RICKS CABARET INTERNATIONAL INC

FORM 10QSB

(Quarterly Report of Financial Condition)

Filed 5/14/2007 For Period Ending 3/31/2007

Address 10959 CUTTEN ROAD
HOUSTON, Texas 77066
Telephone 281-397-6730
CIK 0000935419
Industry Restaurants
Sector Services
Fiscal Year 09/30
powered 8y EINGA ROnline

hitpiherwew_edgar-online.com/
D Copyright 2005. All Rights Reservad
Distribution and use of this document restricted under EDGAR Onlines Terms of Use.




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

T Quarterly report pursuant to Section 13 Or 15(dhefSecurities Exchange Act of 1934; For the eubrperiod ended: March 31,
2007
£ Transition report pursuant to Section 13 or 15fdhe Securities Exchange Act of 19

Commission File Number: 0-26958

RICK'S CABARET INTERNATIONAL, INC.

(Exact name of registrant as specified in its @rart

Texas 76-045822¢
(State or other jurisdiction of incorporation oganization) (IRS Employer Identification No

10959 Cutten Road
Houston, Texas 77066
(Address of principal executive offices, includinig code)

(281) 397-6730
(Registrant's telephone number, including area)ode

Check whether the issuer: (i) filed all reportsuieed to be filed by Section 13 or 15(d) of the Barge Act during the past 12 months (o

such shorter period that the registrant was reduioefile such reports), and (ii) has been subjecuch filing requirements for the past

days. Yes TNo £

Indicate by check mark whether the registrantshell company (as defined in Rule 12-b-2 of theHaxge Act). Yes £No T
APPLICABLE ONLY TO CORPORATE ISSUERS

On May 7, 2007, there were 6,123,842 shares of aamstock, $.01 par value, outstanding (this amewntudes treasury shares).

Transitional Small Business Disclosure Format (khmw®): Yes £No T




PART |

Iltem 1.

Iltem 2.

Item 3.

PART Il
Item 1.
Iltem 2.

Item 6.

RIC K'S CABARET INTERNATIONAL, INC.

TABLE OF CONTENTS

FINANCIAL INFORMATION
Financial Statemen
Consolidated Balance Sheets as of March 31, 20@aufited) and September 30, 2006 (audi

Consolidated Statements of Operations for the threeths and six months ended March 31, 2007 anél 200
(unaudited

Consolidated Statements of Cash Flows for the simths ended March 31, 2007 and 2006 (unaud
Notes to Consolidated Financial Statem
Management's Discussion and Analysis or Plan off@jos

Controls and Procedur:

OTHER INFORMATION

Legal Proceeding

Unregistered Sales of Equity Securities and Uderoteed:
Exhibits

Signatures

13

20

20

21

21

22




Table of Contents
PART |

Item 1. Financial Statement

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

CURRENT ASSETS
Cash and cash equivalel
Accounts receivabl
Trade
Other, ne
Marketable securitie
Inventories
Prepaid expenses and other current assets

Total current asse

PROPERTY AND EQUIPMENT
Buildings, land and leasehold improveme
Furniture and equipment

Accumulated depreciation

Total property and equipment, r

OTHER ASSETS
Goodwill and indefinite lived intangible
Definite lived intangibles, ne
Other
Total other assets
Total assets

See accompanying notes to consolidated finanassients.

FINANCIAL INFORMATION

Septembe

March 31 30,

2007 200¢
(UNAUDITED) (AUDITED)
$ 6,510,68: $  854,93:
393,63 192,38!
170,11 186,55:

20,02: 22,24t

352,38! 291,62:
463,57 140,42¢
7,910,41i 1,688,16'
18,354,03 17,537,38
4,885,97! 4,121,44.
23,240,00 21,658,82.
(4,912,38)  (4,234,98)
18,327,61 17,423,84
11,230,79 10,505,45
683,45! 525,07t
405,77. 460,33
12,320,01 11,490,86

$ 38,558,04 $ 30,602,87
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RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

LIABILITIES AND STOCKHOLDERS' EQUITY

Septembe
March 31 30,
2007 2006
(UNAUDITED) (AUDITED)
CURRENT LIABILITIES:

Accounts payabl-trade $ 906,73: $ 554,97
Accrued liabilities 1,015,45: 1,118,97.
Current portion of long-term debt 3,563,99! 2,278,31
Total current liabilities 5,486,18: 3,952,26!
Other lon¢-term liabilities 361,00! 299,70:
Long-term debt, less current portir 7,332,06! 10,255,50
Long-term debt-related parties 2,067,16! 1,386,90!
Total liabilities 15,246,42 15,894,38
COMMITMENTS AND CONTINGENCIES - -
MINORITY INTERESTS 436,36: -
TEMPORARY EQUITY- Common stock, subject to put rights (215,000 ar@ld@ shares, respective 1,450,001 800,00(

PERMANENT STOCKHOLDERS' EQUITY
Preferred stock, $.10 par, 1,000,000 shares aa#ithrhone issued and outstand - -
Common stock, $.01 par, 15,000,000 shares authibéz#45,480 and 5,805,275 shares ist 61,45¢ 58,05
Additional paic-in capital 16,911,36 15,586,23
Common stock to be issu 5,345,501 -
Accumulated other comprehensive incc 6,67: 8,89¢
Retained earnings (accumulated defi 394,04 (450,919
Less 908,530 shares of common stock held in trgaaticost (1,293,78) (1,293,78)
Total permanent stockholders’ equity 21,425,26 13,908,48
Total liabilities and stockholders’ equity $ 38,558,04 $ 30,602,87

See accompanying notes to consolidated financgsients.
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RI CK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS

FOR THE THREE MONTH. FOR THE SIX MONTH¢
ENDED MARCH 31 ENDED MARCH 31
2007 200¢ 2007 200¢
(UNAUDITED) (UNAUDITED)
Revenues
Sales of alcoholic beverag $ 2,812,400 $ 2,21548 $ 5,407,000 $ 4,385,48
Sales of food and merchand 768,62¢ 677,27 1,432,71! 1,315,99
Service revenue 3,538,01 2,841,11! 6,889,81! 5,435,92
Internet revenue 177,50: 203,75: 365,48 412,90¢
Other 273,03t 181,88: 504,33. 348,94
Total revenue 7,569,58! 6,119,51i 14,599,34 11,899,25
Operating expense
Cost of goods sol 962,46 745,29! 1,853,63 1,454,53.
Salaries and wag¢ 2,156,05 1,678,81. 4,227,19: 3,348,52.
Stock compensatia 65,35¢ --- 130,71. ---
Other general and administrati\
Taxes and permil 981,32 779,45( 1,854,27. 1,474,76!
Charge card fee 137,50! 104,07- 281,50° 206,31(
Rent 396,04( 296,73: 749,27 593,57¢
Legal and profession 248,41¢ 185,28t 487,27t 335,94t
Advertising and marketin 325,02° 315,88: 683,79 606,55(
Insurance 180,81: 101,79¢ 309,26! 168,37:
Utilities 204,08: 150,57¢ 370,50: 279,70
Depreciation and amortizatic 386,42 235,78° 751,02 468,26
Other 798,90¢ 562,33 1,587,17 1,215,04
Total operating expenses 6,842,42 5,156,03! 13,285,62 10,151,60
Income from operatior 727,16: 963,48 1,313,72 1,747,65.
Other income (expense
Interest incom 2,42( 8,95( 13,054 15,38¢
Interest expens (328,45 (271,469 (654,01 (534,52)
Minority interests 91,21t (2,73)) 172,20° (1,349
Other 7,83¢ 4,35¢
Net income $ 492,34: $ 706,07( $ 844,96: $ 1,231,52
Basic and diluted earnings per sh:
Net income, basic $ 0.0¢ $ 0.1€ $ 0.1€ $ 0.2¢
Net income, diluted $ 0.0¢ $ 014 $ 0.1t $ 0.2¢€
Weighted average number of common shares outsigr
Basic 5,365,60: 4,408,23 5,253,54i 4,364,64'
Diluted 5,647,44. 5,347,38! 5,540,23 4,973,58

Comprehensive income for the three months endeatiMal, 2007 and 2006 were $505,691 and $728,3Xbfanthe six months we
$842,739 and $1,253,771, respectively. This inetuthe changes in available-for-sale securities@bihcome.

See accompanying notes to consolidated financgdsients.
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RIC K'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

CASH FLOWS FROM OPERATING ACTIVITIES

FOR THE SIX MONTHS
ENDED MARCH 31,

2007

200¢

(UNAUDITED) (UNAUDITED)

Net income $ 844,96: $ 1,231,52i
Adjustments to reconcile net income to cash praViole operating activities
Depreciation and amortizatic 751,02° 468,26
Bad debt: 14,98¢
Issuance of warran - 17,775
Beneficial conversiol 8,97¢
Amortization of note discour 17,77¢ ---
Minority interests (172,20)) 1,344
Deferred rent: 61,30«
Common stock issued for interest payn 50,047
Stock options issued for employee servi 130,71.
Changes in operating assets and liabilities (404,21) (697,03)
Cash provided by operating activiti 1,303,37. 1,021,88!
CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from sale of prope 9,69
Additions to property and equipme (432,73) (289,76
Acquisition of business, net of cash acqui (500,000)
Payments from notes receivable 11,130 21,49:
Cash used in investing activiti (911,90 (268,27
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from sale of common stock to be is: 5,345,501 75,00(
Proceeds from stock options exerci: 588,47: 249,00:
Proceeds from lor-term debt 600,00( 1,035,42!
Payments on lir-of-credit (94,88%)
Payments on long-term debt (1,269,69)) (1,025,29,)
Cash provided by financing activiti 5,264,28. 239,24¢
NET INCREASE IN CASF 5,655,75. 992,85¢
CASH AT BEGINNING OF PERIOD 854,93 480,33(
CASH AT END OF PERIOD $ 6,510,68: $ 1,473,18
CASH PAID DURING PERIOD FOR
Interest $ 574,85. $ 552,22

Non-cash transactions:

As of October 4, 2006, the seller of the New Ydrkboconverted $75,000 of principal from the relapedmissory note into 10,000 share
restricted common stock.

During October 2006, the Company purchased a 51%emship interest of Playmates Gentlense@Glub LLC for $1,533,750, payable w
$500,000 cash at closing and 125,000 shares ofctest common stock.

In November 2006, the holder of a convertible edebre converted $25,023 of interest owed into &,8Bares of restricted comn
stock. In March 2007, $125,576 of principal aniast was converted into 26,437 shares of restficommon stock.

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

Non-cash transactions (continued):

In December 2006, the Company foreclosed on aeriad house due to ngmayment of a note receivable from an unrelatedd
party. The balance of the note receivable was, $756

See accompanying notes to consolidated financssients
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RICK 'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
MARCH 31, 2007
(UNAUDITED)

1. BASIS OF PRESENTATION

The accompanying unaudited financial statement® Hmeen prepared in accordance with accounting iptésc generally accepted in
United States of America for interim financial imfeation and with the instructions to Form 10-QSHERe&fgulation . They do not incluc
all information and footnotes required by accoumtprinciples generally accepted in the United State America for complete financ
statements. However, except as disclosed hetene thas been no material change in the informatieciosed in the notes to the finan
statements for the year ended September 30, 2@06led in the Company's Annual Report on FornKBB, as filed with the Securities ¢
Exchange Commission. The interim unaudited finainsiatements should be read in conjunction witds¢hfinancial statements includet
the Form 10KSB. In the opinion of management, all adjustmergssidered necessary for a fair presentation,istomg solely of norm:
recurring adjustments, have been made. Operagisglts for the three months and six months endertiMal, 2007 are not necesse
indicative of the results that may be expectedHeryear ending September 30, 2007.

2. STOCK OPTIONS AND STOCK-BASED EMPLOYEE COMPENSATION

Below is the summary of common stock options outditeg as of March 31, 2007:

Options Options Options Available for
Employee and Director Stock Option Pl Authorized Outstanding ~ Vested Grant
1999 Stock Option Pla 1,000,00i 505,00( 440,00( 8,00(C

Employee and Director Stock Option Plans

In August 1999, the Company adopted the 1999 S@uiion Plan (“the Plan”).The options granted under the Plan may be eithoamitive
stock options, or nonualified options. The Plan is administered by Board of Directors or by a compensation commitiEée Board ¢
Directors. The Board of Directors has the exclegiower to select individuals to receive grantegtablish the terms of the options gra
to each participant, provided that all options ¢edrnshall be granted at an exercise price equat keast 85% of the fair market value of
common stock covered by the option on the grard datl to make all determinations necessary or ableisunder the Plan. The options
subject to termination of employment and generalpire five years from the date of grant. Emplogpé&ons generally vest in instalime
over two years. As of March 31, 2007, 8,000 shafepmmon stock were available for future gramtder the Plan.

Accounting Treatment

Effective October 1, 2006, the Company adoptedfairevalue recognition provisions of SFAS No. 123Rshare-Based Payments,” using
the modified prospective application method. Unithés transition method, compensation cost recaghipr the three and six months en
March 31, 2006, includes the applicable amountga)fcompensation of all stoddkased payments granted prior to, but not yet vessed
October 1, 2006 (based on the grdate fair value estimated in accordance with thgiral provisions of SFAS 123 and previously preése
in pro forma footnote disclosures), and (b) compéna cost for all stockased payments granted subsequent to October @ i28@d on tt
grant-date fair value estimated in
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RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
MARCH 31, 2007

STOCK OPTIONS AND STOCK-BASED EMPLOYEE COMPENSATION - continued

accordance with the new provisions of SFAS No. )23Results for periods prior to October 1, 2006&yvé not been restated. -
compensation cost recognized for the three andnsirths ended March 31, 2007 were $65,356 and $130réspectively, as a result
implementing SFAS No. 123R. There were 222,50@kstption exercises for the six months ended M&th2007, resulting in no t
benefit due to the Company's full valuation alloesffior deferred tax assets. The following tabkspnts net income and per share data
computed fair values of all the Company’s stbelsed compensation were amortized to expense bgeveisting period of the awards
specified under SFAS 123R:

FOR THE THREI FOR THE SI>

MONTHS MONTHS

ENDED MARCH 31 ENDED MARCH 31

200¢ 200¢

Net income, as reporte $ 706,07C $ 1,231,52
Less total stock-based employee compensation egmkrisermined under the fair value

based method for all awards (135,63() (271,26()

Pro forma net income $ 570,44( $ 960,26t

Earnings per shar

Basic — as reported $ 0.1€ $ 0.2¢

Diluted — as reported $ 014 % 0.2¢€

Basic — pro forma $ 0.1z $ 0.22

Diluted — pro forma $ 0.11 $ 0.1¢

The Company used the Black-Scholes Option Pricingl&lito determine the fair value of option grantadenduring the first and second
quarters of 2007 and 2006. The Company estimatedyerage holding period of vested options tdbeetyears from the vesting
period. There were no stock option grants forttiiee and six month periods ended March 31, 20072806.

Stock Option Activity

The following is a summary of all stock option tsantions for the six months ended March 31, 2007:
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RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
MARCH 31, 2007

STOCK OPTIONS AND STOCK-BASED EMPLOYEE COMPENSATION - continued

Shares Weighted
Average
Exercise Pric

Outstanding as of October 1, 2C 727,50C $ 2.7C
Granted at market pric -
Granted above market pri -
Cancelled or expire -
Exercised 222,50( 2.5¢

Outstanding as of March 31, 2007 505,000 $ 2.7¢
Options exercisable as of March 31, 2007 440,000 $ 2.3

3. RECLASSIFICATIONS

Certain prior year amounts have been reclassifiegbform to the current year presentation.
4. SEGMENT INFORMATION

Below is the financial information related to therfipany’s segments:

FOR THE THREE MONTH:
ENDED MARCH 31

Weighted
Average
Remaining
Contractual
Term

2.7¢
2.3i

Aggregate
Intrinsic
Value

$ 3,661,65
$ 3,351,65I

FOR THE SIX MONTHE¢
ENDED MARCH 31

2007 200¢ 2007 200¢
REVENUES

Club operation: $ 7,392,088 $ 5,915,76! $ 14,233,86 $ 11,486,344
Internet websites 177,50: 203,75: 365,48 412,90¢
$ 756958 $ 6,119,511 $ 14,599,34 $ 11,899,25

NET INCOME (LOSS)
Club operation: $ 131685 $ 1,317,69 $ 2,399,29¢ $ 2,340,20!
Internet website 5,962 30,441 31,10¢( 79,29¢
Corporate expenses (830,475 (642,074 (1,585,439 (1,187,97)
$ 492,34 $ 706,07C $ 844,96: $ 1,231,52
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RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
MARCH 31, 2007

5. LONG-TERM DEBT

On November 9, 2006, the Company entered into atibledebentures with three shareholders for agpal sum of $600,000. The tern
for two years and the interest rate is 12% per amnAt the election of the holders, the holdersehthe right at any time to convert all or .
portion of the principal or interest amount of tebentures into shares of the Compargommon stock at a rate of $7.50 per share, \
was higher than the closing price of the Compsusgdock on November 9, 2006. The debentures pepeaiolsent shareholder approval, tha
number of shares of the Compamyommon stock that may be issued by the Compamcquired by the holders upon conversion o
debentures shall not exceed 19.99% of the totalbeuraf issued and outstanding shares of the Compammynmon stock. The proceed:
the debentures were used for the acquisition df% &wnership interest of Playmates Gentlemen’s Clu®.

6. TEMPORARY EQUITY

Through March 31, 2007, 70,000 shares of the Cogigacommon stock valued at $350,000 was reclassifi@i temporary equity
permanent equity, as the holder of the put optad such shares on the open market.

7. COMMON STOCK

In October 2006, the seller of the New York clubveerted $75,000 of principal from the related presory note into 10,000 shares
restricted common stock and an employee of the @ommxercised 27,500 stock options for proceed$6&,656. In November 20(
110,000 stock options were exercised by the Conigaesnployees for proceeds of $281,875. Also, thegamy issued 5,268 shares
restricted common stock for $25,023 interest owedDecember 2006, the Company issued 125,000 shafreestricted common stc
pursuant to the acquisition of a 51% ownershipreégeof Playmates GentlemsnClub LLC. In January 2007, 16,000 stock optiomese
exercised by employees of the Company for proceé&89,840. In February 2007, 25,000 stock optiese exercised by the Compasy’
employees and directors for proceeds of $65,860March 2007, 50,000 stock options were exercisedhb Companys employees f
proceeds of $132,250. Also, the Company issued3Z6shares of common stock for $125,576 principal iaterest owed to a converti
debenture holder.

8. COMMON STOCK TO BE ISSUED

The Company raised new capital by way of privagc@inent of common stock. The stock purchases eargacted during February &
March 2007 for 675,000 shares of the Comparggmmon stock and resulted in net cash receiptived by the Company of $5,345,!
(after deducting commissions due amounting to %9, Of this amount, $1,400,000 was receivednduiebruary 2007, $3,922,000 dul
March 2007, and the balance remaining in April 20075,000 shares of restricted common stock vesteed in April 2007. The Compe
has accounted for the common stock to be issuadsaparate line within Permanent Stockholders’ fggnithe balance sheet.
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RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
MARCH 31, 2007

9. EARNINGS PER SHARE (EPS)

The Company computes earnings per share in acamrdeith Statement of Financial Accounting Stand4f85AS”) No. 128,Earnings Per
Share. SFAS No. 128 provides for the calculation ofib@nd diluted earnings per share. Basic earnpegshare includes no dilution an
computed by dividing income available to commoncktmlders by the weighted average number of comst@res outstanding for 1
period. Diluted earnings per share reflect thepioal dilution of securities that could sharehe earnings of the Company.

Potential common stock shares consist of shardésrthg arise from outstanding dilutive common steckrants and options (the numbe
which is computed using the “treasury stock meth@dhid from outstanding convertible debentures (thabmar of which is computed usi
the “if converted method”). Diluted EPS considéne potential dilution that could occur if the Caamng’s outstanding common stc
warrants and convertible debentures were convéntedcommon stock that then shared in the Compapgrnings (as adjusted for inte
expense, that would no longer occur if the debesturere converted).

Net earnings applicable to common stock and theghted — average number of shares used for basic and dileéedings per she
computations are summarized in the table thatvidlo

FOR THE THREE MONTH: FOR THE SIX MONTH¢
ENDED MARCH 31 ENDED MARCH 31
2007 200¢ 2007 200¢
Basic earnings per shal
Net earnings applicable to common stockholt $ 492,34: $ 706,07C $ 84496: $ 1,231,52
Average number of common shares outstanding 5,365,60: 4,408,23 5,253,541 4,364,64
Basic earnings per share $ 0.0¢ $ 0.1€ $ 0.1€ $ 0.2¢
Diluted earnings per shar
Net earnings applicable to common stockhol $ 49234 $ 706,07C $ 844,96 $ 1,231,52
Adj. to net earnings from assumed conversion oedelres (1) 57,23 57,23
Adj. net earnings for diluted EPS computation $ 492,34 $ 763,30. $ 844,96: $ 1,288,75
Average number of common shares outstanc
Common shares outstandi 5,365,60: 4,408,23 5,253,54 4,364,64
Potential dilutive shares resulting from exercivarrants and options
2 281,84( 461,00t 286,68" 369,86
Potential dilutive shares resulting from conversidulebentures (3) --- 478,14: --- 239,07:
Total average number of common shares outstandied for dilution 5,647,44. 5,347,38! 5,540,23. 4,973,58
Diluted earnings per share $ 0.0¢ $ 014 $ 0.1t $ 0.2€

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

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

(3) Convertible debentures (principal and accrirgdrest) outstanding at March 31, 2007 and 20@&lity $3,000,404 and $1,675,5
respectively, were convertible into common stocla @rice from $3.00 to $7.50 per share in 2006 resdlted in additional common she
(based on average balances outstanding). Potdiitiale shares of 634,093, and 618,038 for thedtand six months ended March 31, 2
respectively, have been excluded from earningsipare due to being anti-dilutive.

10
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RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
MARCH 31, 2007

10. ACQUISITIONS AND DISPOSITIONS

On October 11, 2006, the Company sold its propeitieWise County for $165,000, which was the vadfiehe properties included in 1
Company’s balance sheet at September 30, 2006rafterding an impairment charge of $68,134 in Sapta 2006.

On November 10, 2006, the Company purchased a 5&fership interest of Playmates Gentlense@lub LLC, an operator of an ac
nightclub in Austin, Texas. The club is locate®410 Springdale Street. The purchase price &3R8l 750 was paid $500,000 cash at clc
and 125,000 shares of the Company'’s restricted acomstock, valued at $8.27 per share in accordartteEATF 99412. The club has be
converted to a Rick' Austin. As part of the agreement, twelve momtisr the closing date, the seller has the right,not the obligation,
have the Company buy the shares at a price of §&08hare at a rate of no more than 5,000 shaementh until such time as the se
receives a total of $1,000,000 from the sale ohshares. Alternatively, the seller has the opt@gell such shares in the open market.
transaction was the result of artesigth negotiations between the parties. As altre$,000,000 was added to temporary equity ir
accompanying balance sheet.

The following information summarizes the initialaation of fair values assigned to the assetdliabilities at the acquisition date based «
preliminary valuation. Subsequent adjustments to@yecorded upon the completion of the valuatiod #re final determination of t
purchase price allocation.

Property and equipme $ 633,41:
Non-compete agreeme 175,00(
Goodwill 725,33!
Net assets acquire $ 1,533,75!

The results of operations of this acquired enfitgm November 10, 2006 to March 31, 2007, are idetl in the Compang’ results ¢
operations, with minority interest offsetting suelsults in the accompanying balance sheet.

11. LITIGATION
SEXUALLY ORIENTED BUSINESS ORDINANCE OF HOUSTON, HAS

In January 1997, the City Council of the City ofudton passed a comprehensive new Ordinance rewulkdte location of and the cond
within Sexually Oriented Businesses (the “Ordinghc&he Ordinance established new minimum distancdasStaually Oriented Busines:
may be located from schools, churches, playgrowamdt other sexually oriented businesses. There werprovisions in the Ordinan
exempting previously permitted sexually orientedibasses from the effect of the new Ordinance.

The Ordinance provided that a business which wagedea renewal of its operating permit due to clesng distance requirements undel
Ordinance would be entitled to continue in operafior a period of time (the “Amortization Periodf)the owner were unable to recoup,
the effective date of the Ordinance, its investmanthe business that was incurred through the déténe passage and approval of
Ordinance. Our nightclub in our south Houston fmrahas a valid temporary permit/license. Thewtr for our north Houston location €
our Bering Drive location have expired.

11
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RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
MARCH 31, 2007

11. LITIGATION - continued

In May 1997, the City of Houston agreed to defeplementation of the Ordinance until the constitodlity of the entire Ordinance w
decided by court trial. In February 1998, the Wstrict Court for the Southern District of Texd$puston Division, struck down certi
provisions of the Ordinance, including the prouwsimandating a 1,500 foot distance between a cldbsahools, churches and other sext
oriented businesses, leaving intact the provisiah® 750 foot distance as it existed prior to@éinance. The City of Houston appealec
District Court’s rulings with the Fifth Circuit Couof Appeals.

In November 2003, a three judge panel from thenKifircuit Court of Appeals published their Opiniwhich affirmed the Trial Cour$' ruling
regarding lighting levels, customer and dancer isgjoan distances and licensing of dancers and.s@#ie Court of Appeals, however, did
follow the Trial Courts ruling regarding the distance from which a clulyrbe located from a church or school. The CotiAppeals hel
that a distance measurement of 1,500 feet wouldpbeld upon a showing by the City of Houston thsiclaims that there were alterna
sites available for relocating clubs could be satisated. The case was remanded for trial on the issueseddiiternative sites.

The trial commenced on December 4, 2006 and coadloth December 12, 2006. The Trial Court rendésejdidgment in favor of the Ci
of Houston on January 31, 2007. The Trial Coutinfb that the City of Houston met its burden thareéhwere sufficient alternate si
available to relocate all of the existing businessel997. The Trial Court found the 1997 ordirmnonstitutional and enforceable. Pt
motions were heard and the relief sought, a staynagenforcement, was denied by the Trial CoAri.appeal to the Fifth Circuit Court
Appeals has been timely filed. Additionally, wevhdiled on behalf of three of our club locatiomsHouston state court lawsuits seel
judicial review of the results of the amortizatiprocess contained within the Ordinance. This meagas abated in 1998 due to the pos
multiplicity of court actions. The final order ke Trial Court resulted in the termination of thieatement and allowed the amortiza
process to continue as provided in the Ordinafdde new lawsuits seeking review of the determimatitade by the amortization heat
officials in 1998 stops any enforcement action ltgy €ity of Houston for at least 60 days and itncipated that further injunctive relief w
be sought in the state court cases should it becwoessary. In the event all efforts to stop amfiorent activity fail and the City of Hous!
elects to enforce the judgment, we, as well asyevtirer similarly situated sexually oriented bussécated within the incorporated are
Houston, Texas, will have to either cease providinde or semirude entertainment or develop alternate methodpefating. In such eve
we presently intend to clothe our entertainers maaner to eliminate the need for licenses andke such steps as to not be subject to
ordinance compliance. Approximately 24.5% of owrbcbperation ’s revenues for the six months ended March 31, 20€reé in Houstor
Texas. The ruling could have a material advergemahon our operations, but it is unknown at thset

12. SUBSEQUENT EVENTS

On April 23, 2007, the Company completed a transaatith BLP Holdings, LLC, a Texas limited liakiificompany and Brian Paul for
purchase of 100% of the outstanding common stodk ¢€.C., Inc. (the “Business”which owns and operates an adult entertainmentret
known as New Orleans Nights (“New Orleans NightEi¢ated in Fort Worth, Texas. Pursuant to the IStBarchase Agreement, -
Company acquired the Business for a total cashhpgee price of $4,900,000. As part of the transactBrian Paul entered a fiweal
covenant not to compete with the Company or ther@ss. In addition, RCI Holdings,
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RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
MARCH 31, 2007

12. SUBSEQUENT EVENTS- continued

Inc., the Company’s wholly owned subsidiary (“RCEntered into an Assignment of that certain Reahtesbales Contract between Tho
Felsenthal and Conrad Schuberth (the “Selleas§ W.K.C., Inc. for the purchase of the real propkcated at 7101 Calmont, Fort Wo
Texas 76116 (the “Real Propertythere New Orleans Nights is located for a totakhase price of $2,500,000 which consisted of $1
in cash and $2,400,000 payable in a six year PsamisNote to the Sellers which will accrue interasthe rate of 7.25% for the first t
years, 8.25% for years three and four and 9.25%edfier (the*Promissory Note”). The Promissory Note is secured by a Deed of Tnod
Security Agreement. Further, RCI entered into assignment and Assumption of Lease Agreement witheiSeto assume the let
agreement for the Real Property. The Company irduapproximately $100,000 in transaction costhie Tompany intends to change
name of the Business to Rick's Cabaret. The teants conditions of the transaction were the resuixtensive arms length negotiatiot
between the parties. The purchase was financatiebissuance of 675,000 shares of the Compacginmon stock for $5,345,500 in A|
2007.

The following information summarizes the initialaaation of fair values assigned to the assetdiabdities at the acquisition date based «
preliminary valuation. Subsequent adjustments to@yecorded upon the completion of the valuatiod #re final determination of t
purchase price allocation.

Current assel $ 36,00(
Property and equipme 3,012,001
Non-compete agreeme 100,00
SOB licenses 4,352,001
Net assets acquire $ 7,500,001

On May 4, 2007, the Company issued 26,437 sharesmamon stock to a convertible debenture holddrein of a quarterly principal ai
interest payment of $125,576.

On May 10, 2007, the Company entered into a Licengigreement with Rick’s Buenos Aires Sociedad Anman(“Licensee”),a corporatio
organized under the laws of Argentina. The Compagreed to grant Licensee a license for use antbitagon of the Companyg’ logos
trademarks and service marks for the operation rofadult entertainment facility in the city of Buend\ires, Argentina, and La
America. Pursuant to the agreement, Licensee dgosgay the Company a royalty fee equal to 10%ro$s revenues of Licensedjusines:
net of any value added tax.

Item 2. Management's Discussion and Analysis or Plan of Opa&tions.

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

The Company is including the following cautionatgtement in this Form 1QSB to make applicable and take advantage of tleehsabo
provision of the Private Securities Litigation Refo Act of 1995 for any forwartboking statements made by, or on behalf of,
Company. Forwardboking statements include statements concerniagsplobjectives, goals, strategies, future evenysedormance ar
underlying assumptions and other statements, wdnietother than statements of historical facts.taiesstatements in this Form IP8B ar
forward-looking statements. Words such as "expettglieves,” "anticipates,"rhay,"” and "estimates” and similar expressionsraended t
identify forwardiooking statements. Such statements are subjetsk® and uncertainties that could cause actualtseto differ materiall
from those projected. Such risks and uncertairgtiesset forth below. The Company's expectatibakefs and projections are expresse
good faith and are believed by the Company to leakeasonable basis, including without limitatiorgmagement's examination of histor
operating trends, data contained in the Compamgerds and other data available from third partieg, there can be no assurance
management's expectation, beliefs or projectionls nesult, be achieved, or be accomplished. Initamd to other factors and matt
discussed elsewhere herein, the following are ingmoifactors that, in the view of the Company, dothuse material adverse affects or
Company's financial condition and results of operast the risks and uncertainties relating to outerinet operations, the impact
implementation of the sexually oriented businesinances in the jurisdictions where our facilitegserate, competitive factors, the timing
the openings of other clubs, the availability oftemtable financing to fund corporate expansion reffoand the dependence on

personnel. The Company has no obligation to updatevise these forwardoking statements to reflect the occurrence diritevents ¢
circumstances.

GENERAL
We presently conduct our business in two diffeeepis of operation:

1. We own and operate upscale adult nightclubs serpirignarily businessmen and professionals. Our tolghs offer live adu
entertainment, restaurant and bar operations. Weawl operate ten adult nightclubs under the ndRiek's Cabaret" and "XTC"
Houston, Austin, San Antonio, and Fort Worth, Texslénneapolis, Minnesota; and New York, New YoN/e also operate fo
upscale venues that cater especially to urban gsiafieals, businessmen and professional athletksicg&tlub Onyx”in Houston, Sa
Antonio, Texas and Charlotte, North Carolina. sl contact is permitted at any of our locatic

On November 10, 2006, we purchased a 51% owneirgigigest of Playmate’s GentlemarClub LLC, an operator of an adult nightc
in Austin, Texas. The club is located at 8110 &juatale Street, Austin, Texas. The purchase prficgl 533,750 was paid $500,(
cash at closing and 125,000 shares of our restra@ieimon stock. The club has been converted Rigk's Austin”.

Subsequent to the end of the quarter, on April2287, we completed a transaction with BLP HoldindsC, a Texas limited liabilit
company and Brian Paul for the purchase of 100%h@foutstanding common stock of W.K.C., Inc., whietns and operate an ac
entertainment cabaret known as New Orleans NigiNew Orleans Nights”)ocated in Fort Worth, Texas. The purchase pri
$4,900,000 was paid in cash. We intend to chamg@ame of the business to Rick’s Cabaret.

2. We have the following Internet activitie

a) We currently own two adult Internet membership Wsites at_www.couplestouch.cormand _www.xxxpassword.com We
acquirewww.xxxpassword.corsite content from wholesalel

b)  We operate an online auction site www.naughtybais.c This site provides our customers with the opputy to purchas
adult products and services in an auction fornvdée earn revenues by charging fees for each traonsacbnducted on ti
automated site
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Our nightclub revenues are derived from the saldiqufor, beer, wine, food, merchandise, cover caafgnembership fees, indepeni
contractors' fees, commissions from vending and Amthines, valet parking, and other products amdcgs. Our internet revenues
derived from subscriptions to adult content intémwebsites, traffic/referral revenues, and comroissiearned on the sale of products
services through Internet auction sites, and adbgvities. Our fiscal year end is September 30.

RESULTS OF OPERATIONS FOR THE THREE MONTHS ENDED MA RCH 31, 2007 AS COMPARED TO THE THREE
MONTHS ENDED MARCH 31, 2006

For the three months ended March 31, 2007, we badaotidated total revenues of $7,569,589 compasecbhsolidated total revenues
$6,119,516 for the three months ended March 316,280 increase of $1,450,073 or 23.70%. The iseréa total revenues was prima
attributable to the increase in revenues generayedur new clubs in San Antonio and Austin, Texaghe amount of $942,711; by
increase in revenues generated by our other lotatiothe amount of $533,611, a 9.02% increassebfly the decrease in internet opera
in the amount of $26,249 a 12.88% decrease, frgmaa ago. Total revenues for same-location-spered of club operations increases
$6,335,820 for the three months ended March 317 Z6@m $5,740,560 for same period ended March 8D62a 10.37% increase.
increase was primarily attributable to the overattease in revenues in our club operations.

The cost of goods sold for the three months endaccM31, 2007 was 12.71% of total revenues compard®.18% for the three mon
ended March 31, 2006. The increases were due piynia the addition of Ricks clubs which have higher cost of goods and byeases i
costs of maintaining our internet operations. €hst of goods sold for the club operations for timee months ended March 31, 2007
12.79% compared to 12.45% for the three monthscdeiMirch 31, 2006. The cost of goods sold from ioternet operations for the thi
months ended March 31, 2007 was 9.54% comparedi@¥elifor the three months ended March 31, 2006 d&dst of goods sold for same-
location-sameperiod of club operations for the three months dniliarch 31, 2007 was 11.25%, compared to 12.66%h@rsame peric
ended March 31, 2006.

Payroll and related costs for the three months eéndarch 31, 2007 were $2,156,054 compared to $18@388for the three months ent
March 31, 2006. The increase was primarily dueaddition of the new clubs. Payroll for same-losatsameperiod of club operatiol
increased to $1,394,599 for the three months eMbadh 31, 2007 from $1,235,185 for the same peginded March 31, 2006. Managen
currently believes that its labor and managemexft ivels are appropriate.

Other general and administrative expenses forttteetmonths ended March 31, 2007 were $3,658,5#ipaed to $2,731,928 for the th
months ended March 31, 2006. The increase wadfisantly the result of the addition of new locat®in San Antonio and Austin, Tex
which resulted in increases in taxes and permitarge card fees, rent, advertising and marketigglland professional, indirect opera
expenses, insurance, and utilities. These incdeaseenses were also a result of increased revémmeour operations.

Interest expense for the three months ended Maict2@07 was $328,454 compared to $271,469 for iheetmonths ended March
2006. The increase was attributable to our obtginiew debt to finance the purchase and renovafitime new clubs. As of March 31, 20
the balance of long-term debt was $12,963,232 coadp@ $12,599,743 a year earlier.

Net income for the three months ended March 317 208s $492,344 compared to $706,070 for the thiestis ended March 31, 2006. °
decrease in net income was primarily due to coste@ated with opening new clubs. Net income fone-location-samperiod of clul
operations increased to $1,599,288 for the threetimsoended March 31, 2007 from $1,307,495 for spen@d ended March 31, 2006, or
22.32%.
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RESULTS OF OPERATIONS FOR THE SIX MONTHS ENDED MARC H 31, 2007 AS COMPARED TO THE SIX MONTHS
ENDED MARCH 31, 2006

For the six months ended March 31, 2007, we haddalmated total revenues of $14,599,347 comparecbisolidated total revenues
$11,899,253 for the six months ended March 31, 2@@6increase of $2,700,094 or 22.69%. The ineréagdotal revenues was primal
attributable to the increase in revenues genetayedur new clubs in San Antonio and Austin, Texathe amount of $1,674,689; by
increase in revenues generated by our other lotatio the amount of $1,072,833, a 9.34% increaffegtoby the decrease in inter
operations in the amount of $47,428, a 11.49% dserefrom a year ago. Total revenues for sameitmcaameperiod of club operatiol
increased to $12,323,532 for the six months endedcM 31, 2007 from $11,155,453 for same period @ridarch 31, 2006, a 10.4%
increase. The increase was primarily attributédlihe overall increase in revenues in our clubratpens.

The cost of goods sold for the six months endedcM&d, 2007 was 12.70% of total revenues compard@ 22% for the six months enc
March 31, 2006. The increases were due primavilhe addition of Ricls clubs, which have higher cost of goods, and byemmses in cos
of maintaining our internet operations. The cdsg@ods sold for the club operations for the sixnths ended March 31, 2007 was 12.¢
compared to 12.51% for the six months ended Malg2B06. The cost of goods sold from our inteoperations for the six months en
March 31, 2007 was 7.19% compared to 4.32% forstkenonths ended March 31, 2006. The cost of gaodl$ for same-location-same-
period of club operations for the six months enbdch 31, 2007 was 11.23%, compared to 12.74%Hhersame period ended March
2006.

Payroll and related costs for the six months erddadch 31, 2007 were $4,227,192 compared to $3,248(&r the six months ended Ma
31, 2006. The increase was primarily due to aolditf the new clubs. Payroll for same-location-sgr@riod of club operations increase:
$2,714,811 for the six months ended March 31, 206m $2,508,687 for the same period ended March2806. Management currer
believes that its labor and management staff lemesappropriate.

Other general and administrative expenses for ithensnths ended March 31, 2007 were $7,074,087 eoetpto $5,348,545 for the
months ended March 31, 2006. The increase wagfisantly the result of the addition of new locat®in San Antonio and Austin, Tex
which resulted in increases in taxes and permitarge card fees, rent, advertising and marketegglland professional, indirect opera
expenses, insurance, and utilities. These incdeageenses were also a result of increased revéramour operations.

Interest expense for the six months ended Marcl2@17 was $654,017 compared to $534,521 for thensixths ended March 31, 2006.
increase was attributable to our obtaining new tieffihance the purchase and renovation of the clatas. As of March 31, 2007, the bala
of long-term debt was $12,963,232 compared to RR7=3 a year earlier.

Net income for the six months ended March 31, 2083 $844,964 compared to $1,231,526 for the sixtnsoended March 31, 2006. 1
decrease in net income was primarily due to coss®@ated with opening new clubs. Net income fone-location-samperiod of clul
operations increased to $3,068,883 for the six hoenhded March 31, 2007 from $2,328,147 for samiegended March 31, 2006, or
31.82%.
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LIQUIDITY AND CAPITAL RESOURCES

At March 31, 2007, we had working capital of $2,£2¥ compared to a deficit of $2,264,101 at Sep&r8b, 2006. The increase in work
capital was primarily due to increases in cash eash equivalents and prepaid expenses and othemtuwssets, offset by increase
accounts payable and current portion of long teeft s a result of increased cash flow from opamnati stock option exercises, lotag
debt borrowings and common stock issuancd$e value of available-for-sale marketable se@sitlecreased by $2,225.

Net cash provided by operating activities in therabnths ended March 31, 2007 was $1,303,374 cadpar$1,021,885 for the six mon
ended March 31, 2006. The increase in cash prdviae operating activities was primarily due to ime® from operations excludi
depreciation.

We used $911,904 of cash in investing activitiesmuthe six months ended March 31, 2007 compasebl68,275 during the six mon
ended March 31, 2006. Cash of $5,264,281 was gedvby financing activities during the six montimled March 31, 2007 comparec
$239,246 cash provided during the six months eidarth 31, 2006. The increase in cash provided bgnicing activities is primarily tl
result of common stock issuances to raise camtaedd¢quiring W.K.C., Inc.

We require capital principally for constructionagquisition of new clubs, renovation of older cli investments in technology. We r
also utilize capital to repurchase our common stxckart of our share repurchase program.

On November 9, 2006, we entered into convertibleedeures with three shareholders for a principat i $600,000. The term is for t
years and the interest rate is 12% per annumheetection of the holders, the holders have tjiet @t any time to convert all or any port
of the principal or interest amount of the debegdgunto shares of our common stock at a rate &$@ger share, which was higher than
closing price of our stock on November 9, 2006 Tebentures provide, absent shareholder appriatlthe number of shares of
common stock that may be issued by us or acquiyethd holders upon conversion of the debenture shaexceed 19.99% of the tc
number of issued and outstanding shares of our @omstock. The proceeds of the debentures were fgseithe acquisition of a 51
ownership interest of Playmates Gentlemen’s ClugLL

Subsequent to the end of the quarter, in April 2002 Company issued 675,000 shares of the Compasycommon stock fi
$5,345,000. The capital received from this finagcwhich was received prior to March 31, 2007swaed for the acquisition of W.K.
Inc., which owned and operated a club in Fort Woréxas.

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

On September 16, 2003, the Company was authorigeits hoard of directors to repurchase up to aniteadl $500,000 worth of o
common stock. No shares have been purchased tinsigtan.

We believe that the adult entertainment industgandard of treating entertainers as independentaxiots provides us with safe har

protection to preclude payroll tax assessment ffiar years. We have prepared plans that we belielgrotect our profitability in the eve
that sexually oriented business industry is reqliineall states to convert dancers who are nowgaddent contractors into employees.
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The sexually oriented business industry is higlugnpetitive with respect to price, service and lmgtas well as the professionalism of
entertainment. Although management believes tleadne wellpositioned to compete successfully in the futurere can be no assurance
we will be able to maintain our high level of nameognition and prestige within the marketplace.

IMPACT OF INFLATION

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

SEASONALITY

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

GROWTH STRATEGY

We believe that our nightclub operations can camito grow organically and through careful entpimarkets and demographic segm
with high growth potential. Our growth strategy {8) to open new clubs after careful market redeafb) to acquire existing clubs
locations that are consistent with our growth armbine targets and which appear receptive to thealgslub formula we have developec
is the case with the acquisition of the New Yorkichnd clubs in Charlotte, South Houston, San Antand Austin, (c) to form joint ventur
or partnerships to reduce stag-and operating costs, with us contributing equitthe form of our brand name and management &spe(d
to develop new club concepts that are consistethit @uir management and marketing skills, and/otdecquire real estate in connection \
club operations, although some clubs may be ire:@semises.

During this fiscal year, we purchased a nightclpleration for $1,533,750. The acquisition was fuhtg the issuance of 125,000 share
our restricted common stock and $500,000 in c&hce the date of acquisition through March 31,72@Be nightclub had total revenue:
approximately $498,000 and a net loss of approxaipa351,000.

During fiscal 2006, we acquired three existing hifjib operations for a total cost of $3,865,00be3e acquisitions were funded prime
through indebtedness, $3,195,000, and cash, $8¥0f00r the six months ended March 31, 2007, thegktclub operations had to
revenues of approximately $1,395,000 and a netdbapproximately $493,000.

During fiscal 2005, we acquired two existing nighkc operations for a total cost of $8,775,000. sehacquisitions were funded prima
through indebtedness, $8,862,000, and issuancergkstricted common stock, $675,000. Part ofitdebtedness was used for renovatic
the nightclubs. During fiscal 2006, $1,925,000t# indebtedness was converted into 350,000 slodresr restricted common stock.
the six months ended March 31, 2007, these nightoherations had total revenues of approximate|9%4000, compared to approxima
$3,383,000 for the six months ended March 31, 2666, net income of approximately $1,395,000 fordixemonths ended March 31, 2(
compared to a net income of approximately $61,8r%He six months ended March 31, 2006.
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We continue to evaluate opportunities to acquine nghtclubs and anticipate acquiring new locatitret fit our business model as we
done in the past.

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

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

Subsequent Events

On April 23, 2007, we completed a transaction VittP Holdings, LLC, a Texas limited liability compga@and Brian Paul for the purchas¢
100% of the outstanding common stock of W.K.C., lftiee “Business”)which owns and operates an adult entertainmentreakaown a
New Orleans Nights“New Orleans Nights™)ocated in Fort Worth, Texas. Pursuant to the ISt®archase Agreement, we acquired
Business for a total cash purchase price of $40800, As part of the transaction, Brian Paul emtexdiveyear covenant not to compete v
us or the Business.

In addition, RCI Holdings, Inc., our wholly ownedbsidiary (“RCI"), entered into an Assignment of that certain ReahtEsbales Contre
between Thomas Felsenthal and Conrad Schuberth*$tlkers”) and W.K.C., Inc. for the purchase of the real propéocated at 71C
Calmont, Fort Worth, Texas 76116 (the “Real Proggnvhere New Orleans Nights is located for a totakhase price of $2,500,000 wh
consisted of $100,000 in cash and $2,400,000 payiabh six year Promissory Note to the Sellers twhidll accrue interest at the rate
7.25% for the first two years, 8.25% for years ¢haed four and 9.25% thereafter (the “PromissorteNo The Promissory Note is securec
a Deed of Trust and Security Agreement. FurthéZ®| Bntered into an Assignment and Assumption ofskeAgreement with Sellers
assume the lease agreement for the Real Propeetyntrred approximately $100,000 in transactiosteo/Ne intend to change the nam
the Business to Rick’s Cabaret. The terms anditiond of the transaction were the result of exitemarm’s length negotiations between
parties. The purchase was financed by the issuai&e5,000 shares of our restricted common stock5,345,500 in April 2007.

The following information summarizes the initialaaation of fair values assigned to the assetdiabdities at the acquisition date based «
preliminary valuation. Subsequent adjustments t@yrecorded upon the completion of the valuatiod #re final determination of tl
purchase price allocation.

Current assel $ 36,00(
Property and equipme 3,012,001
Non-compete agreeme 100,00
SOB licenses 4,352,001
Net assets acquire $ 7,500,00!

On May 4, 2007, we issued 26,437 shares of comnamk $0 a convertible debenture holder in lieu girancipal and interest payment
$125,576.
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On May 10, 2007, we entered into a Licensing Agresimvith Rick’s Buenos Aires Sociedad Anonima (‘&nsee”)a corporation organiz
under the laws of Argentina. We agreed to granéhsee a license for use and exploitation of thdomos, trademarks and service mark:
the operation of adult entertainment facilitieghe city of Buenos Aires, Argentina, and Latin Amar Pursuant to the agreement, Lice
agreed to pay us a royalty fee equal to 10% ofgregenues of Licensee’s business, net of any \alded tax.

ltem 3. Controls and Procedures

Eric S. Langan, our Chief Executive Officer and &hFinancial Officer, has concluded that our disale controls and procedures
appropriate and effective. He has evaluated theagols and procedures as of March 31, 2007. elhas been no change in our inte
control over financial reporting during the lastcfal quarter that has materially affected, or &somably likely to materially affect our inter
control over financial reporting.

PART Il OTHER INFORMATION
Item 1. L ega | Proceedings
SEXUALLY ORIENTED BUSINESS ORDINANCE OF HOUSTON, ™AS

In January 1997, the City Council of the City ofudton passed a comprehensive new Ordinance rewuldte location of and the cond
within Sexually Oriented Businesses (the “Ordinghc&he Ordinance established new minimum distancdsSaually Oriented Busines:
may be located from schools, churches, playgrowamdts other sexually oriented businesses. There werprovisions in the Ordinan
exempting previously permitted sexually orientedibasses from the effect of the new Ordinance.

The Ordinance provided that a business which wagedea renewal of its operating permit due to clesng distance requirements undel
Ordinance would be entitled to continue in operafior a period of time (the “Amortization Periodf)the owner were unable to recoup,
the effective date of the Ordinance, its investmanthe business that was incurred through the détine passage and approval of
Ordinance. Our nightclub in our south Houston fmrahas a valid temporary permit/license. Thewptr for our north Houston location &
our Bering Drive location have expired.

In May 1997, the City of Houston agreed to defeplementation of the Ordinance until the constitadility of the entire Ordinance w
decided by court trial. In February 1998, the Wstrict Court for the Southern District of Texd$puston Division, struck down certi
provisions of the Ordinance, including the prouwsimandating a 1,500 foot distance between a cldbsahools, churches and other sext
oriented businesses, leaving intact the provisiah® 750 foot distance as it existed prior to @rdinance. The City of Houston appealec
District Court’s rulings with the Fifth Circuit Couof Appeals.

In November 2003, a three judge panel from thenKifircuit Court of Appeals published their Opiniehich affirmed the Trial Cour$' ruling
regarding lighting levels, customer and dancer isdjman distances and licensing of dancers and.s@fe Court of Appeals, however, did
follow the Trial Courts ruling regarding the distance from which a clulyrbe located from a church or school. The CotiAppeals hel
that a distance measurement of 1,500 feet wouldpbeld upon a showing by the City of Houston tlsiclaims that there were alterna
sites available for relocating clubs could be satisated. The case was remanded for trial on the issuesedditernative sites.
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The trial commenced on December 4, 2006 and coadloth December 12, 2006. The Trial Court rendésejdidgment in favor of the Ci
of Houston on January 31, 2007. The Trial Coudnfb that the City of Houston met its burden tharehwere sufficient alternate si
available to relocate all of the existing businessel997. The Trial Court found the 1997 ordirmnonstitutional and enforceable. Pt
motions were heard and the relief sought, a staynagenforcement, was denied by the Trial CoAr.appeal to the Fifth Circuit Court
Appeals has been timely filed. Additionally, wevbhdiled on behalf of three of our club locatiomsHouston state court lawsuits seel
judicial review of the results of the amortizatiprocess contained within the Ordinance. This meagas abated in 1998 due to the pos
multiplicity of court actions. The final order e Trial Court resulted in the termination of thieatement and allowed the amortiza
process to continue as provided in the Ordinafde new lawsuits seeking review of the determimatitade by the amortization heat
officials in 1998 stops any enforcement action iy €ity of Houston for at least 60 days and itrisc@pated that further injunctive relief w
be sought in the state court cases should it becwoessary. In the event all efforts to stop amfiorent activity fail and the City of Hous!
elects to enforce the judgment, we, as well asyewtirer similarly situated sexually oriented busméocated within the incorporated are
Houston, Texas, will have to either cease providinde or semirude entertainment or develop alternate methodperfating. In such eve
we presently intend to clothe our entertainers maaner to eliminate the need for licenses andke such steps as to not be subject to
ordinance compliance. Approximately, 24.5% of olub operation 's revenues for the six months ended March 31, 20€¢ in Housto
Texas. The ruling could have a material advergemthon our operations, but it is unknown at tiset

Item 2. Unregistered Salesof Equity Securities and Use of Proceec

During our quarter ended March 31, 2007, in additio the transaction previously disclosed on Fork &e completed tt
following transactions in reliance upon exemptifmsn registration under the Securities Act of 1988,amended (the "Act") as provide:
Section 4(2) thereof. All certificates issued imuection with these transactions were endorsed avitbstrictive legend confirming that
securities could not be resold without registratioder the Act or an applicable exemption fromrégistration requirements of the Act. N
of the transactions involved a public offering, anglriting discounts or sales commissions. We belithat each person was a “qualified”
investor within the meaning of the Act and had ktemlge and experience in financial and businessensativhich allowed them to evalu
the merits and risks of our securities. Each peveas knowledgeable about our operations and fimacondition.

In March 2007, we issued 5,268 shares of commark $tr $25,024 interest owed to a convertible détnenholder.
Item 6. Exhibits.

Exhibit 31.1— Certification of Chief Executive Officer and Chiginancial Officer of Ricks Cabaret International, Inc. requirec
Rule 13a — 14(1) or Rule 15d — 14(a) of the SeiesriExchange Act of 1934, as adopted pursuant¢tdde302 of the Sarban&3xley Act of
2002.

Exhibit 32.1-- Certification of Chief Executive Officer and @fiFinancial Officer of Ricks Cabaret International, Inc. pursuar
Section 906 of the Sarbanes-Oxley Act of 2002 aexti®n 1350 of 18 U.S.C. 63.
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Pursuant to the requirements of the Securities &xgl Act of 1934, the registrant has duly causisdréport to be signed on its behalf by the
undersigned hereunto duly authorized.

RICK'S CABARET INTERNATIONAL, INC.

Date: May 14, 200 By :/s/ Eric S. Langa
Eric S. Langar
Chief Executive Officer, Chief Financial Officer énPrincipa
Financial Officer
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EXHIBIT 31.1

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

I, Eric S. Langan, Chief Executive Officer, Chigh&ncial Officer and Principal Financial Officer Bick’'s Cabaret Internation

Inc., certify that:

1.

2.

| have reviewed this quarterly report on Forn-QSB of Ricl's Cabaret International, In

Based on my knowledge, this report does not corgainuntrue statement of a material fact or om#ttde a material fact necess
to make the statements made, in light of the cistances under which such statements were madmislegding with respect to t
period covered by this repo

Based on my knowledge, the financial statements,atimer financial information included in this repdairly present in all materi
respects the financial condition, results of operat and cash flows of the small business issuef,eend for, the periods preser
in this report;

As Chief Executive Officer and Chief Financial @#r, | am responsible for establishing and maiimgirdisclosure controls a
procedures (as defined in Exchange Act Rule-15(e) and 15-15(e)) for the small business issuer and h

(a) Designed such disclosure controls and procsdurecaused such disclosure controls and procedarbe designed under
supervision, to ensure that material informatioiatineg to the small business issuer, includingcitesolidated subsidiaries, is m
known to us by others within those entities, pattdy during the period in which this report isifige prepared,;

(b) Designed such internal control over financigbarting, or caused such internal control overrfaial reporting to be design
under my supervision, to provide reasonable assareggarding the reliability of financial reportiagd the preparation of financ
statements for external purposes in accordancegeitlerally accepted accounting principles;

(c) Evaluated the effectiveness of the small bissinissuer's disclosure controls and procedurespegskbnted in this report ¢
conclusions about the effectiveness of the discsontrols and procedures, as of the end of thegeovered by this report bas
on such evaluation; and

(d) Disclosed in this report any change in the simasiness issuer's internal control over finanoéglorting that occurred during
small business issuer's most recent fiscal yearhha materially affected, or is reasonably likedymaterially affect, the sm:
business issuer's internal control over finan@gbrting; and

| have disclosed, based on my most recent evaluatfointernal control over financial reporting, the small business issut
independent registered public accounting firm amsl dudit committee of the small business issuesdof directors (or persc
performing the equivalent function:

(@) All significant deficiencies and material weakses in the design or operation of internal comiver financial reporting whic
are reasonably likely to adversely affect the snmaliness issuer's ability to record, process, samam and report financi
information; and

(b) Any fraud, whether or not material, that innedvmanagement or other employees who have a sigmifiole in the small busine
issuer's internal control over financial reporting.

Date: May 14, 200 By: /s/ Eric S. Langa

Eric S. Langar
Chief Executive Officer, Chief Financial Officer @nPrincipa
Financial Officer




EXHIBIT 32.1

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

In connection with the quarterly report of Rick’'aléaret International, Inc. (the "Company") on FA®QSB for the quarter ended March
2007 as filed with the Securities and Exchange C@sion on the date hereof (the "Report"), |, Erid.8ngan Chief Executive Officer, Chit
Financial Officer and Principal Financial Officertbe Company, certify, pursuant to 18 U.S.C. §13&0adopted pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with thejuérements of Section 13(a) or 15(d) of the SeimsriExchange Act of 1934; and

(2 The information contained in the Repfirly presents, in all material respects, tliramcial condition and results
operations of the Company.

Date: May 14, 200 By: /s/ Eric S. Langa
Eric S. Langar
Chief Executive Officer, Chief Financial Officer énPrincipa
Financial Officer




