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

FORM 10-Q
Xl QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the quarterly period ended June 30, 2014
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
Commission File Number: 001-13992

RCI HOSPITALITY HOLDINGS, INC.
(Exact name of registrant as specified in its arart

RICK'S CABARET INTERNATIONAL, INC.
(Former name of registrant)

Texas 76-045822¢
(State or other jurisdiction « (I.LR.S. Employer Identification No
incorporation or organizatioi

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

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

Indicate by check mark whether the registrant €l filed all reports required to be filed by Sewti8 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for sstobrter period that the registrant was requirdilésuch reports), and (2) has been subjec
to such filing requirements for the past 90 dayssX¥] No I

Indicate by check mark whether the registrant lsstted electronically and posted on its corpo¥ab site, if any, every Interactive Data
File required to be submitted and posted pursuaRile 405 of Regulation S-T (§232.405 of this ¢bgpduring the preceding 12 months (or
for such shorter period that the registrant wasired to submit and post such files). Y& No O

Indicate by check mark whether the registrantlerge accelerated filer, an accelerated filer, m-accelerated filer, or a smaller reporting
company.

Large accelerated filérl Accelerated filefx] Non-accelerated filetl Smaller reporting compariyi

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

As of July 31, 2014, 10,138,777 shares of the tegits Common Stock were outstanding.




NOTE ABOUT FORWARD-LOOKING STATEMENTS

This Quarterly Report on Form 10-Q contains forwimaking statements within the meaning of the Pev@aécurities Litigation Reform Act
1995. These statements include, among other thatgements regarding plans, objectives, goalstesfies, future events or performance
underlying assumptions and other statements, waiehother than statements of historical facts. Bodwooking statements may app
throughout this report, including without limitatipin Part |, Item 2 “ManagemestDiscussion and Analysis of Financial Conditiod &esult
of Operations.” Forward-looking statements gengrain be identified by words such as “anticipatébglieves,” “estimates,” “expects,”
“intends,” “plans,” “predicts,” “projects,” “will ,” “will continue,” “will likely result,” and simiar expressions. These forwdmbking
statements are based on current expectations anchpsons that are subject to risks and uncer&gintvhich could cause our actual resul
differ materially from those reflected in the fomdidooking statements. Factors that could cause atriboite to such differences include,
are not limited to, those discussed in this Quirteeport on Form 1@ and those discussed in other documents we file thvé Securities al
Exchange Commission (“SECImportant factors that in our view could cause matadverse affects on our financial condition aesults @
operations include, but are not limited to, th&siand uncertainties related to our future openatiand financial results, competitive fact
the timing of the openings of other clubs, the klity of acceptable financing to fund corpora&epansion efforts, owlependence on k
personnel, the ability to manage operations anduhee operational strength of management, andaWws governing the operation of ac
entertainment businesses. We undertake no obligadicevise or publicly release the results of eewision to any forwardeoking statement
except as required by law. Given these risks arcbiainties, readers are cautioned not to placeiaimdliance on such forwatdeking
statements.

As used herein, the “Company,” “we,” “our,” and damn terms include RCI Hospitality Holdings, In&zqrmerly Ricks Cabaret Internation
Inc.) and its subsidiaries, unless the contexiciagis otherwise.
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PART |

Item 1. Financial Statements.

RCI HOSPITALITY HOLDINGS, INC.

FINANCIAL INFORMATION

(Formerly RICK'S CABARET INTERNATIONAL, INC.) AND §BSIDIARIES

CONSOLIDATED BALANCE SHEETS

ASSETS

(in thousands, except per share data)

Assets
Current asset:
Cash and cash equivalel
Accounts receivable
Trade, ne
Other, ne
Marketable securitie
Inventories
Assets held for sal
Deferred tax assi
Prepaid expenses and other current a:
Total current asse

Property and equipment, r

Other assets

Goodwill

Other indefinite lived intangible
Definite lived intangible!

Other

Total other asse

Total asset

See accompanying notes to consolidated financssients.

June 30, September
2014 30, 2013

(UNAUDITED)

$ 11,10 $ 10,63¢

1,501 1,38:

741 32¢

58€ 55¢

1,797 1,47

3,177 -

5,32t 4,61¢

2,89t 1,66¢

27,12« 20,66

112,69 98,62¢

43,98’ 43,98’

55,23: 54,96¢

811 1,06t

3,85¢ 3,79:

103,88t 103,81(

$ 243,70¢ $ 223,10(




RCI HOSPITALITY HOLDINGS, INC.
(Formerly RICK'S CABARET INTERNATIONAL, INC.) AND §BSIDIARIES
CONSOLIDATED BALANCE SHEETS

LIABILITIES AND STOCKHOLDERS’ EQUITY

June 30, September 30
(in thousands, except per share data) 2014 2013
(UNAUDITED)

Liabilities and Stockholders' Equity
Current liabilities:
Accounts payabl $ 1,488 $ 1,81¢
Accrued liabilities 7,35¢ 5,23:
Texas patron tax liabilit 15,40¢ 13,03t
Current portion of lon-term debt 13,07¢ 8,83(
Total current liabilities 37,32: 28,91
Deferred tax liability 26,88 26,35«
Other lon¢-term liabilities 1,03¢ 95¢€
Long-term debi 69,30 69,76:
Total liabilities 134,54¢ 125,98!
Commitments and contingenci
PERMANENT STOCKHOLDERS' EQUITY
Preferred stock, $.10 par, 1,000 shares authorimatt issued and outstand - -
Common stock, $.01 par, 20,000 shares authoriZ&88% and 9,504 shares issued and outstanding,

respectively 101 9t
Additional paic-in capital 66,907 61,50¢
Accumulated other comprehensive | 81 5C
Retained earning 38,94¢ 32,13(
Total RCIF's permanent stockhold’ equity 106,03! 93,78:
Noncontrolling interest 3,12¢ 3,33¢
Total permanent stockhold’ equity 109,16( 97,11t
Total liabilities and stockholde’ equity $ 243,70¢ $ 223,10

See accompanying notes to consolidated financisients.




RCI HOSPITALITY HOLDINGS, INC.

(Formerly RICK'S CABARET INTERNATIONAL, INC.) AND §BSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME

(in thousands, except per share date

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

Total revenue:

Operating expense

Cost of goods sol

Salaries and wagt

Stock compensatia

Other general and administrati
Taxes and permit
Charge card fee
Rent
Legal and profession:
Advertising and marketin
Insurance
Utilities
Depreciation and amortizatic
Loss on sale of proper
Settlement of lawsuits and other -time costs
Other
Total operating expenses

Operating incom:

Other income (expense

Interest incomt

Interest expens

Gain on change in fair value of derivative instruntse
Income before income tax
Income taxes
Net income
Less: net (income) loss attributable to noncoritrgllinterests
Net income attributable to RCI Hospitality Holdindsc.

Basic earnings per share attributable to K's shareholder:
Net income

Diluted earnings per share attributable to R's shareholder:
Net income

Weighted average number of common shares odisig
Basic
Diluted

FOR THE THREE MONTHS
ENDED JUNE 30,

FOR THE NINE MONTHS

ENDED JUNE 30,

2014 2013 2014 2013
(UNAUDITED) (UNAUDITED)
$ 13,62¢ $ 11,10¢ 38,30( $ 32,55
4,07¢ 3,28¢ 11,47¢ 8,74¢
14,03 12,38: 41,11 38,08¢
1,60¢ 1,53: 4,74¢ 4,79(
33,34 28,30¢ 95,63 84,17
4,29¢ 3,68( 12,08: 10,56
7,21¢ 6,41¢ 20,65( 18,60(
2 282 15€ 84t
5,15( 4,30: 14,70; 13,06¢
47¢ 40¢ 1,35¢ 1,12¢
1,31¢ 84¢€ 3,69¢ 2,19¢
1,20¢ 797 2,42( 2,451
1,42( 1,187 4,111 3,45:
1,01¢ 572 2,78¢ 1,64z
65C 522 1,891 1,56¢
1,53z 1,341 4,43¢ 3,987
334 - 24¢ -
3,23¢ 16C 3,50: 16C
2,60z 2,33¢ 7,62 6,97¢
30,45 22 84 79,67 66,63
2,89: 5,46( 15,96: 17,54t
- 2 112 6
(2,060) (1,869) (5,99 (5,279
- 1 - 2
83z 3,591 10,08: 12,27¢
202 1,34¢ 3,44¢ 4,53
62¢ 2,24¢ 6,63 7,74¢
62 (53) 182 (159)
$ 691 $ 2,19t 6,81¢ $ 7,587
$ 007 $ 0.2¢ 0.7¢C $ 0.8(
$ 007 $ 0.2¢ 06¢ $ 0.7¢
9,88: 9,47¢ 9,69t 9,52z
9,96¢ 9,64 9,92: 9,871

See accompanying notes to consolidated financ#tistents.




RCI HOSPITALITY HOLDINGS, INC.
(Formerly RICK'S CABARET INTERNATIONAL, INC.) AND §BSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

FOR THE THREE MONTHS FOR THE NINE MONTHS
(in thousands, except per share date ENDED JUNE 30, ENDED JUNE 30,
2014 2013 2014 2013
(UNAUDITED) (UNAUDITED)

Net income $ 62 $ 2,248 $ 6,637 $ 7,74¢
Other comprehensive incorr

Unrealized holding gain (loss) on securities avdddor sale 13 (10) 31 (13)
Comprehensive incorr 642 2,23¢ 6,66¢ 7,73:
Less: net (income) loss attributable to noncoritrglinterests 62 (53) 182 (159
Comprehensive income to common stockholders $ 704 $ 2,18t $ 6,847 $ 7,57¢




RCI HOSPITALITY HOLDINGS, INC.

(Formerly RICK'S CABARET INTERNATIONAL, INC.) AND §BSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands, except per share date

CASH FLOWS FROM OPERATING ACTIVITIES
Net income

Adjustments to reconcile net income to cash praVicle operating activities

Depreciation and amortizatic

Deferred taxe

Amortization of note discour

Gain on change in fair value of derivative instrums

Deferred rent:

Stock compensation exper

Loss on sale of asse

Changes in operating assets and liabilit
Accounts receivabl
Inventories
Prepaid expenses and other as
Accounts payable and accrued liabilities

Cash provided by operating activiti

CASH FLOWS FROM INVESTING ACTIVITIES
Additions to property and equipme

Proceeds from sale of marketable secur

Proceeds from sale of ass

Acquisition of development rights in New York buiid
Acquisition of businesses, net of cash acquired

Net cash used by investing activit

CASH FLOWS FROM FINANCING ACTIVITIES
Purchase of put options and payments on derivatsteument
Payments on lor-term debt

Proceeds from lor-term debt

Exercise of stock optior

Purchase of treasury sto

Distribution to minority interests

Cash provided by (used in) financing activities

NET INCREASE IN CASF
CASH AT BEGINNING OF PERIOD
CASH AT END OF PERIOD

CASH PAID DURING PERIOD FOR
Interest

Income taxes

See accompanying notes to consolidated financsgistents.

FOR THE NINE MONTHS

ENDED JUNE 30,

2014 2013
(UNAUDITED)
$ 6,63 $ 7,74¢
4,43¢ 3,98¢
22F (109
65 142
- (2
(17) (42)
15€ 84t
24¢ -
(532) (319
(324) (208)
(1,286) (3,496)
4,19: 5,59:
13,79¢ 14,14¢
(11,82:) (5,497)
- 50C
227 s
(5,325) -
(500) (3,645)
(17,422 (8,647)
: (139
(5,899 (7,219
7,02t 7,00(
3,12¢ -
- (1,479)
(162) (162)
4,00 (1,999
464 3,50¢
10,63¢ 5,52:
$ 11,10. $ 9,02¢
$ 561 $ 4,75:
$ 255 $ 3,38¢




Non-cash transactions:

During the nine months ended June 30, 2014, thep@agnincurred $4.9 million in seller-financed loteym debt in connection with t
acquisition of real estate and an aircraft.

During the nine months ended June 30, 2014, thep@ognconverted debt principal and interest value$al million into 211,443 comm:
shares.

During the nine months ended June 30, 2013, thep@aynpurchased and retired 176,255 common treafianes. The cost of these shares
$1,478,482.

During the nine months ended June 30, 2013, thep@agnincurred $13.6 million in debt in connectioithathe purchase of real estate
other assets.

During the nine months ended June 30, 2013, thep@agnissued warrants valued at $38,256 in conneetith the issuance of debt.

See accompanying notes to consolidated financsistents.




RCI HOSPITALITY HOLDINGS, INC. (Formerly RICK'S
CABARET INTERNATIONAL, INC.) AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

JUNE 30, 2014
(UNAUDITED)

1. BASIS OF PRESENTATION AND NAME CHANGE

The accompanying unaudited consolidated finantséments have been prepared in accordance withuaticg principles generally accep
in the United States of America for interim finagdnformation and with the instructions to FormQ®f Regulation S¢. They do not incluc
all information and footnotes required by accountprinciples generally accepted in the United Staie America for complete financ
statements. However, except as disclosed herairg thas been no material change in the informatieciosed in the notes to the consolid
financial statements for the year ended Septembe2@®L3 included in the Company's Annual ReporForm 10K, as filed with the Securiti
and Exchange Commission. The interim unauditechfired statements should be read in conjunction thitise financial statements include
the Form 10K. In the opinion of management, all adjustmentssatered necessary for a fair presentation, cangisblely of normal recurrir
adjustments, have been made. Operating resultedarine months ended June 30, 2014 are not neitggsdicative of the results that may
expected for the year ending September 30, 2014.

At the Companys Annual Meeting of Stockholders on August 6, 2Gtdckholders approved changing its name to RCipialgty Holdings
Inc. (“RCIH").

2. RECENT ACCOUNTING STANDARDS AND PRONOUNCEMENTS

The FASB has issued Accounting Standards Updat&]A®. 2014-08Presentation of Financial Statements (Topic 205) Broperty, Plan
and Equipment (Topic 360): Reporting Discontinugzkfations and Disclosures of Disposals of Companehan Entity. The amendments
the ASU change the criteria for reporting discoméid operations while enhancing disclosures ingtes. It also addresses sources of conf
and inconsistent application related to financegarting of discontinued operations guidance in.GBAP. Under the new guidance, o
disposals representing a strategic shift in opamatshould be presented as discontinued operafitise strategic shifts should have a n
effect on the organizatios’'operations and financial results. Examples ireladlisposal of a major geographic area, a majerdf business,
a major equity method investment. In addition, nleev guidance requires expanded disclosures absetrtinued operations that will prov
financial statement users with more informationwdtibe assets, liabilities, income, and expenseisabntinued operations. The new guid:
also requires disclosure of the pgee- income attributable to a disposal of a sigaific part of an organization that does not qualdy
discontinued operations reporting. This disclosuii provide users with information about the onggitrends in a reporting organizatien’
results from continuing operations. The amendmientse ASU are effective in the first quarter ofl30for public organizations with calen
year ends. Early adoption is permitted. The Compwas/adopted this guidance beginning with the guarided March 31, 201

In May 2014, the FASB issued Accounting Standargddte (“ASU”) No. 2014-09Revenue from Contracts with Customers (Topic 60k
guidance in this update supersedes the revenugniion requirements in Topic 60Revenue Recognitiariynder the new guidance, an er
should recognize revenue to depict the transf@raiised goods or services to customers in an antbanreflects the consideration to wt
the entity expects to be entitled in exchangetiosé goods or services. The amendments in ASU OMel-29 are effective for annual report
periods beginning after December 15, 2016, inclgdimierim periods within that reporting period. Baapplication is not permitted. We
currently evaluating the impact of adopting thedgmice on our financial statements.




RCI HOSPITALITY HOLDINGS, INC. (Formerly RICK'S
CABARET INTERNATIONAL, INC.) AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

JUNE 30, 2014
(UNAUDITED)

3. SIGNIFICANT ACCOUNTING POLICIES
Following are certain remarkable accounting pritesgand disclosures.

Marketable Securities

Marketable securities at June 30, 2014 consisbonfifunds. ASC 320nvestments in Debt and Equity Securitiesquires certain investme
be recorded at fair value or amortized cost. Ther@priate classification of the investments in negable equity is determined at the tim:
purchase and re-evaluated at each balance shee®dadf June 30, 2014, the Company’s marketatdergies were classified as available-for
sale, which are carried at fair value, with unraadi gains and losses reported as other compreleinsiome within the stockholdersguity
section of the accompanying consolidated balaneetshThe cost of marketable securities sold isradghed on a specific identification ba
The fair value of marketable securities is basedjooted market prices based on Level 1 inputgjgeted prices (unadjusted) for ident
assets or liabilities in active markets.

There have been no realized gains or losses relatadrketable securities for the nine month periedded June 30, 2014 or 2013. Marke
securities held at June 30, 2014 have a cost bhajgproximately $505,000.

Fair Value Accounting

ASC 820 clarifies the definition of fair value, deibbes methods used to appropriately measure &irey and expands fair value disclo:
requirements, but does not change existing guidasd¢e whether or not an instrument is carrieciatalue.

US GAAP establishes a three-tier fair value hidrgrevhich prioritizes the inputs used in the valiatmethodologies in measuring fair value:

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

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

The Company classifies its marketable securitieavalable-forsale, which are reported at fair value. Unrealigaths and losses, net of
related income tax effect, if any, on availabled$aie securities are included in comprehensive imcand are reported as accumulated
comprehensive income in stockholders’ equity. Redligains and losses from securities classifiesvagable forsale are included in incon
The Company measures the fair value of its marketsécurities based on quoted prices for idensealrities in active markets, or Leve
inputs. As of June 30, 2014, available-for-salaigées consisted of the following:

Gross
(in thousands Cost Unrealized Fair
Available for Sale Basis Gains Value
Tax-Advantaged Bond Fund $ 50t $ 81 $ 58€




RCI HOSPITALITY HOLDINGS, INC. (Formerly RICK'S
CABARET INTERNATIONAL, INC.) AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

JUNE 30, 2014
(UNAUDITED)

3. SIGNIFICANT ACCOUNTING POLICIES - continued

In accordance with ASC Topic 32Bhwvestments — Debt and Equity Securitigdee Company reviews its marketable securitiedet@rmini
whether a decline in fair value of a security beltw cost basis is other than temporary. Shouldiéttdine be considered other than tempo
the Company writes down the cost basis of the #gcand include the loss in current earnings asospfd to an unrealized loss
comprehensive income. No losses for other than deanp impairments in the Compasymarketable securities portfolio were recogr
during the quarter ended June 30, 2014.

Financial assets and liabilities measured atvaine on a recurring basis are summarized below:

(in thousands Carrying
June 30, 201 Amount Level 1 Level 2 Level 3
Marketable securitie $ 58¢ $ 58¢ $ - 9 -
(in thousands Carrying
September 30, 201 Amount Level 1 Level 2 Level 3
Marketable securitie $ 55t $ 55t $ - $ =

Discontinued Operations

In prior consolidated financial statements, the @any has disclosed certain discontinued operatiarightclubs that the Company has clc
or sold. Those discontinued operations have nowrbhedmmaterial; therefore, the Company has elineithdhe disclosure in the accompan
consolidated financial statements.

Reclassifications

Certain prior year amounts have been reclassifiesbbhform to the current year presentation.
4. STOCK OPTIONS AND STOCK-BASED EMPLOYEE COMPENSAT ION

Employee and Director Stock Option Plans

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

The compensation costs recognized for the threetmmoended June 30, 2014 and 2013 were $2,922 a8t A5, respectively, and w
$156,449 and $845,325 for the nine months thenderméspectively. There were 269,665 and 369,66&kstption exercises aggregating 4
million and $3.1 million, respectively, during thieee and nine months ended June 30, 2014. Therneestock option exercises for the ti
and nine months ended June 30, 2013. There westok option grants for the three and nine montited June 30, 2014.




RCI HOSPITALITY HOLDINGS, INC. (Formerly RICK'S
CABARET INTERNATIONAL, INC.) AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

JUNE 30, 2014
(UNAUDITED)

4. STOCK OPTIONS AND STOCK-BASED EMPLOYEE COMPENSAT ION - continued
Stock Option Activity

The following is a summary of all stock option tsantions for the nine months ended June 30, 2014

Weighted
Average
Remaining
Weighted Contractual Aggregate
(in thousands, except for per share Average Term Intrinsic
and year informatior Shares Exercise Prict (years) Value
Outstanding as of September 30, 2 765 $ 8.41
Granted - -
Cancelled or expire (22 8.54
Exercised (370 8.4F
Outstanding as of June 30, 2014 37 $ 8.3¢ 0.1¢ $ 69C
Options exercisable as of June 30, 2014 37t % 8.3¢€ 0.1€ $ 69C
The 362,835 options exercisable as of June 30, 2Rfted on July 2, 2014.
5. GOODWILL AND OTHER INTANGIBLES
Following are the changes in the carrying amouhtpodwill and licenses for the nine months endateJ30, 2014 and 2013:
(in thousands 2014 2013
Licenses Goodwill Licenses Goodwill
Beginning balanc $ 54,96¢ $ 4398 $ 50,60¢ $ 43,42:
Intangibles acquire - - 4,35¢ 997
Other 26E - - (431)
Ending balance $ 55,23. $ 43,98 $ 54,96¢ $ 43,98:

6. LONG-TERM DEBT

On October 15, 2013, the Company sold to certairstors (i) 9% Convertible Debentures with an aggte principal amount of $4,525,(
(the “Debentures”)under the terms and conditions set forth in theddélres, and (ii) warrants to purchase a total)400 shares of tl
Company’s common stock (the “Warrantgihder the terms and conditions set forth in therdrdas. Each of the Debentures has a term of
years, is convertible into shares of our commonksat a conversion price of $12.50 per share (stibjeadjustment), and has an annual int
rate of 9%, with one initial payment of interestiyodue April 15, 2014. Thereafter, the principal amt is payable in 10 equal quartt
principal payments, which amounts to a total of 880, plus accrued and unpaid interest. Six moaffes the issue date of the Debentt
we have the right to redeem the Debentures if tbm@anys common stock has a closing price of $16.25 (stilife adjustment) for 2
consecutive trading days. The Warrants have arcseeprice of $12.50 per share (subject to adjustyand expire on October 15, 2016. In
event there is an effective registration statemegistering the shares of common stock underlyirggWarrants, we have the right to req

exercise of the Warrants if our common stock helesing price of $16.25 (subject to adjustment)

10




RCI HOSPITALITY HOLDINGS, INC. (Formerly RICK'S
CABARET INTERNATIONAL, INC.) AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

JUNE 30, 2014
(UNAUDITED)

6. LONG-TERM DEBT - continued

for 20 consecutive trading days. The Company sbkl Debentures and Warrants to the investors iniatpr transaction and recei\
consideration of $4,525,000. An adviser to the Camypreceived compensation in the amount of $271iB0fbnnection with advising t
Company regarding the sale of the Debentures ardaa.

The fair value of the warrants was estimated t&b@5,318 in accordance with FASB ASC 8£@jr Value Measurementsusing a Black-
Scholes option-pricing model using the followingigiged average assumptions:

Volatility 28.2%
Expected life 1.5 year
Expected dividend yiel -
Risk free rate 3%%

The cost of the warrants has been recognized ssautht on the related debt and was amortized tweelife of the debt.

In October 2013 the Company borrowed $ 2.5 milimm an individual. The note is collateralized bgerond lien on the CompasyMiam|
nightclub, bears interest at 13% and interest @npayable monthly until the principal matures ér8onths.

In December 2013 the Company purchased an aifora®4.3 million which was partially financed by$&.6 million note to a bank. The noti
payable $40,654 monthly, including interest at %odntil February 2017 when the entire principabibak becomes due.

In May 2014, the Company acquired certain reaftestaHouston, Texas for the purpose of constrgctirtorporate headquarters building.
cost of the land was $707,000 and was partiallgrfged with a $531,000 note, payable $18,151 patauantil May 2019, including interest
6.5%.

In October 2013, the Company acquired certain estdte in Beaumont, Texas. The cost of the propeay $850,000 and was partii
financed with a $700,000 note, payable $10,565npanth until October 2020. This property is now undentract for sale and is a portior
the assets held for sale in the accompanying cilaget! balance sheet.

7. COMMON STOCK

During the nine months ended June 30, 2013, thep@aynpurchased and retired 176,255 common treafianes. The cost of these shares
$1,478,482. These shares have been retired.

During the nine months ended June 30, 2014, thep@agnconverted debt principal and interest value®al million into 211,443 comm:
shares.

8. EARNINGS PER SHARE (“EPS")

The Company computes earnings per share in acamrdaith FASB ASC 260Earnings Per Share ASC 260 provides for the calculatior
basic and diluted earnings per share. Basic easrpeg share includes no dilution and is computediibiging income available to comm
stockholders by the weighted average number of comahares outstanding for the period. Diluted easiper share reflect the poter
dilution of securities that could share in the @aga of the Company.

Potential common stock shares consist of shareéarthg arise from outstanding dilutive common steckrants and options (the numbe

which is computed using the “treasury stock methadid from outstanding convertible debentures (thmber of which is computed using
“if converted method”).
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RCI HOSPITALITY HOLDINGS, INC. (Formerly RICK'S
CABARET INTERNATIONAL, INC.) AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

JUNE 30, 2014
(UNAUDITED)

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

debentures were converted into common stock tleat $hared in the Compasygarnings (as adjusted for interest expense thalchwno longe
occur if the debentures were converted).

FOR THE QUARTEF FOR THE NINE MONTHS
ENDED JUNE 30 ENDED JUNE 30
2014 2013 2014 2013
Basic earnings per shal
Net income attributable to RCIH's shareholc $ 691 $ 2,19t $ 6,81¢ $ 7,587
Average number of common shares outstanding 9,88:¢ 9,47¢ 9,69¢ 9,52¢
Basic earnings per share - net income attributabliRCIH's
shareholders $ 007 $ 0.2 % 0.7C $ 0.8(
Diluted earnings per shar
Net income attributable to RCIH's shareholc $ 691 $ 2,19t % 6,81¢ $ 7,58
Adustment. to net earnings from assumed converHioebentures
Q) - 23 6C 221
Adjusted net income attributable to RCIH's shareérd $ 691 $ 2,21¢  $ 6,87¢ $ 7.80¢
Average number of common shares outstanc
Common shares outstandi 9,88: 9,47¢ 9,69 9,52:
Potential dilutive shares resulting from exercivarrants and
options (2) 85 22 96 22
Potential dilutive shares resulting from conversidulebentures (3 - 14¢€ 131 32€
Total average number of common shares outstandied for
dilution 9,96¢ 9,64 9,92: 9,871
Diluted earnings per share - net income attrib@tahRCIH's
shareholders $ 0.07 $ 0.2 $ 0.6¢ $ 0.7¢

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

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

(3) Convertible debentures (principal and accrugdrest) outstanding at June 30, 2014 and 2018nipt$10.5 million and $5.3 milliol
respectively, were convertible into common stoclagirice of $10.00 to $12.50 per share in 2014 $t@I00 to $10.25 per share in 2(
Potential dilutive shares amounting to $1.5 millard $1.4 million for the three and nine month easiended June 30, 2014, respectively,
been excluded from earnings per share due to kaitiglilutive. Potential dilutive shares of 375,000 amedo for each of the three and r
month periods ended June 30, 2013, have been edfuam earnings per share due to being anti-gauti

* EPS may not foot due to rounding.
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RCI HOSPITALITY HOLDINGS, INC. (Formerly RICK'S
CABARET INTERNATIONAL, INC.) AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

JUNE 30, 2014
(UNAUDITED)

9. ACQUISITIONS

Quarter Ended December 31, 2013

In October 2013, the Company purchased 49 perdentorporation that operates the Dallas club “PAlainum” and also acquired the
building and personal property. Total cost of tlemsaction was $500,000. This subsidiary is bemsalidated in the Company’s consolidated
financial statements, effective as of the datéefgurchase.

The following information summarizes the allocatmfifair values assigned to the assets at the paectate.

Buildings and lant $ 35C
Property and equipme 2C
SOB license 26&
Minority interest (135)
Net asset $ 50(

2013

In connection with the acquisition of the Fosteuld, as explained in Note M in the Company’s FoflskK1for the year ended September
2012, the Company’s wholly owned subsidiary, Jagudoldings, Inc. (“JHI"), entered into a Commerci@bntract (the Real Estat
Agreement”) which agreement provided for JHI to purchase tla¢ estate where the Foster Clubs are located.r@hedctions contemplated
the Real Estate Agreement closed on October 1&.21e purchase price of the real estate was $hilibn (discounted to $9.6 million

explained below) and was paid with $350,000 in c&8hl million in mortgage notes, including theltamption of approximately $4.2 million
notes, and an agreement to make atone-payment of $650,000 in twelve years that bearénterest. The note bears interest at the rf
9.5%, is payable in 143 equal monthly installmemtd is secured by the real estate properties. Tmep@ny has recorded a debt discoul
$431,252 related to the omiene payment of $650,000. The Company reduced pusly recognized goodwill because the purchasene
Foster Clubs operations and the real estate wergideEred to be one purchase transaction with nheltlosings and were included in the s.
purchase agreement.

The following information summarizes the allocatwfifair values assigned to the assets at the psectate.

Buildings and lan $ 10,06¢
Goodwill (431
Net asset $ 9,63¢

On March 4, 2013, the Company completed the adeqnsdf a second adult business in midtown Mankaftdae Company then opened a

gentlemen's club at the 61 West®3treet location, just east of Sixth Avenue. The @any paid $3 million for the business, with $1.5liom
paid in cash and the remaining $1.5 million in gétcent promissory notes convertible into shareSahpany common stock. The notes
for monthly payments of $16,653, including prindipad interest, and mature in 120 months. At théoapof the noteholders, the princi
amount of the notes and the accrued but unpaidestt¢hereon may be converted into shares of thepaays common stock at $10.25

share. The notes are redeemable by the Compamy dihze if the closing price of its common stock &9 consecutive trading days is at |
$13.47 per share.

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

Noncompete $ 15C
Goodwill 997
SOB license! 2,85(
Deferred taxes (999
Net asset $ 3,00(
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RCI HOSPITALITY HOLDINGS, INC. (Formerly RICK'S
CABARET INTERNATIONAL, INC.) AND SUBSIDIARIES
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JUNE 30, 2014
(UNAUDITED)

9. ACQUISITIONS - continued

The Company incurred approximately $34,000 in legadts associated with the acquisition, which aduded in legal and professio
expense in the accompanying consolidated stateofi@mtome.

Goodwill in the acquisition represents the offgetite deferred tax liability recorded as a restithe difference in the basis of the net assel
tax and financial purposes. The goodwill is noduktible for income tax purposes. The resultspdrations of this company are include
the Company’s consolidated results of operationsesMarch 5, 2012. This acquisition was made tth&rrthe Companyg’ growth objective «
acquiring nightclubs that will quickly contribute the Company earnings per share. Proforma results of op@stiave not been provided
the amounts were not deemed material to the calaeli financial statements.

On May 29, 2013, our wholly owned subsidiary, R@tdftainment (Delamo), Inc., completed the acqoisibf the remaining 50 % of 19
Delamo, LLC, which owns a new adult cabaret in Bogjeles County, California. We issued 100,000 retetl shares of our common stoc
an individual in consideration for outstanding memship interests of 1957 Delamo, LLC. These shame valued at $863,000. The Comf
had previously paid $600,000 in cash for the ihB&% investment.

The following information summarizes the allocatmifair values assigned to the assets at the paectiate. (in thousands)

Furniture and equipme $ 20C
SOB licenses 1,26:
Net asset $ 1,467

The Company incurred approximately $7,000 in legsits associated with the acquisition, which ackugted in legal and professional expe
in the accompanying consolidated statement of ircom

10. INCOME TAXES
Income tax expense on continuing operations forpdsgods presented differs from the “expectéetieral income tax expense computes

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

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

2014 2013 2014 2013
Computed expected tax expel $ 28: % 1,221 $ 342¢ $ 4,17¢
State income taxe 76 72 181 11C
Stock option disqualifying dispositiol
and other permanent differences (15€) 50 (167) 24¢
Total income tax expense $ 20 % 1,342 $ 3,44¢ $ 4,53

Included in the Compang’deferred tax liabilities at June 30, 2014 is agijpnately $17.2 million representing the tax effe€indefinite livec
intangible assets from club acquisitions which @we deductible for tax purposes. These deferredigdiities will remain in the Company’
balance sheet until the related clubs are sold.
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11. COMMITMENTS AND CONTINGENCIES
Legal Matters

Beginning January 1, 2008, the Companyexas clubs became subject to a new state laviriregjeach club to collect and pay a $5 surch
for every club visitor. A lawsuit was filed by tHEexas Entertainment Association (“TEAQn organization to which the Company
member, alleging the fee amounts to be an uncatistiel tax. On March 28, 2008, a State Distriou@ Judge in Travis County, Texas rt
that the new state law violates the First Amendnterihe United States Constitution and is therefovalid. The judges order enjoined tl
State from collecting or assessing the tax. TteStppealed the Couwtruling. In Texas, when cities or the State gietice of appeal,
supersedes and suspends the judgment, includinmjirection. Therefore, the judgment of the DisttrCourt cannot be enforced until
appeals are completed. Given the suspension gltiggnent, the State gave notice of its right teod the tax pending the outcome ol
appeal but took no affirmative action to enforcatttight. On June 5, 2009, the Court of Appeatsttie Third District (Austin) affirmed tt
District Court’'s judgment that the Sexually OriehtBusiness (“S.0.B.”Jee violated the First Amendment to the U.S. Cautsin but ol
August 26, 2011, the Texas Supreme Court reversgutigment of the Court of Appeals, ruling that OB Fee does not violate the F
Amendment to the U.S. Constitution, and remandect#se to the District Court to determine whetherfée violates the Texas Constitution.

TEA appealed the Texas Supreme Court's decisiotihgoU.S. Supreme Court (regarding the constitutignaf the fee under the Fil
Amendment of the U.S. Constitution), but the U.8pi®@me Court denied the appeal on January 23, Zli#sequently, the case was rema
to the District Court for consideration of the rémiag issues raised by TEA. On June 28, 2012,0tstrict Court in Travis County held
hearing on TEAS Texas Constitutional claims and on July 9, 20it2red an order finding that the tax was a cortatital Occupations Ta
The Court denied the remainder of TEA's constitudiloclaims. TEA appealed the trial coartuling to the Third Court of Appeals and on |
9, 2014, the Third Court of Appeals issues a rukitiyerse to TEA and in favor of the State. TEAdila petition for review to the Te:
Supreme Court on July 17, 2014, and is awaitingasibn by the court.

The Company has not made any payments of thesg $ixee the first quarter of 2009 and plans nehéie any such payments while the
is pending in the courtélowever, the Company will continue to accrue angesse the potential tax liability on its financishtements, so a
ultimate negative ruling will not have any effect ibs consolidated income statement and will orfifgc the consolidated balance sheet. |i
final decision of the courts is ultimately in th@m@pany’s favor, as it believes it will be, then empany will record a ontme gain of th
entire amount previously expensed.

Since the inception of the tax, the Company had pmre than $2 million to the State of Texas umtetest for all four quarters of 2008
the first quarter of 2009, expensing it in the adigsted financial statements (except for two lawa in Dallas where the taxes have not |
paid, but the Company is accruing and expensindidabéity). For all subsequent quarters, as ailtesf the Third Cour 2009 decision, tl
Company has accrued the tax, but not paid the .Sfeteordingly, as of June 30, 2014, the Company &aproximately $15.4 million
accrued liabilities for this tax. Patron tax expemmounted to approximately $765,000 and $746@0Me quarters ended June 30, 2014
2013, respectively. The CompanyTexas clubs have filed a separate lawsuit agdiestState in which the Company raises addit
challenges to the statute imposing the fee ordermanding repayment of the taxes the Company hdsupder this statute. The courts h
not yet addressed these additional claims. IfGbenpany is successful in the remaining litigatidte amount the Company has paid u
protest should be repaid or applied to any futcoastitutional admission tax or other Texas staditbilities.

The Companys subsidiary that operated the club in Las Vegasr&eently been audited by the Department of Taraif the State of Neva
for sales and other taxes. The audit period was the date of opening in September 2008 throubh3ly 2010. As a result of the audit,
Department of Taxation contends that the Commahgs Vegas subsidiary owes approximately $2.lianillincluding penalties and intere
for Las Vegas Live Entertainment Taxes. The Commhoes not believe it was subject to the Live Batement Tax, but to
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11. COMMITMENTS AND CONTINGENCIES - continued

avoid further litigation, agreed to settle this tingency during July 2014 for $775,000. This amobas been accrued as a liability
expensed in settlement of lawsuits and other ane-tiosts in the accompanying consolidated finastéiéments as of June 30, 2014.

The Company and subsidiaries RCI Entertainment (N@ank), Inc. (“RCI NY”) and Peregrine Enterprisdsic. (“Peregrine”)have bee
defendants in a federal court action, pending sMaech 30, 2009, in the Southern District of Newrk celating to claims under the Fair La
Standards Act and New Yosk'wage and hour laws. While Plaintiffs do not sfiegily allege the amount of monetary relief soughthei
Complaint, Plaintiffs have alleged that they arekérg judgment equal to any unpaid wages, liqudlatamages, interest, costs and attorney
fees pursuant to the FLSA and New York Labor Lawe TTCompany, RCI NY and Peregrine deny liabilitytliis matter, are vigorous
defending the allegations and have asserted calaites and affirmative defenses for offset and sh@nrichment. Discovery is now comp
and on September 10, 2013, the court ruled ondhigep’ motions for summary judgment. The court grantedreany judgment in favor of ti
Plaintiffs on their causes of action for minimumgeaand held that entertainers at RCI NY are empgsytnat Peregrine was an employer o
Plaintiffs and that under federal law, RCI NY’'ststary duty to pay minimum wages was not satistigdthe performance fees Plaintiffs’
received. The court has not yet ruled on whetleefopmance fees can offset minimum wages under Neik state law. The court denied
Plaintiffs’ attempt to hold the Company or RCI NY liable amj@mployers with Peregrine and the issue of whdtiteeCompany and RCI N
are also employers will be determined at a tridltimately, the Company, RCI NY and Peregrine igtdn appeal the summary judgm
ruling. The Company has moved to decertify theeRA8 class and the FLSA collective, which motioprissently pending before the court.

As previously reported, the Company and its subgie were insured under a liability policy issidindemnity Insurance Corporation, R
(“llIC™) through October 25, 2013. The Company discsubsidiaries changed insurance companies omldte.

On November 7, 2013, the Court of Chancery of ttageSof Delaware entered a Rehabilitation and letion Order (“Rehabilitation Orde),’
which declared IIC impaired, insolvent and in arsafie condition and placed IIC under the supervisibthe Insurance Commissioner of
State of Delaware (“Commissioner”) in her capacty receiver (“Receiver”).The Rehabilitation Order empowered the Commissidn
rehabilitate IIC through a variety of means, inghgdgathering assets and marshaling those asseiscassary. Further, the order staye
abated pending lawsuits involving IIC as the insurgil May 6, 2014.

On April 10, 2014, the Court of Chancery of thet&taf Delaware entered a Liquidation and Injunct@mer With Bar Date (tiquidatior
Order”), which ordered the liquidation of I1IC and terminat&t insurance policies or contracts of insurarssuéd by [IC. The Liquidatic
Order further ordered that all claims against [I@sibe filed with the Receiver before the closéwdiness on January 16, 2015 and thi
pending lawsuits involving IIC as the insurer arglier stayed or abated until October 7, 2014 .a Assult, the Company and its subsidiarie
longer have insurance coverage under the liakpliticy with 1IC. Currently, there are multiple divawsuits pending or threatened agains
Company and its subsidiaries; and other potergiasuits for incidents that occurred before Octétier2013 could still be filed. The Compi
has retained counsel to defend against and evahege claims and lawsuits. The Company also ptafie the appropriate claims against
with the Receiver by the January 16, 2015 deadhogiever, there are no assurances of any recovany these claims. It is unknown at !
time what effect this uncertainty will have on tBempany. As previously stated, the Company haaidd general liability coverage fre
another insurer, effective October 25, 2013, whidhcover any claims arising from actions afteatliate.

Settlement of lawsuits and other dirae costs include a $2 million settlement with laimant which was unpaid by our general liab
insurance carrier. We will be filing a claim withet insurance company’s estate and with the stet®sance fund for this settlement.
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12. ASSETS HELD FOR SALE

Assets held for sale represent two items at Jup2@B4: Land and building in Beaumont, Texas andimraft. Each of these assets is under
contract for sale as of June 30, 2014. These aaetarried at the lower of their carrying valudair value, less cost to sell.

13. WARRANTS ISSUED

In February 2014, the Company issued warrantsqaiee 100,000 shares of Company common share$itargcial adviser. The exercise pi
of the warrants was $11.77, the market price ofstigres at the time. The warrants were exercisatbtediately and expire in two yeaiBhe
fair value of the warrants, which was entirely deat to expense upon issuance, was estimated td47%683 in accordance with FASB A
820, Fair Value Measurementausing a Black-Scholes option-pricing model ugimg following weighted average assumptions:

Volatility 31.5%
Expected life 1.0 year
Expected dividend yiel -
Risk free rate 12%
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Item 2. Management’s Discussion and Analysis of Famcial Condition and Results of Operations.

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

GENERAL

RCI Hospitality Holdings, Inc. (formerly Rick’ Cabaret International, Inc.) was incorporatedhia State of Texas in 1994. Through
subsidiaries, as of June 30, 2014, we operateah dbforty-three establishments that offer live adult entaert&nt, and/or restaurant and
operations. We have one reportable segment, nigigcl

SCHEDULE OF ESTABLISHMENTS

Date
Name of Nightcluk Acquired/Opene!

Club Onyx, Houston, T2 1995
Rick's Cabaret, Minneapolis, M 1998
XTC Cabaret, Austin, T> 1998
XTC Cabaret, San Antonio, T 1998
XTC Cabaret North, Houston, T 2004
Rick's Cabaret, New York City, N 2005
Club Onyx, Charlotte, N( 2005
Rick's Cabaret, San Antonio, 1 2006
XTC Cabaret South, South Houston, 2006
Rick's Cabaret, Fort Worth, T 2007
Tootsie's Cabaret, Miami Gardens, 2008
XTC Cabaret, Dallas, T. 2008
Club Onyx, Dallas, T> 2008
Club Onyx, Philadelphia, P. 2008
Rick's Cabaret, North Austin, T 2009
Cabaret North, Fort Worth, T 2009
Cabaret East, Fort Worth, T 2010
XTC Cabaret, Fort Worth, T. 2010
Rick's Cabaret DFW, Fort Worth, T 2011
Downtown Cabaret, Minneapolis, M 2011
Rick's Cabaret, Indianapolis, | 2011
Temptations, Aledo, T’ 2011
Silver City Cabaret, Dallas, T 2012
Jaguars Club, Odessa, - 2012
Jaguars Club, Phoenix, £ 2012
Jaguars Club, Lubbock, T 2012
Jaguars Club, Longview, T 2012
Jaguars Club, Tye, T 2012
Jaguars Club, Edinburg, T 2012
Jaguars Club, El Paso, 1 2012
Jaguars Club, Harlingen, T 2012
Rick's Cabaret, Lubbock, T 2012
Jaguar's Club, Beaumont, 1 2012
Rick's Cabaret, Odessa, TX | 2012
Vee Lounge, Fort Worth, T: 2013
Bombshells, Dallas, T: 2013
Ricky Bobby Sport Saloon, Fort Worth, 1 2013
Temptations, Sulphur, L, 2013
Temptations, Beaumont, T 2013
Vivid Cabaret, Los Angeles, C 2013
The Black Orchid, Dallas, T. 2013
Vivid Cabaret, New York, N\ 2014
Jaguars, Houston, TX (Closed temporar 2013
Bombshells, Austin, T> 2014
Bombshells, Webster, T 2014
Bombshells, Fugua (Houston) TX ( 2014
Bombshells, Spring, TX (1 2014

(1) To be opened in Calendar 2014.
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As noted above, we have the following nightclulbstaarant under construction or contract:

« Rick’s Cabaret Odessa, Texas — under constructmpening in summer of 2014.
« Bombshells, Fuqua (Houston) to be opened in sunof2014.
- Bombshells, Spring, Texas to be opened in fallGf4

Our website address is www.rcihospitality.conpon written request, we make available freelmirge our Annual Report on Form KO-
Quarterly Reports on Form 10-Q, Current ReportEom 8K, and all amendments to those reports as soosazemably practicable after s
material is electronically filed with the SEC undike Securities Exchange Act of 1934, as amenaddrrnhation contained in the website s
not be construed as part of this Form 10-Q.

CRITICAL ACCOUNTING POLICIES

Managemens discussion and analysis of financial conditiod asults of operations are based upon our coreelidfinancial statemen
which have been prepared in accordance with gdnaaatepted accounting principles of the Unitedt&taof America (“GAAP”"). GAAP
consists of a set of standards issued by the FA&Bother authoritative bodies in the form of FASBt8ments, Interpretations, FASB S
Positions, Emerging Issues Task Force consensumkf\merican Institute of Certified Public AccountarStatements of Position, ami
others. The Company has updated references to GiaARis Form 109 to reflect the guidance in the ASC. The prepamabf thes
consolidated financial statements requires our ament to make estimates and assumptions thatt dffecreported amounts of ass
liabilities, revenues and expenses, and relatedadisre of contingent assets and liabilities. Omegular basis, we evaluate these estin
including investment impairment. These estimatesbased on managementiistorical industry experience and on variougo#ssumptior
that are believed to be reasonable under the cBtamoes. Actual results may differ from thesenessies.

Property and Equipment

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

Goodwill and Intangible Assets

FASB ASC 350Goodwill and Other Intangibles Assetddresses the accounting for goodwill and othemigible assets. Under FASB A
350, goodwill and intangible assets with indefidites are no longer amortized, but reviewed omanual basis for impairment. Definite liv
intangible assets are amortized on a straightdia&is over their estimated lives. Fully amortizedets are writteoff against accumulat
amortization.
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Impairment of LonelLived Assets

In accordance with ASC 205, loiged assets, such as property, plant, and equipraed purchased intangible assets subject to &atioin
are reviewed for impairment whenever events or ghaiin circumstances indicate that the carryinguarhof an asset may not be recover:
Recoverability of assets to be held and used issoved by a comparison of the carrying amount ochsset to estimated undiscounted ft
cash flows expected to be generated by the agsbie lcarrying amount of an asset exceeds its agtignfuture cash flows, an impairm
charge is recognized by the amount by which theyitey amount of the asset exceeds the fair valub@bsset. Assets to be disposed of w
be separately presented in the balance sheet poded at the lower of the carrying amount or faitue less costs to sell, and are no lo
depreciated. The assets and liabilities of a delpgoup classified as held for sale would be presk separately in the appropriate asse
liability sections of the balance sheet.

Goodwill and intangible assets that have indefingeful lives are tested annually for impairment are tested for impairment more freque
if events and circumstances indicate that the anggt be impaired in accordance with ASC 350. iApairment loss is recognized to
extent that the carrying amount exceeds the adsdt'galue.

For goodwill, the impairment determination is made¢he reporting unit level. The implied fair valoegoodwill is determined by allocating -
fair value of the reporting unit in a manner simila a purchase price allocation. The residualalue after this allocation is the implied
value of the reporting unit goodwiill.

None of our reporting units were at risk of failintgp one of the impairment test (i.e. that falugavas not substantially in excess of carr
value) in either year.

Fair Value of Financial Instruments

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

Revenue Recognition

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

The Company recognizes Internet revenue from mgprghbscriptions to its online entertainment sitégem notification of a new or existi
subscription and its related fee are received ftoenthird party hosting company or from the creditd company, usually two to three ¢
after the transaction has occurred. The monthlyigerot refundable. The Company recognizes Inteauetion revenue when paymen
received from the credit card as revenues are emnéd estimable nor collection deemed probable frithat point.

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

Income Taxes

Deferred income taxes are determined using thditiamethod in accordance with FASB ASC 74&;counting for Income Taxe Deferre
tax assets and liabilities are recognized for tltereé tax consequences attributable to differefmdween the financial statement carn
amounts of existing assets and liabilities andrthespective tax bases. Deferred tax assets abpitities are measured using enacted tax
expected to apply to taxable income in the yeanghiich those temporary differences are expecteetoecovered or settled. The effec
deferred tax assets and liabilities of a changtuinrates is recognized in income in the period itheludes the enactment date. In additic
valuation allowance is established to reduce arfigroe tax asset for which it is determined thas inore likely than not that some portior
the deferred tax asset will not be realized.
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FASB ASC 740 creates a single model to addressuatiog for uncertainty in tax positions by presorga minimum recognition thresholi
tax position is required to meet before being redoed in the financial statements. FASB ASC 740 gisovides guidance on derecognit
measurement, classification, interest and penalesounting in interim periods, disclosure andhdition. There are no unrecognized
benefits to disclose in the notes to the consdaidiéihancial statements.

Put Options

In certain situations, the Company issues resttiatemmon shares as partial consideration for aitiuis of certain businesses
assets. Pursuant to the terms and conditions eofgtiverning acquisition agreements, the holderughsshares has the right, but not
obligation, to put a fixed number of the sharesaomonthly basis back to the Company at a fixedepper share. The Company may ¢
during any given month to either buy the monthlgrgls or, if management elects not to do so, th@ehalan sell the monthly shares in the «
market, and any deficiency between the amount wttiehholder receives from the sale of the monthlgras and the value of shares wil
paid by the Company. The Company has accountedhiese shares in accordance with the guidance liskidb by FASB ASC 48
Distinguishing Liabilities From Equityas a reclassification of the value of the sharesmfpermanent to temporary equity. As the st
become due, the Company transfers the value adlthees back to permanent equity, less any amoisht@#he holder. Also sedtrivative
Financial Instruments” above. We finished liquidatthese put options during the quarter ended Mai¢i2013.

Earnings Per Common Share

The Company computes earnings per share in acamdaith FASB ASC 260Earnings Per Share FASB ASC 260 provides for t
calculation of basic and diluted earnings per shHBasic earnings per share includes no dilutioniamdmputed by dividing income availabl
common stockholders by the weighted average nurmbeommon shares outstanding for the period. Ddutarnings per share reflect
potential dilution of securities that could shardghe earnings of the Company.

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

Stock Options

The compensation cost recognized for the three Imsoehded June 30, 2014 and 2013 was $2,922 and7#B38Xespectively. There wi
269,665 stock options exercised during the quaneied June 30, 2014, aggregating $2,281,803. Tene no stock options exercises for
three months ended June 30, 2013.

RESULTS OF OPERATIONS FOR THE THREE MONTHS ENDED JUNE 30, 2014 AS COMPARED TO THE THREE MONTHS
ENDED JUNE 30, 2013

For the three months ended June 30, 2014, we hemblidated total revenues of $33.3 million comparedonsolidated total revenues of $:
million for the three months ended June 30, 20h3perease of $5.0 million or 17.8%. The increastotal revenues was primarily attribute
to clubs acquired during the last year with a 5iiétease in same-store sales. Total revenues fioe-$acation-sameeriod of club operatiol
increased to $28.9 million for the three monthseehdune 30, 2014 from $27.5 million for the samgogeended June 30, 2013, a 5
increase. Nearly all of the major brands showed pear year improvement, with the primary exceptairthe Club Onyx units. New Cli
Onyx format and management changes, however, higu#icantly reduced the percentage year over yesenue decline compared to
previous quarter. Excluding these units, same sales would have been up 6.9%.
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Following is a comparison of the Compasiyhcome statement for the quarters ended Jun2@, and 2013 with percentages compart
total revenue:

(in thousands 2014 % 2013 %

Sales of alcoholic beverag $ 13,62¢ 40.¢% $ 11,10¢ 39.2%
Sales of food and merchand 4,07¢ 12.2% 3,28¢ 11.6%
Service Revenue 14,03: 42.1% 12,38: 43.71%
Other 1,60¢ 4.£% 1,538 5.4%

Total Revenue 33,34! 100.% 28,30¢ 100.(%
Cost of Goods Sol 4,29¢ 12.9% 3,68( 13.(%
Salaries & Wage 7,21¢ 21.1% 6,41 22.1%
Stoclk-based Compensatic 2 0.C% 282 1.C%
Taxes and permil 5,15( 15.4% 4,30z 15.2%
Charge card fee 47¢ 1.4% 40¢ 1.4%
Rent 1,31¢ 3.$% 84¢€ 3.C%
Legal & professiona 1,18¢ 3.€% 797 2.8%
Advertising and marketin 1,42( 4.2% 1,185 4.2%
Insurance 1,014 3.C% 573 2.C%
Utilities 65C 1.€% 52¢ 1.8%
Depreciation and amortizatic 1,53 4.€% 1,341 4.7%
Gain on sale of proper 334 1.C% - 0.C%
Settlement of lawsuits and other -time costs 3,25: 9.8% 16C 0.€%
Other 2,60z 7.6% 2,33t 8.2%
Total operating expens 30,45 91.2% 22,84¢ 80.7%

Operating incom 2,892 8.7% 5,46( 19.2%
Interest incom - 0.C% 2 0.C%
Interest expens (2,060 -6.2% (1,869 -6.€%
Gain (loss) on change in fair value of derivative
instruments - 0.C% 1 0.C%
Income from continuing operations before income $ 83 2.5% $ 3591 12.7%

Following is an explanation of significant variasda the above amounts.

Service revenues include cover charges, fees paahtertainers, room rentals, memberships anddeasyed for credit card processing. O
revenues include ATM commissions earned, video gaara other vending and certain promotion feesgdthto our entertainers. \
recognize revenue from other revenues and seraidie point-of-sale upon receipt of cash, checkredit card charge.

Cost of goods sold includes cost of alcoholic and-@icoholic beverages, food, cigars and cigaretteschandise, media printing/binding i
media postage. The cost of goods sold for the olpdrations was 12.7% and 13.0% for the three moatided June 30, 2014 and 2(
respectively. The cost of goods sold for same-lonadameperiod of club operations for the three months dndiegne 30, 2014 was 12.2
compared to 12.9% for the same period ended Junz033.

Payroll for same-location-sanperiod of club operations was $5.0 million for tieee months ended June 30, 2014 and $5.2 milborthi

same period in 2013. The decrease is due to adjmssnand reduction of payroll in certain locatioh&nagement currently believes tha
labor and management staff levels are appropriate.
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The increase in the percentage of rent expenssvemues is due to increased rents in both of our Xerk clubs, our Los Angeles club and
restaurants opening in leased locations.

The increase in legal and professional expensérisipally due to a continuing labor lawsuit in Ne&¢erk which was more active in the 2(
quarter and due to general increase in legal feesrasult of our general liability insurance comphankruptcy. Also see Note 11 of Note
Consolidated Financial Statements for more inforomategarding our former general liability insurer.

The increase in insurance expense is due to apaserfrom acquisitions and an increase in prematesf especially in the general liabi
area. Also see Note 11 of Notes to Consolidatedrfeial Statements for more information regardingfotmer general liability insurer.

Settlement of lawsuits and other dirae costs include a $2 million settlement with laimant which was unpaid by our general liab
insurance carrier. We will be filing a claim withet insurance company’s estate and with the stamsurance fund for this settlement. /
included is $775,000 to settle a previoudigelosed claim by the state of Nevada for $2.dionilin Live Entertainment Tax. The Comp:
does not believe it was subject to the Live Enbenti@nt Tax, but to avoid further litigation, agretedsettle this contingency during July 2(
This amount has been accrued as a liability asioé 30, 2014.

Income taxes, as a percentage of income befors taas 24.4% and 37.3% for the quarters ended Jun2034 and 2013, respectively.
decrease in 2014 is principally due to the tax dédns from exercised stock options in 2014.

Operating income (exclusive of corporate overhdadsame-location-samgeriod of club operations was $6.8 million for eathhe quartel
ended June 30, 2014 and 2013. The 2014 period ffexteal by losses in the period amounting to 08885000 as a result of popening cos
for the Company’s unopened Bombshells comparedlip$185,000 in pre-opening costs for the previpesr.

Our “operating margin”the percentage of operating income to total revenwas 8.7% and 19.3% for the quarters ended Jon2d3a4 an
2013, respectively. The decrease is principally tdue one-time costs and preopening costs in.2014

RESULTS OF OPERATIONS FOR THE NINE MONTHS ENDED JUNE 30, 2014 AS COMPARED TO THE NINE MONTHS
ENDED JUNE 30, 2013

For the nine months ended June 30, 2014, we hablidated total revenues of $95.6 million compa®donsolidated total revenues of $¢
million for the nine months ended June 30, 2013parease of $11.5 million or 13.6%.

Following is a comparison of the Compasiyicome statement for the nine months ended Jun2034 and 2013 with percentages compar
total revenue:

(in thousands 2014 % 2013 %

Sales of alcoholic beverag $ 38,30( 40.(% $ 32,55 38.7%
Sales of food and merchand 11,47¢ 12.(% 8,74¢ 10.4%
Service Revenue 41,11: 43.(% 38,08¢ 45.2%
Other 4,74¢€ 5.(% 4,79( 5.7%

Total Revenue 95,63¢ 100.(% 84,171 100.(%
Cost of Goods Sol 12,08 12.6% 10,56 12.5%
Salaries & Wage 20,65( 21.€% 18,60( 22.1%
Stoclk-based Compensatic 15€ 0.2% 84t 1.C%
Taxes and permil 14,701 15.4% 13,06¢ 15.5%
Charge card fee 1,35¢ 1.4% 1,12¢ 1.53%
Rent 3,69¢ 3.¢% 2,19¢ 2.6%
Legal & professiona 2,40( 2.5% 2,45¢ 2.5%
Advertising and marketin 4,111 4.2% 3,45 4.1%
Insurance 2,78¢ 2.5% 1,64: 2.C%
Utilities 1,891 2.(% 1,564 1.5%
Depreciation and amortizatic 4,43¢ 4.€% 3,98 4.7%
Gain on sale of proper 24¢ 0.2% - 0.C%
Settlement of lawsu 3,52 3.7% 16C 0.2%
Other 7,62¢ 8.(% 6,97: 8.2%
Total operating expens 79,67 83.2% 66,63: 79.2%

Operating incom 15,96¢ 16.7% 17,54¢ 20.8%
Interest incom 112 0.1% 6 0.C%
Interest expens (5,99¢) -6.2% (5,279 -6.2%

Gain (loss) on change in fair value of derival



instruments - 0.C% 2 0.C%
Income from continuing operations before incomes $___ 10,08 105% $ 12,27 14.€%
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Following is an explanation of significant variasda the above amounts.

Service revenues include cover charges, fees paghtertainers, room rentals, memberships anddeasgyed for credit card processing. O
revenues include ATM commissions earned, video gaara other vending and certain promotion feesgdthto our entertainers. \
recognize revenue from other revenues and seraidie point-of-sale upon receipt of cash, checkredit card charge.

Cost of goods sold includes cost of alcoholic and-alcoholic beverages, food, cigars and cigaretteschandise, media printing/bindii
media postage and internet traffic purchases armnaster payouts. The cost of goods sold for thk operations for the nine months en
June 30, 2014 was 12.5% for each of the nine mamtded June 30, 2014 and 2013. The cost of goddgmosame-location-samgeriod o
club operations for the nine months ended Jun@@D4 was 11.6%, compared to 12.1% for the samegended June 30, 2013.

Payroll for same-location-sanperiod of club operations was $13.7 million for thime months ended June 30, 2014 and $14.5 miltiothe
same period in 2013. The decrease is due to adjmssnand reduction of payroll in certain locatioh&nagement currently believes tha
labor and management staff levels are appropriate.

The decrease in stock-based compensation is dhe &iock options to employees and Board membe281i@ completely vesting in 2013.

The increase in the percentage of rent expenssvemues is due to increased rents in both of our Xerk clubs, our Los Angeles club and
opening restaurants in leased locations.

The decrease in legal and professional expensenisigelly due to a continuing labor lawsuit in Né&terk which was more active in the fi
six months of the 2013 period.

The increase in insurance expense is due to agaserfrom acquisitions and an increase in prematesf especially in the general liabi
area. Also see Note 11 of Notes to Consolidatedrfeial Statements for more information regardingfotmer general liability insurer.

The increase in depreciation is principally dugh® new clubs acquired.

Settlement of lawsuits and other dirae costs include a $2 million settlement with laimant which was unpaid by our general liab
insurance carrier. We will be filing a claim withet insurance company’s estate and with the stamsurance fund for this settlement. /
included is $775,000 to settle a previoudigelosed claim by the state of Nevada for $2.lionilin Live Entertainment Tax. The Comp:
does not believe it was subject to the Live Enbenti@nt Tax, but to avoid further litigation, agretedsettle this contingency during July 2(
This amount has been accrued as a liability asioé 30, 2014.
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Income taxes, as a percentage of income befores taas 34.2% and 36.9% for the nine months ended 30n2014 and 2013, respectiv
The lower rate in 2014 is principally due to thex tdeductions from exercised stock options in 20k4s the increased stobmse:
compensation in 2013, which is not deductible &orpurposes.

Operating income (exclusive of corporate overhdadpsame-location-samgeriod of club operations decreased to $21.1 milfiar the nini
months ended June 30, 2014 from to $21.8 milliarsfone period ended June 30, 2013, or by 3.1%20hé period was affected by losse
the period amounting to over $743,000 as a re$yltezopening costs for the Compasiyinopened Bombshells and Vivid New York comp
to only $393,000 in pre-opening costs for the pesiyear.

Our “operating margin“the percentage of operating income to total revenwas 16.7% and 20.8% for the nine months endee 3Q, 201
and 2013, respectively. The decrease is princighlly to the one-time costs in 2014.

Non-GAAP Financial Measures

In addition to our financial information presentiedaccordance with GAAP, management uses certan-®AAP financial measuresvithin
the meaning of the SEC Regulation G, to clarify antlance understanding of past performance anggutssfor the future. Generally, a non
GAAP financial measure is a numerical measure abmpanys operating performance, financial position or clstws that excludes
includes amounts that are included in or excludedhfthe most directly comparable measure calculateti presented in accordance
GAAP. We monitor norGAAP financial measures because it describes tleeatipg performance of the company and helps maneagean
investors gauge our ability to generate cash flexeluding some recurring charges that are inclidede most directly comparable meas
calculated and presented in accordance with GAA#atRe to each of the ndBAAP financial measures, we further set forth ationale a
follows:

Nor-GAAP Operating Income and Non-GAAP Operating Mar§fi’e exclude from non-GAAP operating income and G#HAP operatin
margin amortization of intangibles, patron taxeme-@pening costs, gains and losses from asset, sitmkbased compensation charg
litigation and other one-time legal settlements aoquisition costs. We believe that excluding thesmas assists investors in evaluating periot
over-period changes in our operating income andatipg margin without the impact of items that ac a result of our day-tday busines
and operations.

Nor-GAAP Net Income and Non-GAAP Net Income per Baiséze and per Diluted ShardVe exclude from non-GAAP net income and nor
GAAP net income per diluted share and per basiceshaortization of intangibles, patron taxes, @pening costs, income tax expel
impairment charges, gains and losses from as®s, ssibck-based compensation, litigation and athetime legal settlements and acquisi
costs, and include the Non-GAAP provision for ineotaxes, calculated as the tax-effect at 35% effe¢hx rate of the pre-tax ndBAAP
income before taxes less stdeksed compensation, because we believe that emglsdich measures helps management and investoes
understand our operating activities.

Adjusted EBITD/ We exclude from Adjusted EBITDA depreciation empe, amortization of intangibles, income tax, ieséexpense, inter
income, gains and losses from asset sales, ac¢gnisibsts, litigation and other orieae legal settlements and impairment charges (secex
believe that adjusting for such items helps managgrand investors better understand operatingitietivAdjusted EBITDA provides a cc
operational performance measurement that compese#ts without the need to adjust for Federalesaat local taxes which have consider
variation between domestic jurisdictions. Also, @eclude interest cost in our calculation of AdpstEEBITDA. The results are, therefc
without consideration of financing alternatives aapital employed. We use Adjusted EBITDA as onedgline to assess our unlevera
performance return on our investments. AdjustedTER is also the target benchmark for our acquisgiof nightclubs.
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The following tables present our non-GAAP meastwethe periods ended June 30, 2014 and 2013 dimstinds, except per share amounts):

For the Three Month For the Nine Month
Ended June 3( Ended June 3(
(in thousands 2014 2013 2014 2013
Reconciliation of GAAP net income to
Adjusted EBITDA
GAAP net income $ 691 $ 2,198 $ 6,81t $ 7,581
Income tax expens 20< 1,34: 3,44¢ 4,53
Interest expense and income and gain on deriv 2,06( 1,867 5,88¢ 5,26¢
Litigation and other or-time legal settlemen 3,23: 16C 3,50z 16C
Acquisition costt 22 3C 111 11¢
Depreciation and amortizatic 1,532 1,341 4,43¢ 3,981
Adjusted EBITDA $ 7,741  $ 6,93¢ $ 24,200 $ 21,65:
Reconcilation of GAAP net income tc
non-GAAP net income
GAAP net income $ 691 $ 2,198 % 6,81¢ $ 7,58
Patron tay 765 74€ 2,37( 2,53¢
Amortization of intangible: 82 92 254 322
(Gain) loss on change in fair value of derivative
instruments - Q) - 2
Stoclk-based compensatic 2 282 15€ 84t
Litigation and other or-time settlement 3,23: 16C 3,50: 16C
Pre-opening cost 30¢€ 18t 743 39:¢
Income tax expens 203 1,34: 3,44¢ 4,53
Acquisition costt 22 3C 111 11¢
Non-GAAP provision for income taxe (1,85¢) (1,667) (6,03¢) (5,477)
Non-GAAP net income $ 3,44¢ % 3,36¢ % 11,368 $ 11,01¢
Reconciliation of GAAP diluted net income
per share to nor-GAAP diluted net income per share
Fully diluted share 9,96¢ 9,64, 9,92 9,871
GAAP net income $ 0.01 $ 02: % 0.6¢ $ 0.7¢
Patron tay 0.0¢ 0.0¢ 0.24 0.2¢
Amortization of intangible: 0.01 0.01 0.0¢ 0.0
(Gain) loss on change in fair value of derivative
instruments - (0.00 - (0.00
Stoclk-based compensatic 0.0C 0.0z 0.0z 0.0¢
Litigation and other or-time settlement 0.32 0.0z 0.3t 0.0z
Pre-opening cost 0.0z 0.0z 0.07 0.0
Income tax expens 0.0z 0.14 0.3t 0.4¢€
Acquisition costt 0.0C 0.0C 0.01 0.01
Non-GAAP provision for income taxe (0.19 (0.17) (0.61) (0.55)
Non-GAAP diluted net income per she $ 03t § 03¢ $ 115§ 1.1¢
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Reconciliation of GAAP operating income tc
non-GAAP operating income

GAAP operating incom $ 289 $ 546( $ 1596t % 17,54¢
Patron tay 765 74¢€ 2,37( 2,53¢
Amortization of intangible: 82 92 254 322
Stoclk-based compensatic 2 282 15€ 84t
Litigation and other or-time settlement 3,23: 16C 3,50z 16C
Pre-opening cost 30¢€ 18t 743 39¢
Acquisition costs 22 3C 111 11¢
Non-GAAP operating incom $ 7,302 % 6,95 $ 23,10: % 21,92(

Reconciliation of GAAP operating margin to
non-GAAP operating margin

GAAP operating incom 8.7% 19.2% 16.7% 20.8%
Patron tay 2.2% 2.€% 2.5% 3.C%
Amortization of intangible: 0.2% 0.2% 0.2% 0.4%
Stoclk-based compensatic 0.C% 1.C% 0.2% 1.C%
Litigation and other or-time settlement 9.7% 0.6% 3. ™% 0.2%
Pre-opening cost 0.% 0.7% 0.8% 0.5%
Acquisition cost: 0.1% 0.1% 0.1% 0.1%

21.% 24.€% 24.2% 26.(%

Non-GAAP operating margi

LIQUIDITY AND CAPITAL RESOURCES

We believe our ability to generate cash from opegadctivities is one of our fundamental finanaakngths. Refer to the heading "Cash F
from Operating Activities" below. The neterm outlook for our business remains strong, aaceMpect to generate substantial cash flows
operations in 2014. As a result of our expectedh desvs from operations, we have significant flaktlp to meet our financial commitmen
The Company has not recently raised capital thrahghssuance of equity securities. Instead, wedase financing to lower our overall cos
capital and increase our return on shareoweersty. Refer to the heading "Cash Flows from Fairag Activities" below. We have a history
borrowing funds in private transactions and froifese in acquisition transactions and continuedwehthe ability to borrow funds at reason
interest rates in that manner. We have historia#tiljzed these cash flows to invest in propertd aquipment and adult nightclubs. Refer tc
heading “Cash Flows from Investing Activities” belo

As of June 30, 2014, excluding the patron tax lighiwe had working capital of $5.2 million comgalto working capital of $4.8 million as
September 30, 2013. As much of this current portibdebt is convertible debt, it is anticipatedtthawill be redeemed with common sha
Because of the large volume of cash we handleggnt cash controls have been implemented. At 30n2014, our cash and cash equiva
were $11.1 million compared to $10.6 million at &epber 30, 2013.

Our depreciation for the quarter ended June 304 204s $1.4 million compared to $1.2 million for thearter ended June 30, 2013.
amortization for the quarter ended June 30, 2011$82,000 compared to $92,000 for the quarter edded 30, 2013.
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Sources and Use of Funds

Cash flows from operating activities are generdily result of net income adjusted for depreciadind amortization expenses, deferred t
(increases) decreases in accounts receivable, tories) and prepaid expenses and increases (desyegasaccounts payable and acci
liabilities. See a summary of these activities felo

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

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

Cash Flows from Operating Activities

Following are our summarized cash flows from oppgaactivities:

(in thousands Nine Months Ended June 2
2014 2013
Net income $ 6,63: $ 7,74¢
Depreciation and amortizatic 4,43¢ 3,98¢
Deferred taxe 22t (103)
Stock compensation exper 15€ 84t
Change in operating assets and liabili 2,05( 1,57C
Other 29€ 99

$ 13,79¢ $ 14,14¢

Cash Flows from Investing Activities

Following are our summarized cash flows from iniegshctivities:

(in thousands Nine Months Ended June &
2014 2013
Proceeds from sale of marketable securities aref aitset $ 22 $ 50C
Acquisition of development rights in New York Buiihdj (5,325 -
Additions to property and equipme (11,827 (5,49%)
Additions of businesses, net of cash acqu (500) (3,645

$  (17,42) $ (8,647)

Following is a reconciliation of our additions tooperty and equipment for the nine months endeé 3002014 and 2013:

Nine Months ende

(in thousands June 30
2014 2013
Acquisition of real estat $ 3,10 % 15,69«
Capital expenditures funded by d (4,879 (13,567)
New capital expenditure in new clubs and purchésdéroraft 12,18¢ 2,44¢
Maintenance capital expenditul 1,41( 91€
Total capital expenditures in consolidated stateroénash flows $ 11,82: $ 5,491
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Cash Flows from Financing Activities
Following are our summarized cash flows from finagactivities:

(in thousands)

Proceeds from lor-term debi

Purchase of put options and payments on deriv
Payments on lor-term debt

Purchase of treasury sto

Exercise of stock optior

Distribution of minority interests

Nine Months Ended June 2

2014 2013
$ 7,02 $ 7,000
- (139)
(5,899 (7,219)
- (1,475)
3,12¢ :
(162) (162)
$ 2,09 $ (1,999

The following table presents a summary of ouhdémvs from operating, investing, and financingiates:

(in thousands

Operating activitie:
Investing activities
Financing activitie:
Net increase (decrease) in ci

Nine Months Ended June 2

2014 2013

$ 13,79t $ 14,14¢
(17,422 (8,642)
4,09( (1,999)

$ 464 $ 3,50¢

Other than the potential loss of the Patron Tanessith the State of Texas (see Note 11 of Note3amesolidated Financial Statements) we
not aware of any other event or trend that woulepiially affect liquidity. In the event such arnedevelops, we believe our working cag
and capital expenditure requirements will be adedyanet by cash flows from operations. We alsagvel that, in the event of loss of
Patron Tax issue, the State of Texas would waiyepemalties and allow us to pay out any liabilityena reasonable amount of time. In
opinion, working capital is not a true indicatoranfr financial status. Typically, businesses in imgiustry carry current liabilities in excess
current assets because businesses in our indestive substantially immediate payment for saléty mominal receivables, while inventor
and other current liabilities normally carry longeyment terms. Vendors and purveyors often rerfiaiible with payment terms, providi
businesses in our industry with opportunities tjusidto shortterm business down turns. We consider the primadicators of financial stat
to be the long-term trend of revenue growth, the ofisales revenues, overall cash flow, profitépiiiom operations and the level of lotepr

debt.

The following table presents a summary of suchcatdirs for the nine months ended June 30:

(in thousands
Sales of alcoholic beverag
Sales of food and merchand
Service Revenue
Other

Total Revenue

Net cash provided by operating activit
Adjusted EBITDA*
Long-term debi

* See definition of adjusted EBITDA above under &esof Operations.
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Increase
2014 (Decrease 2013

38,30( 17.1% 32,55¢
11,47¢ 31.% 8,744
41,11: 7.% 38,08¢

4,74¢ -0.€% 4,79(
95,63¢ 13.€% 84,17
13,79¢ -2.5% 14,14
24,20( 11.7% 21,65:
82,38 4.8% 78,59:




Share repurchase

On September 29, 2008, our Board of Directors aiztd us to repurchase up to $5 million worth of common stock in the open market.
of April 2013, we completed the repurchase of &llriillion in stock authorized under this plan. OpriA 25, 2013, our Board of Directc
authorized us to repurchase up to an additionah#i®n worth of our common stock in the open markein privately negotiated transactic
During May 2014, our Board of Directors increasee tepurchase authorization to $10 million. Dutting quarter ended June 30, 2014, we
not purchase any shares of common stock in the oeket. Under the Board's authority, we have $illdom remaining to purchase additiol
shares as of June 30, 2014.

Other Liguidity and Capital Resources

We have not established lines of credit or finagather than the notes payable and our existing délere can be no assurance that we w
able to obtain additional financing on reasonabtent in the future, if at all, should the needearis

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

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

IMPACT OF INFLATION

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

SEASONALITY

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

GROWTH STRATEGY

We believe that our nightclub operations can caito grow organically and through careful entripimarkets and demographic segm
with high growth potential. Our growth strategy (&) to open new clubs after market analysis, ¢l@dquire existing clubs in locations that
consistent with our growth and income targets ahéckvappear receptive to the upscale club formuahave developed, (c) to form jc
ventures or partnerships to reduce stigrtand operating costs, with us contributing equitghe form of our brand name and manage
expertise, (d) to develop new club concepts thatcansistent with our management and marketingsskél) to develop and open our sports
and restaurant concepts as our capital and manpaieev, and/or (f) to control the real estate imgection with club operations, althot
some clubs may be in leased premises.
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During fiscal 2010, we acquired three existing tigib operations for a total cost of approximat®8,2 million, including real property
approximately $4.6 million. These acquisitions wduaded primarily with cash of approximately $5.9lliwn, real property debt i
approximately $2.5 million, and a selleeommon stock which we owned, valued at approxmat795,000. These nightclub operations
total revenues of approximately $7.5 million, $g8lion and $7.3 million and net income before tsua approximately $1.3 million, $932,C
and $609,000 for fiscal years 2013, 2012 and 26khectively.

During fiscal 2011, we acquired three existing b operations and opened another for a totdlafospproximately $11.3 million, includil
real property of approximately $6.4 million. Thesequisitions were funded with cash. These nightdpbrations had total revenues
approximately $6.8 million and $5.6 million and rietome before taxes of approximately $1.4 millaord $500,000 for the fiscal years 2
and 2012, respectively.

During fiscal 2012, we acquired eleven existinghtégub operations and two other licensed locationder development for a total cos
approximately $35.4 million, including real propeuf approximately $7.6 million. These acquisitionsre funded primarily with cash
approximately $4.9 million, debt of $22 million ameal property debt of approximately $9.0 milliofhese nightclub operations had t
revenues of approximately $18.5 million and $4.3iom and net income before taxes of approximat&2yd million and $620,000 for fisc
years 2013 and 2012, respectively. These amountootoiclude the acquisition of approximately $1énillion of real estate relating to t
Jaguars acquisition (see Note 9 of Notes to Catfasi@ld Financial Statements) which was closed onliectl 6, 2012.

During fiscal 2013, in addition to the real estatglained in the previous paragraph, we have aeduém existing licensed location
$3,000,000 ($1.5 million in cash and the balanc@rivmissory notes). This location was remodeled @pened in January 2014. We
acquired the remaining 50% of an unopened clul$8&3,000 of common stock in May 2013. We also aeguanother club for $300,000
cash. We previously had acquired the real estathi®location.

In October 2013, the Company purchased 49 perdeat anrporation that operates the Dallas club “PRtatinum” and also acquired t
building and personal property. Total cost of ttamsaction was $500,000.

We continue to evaluate opportunities to acquine nghtclubs and anticipate acquiring new locatitmat fit our business model as we
done in the past. The acquisition of additionabslwill require us to obtain additional debt omuissce of our common stock, or both. There
be no assurance that we will be able to obtaintmeail financing on reasonable terms in the futifrat all, should the need arise. An inab
to obtain such additional financing could have dwease effect on our growth strategy.

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

Item 3. Quantitative and Qualitative Disclosures Alout Market Risk.

As of June 30, 2014, there were no material chatggee information provided in Item 7A of the Coamy’s Annual Report on Form 1 for
fiscal year ended September 30, 2013.
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Item 4. Controls and Procedures.
Evaluation of Disclosure Controls and Procedu

Under the supervision and with the participationtted Company’s senior management, including the g2omy's chief executive officer ai
chief financial officer, the Company conducted amleation of the effectiveness of the design andrajon of the Company’ disclosur
controls and procedures, as defined in Rules 18a}Emhd 15d-15(e) under the Securities ExchangeoAtB34, as amended (thExXchang
Act”), as of the end of the period covered by thigrterly report (the “Evaluation Date”). Based this evaluation, the Comparsychie
executive officer and chief financial officer conded as of the Evaluation Date that the Compausclosure controls and procedures \
effective such that the information relating to tiempany, including consolidated subsidiaries, meguto be disclosed in the Compasny
Securities and Exchange Commission (“SEf&forts (i) is recorded, processed, summarizedr@ported within the time periods specifie(
SEC rules and forms, and (ii) is accumulated ansireonicated to the Company’s management, includirg@ompanys chief executiv
officer and chief financial officer, as appropriaeallow timely decisions regarding required distire.

Changes in Internal Control Over Financial Repogtin

There have been no changes in the Comainyernal control over financial reporting thatomed during the quarter ended June 30, 201.
have materially affected or are reasonably likelyniaterially affect the Company’s internal conwekr financial reporting.

PART II—OTHER INFORMATION

Item 1. Legal Proceedings.

See “Legal Matterstinder Note 11 of Notes to Consolidated Financiate3hents above, which information is incorporatectim by reference
Item 1A. Risk Factors.

In addition to the other information set forth mst report, you should carefully consider the festdiscussed in Part I, “Item 1A. Risk Factors
in the Company’s Annual Report on Form 10-K for ylear ended September 30, 2013, as such factold ewierially affect the Comparg/’
business, financial condition or future results.the three months ended June 30, 2014, there wematerial changes to the risk fac
disclosed in the Company’s 2013 Annual Report omFd0-K. The risks described in the Annual Repartrorm 10K are not the only risl
the Company faces. Additional risks and uncertaftiot currently known to the Company, or that@Gloenpany deems to be immaterial,
may have a material adverse impact on the Compdgimess, financial condition or results of operst.

Item 6. Exhibits.

Exhibit 31.1 — Certification of Chief Executive @fér of RCI Hospitality Holdings, Inc. required Rule 13a — 14(1) or Rule 15d14(a) of th
Securities Exchange Act of 1934, as adopted putdag®ection 302 of the Sarbanes-Oxley Act of 2002.

Exhibit 31.2 — Certification of Chief Financial @fér of RCI Hospitality Holdings, Inc. required Rule 13a — 14(1) or Rule 15d14(a) of th
Securities Exchange Act of 1934, as adopted putgaa®ection 302 of the Sarbanes-Oxley Act of 2002.

Exhibit 32.1 --Certification of Chief Executive Officer and Chi€inancial Officer of RCI Hospitality Holdings, Inpursuant to Section 906
the Sarbanes-Oxley Act of 2002 and Section 135(8df.S.C. 63.
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SIGNATURES

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

RCI HOSPITALITY HOLDINGS, INC.

Date: August 11, 201« By: /s/ Eric S. Langa
Eric S. Langat
Chief Executive Officer and Preside

Date: August 11, 201 By: /s/ Phillip K. Marshall
Phillip K. Marshall
Chief Financial Officer and Principal Accountingfioér
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EXHIBIT 31.1
CERTIFICATION PURSUANT TO SECTION 302 OF THE
SARBANES-OXLEY ACT OF 2002
I, Eric S. Langan, Chief Executive Officer and Fdeat of RCI Hospitality Holdings, Inc., certifyah
1. I have reviewed this quarterly report on Forn-Q of RCI Hospitality Holdings, Inc

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

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

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

(a) Designed such disclosure controls and procedunecaused such disclosure controls and procedorde designed under |
supervision, to ensure that material informatiolatieg to the issuer, including its consolidatetbsdiaries, is made known to us
others within those entities, particularly duriig tperiod in which this report is being prepai

(b) Designed such internal control over financegarting, or caused such internal control overrfaia reporting to be designed un
my supervision, to provide reasonable assurancerdaw the reliability of financial reporting antiet preparation of financi
statements for external purposes in accordancegeitlerally accepted accounting princip

(c) Evaluated the effectiveness of the issuerslaisire controls and procedures and presentedsimehort our conclusions about
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psnt based on such evaluation;

(d) Disclosed in this report any change in the @s'suinternal control over financial reporting thattcurred during the issuer's m
recent fiscal year that has materially affectedjsoreasonably likely to materially affect, theusss internal control over financ
reporting; anc

5. The issueB other certifying officer and | have disclosedsdxh on our most recent evaluation of internal abndwver financia
reporting, to the issuer's independent registerdalip accounting firm and the audit committee of ibsuer's board of directors
persons performing the equivalent functior

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

(b) Any fraud, whether or not material, that innedvmanagement or other employees who have a s@mifiole in the issuer's inter|
control over financial reporting

Date: August 11, 2014 By: /s/ Eric S. Langa
Eric S. Langat
Chief Executive Officer and Preside




EXHIBIT 31.2
CERTIFICATION PURSUANT TO SECTION 302 OF THE
SARBANES-OXLEY ACT OF 2002
I, Phillip K. Marshall, Chief Financial Officer ®®CI Hospitality Holdings, Inc., certify tha
1. I have reviewed this quarterly report on Forn-Q of RCI Hospitality Holdings, Inc

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

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

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

(a) Designed such disclosure controls and procedunecaused such disclosure controls and procedorde designed under |
supervision, to ensure that material informatiolatieg to the issuer, including its consolidatetbsdiaries, is made known to us
others within those entities, particularly duriig tperiod in which this report is being prepai

(b) Designed such internal control over financegarting, or caused such internal control overrfaia reporting to be designed un
my supervision, to provide reasonable assurancerdaw the reliability of financial reporting antiet preparation of financi
statements for external purposes in accordancegeitlerally accepted accounting princip

(c) Evaluated the effectiveness of the issuerslaisire controls and procedures and presentedsimehort our conclusions about
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psnt based on such evaluation;

(d) Disclosed in this report any change in the @s'suinternal control over financial reporting thattcurred during the issuer's m
recent fiscal year that has materially affectedjsoreasonably likely to materially affect, theusss internal control over financ
reporting; anc

5. The issueB other certifying officer and | have disclosedsdxh on our most recent evaluation of internal abndwver financia
reporting, to the issuer's independent registerdalip accounting firm and the audit committee of ibsuer's board of directors
persons performing the equivalent functior

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

(b) Any fraud, whether or not material, that innedvmanagement or other employees who have a s@mifiole in the issuer's inter|
control over financial reporting

Date: August 11, 2014 By: /s/ Phillip K. Marshal
Phillip K. Marshall
Chief Financial Officer and Principal Accountingfioér




Exhibit 32.1

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

In connection with the Quarterly Report of RCI Hitality Holdings, Inc. (the “Company”) on Form 104@r the fiscal period ended June 30,
2014 as filed with the Securities and Exchange Ci@sion on the date hereof (the “Report”), the usigred Chief Executive Officer and
Chief Financial Officer of the Company, certify,rpuant to 18 U.S.C. § 1350, as adopted pursughd@b of the Sarbanes-Oxley Act of 2002,
that based on their knowledge:

(1) The Report fully complies with the requirementseétion 13(a) or 15(d) of the Securities Exchangeoh1934; anc

(2) The information contained in the Report faphesents, in all material respects, the finan@aldition and result of operations of the
Company as of and for the periods covered in th@oRe

/sl Eric S. Langal

Eric S. Langat

Chief Executive Office
August 11, 201-

/s/ Phillip K. Marshal
Phillip K. Marshall
Chief Financial Office
August 11, 201-

A signed original of this written statement reqditey Section 906, or other document authenticatiegnowledging, or otherwise adopting
signature that appears in typed form within thetetmic version of this written statement requitgdSection 906, has been provided to
Hospitality Holdings, Inc. and will be retained BCI Hospitality Holdings, Inc. and furnished to tBecurities and Exchange Commissio
its staff upon request.

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




