfuare feet of space. The balance as of Septerti8d that we owe on the mortgage is
$2,449,511 and the interest rate is 9%. We pay7822in monthly mortgage payments. The last mortgeyenent is due in 2018.
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The XTC nightclub in Austin has 6,800 square fdetpace, which sits on 1.2 acres of land. The lzalas of September, 1999 that we ow
the mortgage is $547,464 and the interest rat8%. We pay $5,380 in monthly mortgage payments.lasiemortgage payment is due in
July, 2003 with a balloon payment of $432,682.

The XTC nightclub in San Antonio has 7,800 squart bf space. We acquired the property from MrpR&allcElroy for the same price that
Mr. McElroy paid for the property. We financed tlnerchase of the property by the issuance of aeax $366,000 Convertible Debenture,
secured by the real estate acquired. The prinb@lahce of the Convertible Debenture is due in,2094, in one lump sum payment. Interest
is due and payable monthly, with the first inteqgggment beginning in September, 1998. The Corblerbebenture is subject to redemption
at our option, in whole or in part, at 100% of grancipal face amount of the Convertible Debentedeemed plus any accrued and unpaid
interest on the redemption date, at any time amh fime to time, upon not less than 30 nor more #@&days notice, if the Closing Price of
our common stock shall have equaled or exceede®®bér share of common stock for ten (10) consextitading days. The Convertible
Debenture is convertible into shares of CommoniS&@ny time prior to maturity (unless earliereethed) at the Conversion Price of $5.50.
See, Certain Relationships and Related Transactions

Our Internet production studio has 8,000 squaredespace, and had been used as our Tantra dafigeibr to the closing of Tantra. The
balance as of September 30, 1999 that we owe amdntgage is $60,500 and the interest rate is W&pay $1,203 in monthly mortgage
payments. The last mortgage payment is due in 3gn2@00 with a balloon payment of $59,355.

Taurus also owns a 12,000 square foot buildingandton, Texas which was purchased from Ralph Mgt=tboe of our principal
stockholders, and this property is presently beampvated after fire damage for reopening as an KaBaret. We acquired the property from
Mr. McElroy for the same price that Mr. McElroy gdbr the property. We financed the purchase ofottoperty by the issuance of a six year
$286,744 Convertible Debenture, secured by theagtate acquired. We are a guarantor of this CtibleDebenture. The principal balance
of the Convertible Debenture is due in July, 2064ne lump sum payment. Interest is due and payalointhly, with the first interest
payment beginning in September, 1998. The Converilebenture is convertible into shares of our cemistock at any time prior to
maturity at the Conversion Price of $5.50 per sh@ee, Certain Relationships and Related Transectio

Taurus and its subsidiaries own a 350 acre ran8nanoria County, Texas, and approximately 50 acfeaw land in Wise County, Texas.
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The balance as of September 30, 1999 that we owleeoBrazoria County ranch mortgage is $308,202thadnterest rate is 9.25%. We pay
$2,573 in monthly mortgage payments. The last nagegopayment is due in 2006 with a balloon payme#287,920.

The balance as of September 30, 1999 that we owleeowise County raw land mortgage is $147,439thadnterest rate is 12%. We pay
$1,537 in monthly mortgage payments. The last nagegpayment is due in March, 2026.

ITEM 3. LEGAL PROCEEDINGS

In November, 1998, LMTD, Inc. initiated litigaticagainst a subsidiary of one of our subsidiariegt®n Land, LLC ("Citation"), in a case
styled LMTD, Inc. v. Texas Warehouse Company, latal. in Cause No. 98-12570, in the 200th Jubigistrict Court of Travis County,
Texas. The suit seeks specific performance and gesnagainst Texas Warehouse Company, Inc. regaadtugchase Option Agreement.
Plaintiff also alleges a tortuous interferenceralaigainst Citation in the amount of $540,000. Ceufwr Citation filed a counterclaim.
Counsel for Citation believes that the exposur€itation is minimal. We intend to vigorously defeodrselves in this matter and to deny all
allegations.

On October 15, 1998, All City Beverage and Entartant, Inc. initiated litigation against one of @ubsidiaries in a case styled All City
Beverage and Entertainment, Inc. v. Taurus Entertant Companies, Inc.("Taurus") in Cause No. 98189in the 61st Judicial District

Court of Harris County, Texas. The suit sought dgesan the amount of $25,000 and 175,000 sharesroimon stock of Taurus in

connection with an Asset Purchase Agreement bet&#eZity Beverage and Entertainment, Inc. and Teuaurus filed a counter-claim
asserting that there were undisclosed obligatibasTaurus was required to pay. The counter-clangkt damages in an amount in excess of
$25,000. This matter was dismissed for want of @rason.

On April 20, 1999 we were served as a defendalitigation that was filed on February 23, 1999. Tawsuit is styled John M. Skora and
Robert Martin v. Trumps, Inc., Rick's Cabaret Intgional, Inc., RCI Entertainment (Texas), Incd &vobert L. Watters, Cause No. 1999-
09394, in the 11th Judicial District Court of Har@ounty, Texas. The plaintiffs claim that theyghased a dance from one of the dancers at
our nightclubs and paid for the dance by the ugaeif credit card. The plaintiffs assert that vidlated the Texas Finance Code by imposing
a surcharge for credit card use. We have denisdhtlggation. The plaintiffs seek reimbursementiballeged surcharges, plus statutory
penalties, attorney fees and interest as may bevedl by law. We intend to vigorously defend oursslin this matter.

In January, 1999, the Company was named as a dafemdMcGill v. RCI Entertainment (Minnesota) Inblo. 98-2742, U.S. District Court,
Minnesota. The plaintiffs have asserted claimsufader federal and state civil rights acts for dimaration and harassment. The case is in the
discovery stage. We intend to vigorously defendselves in this matter.
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In June, 1999, the Company was named as defermdaiubika v. RCI Entertainment (Minnesota). Inc., Bd. 99-009560, Hennepin County
District Court. The plaintiff has asserted clainmsler the Minnesota Human Rights Act and for neglage The case is in the discovery stage.
We intend to vigorously defend ourselves in thigteraand to deny all allegations.

SEXUALLY ORIENTED BUSINESS ORDINANCE OF HOUSTON, TE XAS

In January 1997, the City Council of the City ofudton passed a comprehensive new Ordinance raguthg location of and the conduct
within Sexually Oriented Businesses. The new Omiieaestablished new minimum distances that Sex@alnted Businesses may be
located from schools, churches, playgrounds aneratbixually oriented businesses. There were nagioos in the Ordinance exempting
previously permitted sexually oriented businesses the effect of the new Ordinance. In 1997, weeweformed that one of our Houston
locations at 3113 Bering Drive failed to meet thguirements of the Ordinance and accordingly thewl of our Business License at that
location was denied.

The Ordinance provided that a business which wagde renewal of its operating permit due to clearig distance requirements under the
Ordinance would be entitled to continue in operafar a period of time (the "Amortization Periodf'fhe owner were unable to recoup, by
the effective date of the Ordinance, its investnietie business that was incurred through the dfatiee passage and approval of the
Ordinance.

We filed a request with the City of Houston requmstn extension of time during which operationswatnorth Houston facility could
continue under the Amortization Period provisiohthe Ordinance since we were unable to recouprmastment prior to the effective date
of the Ordinance. An administrative hearing wasiisl the City of Houston to determine the apprdpriamortization Period to be granted to
us. At the Hearing, we were granted an amortizgtieniod that has since been reached. We havegheto appeal any decision of the
Hearing official to the district court in the StatETexas.

In May, 1997, the City of Houston agreed to deffeplementation of the Ordinance until the constitndility of the entire Ordinance was
decided by court trial. In February, 1998 the WD&trict Court for the Southern District of Tex&sguston, Division, struck down certain
provisions of the Ordinance, including the prouisinandating a 1,500 foot distance between a cldtsahools, churches and other sexually
oriented business, leaving intact the provisiothef750 foot distance as it existed prior to theigton, Texas Ordinance.

The City of Houston has appealed the District Ceuings with the Fifth Circuit Court of Appeabnd the Company filed a brief with the
Fifth Circuit. In the event that the City of Houstis successful in the appeal, the Company's Bé&ige location could be out of complian
Such an outcome could have an adverse impact dddhgany's future.
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There are other provisions in the Houston, Texalirfance, such as provisions governing the levégbfing in a sexually oriented business,
the distance between a customer and dancer wiildahcer is performing in a state of undress aadigions regarding the licensing of
dancers that were upheld by the court which magdtemental to our business. We, in concert witheotsexually oriented businesses, are
appealing these aspects of the Houston, Texas &rckn In the event that our court appeal is unssfeke such an outcome could have an
adverse impact on us.

In 1998, the City of Houston began enforcing cerfairtions of the Ordinance, including the distaresuirement between a customer and a
dancer while dancing, and the requirement thatelanue licensed. The City of Houston's enforcerétite recently implemented provisions
of the Ordinance could have an adverse impact ®iRtbk's locations in Houston, Texas. The curregtirement of a three foot distance
between a dancer and a customer could reduce ceistatisfaction and could result in fewer custonag¢the Houston locations. The
requirement that a dancer be licensed may resédtwer dancers working, which could have an advengact on the Houston locations. It is
unknown what future impact the enforcement of thdi@ance may have on our Houston locations.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
We held our annual meeting of shareholders on Augus999. The shareholders elected the following persons as directors.

Votes For

Eric S. Langan 2,697,736
Robert L. Watters 2,687,666
Michael S. Thurman 2,697,741
Alan Bergstrom 2,697,741
Travis Reese 2,697,741

The shareholders approved the 1999 Stock Optiam Pla
2,669,481 Votes For The 1999 Stock Option Plan XB\otes Against
957 Votes Abstaining

The shareholders ratified the selection of Jacks&hodes, P.C., as the Company's independent asidito
2,698,742 Votes For The Ratification 8,087 Votesifgt Ratification 457 Votes Abstaining
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PART Il
ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND R ELATED STOCKHOLDER
MATTERS

Our common stock is quoted on the Nasdaq SmallCauxé&d under the symbol "RICK." The following talslets forth the quarterly high and
low last sales prices per share for the commorkstoc

COMMON STOCK PRICE RANGE

HIGH LOW
1998

First Quarter $ 3-3/16 $ 2-1/4
Second Quarter $ 3-3/16 $2-1/16
Third Quarter $ 4-3/8 $2-1/8
Fourth Quarter $ 3-3/16 $ 1/2

1999 ()
First Quarter $ 9/16 $ 5/16
Second Quarter $ 15/16 $ 7/16
Third Quarter $ 1-7/8 $5-1/16
Fourth Quarter $ 4-11/16 $2-9/16

(*) In March, 1999, we had a 2:1 reverse stock split.

On December 20, 1999, the last sales price focoinemon stock as reported on the Nasdag SmallCaketaras $2-13/16. On December 20,
1999, there were approximately 408 stockholdergadrd of the common stock.

TRANSFER AGENT AND REGISTRAR

The transfer agent and registrar for our commocoksi® American Stock Transfer & Trust Company, 48IM&treet, 46th Floor, NY, NY
10005, (718) 921-8275.

DIVIDEND POLICY

We have not paid, and do not currently intend tp qash dividends on our common stock in the foraskeefuture. Our current policy is to
retain all earnings, if any, to provide funds f@eoation and expansion of our business. The deidaraf dividends, if any, will be subject to
the discretion of the Board of Directors, which ntaysider such factors as our results of operafioancial condition, capital needs and
acquisition strategy, among others.
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RECENT SALES OF UNREGISTERED SECURITIES

During the quarter ended September 30, 1999, waranhinto the following transactions and sold uisteged shares of our common stock in
reliance upon exemptions from registration under3bcurities Act of 1933 as amended (the "Act'Prasided in Section 4(2) of the Act.
Each certificate issued for unregistered securdtggained a legend stating that the securities Inat been registered under the Act and
setting forth the restrictions on the transferapiind the sale of the securities. No underwritetipipated in, nor did we pay any commissi
or fees to any underwriter in connection with ahyhe@se transactions. None of the transactionshwedoa public offering.

In August and September, 1999 the Company solthhdb312,500 shares of common stock to four itssfor consideration of $2.00 cash
per share.

ITEM 6. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND
RESULTS OF OPERATIONS

The following discussion should be read in conjiorctvith our financial statements for the fiscahy®eended September 30, 1999 and 1998.
FORWARD LOOKING STATEMENT AND INFORMATION

The Company is including the following cautionatgtement in this Form 10-KSB to make applicable ke advantage of the safe harbor
provision of the Private Securities Litigation RefoAct of 1995 for any forward-looking statementada by, or on behalf of, the Company.
Forward-looking statements include statements qoimag plans, objectives, goals, strategies, fuauents or performance and underlying
assumptions and other statements which are otherstiatements of historical facts. Certain statésnerthis Form 10-KSB are forward-
looking statements. Words such as "expects", "maties" and "estimates" and similar expressionsnéeaded to identify forward-looking
statements. Such statements are subject to riskararertainties that could cause actual resulistter materially from those projected. Such
risks and uncertainties are set forth below. Then@any's expectations, beliefs and projections gpeessed in good faith and are believed by
the Company to have a reasonable basis, includitigput limitation, management's examination of dvigtal operating trends, data contained
in the Company's records and other data availabite third parties, but there can be no assuraraterianagement's expectation, beliefs or
projections will result, be achieved, or be
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accomplished. In addition to other factors and erattliscussed elsewhere herein, the followingrapoitant factors that, in the view of the
Company, could cause material adverse affects@@tdmpany's financial condition and results of afiens: the risks and uncertainties
relating to our Internet operations, the impact mmplementation of the sexually oriented businaslinance in the City of Houston,
competitive factors, the timing of the opening®tifer clubs, the integration of operations of TauEmtertainment Companies, Inc with our
operations and management, the availability of ptad#e financing to fund corporate expansion effacbmpetitive factors, and the
dependence on key personnel. The Company has igatidrh to update or revise these forw#rdking statements to reflect the occurrenc
future events or circumstances.

GENERAL

We currently own and operate two premiere Intewedt sites at www.DancerDorm.com and www.AmateurBam. These web sites were
launched in October, 1999. We also own and opaé nightclubs under the name "Rick’'s CabaredaTC" which offer live adult
entertainment and restaurant and bar operation©Wirieand operate our Internet content productiadistand web site operations center,
two adult nightclubs in Houston, Texas. We also @nd operate adult nightclubs in Austin and SaroAiat, Texas, and Minneapolis,
Minnesota. We also operate another adult nighticiittbouston, Texas through a management agreement.

In July, 1999, we opened a nightclub in San AntolidMarch, 1999, we sold our New Orleans locatiod closed the location of XTC in
Houston.

Our revenues are derived from the sale of liqueerpwine and food, and charges to the entertainever charges and other income. We
anticipate significant revenue from Internet opierat to begin during fiscal 2000. Our fiscal yead és September 30.

RESULTS OF OPERATIONS
YEAR ENDED SEPTEMBER 30, 1999 COMPARED TO YEAR ENDBED SEPTEMBER 30, 1998.

For the 1999 fiscal year, we had consolidated tete¢nues of $10,381,427, an increase of 32% araease of $2,549,896 above fiscal 1
revenues of $7,831,531. Taurus Entertainment Coiepalmc. group contributed 16% of our gross reesna 1999.
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Costs of goods sold were 26 % and 24% of salekcohalic beverages and food for fiscal 1999 and8] 98spectively.
Salaries and wages increased 37 % or $984,079ffsgal 1998 due to the addition of management anpl@yees at new locations.

Other general and administrative expenses incre2@¥dor $998,333 from fiscal 1998 to fiscal 1998afye card fees increased $26,954
largely due to increased sales. Legal and accayfe®s increased $361,359 as a result of contihusihess expansion and other legal
matters.

Advertising and promotion increased by $97,246 tdue opening of new locations. Permits and tgeeases increased by $576,727 due to
the opening of new locations. Other costs incre&8&d097 during fiscal 1999 due to the openingenf focations. Interest expense increased
by $161,792 during fiscal 1999 as a result of iasegl mortgage costs.

We experienced a net loss of $40,572 for fiscaBl@¥mpared to a net loss of $604,864 for fiscalB199
YEAR ENDED SEPTEMBER 30, 1998 COMPARED TO YEAR ENDED SEPTEMBER 30, 1997.

For the 1998 fiscal year, we had consolidated tete¢nues of $7,831,531, an increase of 25% 0581952 above fiscal 1997 revenues of
$6,277,579. Revenues in New Orleans surpasseduesém Houston for the first time, with New Orleamsitributing 51% of our gross
revenues, Houston 28%, Tantra 6% and Minneapolscfwwas only open for approximately one-half af flscal year) 11%. Taurus
Entertainment Companies, Inc. group contributeditie period from August 11, 1998 to Septemberl398, 4% of our gross revenues. In
1999, we sold the facility in New Orleans, Louisian

Costs of goods sold were 24% and 32% of salecohalic beverages and food for fiscal 1998 and 1885pectively. This decrease is due
steps taken by management to achieve continuingoements in cost of goods sold. We continue anarago improve margins from liquor
and food sales and food service efficiency.

Salaries and wages increased 25% or $530,427 fswal L1997 due to the addition of management paeddn Minneapolis, as a result of ¢
policy in Minneapolis of treating the entertainassemployees and the acquisition of Taurus Ententamt Companies, Inc. Management
staffing was increased in order to have adequ#taiyed personnel to assist with the planning amedgpening activities of other locations.
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Other general and administrative expenses increg#edr $270,069 from fiscal 1997 to fiscal 1998a€e card fees increased $38,150
largely due to increased sales. Legal and accayfes increased $48,148 as a result of the cabeadcquisition and opening of the store in
Minneapolis, Minnesota and the acquisition of TauEmtertainment Companies, Inc.

Advertising and promotion decreased by $286,32éctiig a change in our policy regarding advergsixpenditures surrounding the
opening of new stores.

Other costs increased $290,694 during fiscal 1898 result of increased travel and lodging costsried by staff involved with the New
Orleans and Minneapolis locations and the reviethefTaurus Entertainment Companies, Inc. acqoisiind of other potential acquisitions.

We experienced a net loss of $604,864 for fisc@Bl&mpared to a net loss of $1,293,330 for fi408&I7.

Interest expense increased to $384,037 duringl fi898 as a result of the acquisition of the land huilding in Minneapolis, Minnesota and
inclusion of the debt of Taurus Entertainment Conigs, Inc.

LIQUIDITY AND CAPITAL RESOURCES

At September 30, 1999 we had working capital of,$29, compared to a working capital deficit of ${@83) at the end of fiscal 1998. The
increase in working capital is primarily due to fireceeds received from an insurance companyr@dfimage, the issuance of stock, and the
proceeds received from the sale of the Compani'sidiary.

During the last quarter of fiscal 1999, we took 860 acre ranch off the real estate re-sale mathatng the time this property was listed for
sale, we had carried it as a current asset. Duin@dast half of fiscal 1999, we entered the athi#rnet market place and we invested heavily
in Internet technologies and related costs forveel sites.

In our opinion, working capital is not a good inatior of our financial status due to the short daglhidity cycle that results in the realization
of cash within no more than five days after theriohtion of a transaction.
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Net cash used by operating activities in fiscald@@s $(543,347) compared to net cash providedhyating activities of $427,172 in fisc
1998. The increase in cash used by operating tesiwas due primarily to our paying off accouragable.

Net cash provided by investing activities was $3883,in 1999 compared to net cash used by inveatitigities of $(307,465) in 1998. Tt
increase was due primarily to the sale of our Liani subsidiary.

Net cash used by financing activities was $(19,589099 compared to net cash provided by finanektiyities of $120,527 in 1998. Tt
increased in cash used was primarily due to a deerin cash raised from the sale of common stodkeayments of long term debt.

We have not established lines of credit other tharexisting debt. There can be no assurance #atilvbe able to obtain additional
financing on reasonable terms, if at all. Howewe,have developed numerous contacts with profealsiavho have expertise in raising
capital through private placement of securities wedwill look to the marketplace to find the resmes necessary to continue our planned
expansion.

Because of the large volume of cash we handleg&nit cash controls have been implemented. Inibieteéhe topless club industry is
required in all states to convert the entertaimérs perform from independent contractor to emplosta¢us, we have prepared alternative
plans that we believe will protect our profitalyilitwWe believe that the industry standard of treptire entertainers as independent contractors
provides sufficient safe harbor protection to pudel any payroll tax assessment for prior years.

The adult topless club entertainment businesggisiyicompetitive with respect to price, service &ahtion, as well as the professionalism of
the entertainment. We compete with a number oflipcavned adult cabarets, some of whose names erfmgnition that equals that of
Rick's Cabaret. Although we believe that we ard-pesitioned to compete successfully in the futurere can be no assurance that we w
able to maintain our high level of name recognitonl prestige within the marketplace.

SEASONALITY

We are significantly affected by seasonal factdygically, Rick's Cabaret has experienced reduegdnues from May through September.
We have historically experienced our strongestatpeg results during October through April.
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YEAR 2000

We believe that we do not have any significant exjpe to uncertainties nor material anticipatedsoaaited to Year 2000 issues including
internal, vendor and customer issues. Our curigsiems and any anticipated upgrades are Year 2800I@nt.

ITEM 7. FINANCIAL STATEMENTS
The information required hereunder is includechis teport as set forth in the "Index to Finan8ttements" on page F-1.

ITEM 8. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

There have been no changes in accountants sinéecauporation in 1994, nor have there been anggtsements with accountants on any
matter of accounting principles or practices, ficiahstatement disclosure, or auditing scope ocegulare.

PART IlI

ITEM 9. DIRECTORS, EXECUTIVE OFFICERS, PROMOTERS AN D CONTROL PERSONS;
COMPLIANCE WITH SECTION 16(A) OF THE EXCHANGE ACT

DIRECTORS AND EXECUTIVE OFFICERS.

Directors are elected annually and hold officeluht next annual meeting of our stockholders dil their successors are elected and
qualified. Officers are elected annually and sextvihe discretion of the Board of Directors. Thisrao family relationship between or among
any of our directors and executive officers. OuaBbof Directors consists of five persons.

Name Age Position

Eric Langan 31 Director, CEO, President a nd Chief Financial Officer
Michael S. Thurman 39 Director, COO and V.P.-Dir ector of Operations.
Travis Reese 29 Director and V.P.-Director of Technology

Robert L. Watters 48 Director
Alan Bergstrom 53 Director
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Eric S. Langan has been our Director since 1998amndPresident since March, 1999. Mr. Langan ie als acting Chief Financial Officer.

He has been involved in the adult entertainmeninless since 1989. Mr. Langan has also served d@rdsdent and Director of Taurus
Entertainment Companies, Inc. since November, 188drus is our public subsidiary. From January 1®@ugh the present, he has held the
position of President with XTC Cabaret, Inc., whiehs subsequently acquired by Taurus. From Noved®@2 until January 1997, Mr.
Langan was the President of Bathing Beauties,3imce 1989, Mr. Langan has exercised manageridtaaver the grand openings and
operations of more than twelve adult entertainnbeisinesses. Through these activities, Mr. Langaraleguired the knowledge and skills
necessary to successfully operate adult entertaihmesinesses.

Robert L. Watters is the founder and has been ectdr since 1986. Mr. Watters was our presidedt@ur chief executive officer from 19
until March, 1999. He was also a founder in 1989 aperator until 1993 of the Colorado Bar & Grilhh adult cabaret located in Houston,
Texas and in 1988 performed site selection, neigatithe property purchase and oversaw the desijpenmitting for the cabaret that bec:
the Cabaret Royale, in Dallas, Texas. Mr. Watteasficed law as a solicitor in London, England &ndualified to practice law in New York
state. Mr. Watters worked in the international gasup of the accounting firm of Touche, Ross & @mw succeeded by Deloitte & Touche)
from 1979 to 1983 and was engaged in the privatetise of law in Houston, Texas from 1983 to 1986en he became involved in our full
time management. Mr. Watters graduated from thedbarSchool of Economics and Political Science, ©rsity of London, in 1973 with a
Bachelor of Laws (Honours) degree and in 1975 wilaster of Laws degree from Osgoode Hall Law SEhaark University.

Michael S. Thurman became our Director and ourADitector of Operations in 1999. He has been eggaldn the bar and restaurant
industry since 1982 for several operators of batsrastaurants. He has served in various managepuositions. From 1986 through 1989 !
Thurman worked as the controller of a multi-locatlmar and restaurant chain with annual sales i® D®&pproximately $6,000,000.
Beginning in 1989, Mr. Thurman worked in managecigbacities for adult entertainment businessesddada Houston, Texas including the
Colorado Bar & Grill, the Gold Club, Rick's, andli@ala XXI. From 1994 until 1997, Mr. Thurman wasiployed as the chief financial
officer of XTC Group and the XTC Cabaret, businessew owned and operated by Taurus Entertainmemip@nies, Inc., which became ¢
subsidiary in 1998. During 1997 until mid-1998, Mihurman was a director of Taurus Entertainment games, Inc.,

Alan Bergstrom became our Director in 1999. Sine@71 Mr. Bergstrom has been the Chief Operatingc®ffof Eagle Securities which is an
investment consulting firm. Mr. Bergstrom is alscegistered stock broker with Rhodes Securities, Fimom 1991 until 1997, Mr. Bergstrom
was a vice president--investments with Principablfcial Securities, Inc. Mr. Bergstrom holds a B.BDegree in Finance, 1967, from the
University of Texas.
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Travis Reese became our Director and our V.P.-fireaf Technology in 1999. From 1997 through thesgint, Mr. Reese has been a senior
network administrator at St. Vincent's Hospitabiante Fe, New Mexico. During 1997, Mr. Reese wesnaputer systems engineer with
Deloitte & Touche. From 1995 until 1997, Mr. Re@s&s a vicepresident with Digital Publishing Resources, lam internet service provide
From 1994 until 1995, Mr. Reese was a pilot witmtltental Airlines. From 1992 until 1994, Mr. Reegas a pilot with Hang On, Inc., an
airline company. Mr. Reese has an Associates Dagr&eronautical Science from Texas State Techrizdlege.

COMMITTEES OF THE BOARD OF DIRECTORS

We have no compensation committee and no nominatingmittee. Decisions concerning executive offam@npensation for 1999 were m:
by the full Board of Directors. Eric S. Langan, M&el S. Thurman and Travis Reese are our onlytdireevho are also our officers.

We have an Audit Committee of independent direcidiese members are Robert L. Watters and Alan Bergs The primary purpose of the
Audit Committee is to oversee our financial repagtprocess on behalf of the Board of Directors. Abhdit Committee will meets privately
with our Chief Accounting Officer and with our inglendent public accountants and evaluates the respday the Chief Accounting Officer
both to the facts presented and to the judgmentierog the outside independent accountants. Thet Aaanmittee reports its activities to the
full Board after each such meeting so that the 8@akept informed of its activities on a curreasts. In addition, the activities and
responsibilities of the Audit Committee include ti@mination or selection of the independent ausijtmview of the results of the audit and a
detailed review of the overall Company and the adey of our internal controls.

The Board of Directors held six meetings and toctioa by consent on six occasions during the figear ended September 30, 1999.
There is no family relationship between or among @frour directors and executive officers.
CERTAIN SECURITIES FILINGS

We believe that all persons subject to Section)l@{(the Exchange Act in connection with their tiglaship with us have complied on a
timely basis.
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ITEM 10. EXECUTIVE COMPENSATION

The following table reflects all forms of comperisatfor services to us for the fiscal years endegt&mber 30, 1999, 1998 and 1997 of
certain executive officers. No other executiveafiof ours received compensation that exceeded,$20 during 1999.

SUMMARY COMPENSA

Annual Compensation

Awa
Other
Name and Annual Restr
Principal Compen-  Sto

Position Year Salary Bonus sation (1) Awa
Eric 1999 $155,000 (2)-0- -0-

Langan 1998 -0- -0- -0-

Director, 1997 -0- -0- -0-

President and Acting CFO

and CFO

Robert L.(3)1999 $137,500 -0- -0-
Watters 1998 $325,000 -O- -0-
Director 1997 $325,000 -O- -0-

(1) We provide certain executive officers cert
the value of such benefits does not exceed
of annual compensation, the amounts ar

(2) We paid Mr. Langan $155,000 as compensa

$52,000 was allocated to our subsidiary, Ta
Inc.

(3) Mr. Watters is a director of the Company.
being an executive officer of the Com

TION TABLE
Long Term Compensation
rds Payouts
Securities

icted Underlying Other All

ck  Options/ LTIP Compens-
rds SARs Payouts sation
-0- 85,000 -0- -O-
-0- 50,000 -0- -O-
-0- -0- -0- -0-

-0- 10,000 -0- -O-
-0- 20,000 -0- -O-
-0- 0- -0- -0

ain personal benefits. Since
the lesser of $50,000 or 10%

e omitted.

tion in fiscal 1999, of which
urus Entertainment Companies,

However, Mr. Watters ceased
pany in March, 1999.



OPTION/SAR GRANTS IN LAST FIS
(Individual Grants)

Number of Percent of Total
Securities  Options/SARs
Underlying Granted To
Options/SARs Employees In  Exerc

Name Granted Fiscal Year Base
Eric Langan 85,000 0% $
Robert L. 10,000 8% $
Watters

AGGREGATED OPTION/SAR EXERCISES IN L
AND FY-END OPTION/SAR VAL

Number Of
Unexercised
Securities
Underlying
Options/SARs

Shares At FY-End

Acquired On Value Exercisable/

Name Exercise Realized Unexercisable

Eric Langan -0- (1) -0- 130,000/ 5,00

Robert L. -0- () -0- 5,000/5,00
Watters

Q) Mr. Langan and Mr. Watters did not exercis
fiscal year.

CAL YEAR

ise of  Expiration
Price Date

2.70 August 4, 2004

2.70 August 4, 2004

AST FISCAL YEAR
UES

Value of
Unexercised
In-The-Money
Options/SARs
At FY-End
Exercisable/
Unexercisable

0 -0-/-0-

e any options during the last

DIRECTOR COMPENSATION

We do not currently pay any cash directors' feaswe pay the expenses of our directors in attendoard meetings. In August, 1999, we
issued 10,000 options to each present Directorsd betions have a strike price of $2.70 per shadeeapire in August, 2009. Half of these
options were immediately exercisable and half ditome exercisable in August, 2000.

26



EMPLOYEE STOCK OPTION PLANS

While we have been successful in attracting arainiglg qualified personnel, we believe that ouufatsuccess will depend in part on our
continued ability to attract and retain highly dfiatl personnel. We pay wages and salaries thdielieve are competitive. We also believe
that equity ownership is an important factor in ability to attract and retain skilled personnele Wave adopted Stock Option Plans for
employee and directors. The purpose of the Platwsfigther our interests, our subsidiaries andstackholders by providing incentives in-
form of stock options to key employees and directano contribute materially to our success andifadaifity. The grants recognize and
reward outstanding individual performances andrilmutions and will give such persons a proprieiatgrest in us, thus enhancing their
personal interest in our continued success andgsegThe Plans also assist us and our subsidiardacting and retaining key employees
and directors. Plans are administered by the Bofirectors. The Board of Directors has the exeipower to select the participants in the
Plans, to establish the terms of the options gcattte@ach participant, provided that all optionanged shall be granted at an exercise price
equal to at least 85% of the fair market valuehef¢common stock covered by the option on the gtatg and to make all determinations
necessary or advisable under the Plans.

In 1995 we adopted the 1995 Stock Option Plan.tal wf 300,000 shares may be granted and sold uhdeir995 Plan. As of June 17, 199
total of 142,500 stock options had been grantedaa@autstanding under the Plan, none of which haem exercised. The Company does
plan to issue any additional options under the 12@5.

In August, 1999 we adopted the 1999 Stock Optiam PA total of 500,000 shares may be granted aliduswler the 1999 Plan. As of
September 30, 1999, a total of 50,000 stock opti@asbeen granted and are outstanding under theilae of which have been exercised.

EMPLOYMENT AGREEMENT

We have a three year employment agreement withEri@angan (the "Langan Agreement"). The Langare@grent extends through August
11, 2001 and provides for an annual base sala®{ 6f,600. In April, 1999, Mr. Langan took a volumtaalary reduction for the remainder of
fiscal year 1999 of 20% for a reduction of $34,3Pfe Langan Agreement also provides for participain all benefit plans maintained by us
for salaried employees. Mr. Langan's Agreementainata confidentiality provision and an agreemgniio. Langan not to compete with us
upon the expiration of the Langan Agreement. Weehaot established long term incentive plans omaefibenefit or actuarial plans. Purst
to the Langan Agreement, Mr. Langan has receivéidmpto purchase 125,000 (post-reverse splituofshares at an exercise price of $1.87
per share, vesting in August, 1999.
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ITEM 11. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT

The following table sets forth certain informatianDecember 20, 1999, with respect to the benéfigiamership of shares of Common Stock
by (i) each person known to us who owns beneficimlbre than 5% of the outstanding shares of Com8took, (ii) each of our directors, (i
each of our executive officers and (iv) all of @xecutive officers and directors as a group. Unb#ssrwise indicated, each stockholder has
sole voting and investment power with respect todhares shown. As of December 20, 1999, there 3y816,493 shares of Common Stock
outstanding.

Name and Number of  Title of Percent
Address Shares Clas s of Class

Eric S. Langan
505 North Belt, Suite 630
Houston, Texas 77060 916,038 (1) Common Stock 25%

Robert L. Watters
315 Bourbon Street
New Orleans, Louisiana 70130 5,000 (2) Common Stock 1%

Michael S. Thurman
505 North Belt, Suite 630
Houston, Texas 77060 18,572 (3) Common Stock 5%

Travis Reese
505 North Belt, Suite 630
Houston, Texas 77060 5,100 (2) Common Stock 1%

Alan Bergstrom 10,000 (2) Common Stock .3%

707 Rio Grande, Suite 200
Austin, Texas 78701
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E. S. Langan. L.P.

505 North Belt, Suite 630
Houston, Texas 77060 578,632 Common
Ralph McElroy 817,147(4) Common
1211 Choquette

Austin, Texas, 78757

Steve Wadley 190,917 Common
1491 Oak Springs Drive
Marietta, Georgia 30066

All directors, officers,
(five persons) 954,710 Common

(1) This amount includes shares owned indirect
Mr. Langan is the general partner of E. S. Lang
voting and investment power for 207,406 share

Langan has shared voting and investment power fo

indirectly through E. S. Langan, L.P. This am
purchase 130,000 shares of common stock that
(2) Includes options to purchase 5,000 sha
presently exercisable

(3) Includes options to purchase 10,000 sha
presently exercisable.

(4) Includes 66,545 shares of common stock
conversion of a convertible debenture held by
52,135 shares of common stock which would be
convertible promissory note held by Mr. McEIr

Stock 16.1%

Stock 22%

Stock 5.3%

Stock 25.3%

ly through E. S. Langan, L.P.
an, L.P. Mr. Langan has sole
s that he owns directly. Mr.

r 578,632 shares that he owns
ount also includes options to
are presently exercisable.
res of common stock that are

res of common stock which are

which would be issuable upon

Mr. McElroy. Also includes
issuable upon conversion of a
oy.



ITEM 12. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS

Our Board of Directors has adopted a policy thatadfairs will be conducted in all respects by sk@mls applicable to publicly held
corporations and that we will not enter into antufe transactions and/or loans between the us andfficers, directors and 5% shareholders
unless the terms are no less favorable than cauttbtained from independent, third parties and lélpproved by a majority of our
independent and disinterested directors. In ouwwv#dl of the transactions described below meet skandard.

In August, 1998, we acquired approximately 93%hef dutstanding common stock of Taurus Entertainf@entpanies, Inc. ("Taurus") in a
private stock exchange transaction with the cepaimcipal stockholders of Taurus, among whom wgtie S. Langan and Ralph McElroy.
The Stock Exchange Agreement provided that we exgdhane share of our common stock for each thréeane-half shares of Taurus
common stock owned by certain principal sharehsldéiTaurus. As a result of the Exchange, Mr. Langgeived 402,146 shares of our
common stock, and Mr. McElroy received 393,389 ebaf our common stock. The terms and conditiorte@Exchange were determinec
the parties through arms length negotiations.

In a transaction simultaneous to the acquisitiomanfrus, we acquired certain real estate in Saoot Texas from Mr. McElroy. We
acquired the property from Mr. McElroy for the sapreee that Mr. McElroy paid for the property. Wadnced the purchase of the property
by the issuance of a six year $366,000 Converblelkenture, secured by the real estate acquiredCoheertible Debenture bears interest at
the rate of 12% per annum, with interest payablatiig. Interest payments began in September, TB88 principal balance of the
Convertible Debenture is due in one lump sum paynmeduly, 2004. The Convertible Debenture is sabje redemption at our option, in
whole or in part, at 100% of the principal face amtoof the Convertible Debenture redeemed plusamayued and unpaid interest on the
redemption date, at any time and from time to tiopmn not less than 30 nor more than 60 days natittee closing price of our common
stock shall have equaled or exceeded $8.50 pee sti@ommon stock for ten (10) consecutive tradiags. The Convertible Debenture is
convertible into shares of Common Stock at any famer to maturity (unless earlier redeemed) atGloaversion Price of $2.75 per share. In
the event that we file a Registration Statememégister shares of our Common Stock with the Seearand Exchange Commission on Form
S-3 or other similar form (except for Form S-8 orif S-4) than we will undertake to use our begiresfto register for resale all of Mr.
McElroy's shares into which the Convertible Debemtnay be converted under the same RegistratidarSéat.

In a transaction simultaneous to the acquisitiofanfrus, Taurus refinanced a mortgage on one oddisestate holdings in Houston, Texa:
extinguishing this mortgage and replacing it witG@nvertible Debenture secured by this real estdte.mortgagee was Mr. McElroy and |
McElroy received the Convertible Debenture. Taurad purchased the property from Mr. McElroy for Haene price that Mr. McElroy paid
for the property. We refinanced the purchase optiogerty on terms more favorable to Taurus byigheance of a six year $286,744
Convertible Debenture, secured by the real estafeied. We are a guarantor of this Convertible@wbre. The Convertible Debenture be
interest at the rate of 12% per annum, with interes
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payable monthly. Interest payments began in Sepen898. The principal balance of the Convertibddbenture is due in one lump sum
payment in July, 2004. The Convertible Debentumisvertible into shares of our common stock attang prior to maturity at the
Conversion Price of $2.75 per share. In the evwttwe file a Registration Statement to registares of our Common Stock with the
Securities and Exchange Commission on Form S-3har gimilar form (except for Form S-8 or Form St#gn we will undertake to use our
best efforts to register for resale all of Mr. Mal's shares into which the Convertible Debentuag tre converted under the same
Registration Statement.

On March 29, 1999, Robert L. Watters, our Direcpoarichased RCI Entertainment Louisiana, Inc. ("R@lisiana"), our subsidiary, for the
purchase price of $2,200,000 consisting of $1,057i8 cash, the endorsement over to us of a $68%&dured promissory note (the
"McElroy Note"),a guaranteed promissory note indaheount of $326,773 made by Mr. Watters (the "Wathéote"), and the cancellation by
Mr. Watters of our $163,156 indebtedness to hine WitElroy Note, which is due July 31, 2004, beatsrest at the rate of twelve percent
(12%) per annum with interest being paid monthlye Principal of the McElroy Note is due in one lusym payment. The McElroy Note is
secured by (i) our convertible debenture in thgin&l principal amount of $366,000, which we issoadAugust, 11, 1998, in favor of Mr.
McElroy (the "Convertible Debenture™) and (ii) aoprissory note of Taurus Entertainment Companies,(bur subsidiary) and guaranteec
us(which has a conversion feature) in the origmalicipal amount of $286,744.61, dated August BB8l in favor of Mr. McElroy, (the
"Convertible Promissory Note"). Both the Convesilllebenture and the Convertible Promissory Notesatared by certain real estate
holdings of us or our subsidiaries. The WatterseNstguaranteed by RCI Louisiana, which operateikk's Cabaret in New Orleans,
Louisiana. In connection with the acquisition of stock of RCI Louisiana, Mr. Watters also assuR€d Louisiana's liabilities of
approximately $1,400,000. As a condition of thamsaction, Mr. Watters arranged for the release leyder of our liability of $763,199 ow
to the lender by RCI Louisiana, which we had gutsas. We obtained an opinion from Chaffe & Assasatnc., a New Orleans investment
banking firm, stating that the purchase price fgidMr. Watters for RCI Louisiana was fair from adincial point of view to our shareholders.
The terms of this transaction were the result ofsalength negotiations between us and Mr. Wattersonnection with the sale of RCI
Louisiana, Mr. Watters, and Erich Norton White, éanmer director, entered into agreements withoutetminate their Employment
Agreements and to cancel all stock options on oarmon stock which they held. Further, in connectidth the sale of RCI Louisiana, we
entered into an Exclusive Licensing Agreement with Watters which granted Mr. Watters the righthe use of the name "Rick's Cabaret"
and all logos, trademarks and service marks atteritlareto for use in the states of Louisiana,iBiorMississippi and Alabama.
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ITEM 13. EXHIBITS AND REPORTS ON FORM 8-K

(a) Exhibits

Exhibit No. Identification of Exhibit

3.1 * The Company's Articles of Incorporati on, which are incorporated by
reference to the Company's Form SB-2 Exhibit 3.1 as effective with
the Commission on October 12, 199 5.

3.2 * The Company's By-laws, which are inc orporated by reference to the
Company's Form SB-2 Exhibit 3.2 as effective with the Commission
on October 12, 1995.

4.1 ** Specimen of the Company's common stock certificate.

4.2 * Instruments defining the rights of security holders, which are
incorporated by reference to the Compa ny's Form SB-2 Exhibit 4.2 as
effective with the Commission on October 12, 1995.

43 * Form of Debenture, which is incor porated by reference to the
Company's Form 8-K dated August 1 1, 1998.

10.1 *  Form of Stock Exchange Agreement With Certain Taurus Holders, which
is incorporated by reference to t he Company's Form 8-K.

10.2 * Employment Agreement with Eric Lang an, which is incorporated by
reference to the Company's Form 8- K dated August 11, 1998.

21.1 * Subsidiaries, which is incorporated by reference to the Company's
Form 10-KSB for the year ended Se ptember 30, 1998.

27.1 **  Financial Data Schedule

* Incorporated by reference ** Filed herewith
(b) Reports on Form 8-K.
No Reports on Form-K were filed during the quarter ended Septemberl899.
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SIGNATURES

In accordance with the requirements of Sectionflb¢d) of the Exchange Act, the Registrant haseduhis report to be signed on its behalf
by the undersigned, thereunto duly authorized, eceinber 20, 1999.

Rick's Cabaret International, Inc.

By: /s/ Eric Langan

Eric Langan, Director, CEO President and
Chief Financial Oficer

Pursuant to the requirements of the Exchange Aistréport has been signed below by the followiagspns in the capacities and on the dates
indicated:

Si ghature Title Dat e

/sl Eric Langan Decenber 20, 1999

Director, CEO, President EErLangan and Chief Financial Officer

/sl M chael S. Thurman December 20, 1999
---------------------- Director, C$OO and
M chael S. Thurnman V.P.-Director of Operations

/sl Travis Reese December 20, 1999
---------------------- Director and

Travi s Reese V.P.-Director of Technol ogy
/sl Robert L. Watters December 20, 1999
---------------------- Di rect or

Robert L. Watters
/sl Al an Bergstrom December 20, 1999

---------------------- Di rect or
Al an Bergstrom
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INDEPENDENT AUDITORS' REPORT

Board of Directors and Stockholders
Rick's Cabaret International, Inc.

We have audited the accompanying consolidated balsineets of Rick's Cabaret International, Inc.sarxbidiaries as of September 30, 1999
and 1998, and the related consolidated stateménfseoations, changes in stockholders' equity asth lows for the years then ended. These
financial statements are the responsibility of@menpany's management. Our responsibility is to@sgan opinion on these consolidated
financial statements based on our audits.

We conducted our audits in accordance with geneaaitepted auditing standards. Those standardsedfat we plan and perform the au
to obtain reasonable assurance about whethenthedial statements are free of material misstatemd@naudit includes examining, on a test
basis, evidence supporting the amounts and digelesn the financial statements. An audit alsoudek assessing the accounting principles
used and significant estimates made by managememtell as evaluating the overall financial statetpeesentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial stateteeaferred to above present fairly, in all matenégpects, the consolidated financial posi
of Rick's Cabaret International, Inc. and subsidi&as of September 30, 1999 and 1998, and thiksre$their operations and their cash flc
for the years then ended in conformity with gerlgratcepted accounting principles.

/sl Jackson & Rhodes P.C.

Dal | as, Texas
Decenber 1, 1999
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RICK'S CABARET INTERNATIONAL,
CONSOLIDATED BALA
SEPTEMBER 30, 199

ASSETS
Current assets:
Cash......................
Accounts receivable. . .. ...........
Inventories. . .................

Prepaid expenses . .. .............
Land heldforsale ...............

Total currentassets . . ...........

Property and equipment:
Buildings, land and leasehold improvements . . .
Furniture and equipment. . ... ........

Less accumulated depreciation. . .. ... ...

Other assets:
Goodwill, less accumulated amortization of $386,0

LIABILITIES AND STOCKHOLDERS' EQUITY

Current liabilities:
Current portion of long-term debt (Note 5) . . .

Accounts payable -trade . .. .........
Accrued expenses . . ..............

Total current liabilities. . .. .......
Long-term debt, less current portion (Note 5). . .

Total liabilities. . .. .........

Commitments and contingencies (Note 8) . . . . ..
Minority interests . . . .............
Stockholders' equity (Notes 1 and 10):
Preferred stock - $.10 par, authorized
1,000,000 shares; none issued. . . ... ...
Common stock - $.01 par, authorized
15,000,000 shares; issued 3,613,678 and 3,233,
Additional paid-in capital . . .........
Retained earnings (deficit). . ... ......

Total stockholders' equity . .. .......

See accompanying notes to consolidated financ#tisients.
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INC. AND SUBSIDIARIES
NCE SHEETS
9 AND 1998

1999 1998

........ 225,565 58,023
........ 115,773 94,633
........ 102,031 34,876
........ 200,000 569,069
........ 1,021,530 1,354,245
........ 8,324,297 9,851,798
........ 1,569,767 1,609,031
9,894,064 11,460,829

(1,340,343) (1,213,557)

66 and $91,924. 2,839,745 3,154,804
........ 223,141 112,025
3,062,886 3,266,829

$12,638,137 $14,868,346

$ 375,622 $ 718,636

........ 514,447 1,179,410
........ 115,752 344,032
........ 1,005,821 2,242,078
........ 4,282,777 6,015,903
........ 5,288,598 8,257,981
........ 34,247 11,896

677 shares. . . 36,137 32,337
........ 9,727,309 8,973,714

(2,448,154) (2,407,582)

$12,638,137 $14,868,346




RICK'S CABARET INTERNATIONAL, INC. AN D SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPE RATIONS
FOR THE YEARS ENDED SEPTEMBER 30, 1 999 AND 1998
1999 1998
Revenues:
Sales of alcoholic beverages . . ... ... $4 ,511,205 $4,028,988
Salesoffood. ............... 1 ,035,178 515,821
Servicerevenues . . ............ 4 ,229,426 3,010,999
Other.................... 605,618 275,723
10 ,381,427 7,831,531

Operating expenses:

Costofgoodssold............. 1 437,553 1,102,556
Salariesandwages . ............ 3 ,637,637 2,653,558
Other general and administrative:
Taxes and permits. .. .......... 1 ,408,115 831,388
Chargecardfees............. 187,428 160,474
Rent................... 264,988 395,038
Legal and accounting ... ........ 716,545 355,186
Advertising. . ............ .. 585,470 488,224
Other................... 2 ,102,031 2,065,934
10 ,339,767 8,052,358
Income (loss) from operations. . ... .... 41,660 (220,827)
Other income (expense)
Interestexpense . . ............ (545,829) (384,037)
Gain on sale of subsidiary . .. ...... 169,955 -
Excess of insurance proceeds over fire loss. 290,769 -
Loss on lease termination. . .. ... ... (219,780) -
Other.................... 222,653 -
Netloss................... $ (40,572) $ (604,864)
Basic loss per common share. .. ....... $ (0.01) $ (0.28)
Weighted average shares outstanding. . . . . . 3 ,355,969 2,169,017

See accompanying notes to consolidated financ#tsients.

F-4



RICK'S CABARET INTERNATION AL, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
FOR THE YEARS ENDED SEPT EMBER 30, 1999 AND 1998
Commo n Stock  Additional Retained
Nur-‘nber o} f --------- Paid-in  Earnings
Shares Amount Capital (Deficit) Total
Balance, September 30, 1997- ....... 2,057,46 1 $20,575 $5,960,880 $(1,802,718) $4,178,737
Acquisition of Taurus Entertainment
Companies, Inc.. .......... 721,71 3 7,217 2,000,533 - 2,007,750
Acquisition of Minnesota property . ... 73,81 6 738 181,405 - 182,143
Shares issued for accounts payable. ... 22,00 0 220 59,483 - 59,703
Sales of common stock for cash. .. . .. 358,68 7 3587 771,413 - 775,000
Netincome (loss) .. .......... - - - (604,864) (604,864)
Balance, September 30,1998 . ... ... 3,233,67 7 32,337 8,973,714 (2,407,582) 6,598,469
Sales of common stock for cash. . . ... 312,50 1 3,125 621,877 - 625,002
Issuance of common stock for services .. 67,50 0 675 63,065 - 63,740
Stock options issued for future services. - - 30,000 - 30,000
Stock options issued as compensation. . . - ) 38,653 - 38,653
Net income (loss) .. .......... - - - (40,572) (40,572)

(o]

$36,137 $9,727,309 $(2,448,154) $7,315,292

See accompanying notes to consolidated financsgstents.



RICK'S CABARET INTERNATIONAL, INC.
CONSOLIDATED STATEMENTS OF C
FOR THE YEARS ENDED SEPTEMBER 30,

Netloss . ....................

Adjustments to reconcile net loss to net
cash provided (used) by operating activities:
Depreciation and amortization. .. .......
Issuance of common stock for services. . . . ..
Stock options issued as compensation . . . ...
Loss on lease termination. . .. ........
Minority interest. . . .............
Gain on sale of subsidiary . .. ........
Excess of insurance proceeds over fire loss. . .
Lossonsaleofland..............

Changes in assets and liabilities:
Accounts receivable. . .. ..........
Inventories. . ................
Prepaid expenses and other assets. . . . . ..
Accounts payable and accrued liabilities . . .
Income taxes payable/receivable. . ... ...

Net cash provided (used) by operating activit
Cash flows from investing activities:
Additions to property and equipment and goodwill
Insurance proceeds -- fire damage. . . ... ..
Cash in subsidiary sold. . ... ........
Proceeds from sale of subsidiary . .......
Proceeds fromsale ofland . ... .......
Net cash provided (used) by investing activit
Cash flows from financing activities:
Common stock issued, less offering costs . . . .
Increase in long-termdebt . .. ... ... ..

Payments on long-termdebt . .. ........

Net cash provided (used) by financing activit

Net increase (decrease) incash. .........

Cash at beginning ofyear. .. ..........

Cashatendofyear................

Cash paid during the period for:
Interest. ...................

See accompanying notes to consolidated financsistents.
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AND SUBSIDIARIES
ASH FLOWS
1999 AND 1998

1999 1998

.. $ (40,572) $ (604,864)

630,001 440,055
63,740 -
38,653 -

219,780 -
22,351  (6,826)

(169,955) -

(290,769) -

- 33,650
- 15169

(520,169)  (56,975)
(56,866)  (31,935)
(68,981) 126,620

(370,560) 512,278

ies  (543,347) 427,172

(1,038,600) (1,089,467)

496,625 -
(171,899) -
1,057,327 -
- 782,002
ies 343,453  (307,465)
625,002 775,000
9,057 -
(653,648)  (654,473)
ies  (19,589) 120,527
(219,483) 240,234
597,644 357,410

.. $ 378161 $ 597,644

.. $ 501,864 $ 380,560




RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
SEPTEMBER 30, 1999 AND 1998

1. ORGANIZATION

Rick's Cabaret International, Inc. (the "Comparwas formed in December 1994, to acquire all thetanting capital stock of Trumps Inc.
("Trumps"), a company owned 100% by the Compargfs stockholder. On October 13, 1995, the Compamypteted its public offering of
1,840,000 shares of common stock. The proceedstfiersale of stock amounted to approximately $4@¥®net of underwriting discounts,
commissions and expenses of the offering. The Cagnpeginally owned a premiere adult nightclub ofifg topless entertainment and
restaurant and bar operations and a non-sexuadigted bar in Houston, Texas. The Company openethanpremier adult nightclub in
leased facilities on Bourbon Street in New Orledmsjisiana in January 1997 (sold in 1999 - see Mytand during the year ended
September 30, 1998, the Company opened anotheigeradult nightclub in a facility purchased in Maapolis, Minnesota. Also during the
year ended September 30, 1998, the Company aceqpmdximately 93% of the outstanding common stufckaurus Entertainmel
Companies, Inc. ("Taurus"), a publicly held comparhich also owns adult nightclubs (see Note 3Dé&tember 1998, the Company opened
another premier adult nightclub in north Houstacated near George Bush Intercontinental Airpopramises leased from a subsidiary of
Taurus.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Principles of Consolidation

The consolidated financial statements include tu@ants of the Company and its majority-owned glibges. All significant intercompany
balances and transactions are eliminated in cafetai.

Net Loss Per Common Share

In March 1997, the Financial Accounting Standardarfd issued Statement of Financial Accounting SieaglNo. 128, Earnings Per Share
("SFAS 128"). SFAS 128 provides a different metbbdalculating earnings per share than was formesgd in APB Opinion 15. SFAS 128
provides for the calculation of basic and dilutednéngs per share. Basic earnings per share inshdelilution and is computed by dividing
income available to common stockholders by the fateid) average number of common shares outstandirigefgeriod. Dilutive earnings per
share reflects the potential dilution of securitlest could share in the earnings of the Compahg. Company was required to adopt this
standard in the fourth quarter of calendar 199¢aBee the Company's potential dilutive securitiesaatidilutive, the accompanying
presentation is only of basic loss per share. dire and per share information in the accomparfyagcial statements has been retroacti
adjusted to reflect the effects of a 1-for-2 reeesplit of the Company's common shares in Marcl9199
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RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONNUED)
Use of Estimates and Assumptions

Preparation of the Company's financial statement®nformity with generally accepted accountingngiples requires management to make
estimates and assumptions that affect certain tegpp@mounts and disclosures. Accordingly, actuallte could differ from those estimates.

Inventories
Inventories, consisting principally of liquor anabfl products, are stated at the lower of cost aketdfirst-in, first-out method).
Cash Equivalents

For purposes of the statement of cash flows, thegamy considers all highly liquid debt instrumepischased with an original maturity of
three months or less to be cash equivalents.

Property and Equipment

Property and equipment are stated at cost. Cqubplerty renewals and betterments are capitalizests of property maintenance and repairs
are charged against operations as incurred. Depi@tiis computed using the straight-line methoerdlie estimated useful lives of the
individual assets, as follows:

Building and improvements 31 years
Equipment 5-7 years
Leasehold improvements 40 years

Revenue Recognition

The Company recognizes all revenues at point-a&-gpbn receipt of cash, check or charge sale.imblgdes VIP Room Memberships, since
the memberships are non-refundable and the Contpasipo material obligation for future performance.

Income Taxes

The Company accounts for its income taxes in aesure with Statement of Financial Accounting Stads&fo. 109, which reflects an asset
and liability approach in accounting for incomedaxThe objective of the asset and liability metisoty establish deferred tax assets and
liabilities for the temporary differences betweha financial reporting basis and the tax basifief@Gompany's assets and liabilities at enactec
tax rates expected to be in effect when such ams@aretrealized or settled.
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RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONNUED)
Advertising Costs

During 1997, the Company deferred costs of appratehy $101,000 which represents expenditures irduim develop a new advertising
campaign which will be used in other locations dgrihe next eighteen months. These costs aredordesign, artwork and ad layouts, a
photographic library and the associated creaties.f&€hese costs are being amortized over eighteaths: Amortization amounted to
approximately $49,000 during the year ended Septei3®, 1998.

3. ACQUISITION

On August 11, 1998, the Company acquired approxin®3% of the outstanding common stock of TaumteEainment Companies, Inc.
("Taurus") for 1,143,426 shares of common stocks Blequisition has been accounted for using theh@mse method of accounting.
Accordingly, the accompanying financial statemeénttude the operations of Taurus from the datecogfugition. Under purchase accounting,
the total purchase price was allocated to the bd@gind intangible assets and liabilities of Taurased upon their respective estimated fair
values as of the closing date based upon valuaéind®ther analyses. The estimated purchase pritpraliminary adjustments to the
historical book value of Taurus are as follows:

Purchase price, based on value
of common stock issued (including 300,000

shares issued as a commission on the transactio n) $2,007,750
Book value of net assets acquired . .. ... ... . (174,176)
Purchase price in excess of net assets acquired . . . $1,833,574

Allocation of purchase price in excess of
net assets acquired:

Increase in property, plant and equipment to

fairmarketvalue ... ............ . $1,031,000
Goodwill. . .............. ... ... . 802,574
Total .......... ... ... . $1,833,574

The following unaudited pro forma consolidated mfiation for the years ended September 30, 199& giffect to the transaction as if it had
occurred at the beginning of that year. The unaddiro forma consolidated information is presefi¢ednformational purposes only and is
not necessarily indicative of the results
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RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

3. ACQUISITION (CONTINUED)

of operations that would have been achieved hattdinsaction been completed as of the beginnireaoh year, nor are they indicative of the
Company's future results of operations.

Revenues............ $10,947,305

Loss before cumulative effect of
accounting change. . . . .. $(1,166,340)

Netloss............ $(1,166,340)

Net loss per common share. ... $ (0.23)

A facility in downtown Minneapolis, Minnesota wasrphased in November 1997, and renovated. Thatfacdst approximately $3,000,000:
$200,000 cash at closing, 95,000 shares of Compamynon stock, a 10% note payable of $200,000 degimneen months and the balance
of $2,500,000 in a 10% note with a twenty-year aination, maturing in 2007 (see Note 4). The adtjoisresulted in recording goodwill in
the amount of approximately $2,423,000. The Compdsy issued 52,632 shares for related costs. Bhap@ny opened the location for
business in March 1998. The Minneapolis facilityl ipeeviously been operated as an adult entertainmegue. Because the Company did not
buy a business in the transaction, no pro formarmétion is available.

4. SALE OF SUBSIDIARY

On March 29, 1999 an investment partnership, hebgédttic Langan, President of the Company, andreratvestor, acquired all of Robert
Watters' outstanding share of stock of the CompAnyhe same time, the Company sold one of itsislidres, RCI Entertainment Louisiana,
Inc, which operates a Rick's Cabaret in New Orlehasisiana, to Mr. Watters for the purchase pat&2,200,000, consisting of $1,057,327
in cash, a $652,744 secured promissory note madedépf the purchasers of Mr. Watters' stock, s&6$823 secured promissory note mad
Mr. Watters, and the cancellation by Mr. Wattershaf Company's $163,156 debt to him. The Comparyrded a $169,955 gain on the sale.

5. LONG-TERM DEBT
Following is a summary of long-term debt at Septen8D:

1999 1998

Note payable to a bank, payable $10,000 per month,
plus interest at 8.5%, subsidiary sold in 1999 . . $ - $117,749
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RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

5. LONG-TERM DEBT (CONTINUED)

Note payable to a bank, payable $9,919 per month,
including interest at 8.5%, matures July 2002,
Subsidiary sold in 1999. .. ...........

Note payable to a bank, payable $8,122 per month,
including interest at the prime rate plus 1%, matur
December 2001, collateralized by land and building
in Houston, Texas. . .. .............

12% convertible debenture, payable monthly (interes
only) until maturity July 2004. See Note 9. . ..

10% note payable to an individual, payable $12,314
per month, including interest, matured August 1999.
9% notes payable to an individual, monthly payments
aggregating $22,732, including interest, maturing i
2018. Collateralized by real estate in Minneapolis
Minnesota. SeeNote 3...............

Note payable to partnership maturing March 2026,
due in monthly installments of $576 including prin
and interest at 12%; collateralized by real estate
Note payable to partnership maturing July 2007,

due in monthly installments of $653 including prin
and interest at 12%; collateralized by real estate
Note payable to corporation maturing December 2000
due in monthly principal installments of $2,000 pl
interest at 9%; collateralized by real estate.. .

Note payable to individual maturing July 2004,

due in monthly installments of $2,868 including pr
and interest at 12%; collateralized by real estate
Note payable to individual maturing March 2006,
due in monthly installments of $2,573, plus intere
9.25%; collateralized by real estate

1999 1998
...... $ - $ 740,427
es
...... 502,027 562,308
f ..... - 364,000
...... - 128,922
n
i ..... 2,449,511 2,499,364
cipal
...... 55,169 55,443
cipal
...... 62,557 62,868
us
...... - 147,854
incipal
...... - 286,745
st at



RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

5. LONG-TERM DEBT (CONTINUED)

1999 1998
Note payable to corporation maturing April 2002,
due in monthly installments of $13,758 including
principal and interest at 10%; collateralized by re al estate. $ 411,478 $ 528,970
Note payable to a financing company maturing
August 2003, due in monthly installments of $5,380,
including interest at 10%, collateralized by real e state... 547,464 556,566
Various notes, at interest rates ranging from 6% to 12%,
payable in monthly installments, including interest ,
aggregating approximately $8,500, collateralized by
realestate.. . .................. L. 321,991 372,868
4,658,399 6,734,539
Less current maturities . . . ........... ... (375,622) (718,636)

$4,282,777 $6,015,903

Substantially all the Company's assets are pletilgedcure the above debt. The prime rate was 8tSBé@ember 30, 1999. Following are
maturities of long-term debt for the years endiegt8mber 30:

2000. ... $ 375,622

2001.... 300,716
2002.... 301,859
2003.... 605,804
2004. 294,878

Thereafter. 2,779,520



RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

6. INCOME TAXES

Income tax expense (benefit) consisted of curiexed for 1999 and 1998. Following is a reconciiatbf income taxes (benefit) at the U.S.
Federal tax rate to the amounts recorded by thep@aynfor the years ended September 30:

1999 1998
Tax credit on loss before income
taxes at the statutory rate. . . . . $(13,000) $(384,996)
Separate return limitation - unavailable
loss carrybacks. . ......... 13,000 384,996
$ $ -

The components of the net deferred tax assetiliabile as follows at September 30:

Operating loss carryforwards . . . . . $(1,140,000 ) $(1,139,000)
Deferred tax asset valuation allowance 1,140,000 1,139,000
$ $

For tax purposes, the Company has a net operatssgcharryforward amounting to approximately $3,8@6,which will expire, if not utilized,
beginning in 2012.

7. RELATED PARTY TRANSACTIONS

During 1998, the Company paid $33,000 for accogrgirvices to an accounting firm in which a directbthe Company was a principal.
8. COMMITMENTS AND CONTINGENCIES

Leases

The Company leases corporate office facilitiesldvahg is a schedule of minimum lease paymentsHeryears ending September 30:

2000. ...%$13,536
2001....13,536
2002. . ..14,382
2008. . ..15,228

Concentration of Credit Risk

The Company invests its cash and certificates pbslié primarily in deposits with major banks. Certdeposits may be in excess of federally
insured limits. The Company has not incurred losskded to its cash on deposit with banks.
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RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

8. COMMITMENTS AND CONTINGENCIES (CONTINUED)
Litigation

In November, 1998, LMTD, Inc. initiated litigatiagainst a subsidiary of one of the Company's sis#ysd, Citation Land, LLC ("Citation"),
in a case styled LMTD, Inc. v. Texas Warehouse Camgpinc., et al. Cause No. 98-12570, in the 200tkcial District Court of Travis
County, Texas. The suit seeks specific performamcedamages against Texas Warehouse Companyegiazding a Purchase Option
Agreement. Plaintiff also alleges a tortious irgeghce claim against Citation in the amount of $8@0. Counsel for Citation intends to file a
counterclaim and or cross action at the time tisamswer is due. Counsel for Citation believesttimexposure to Citation is minimal. The
Company intends to vigorously defend itself in tmiatter and to deny all allegations.

On October 15, 1998, All City Beverage and Entartaént, Inc. initiated litigation against one of thiempany's subsidiaries in a case styled
All City Beverage and Entertainment, Inc. v. TauEugertainment Companies, Inc.("Taurus"), Cause98049119, in the 61st Judicial
District Court of Harris County, Texas. The suiékg damages in the amount of $25,000 and 175,0f@sbf common stock of Taurus in
connection with an Asset Purchase Agreement bet&#eZity Beverage and Entertainment, Inc. and Tsuaurus has filed a counteaim
asserting that there were undisclosed obligatidmistwTaurus was required to pay. The counter-ckanmght damages in an amount in excess
of $25,000. This matter was dismissed for wantropcution.

On April 20, 1999 the Company was served as a defarin litigation that was filed on February 2899. The lawsuit is styled John M.
Skora and Robert Martin v. Trumps, Inc., Rick's &alb International, Inc., RCI Entertainment (Tex&s}., and Robert L. Watters, Cause
1999-09394, in the 11th Judicial District Courttdrris County, Texas. The plaintiffs claim thatyhmirchased a dance from one of the
dancers at one of the Company's nightclubs andfpaitie dance by the use of their credit card. plaitiffs assert that the Company
violated the Texas Finance Code by imposing a sugehfor credit card use. The Company has denisaliegation. The plaintiffs seek
reimbursement for all alleged surcharges, plusigiat penalties, attorney fees and interest asmeagllowed by law. The Company intend
vigorously defend itself in this matter.

In January, 1999, the Company as named as a defenddcGill v. RCI Entertainment (Minnesota) IndNp. 98-2742, U.S. District Court,
Minnesota. The plaintiffs have asserted claimsufader federal and state civil rights acts for dimaration and harassment. The case is in the
discovery stage. The Company intends to vigorodsfend itself.

In June, 1999, the Company was named as defermdahtiika v. RCI Entertainment (Minnesota). Inc., Bd. 99-009560, Hennepin County
District Court. The plaintiff has
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RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

8. COMMITMENTS AND CONTINGENCIES (CONTINUED)
Litigation (Continued)

asserted claims under the Minnesota Human Rightsia for negligence. The case is in the discostage. The Company intends to
vigorously defend itself.

The Company is also the subject of other routigallenatters in the ordinary course of business.Gtimpany does not believe that the
ultimate resolution of the above matters will havaaterial impact on the Company's financial positir results of operations.

Sexually Oriented Business Ordinance of Houston, kas

In January 1997, the City Council of the City ofudton passed a comprehensive new Ordinance raguthg location of and the conduct
within Sexually Oriented Businesses. The new Omiieaestablished new distances that Sexually OddBtsinesses may be located to
schools, churches, playgrounds and other sexuaéyted businesses. There were no provisions i®tidinance exempting previously
permitted sexually oriented businesses from theceff the new Ordinance. In 1997, the Companyimfasmed that Rick's Cabaret at its
location at 3113 Bering Drive failed to meet thgquigements of the Ordinance and accordingly thewah of the Company's Business Lice
at that location was denied. The location in néfttuston opened in December, 1998 similarly faitedheet the requirements of the
Ordinance as passed.

The Ordinance provided that a business which wagede renewal of its operating permit due to clearig distance requirements under the
Ordinance would be entitled to continue in operafar a period of time (the "Amortization Periodf'fhe owner were unable to recoup, by
the effective date of the Ordinance, its investnietie business that was incurred through the dfatiee passage and approval of the
Ordinance.

The Company filed a written request with the Cit{Houston requesting an extension of time duringcwithe Company could continue
operations at its original location under the Arization Period provisions of the Ordinance sinae@ompany was unable to recoup its
investment prior to the effective date of the Oadice. An administrative hearing (the "Hearing") vuaki by the City of Houston to determ
the appropriate Amortization Period to be grantethe Company. At the Hearing, the Company wastgcaan amortization period through
July 1998. The Company has the right to appealdaaysion of the Hearing official to the districturbin the State of Texas.

In May, 1997, the City of Houston agreed to deffieplementation of the Ordinance until the constitadility of the entire Ordinance was
decided by court trial. In February 1998 the U.&tifict Court for the Southern District of Texasous$ton, Division, struck down certain
provisions of the Ordinance, including the prouwisinandating a 1,500 foot distance between a cldtsahools, churches and other
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RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

8. COMMITMENTS AND CONTINGENCIES (CONTINUED)
Sexually Oriented Business Ordinance of Houston, kas (Continued)
sexually oriented business, leaving intact the jsfom of the 750 foot distance as it existed inghier Houston, Texas Ordinance.

There are other provisions in the Houston, Texairfance, such as provisions governing the levégbfing in a sexually oriented business,
the distance between a customer and dancer wiildahcer is performing in a state of undress aadigions regarding the licensing of
dancers that were upheld which may be detrimeattid business by the Company. The Company, inezbagth other sexually oriented
businesses, is appealing these aspects of the dhpdstxas Ordinance.

The City of Houston has appealed the District Ceutiings with the Fifth Circuit Court of Appeatmnd the Company filed a brief with the
Fifth Circuit. In the event that the City of Houstis successful in an appeal, the Company's B&mge location could be out of compliance.
Such an outcome could have an adverse impact ddah®any's future.

On April 1, 1998, the City of Houston began enfogceertain portions of the Ordinance, including distance requirement between a
customer and a dancer while dancing, and the rexqeint that dancers be licensed. The City of Holstmforcement of the recently
implemented provisions of the Ordinance could re@vadverse impact on the Rick's location in Houst@xas. The current requirement of a
three foot distance between a dancer and a custmuoét reduce customer satisfaction and could r@sdewer customers at the Houston
location. The requirement that a dancer be licensay result in fewer dancers working, which coudd an adverse impact on the Houston
location. It is unknown what future impact the enfament of the Ordinance may have on the Compéatgiston locations.

Fair Value of Financial Instruments

The following disclosure of the estimated fair vabf financial instruments is made in accordandé thie requirements of SFAS No. 107,
Disclosures about Fair Value of Financial Instruteeiihe estimated fair value amounts have beemrdeted by the Company, using
available market information and appropriate vabmamethodologies.

The fair value of financial instruments classifesicurrent assets or liabilities including cash ea&h equivalents and notes and accounts
payable approximate carrying value due to the sieond maturity of the instruments. The fair valdesbort-term and long-term debt
approximate carrying value base on their effedititerest rates compared to current market rates.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

8. COMMITMENTS AND CONTINGENCIES (CONTINUED)
Other

The Company presently has a three year employnggeement with Eric Langan (the "Agreement") to seas its President and Chief
Executive Officer. The Agreement, which extendstigh 2001, provides for an annual base salary 1 $D0. The Agreement also allows
for an annual bonus, at the discretion of the Badidirectors (excluding Mr. Langan), based upoafihancial performance, including
evaluation of the income and earnings of the Complaming the year. The Agreement also providegp#uticipation in all benefit plans
maintained by the Company for salaried employebs. Agreement contains a confidentiality provisiod an agreement by Mr. Langan not
to compete with the Company upon the expiratiothefAgreement.

Uncertainty Due to the Year 2000 Issue

The Year 2000 issue arises because many computesyzeems use two digits rather than four to idgmtiyear. Date-sensitive systems may
recognize the year 2000 as 1900 or some other @aig@ting in errors when information using yeabQ@ates is processed. In addition,
similar problems may arise in some systems whiehcastain dates in 1999 to represent something tthe a date. The effects of the Year
2000 issue may be experienced before, on, or ddtarary 1, 2000 and, if not addressed, the impaoperations and financial reporting may
range from minor errors to significant systemsuii@lwhich could impact the Company's ability to dact normal business operations. It is
not possible to be certain that all aspects ofvibar 2000 issue affecting the Company will be fuégolved.

9. EMPLOYEE STOCK OPTION PLAN

In 1995 the Company adopted the 1995 Stock Optian @he "1995 Plan") for employees and directbrdAugust 1999 the Company
adopted the 1999 Stock Option Plan (the "1999 Pl@ullectively, "the Plans"). The options grantettier the Plans maybe either Incentive
Stock Options, as that term is defined in

Section 422A of the Internal Revenue Code of 188@mended, or nonstatutory options taxed unddio8e’3 of the Internal Revenue Code
of 1986, as amended. The Plans are administerdueliyoard of Directors or by a Compensation Conaaitif the Board of Directors. The
Board of Directors has the exclusive power to gdlex participants in the Plans, to establish énms$ of the options granted to each
participant, provided that all options granted khalgranted at an exercise price equal to at Bt of the fair market value of the Common
Stock covered by the option on the grant date amdake all determinations necessary or advisalderuhe Plan. A total of 300,000 shares
could be optioned and sold under the 1995 Plarb@0¢D00 shares under the 1999 Plan. The Comparsyriiglan to issue any other opti
under the 1995 Plan.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

9. EMPLOYEE STOCK OPTION PLAN (CONTINUED)

During the year ended September 30, 1999 and 1@®ns were granted as follows:

Weight ed Weighted
Avera ge Average
Exerci se Exercise
1999 Pric e 1998 Price
Outstanding at beginning of year 300,000 $ 2 .23 105,000 $ 2.50
Granted. . ........... 125,000 $ 2 .04 230,000 $ 2.23
Expired. . ........... (232,500) $ 2 .23 (35,000) $ 2.50
Exercised. . .......... - -
Outstanding at end of year ... 192,500 $ 2 .15 300,000 $ 2.23
Exercisable at end of year ... 167,500 $ 2 .06 50,000 $ 2.08

SFAS 123

In October 1995, the Financial Accounting Stand&dard ("FASB") issued SFAS 123, "Accounting foo&-Based Compensation."” SFAS
123 defines a fair value based method

of accounting for an employee stock option or simélquity instrument and encourages all entitiedtapt that method of accounting for al
their employee stock compensation plans. Undefainealue based method, compensation cost is measu the grant date based on the
value of the award. However, SFAS 123 also allowsiatity to continue to measure compensation @vghbse plans using the intrinsic
value based method of accounting prescribed by @pBion No. 25, "Accounting for Stock Issued to Hoyees."

Under the intrinsic value based method, compensatst is the excess, if any, of the quoted makiet of the stock at grant date or other
measurement date over the amount an employee my$d @cquire the stock. Entities electing to renwith the accounting in Opinion 25
must make pro forma disclosures of net income andiregs per share as if the fair value based methadcounting had been applied. The
pro forma disclosure requirements are effectivdif@ncial statements for fiscal years beginnirtgrabecember 15, 1995. The Company has
elected to measure compensation cost, includingrptssued, under Opinion 25. Under this methothpensation expense amounted to
$10,890 for the year ended September 30, 1999Cbhepany recorded an additional $27,763 in expems&¥99 under SFAS 123 for
options issued to non-employees.

Pro forma disclosures as required by SFAS 123hefiscal years ended September 30, 1999 and ¥8%&4dollows:

1999 1998
Pro formanetloss. .. .. $(176,374) $(634,407 )
Pro forma net loss per share $ (0.05) $ (0.15 )
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9. EMPLOYEE STOCK OPTION PLAN (CONTINUED)

The fair value of the awards was estimated at thatglate using a Black-Scholes option pricing nhedth the following weighted average
assumptions for 1999: risk-free interest rate 6%4.volatility factor of 374%; and an expected lifiethe awards of one year. The weighted
average assumptions for 1998 were: risk-free isteage of 4.4%; volatility factor of 127%; and expected life of the awards of one to four
years. The weighted average contractual life obtlistanding options at September 30, 1999 wagehis.

10. STOCKHOLDERS' EQUITY

The Company has outstanding 160,000 warrants hpse its common stock as a result of its pubfieriofy. The warrants are exercisable at
$4.35 per share until October 2000.

The Company acquired certain real estate in Sanmmt Texas under terms of a 12% subordinated atibleedebenture (Note 4). The
debenture is payable monthly, interest only, ungikurity in July 2004. The Company has the optmretieem the debenture, in whole or in
part, at its option if the closing price of the Quany's common stock should equal or exceed $8.56haee for a period of ten days. The
holder of the debenture has the option to convertportion of the debenture to common shares oCitn@pany at the conversion price of
$2.75 per share. The debentures are subordinated tompany's bank debt and other "Senior Debtiefined. The debentures are
collateralized by the acquired real estate.

Taurus purchased real estate in Houston, TexasRalph McElroy, a principal stockholder of the Camnp, where Taurus operates an XTC
Cabaret. The Company acquired the property fromMaElroy for the same price that Mr. McElroy padat the property. The Company
financed the purchase of the property by the issmiaha six-year $286,744 Convertible Debentureyisal by the real estate acquired. The
Company is a guarantor of this Convertible Debentlihe principal balance of the Convertible Debenisi due in July, 2004, in one lump
sum payment. Interest is due and payable monttiti, thve first interest payment beginning in SeptenitP98. The Convertible Debenture is
convertible into shares of Common Stock of the Camypat any time prior to maturity at the Converdrsite of $2.75 per share.

In connection with the sale of the Company's suasidn 1999 (Note 4), the Company received a meteivable from the holder of the two
debentures above which is equal in amount andaoatee debentures above. The Company has offs&t tiates receivable and payable in the
accompanying balance sheet at September 30, 1999.
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11. ACCOUNTING DEVELOPMENTS
SFAS 130

Statement of Financial Accounting Standards (SFES), "Reporting Comprehensive Income"”, establist@sdards for reporting and display
of comprehensive income, its components and acatedibalances. Comprehensive income is definatttode all changes in equity except
those resulting from investments by owners andidigions to owners. Among other disclosures, SAA8 requires that all items that are
required to be recognized under current accoustiagdards as components of comprehensive incomepbged in a financial statement that
is displayed with the same prominence as othenéii@h statements. Results of operations and firdupaisition are unaffected by
implementation of this new standard.

SFAS 131

SFAS 131, "Disclosure about Segments of a BusiBassrprise", establishes standards for the waypthllic enterprises report information
about operating segments in annual financial stamésnand requires reporting of selected informagioout operating segments in interim
financial statements issued to the public. It @stablishes standards for disclosures regardirdupts and services, geographic areas and
major customers. SFAS 131 defines operating segnaantomponents of an enterprise about which depfamancial information is available
that is evaluated regularly by the chief operatiegision maker in deciding how to allocate resosianed in assessing performance. This
accounting pronouncement has not had an effedi@@bmpany's financial statements, since the Coynpasently only operates in one
segment of business, the operation of adult nilyHtsc

SFAS 132

Statement of Financial Accounting Standards (SFES), "Employers' Disclosure about Pensions andrQRbstretirement Benefits," revises

standards for disclosures regarding pensions drat pbstretirement benefits. It also requires amttid information on changes in the benefit
obligations and fair values of plan assets thdtfadilitate financial analysis. This statement slo®t change the measurement or recognition
of the pension and other postretirement plans.fifla@cial statements are unaffected by implememadif this new standard.

SFAS 133

Statement of Financial Accounting Standards (SFESS), "Accounting for Derivative Instruments and lgedy Activities," establishes
accounting and reporting standards for derivatisgruments, including certain derivative instrunsestnbedded in other contracts,
(collectively referred to as derivatives) and fedbing activities. It requires that an entity reciag all derivatives as either assets or liabgitie
in the statement of financial position and meashiose instruments at fair value. If certain comdisi are met, a derivative may be specifically
designated as (a) a hedge of the exposure to change
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11. ACCOUNTING DEVELOPMENTS (CONTINUED)
SFAS 133 (Continued)

in the fair value of a recognized asset or liapilit an unrecognized firm commitment, (b) a hedigine exposure to variable cash flows of a
forecasted transaction, or (c) a hedge of thedoreurrency exposure of a net investment in adoreperation, an unrecognized firm
commitment, an available-for sale security, orr@ifgn-currency-denominated forecasted transacBenause the Company has no
derivatives, this accounting pronouncement hasfiecteon the Company's financial statements.
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RICKS
CABARET INTERNATIONAL, INC.
INCORPORATED UNDER THE LAWS OF THE STATE OF TEXAS

Is the owner of
THIS IS TO CERTIFY THAT

FULLY PAID AND NON-ASSESSABLE SHARES, NO PAR VALUEDF THE COMMON STOCK, PAR VALUE $0.01, OF RICKS
CABARET INTERNATIONAL, INC. (HEREINAFTER CALLED THECORPORATION), TRANSFERABLE ON THE BOOKS OF THE
CORPORATION BY THE HOLDER HEREOF IN PERSON OR BY DY AUTHORIZED ATTORNEY UPON SURRENDER OF THIS
CERTIFICATE PROPERLY ENDORSED. THIS CERTIFICATE ANCHE SHARES REPRESENTED HEREBY ARE ISSUED AND
SHALL BE HELD SUBJECT TO ALL THE PROVISIONS OF THEESTATED CERTIFICATE OF INCORPORATION OF THE
CORPORATION, AS AMENDED, TO ALL OF WHICH THE HOLDERBY ACCEPTANCE HEREOF, ASSENTS. THIS CERTIFICATE
IS NOT VALID UNTIL COUNTERSIGNED BY THE TRANSFER AGNT.

WITNESS THE FACSIMILE SEAL OF THE CORPORATION AND T HE FACSIMILE SIGNATURES OF ITS DULY
AUTHORIZED OFFICERS.

Ricks Cabaret
International, Inc.

----------------- [Corporate SEAL] e
Secretary President



ARTICLE 5

MULTIPLIER: 1

PERIOD TYPE YEAR
FISCAL YEAR END SEP 30 199
PERIOD START OCT 01 199
PERIOD END SEP 30 199
CASH 37816:
SECURITIES 0
RECEIVABLES 22556¢
ALLOWANCES 0
INVENTORY 11577:
CURRENT ASSET¢ 102153
PP&E 989406-
DEPRECIATION (1340343
TOTAL ASSETS 1263813
CURRENT LIABILITIES 100582:
BONDS 428277
PREFERRED MANDATORY 0
PREFERREL 0
COMMON 3613
OTHER SE 727915!
TOTAL LIABILITY AND EQUITY 1263813
SALES 1038142
TOTAL REVENUES 1038142
CGS 143755:!
TOTAL COSTS 1033976
OTHER EXPENSE! 4057:
LOSS PROVISION 0
INTEREST EXPENSE 54582¢
INCOME PRETAX (40572
INCOME TAX 0
INCOME CONTINUING (40572
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES 0
NET INCOME (40572
EPS BASIC (.01)
EPS DILUTED (.01)
End of Filing

pewerad 5y EDCAR -

© 2005 | EDGAR Online, Inc.



