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PART |
ITEM 1. BUSINESS

The Company currently owns and operates Rick's @glq@emiere adult nightclubs offering toplessetatinment and restaurant and bar
operations in Houston, Texas and New Orleans, liamas The Company owns the Houston, Texas factlitye New Orleans facility is leas:
The Company recently acquired a facility in Minnelég Minnesota for a new location of Rick's Caltafde Minneapolis facility is current
undergoing renovation and the Company anticipgtesing the Minneapolis location for business inudam 1998. Rick's Cabaret, which
caters primarily to businessmen, has developeitatele base which includes professionals, busiegssutives and other individuals who
tend to entertain more frequently than the avepmgson and who tend to have greater disposablenecBrom its inception, the Company's
objective was to provide a first-class entertainngvironment for the business consumer. To achigigegoal and reach its target market,
Rick's created an attractive, yet discreet envirammcomplimented by a first-class bar and restduwperation conducive to attracting
businessmen and out-of-town convention clientelee Tompany also currently owns and operates Tamttansexually oriented discotheq
and billiard club in Houston, Texas.

HISTORY AND INTRODUCTION

The Company was organized as a Texas corporatid®da to acquire all of the outstanding capitatktof Trumps, Inc., a Texas corporati
("Trumps") from Robert L. Watters, its sole stockler. As a result of this transaction, Trumps begamvholly owned subsidiary of the
Company.

Trumps was incorporated in 1982 and has operateldsRCabaret since 1983. Mr. Watters initially braeaa 10% stockholder of Trumps in
November, 1987, becoming one of three stockholefsumps. Mr. Watters' ownership interest in Trumipcreased to 50% of tl
outstanding stock in 1989. Mr. Watters became tihe stockholder of Trumps in 1993 through a sesfdsusiness transactions with the only
other then remaining stockholder.

In September, 1995, the Company acquired all ot#pital stock of Tantric Enterprises, Inc., Taridance, Inc., and Tantra Parking, Inc.
(collectively "Tantra") from Mr. Watters. The Taatcompanies own and operate Tantra, a non-sexurédigted discotheque and billiard club
in Houston, Texas.

In February, 1996, the Company formed RCI Entent&int, Louisiana, Inc., a Louisiana corporation,chioperates the Company's location
in New Orleans, Louisiana. Rick's Cabaret has lopem in New Orleans, Louisiana, since late Decenit896.

In January 1997, the Company formed RCI Entertaimr{idinnesota), Inc., a Minnesota corporation,tfa@ purpose of administering,
operating and managing its new location in MinndiapMinnesota. The Company presently anticipates it will open its new facility in
Minneapolis in January 1998.

The Company formed RCI Entertainment (Texas), imdune, 1996, for the purpose of acquiring 1.18®o0f land in Houston, Texas. The
Company recently sold the property in November 1997



BUSINESS STRATEGY

Prior to Rick's opening in 1983 in Houston, Tesxths, topless nightclub business was characterizesirtajl establishments generally mana
by their owner. Such establishments were oftenylinéind the standards for performers' personpkapance and personality were not
maintained. It was customary for performers toralite between dancing and waitressing. The quaantitiyquality of bar service was low and
food was not frequently offered. Music was usudfigrd” rock and roll, played at a loud level byiscdockey who frequently interrupted the
music to make general announcements. Usually, @adi was accepted and businessmen felt uncom#itablich an environment.
Recognizing a void in the market for a first-claskilt cabaret, the Company designed Rick's anétedghe businessmen's segment of the
market by providing a unique quality entertainmemtironment. The following summarize the areaspafration of Rick's which managem:
believe distinguish it from its competitors.

FEMALE ENTERTAINMENT. Management of the Company Hakowed a policy of maintaining high standarddtie areas of both
personal appearance and personality of its tojgletestainers and waitresses. Though a performigy'siqgal appearance is very important, of
equal importance is her ability to present heragithctively and to converse intelligently with tmeers. Management insists that the
performers it hires are experienced dancers. Pectispgerformers are initially interviewed by ther@pany's management personnel.
Management makes a determination as to whethettiaypar applicant is suitable based on such factdrappearance, attitude, dress,
communication skills and demeanor. If an appliéarfidund to be suitable, she is given an identificacard and a computer number. New
performers are given a brief orientation to théo@nd the applicable rules and regulations whickegoeach performer's conduct. The
Company charges each performer a facility fee rapgom $17.00 per shift for day shifts, to $27@¥ shift for evening and night shifts.
Each entertainer retains 100% of all cash paynmaeatie to her by customers for any dance perfornfiedcustomer desires to pay by credit
card, the Company processes the credit card claadjpays the entertainer 80% of any performancegeldao a credit card. All credit card
charges made by customers while at Rick's musppeoged, in writing, by management before any chasgaccepted.

The performers dance on the main stage or on snsddiges throughout the club. While their perforogsninclude topless dancing,
management insists that they be elegantly attifeeihwot performing, as opposed to being scantégsid as in many other adult cabarets.
Full nudity is never permitted in the club. Managetwill not hire any performers who have tatood #re performers who are hired are
provided guidelines as to the manner of dressstydé; makeup and general demeanor, in an effartaimtain a high standard of
professionalism amongst the performers and to ertbat they maintain a pleasant, congenial demestradl times. Further, management
evaluates each performer's appearance and perfoenosana nightly basis and advises performers if thress, makeup, hairstyle, general
appearance or demeanor do not meet the standarcls Rick's sets forth. Rick's has had 18 entertaiméno have performed at Rick's
featured as centerfolds in the country's leading'snentertainment magazines. Though these polieies the effect of limiting the number of
performers who are permitted to dance or serveaisegsses at Rick's Cabaret, the Company belidasts policy of maintaining these high
standards is in its best interest of long-term retapgosition.

MANAGEMENT. It is common practice in the adult cabbindustry to allow its day-to-day operationalmagement to receive the bulk of
their income directly from the performers in thenfioof cash tips. Rick's, however, was the firstarah to its knowledge, to place managers
on a salary and to prohibit managers from receiciash tips. The Company has recruited its managestegih exclusively
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from outside of the topless industry, in the betieft management which has not been exposed tatopepractices prevalent in the topless
industry and with diverse management backgroundpwiduce a management team that operates withhalével of integrity. This practice
of training management without adult nightclub exgece may cause the Company to experience a gleorfagqualified management
necessary to fulfill its anticipated growth plangdo the additional time required to train suctspenel.

COMPLIANCE POLICIES. The management of Rick's Cabaas a policy of ensuring that its businessiigezhon in conformity with loca
state and federal laws. In particular, the Comgamgdnagement has a "no tolerance” policy as teilldrug use in or around the premises.
Posters placed throughout the nightclub reinfani® iolicy as do periodic unannounced searchdseoétertainer's lockers. Entertainers and
waitresses who arrive for work are not allowedeavie the premises without the permission of managernce an entertainer does leavt
premises, she is not allowed to return to workldhé next day. Management continually monitorstibbavior of entertainers, waitresses and
customers to ensure that proper standards of b@hang observed. The Company's management haswer o levy fines on entertainers
breaches of the Company's rules. In the event tmtaimer is fined three times by management, theriner is barred from future
performances at Rick's Cabaret.

Management also reviews all credit card chargesrbgdccustomers while at Rick's. Specifically, maaragnt has in place a formal policy
which provides that all credit card charges musafygroved, in writing, by management before anygdmare accepted. Management is
particularly trained to review credit card chargieensure that the only credit card charges apprémepayment are for food, drink and
entertainment at Rick's Cabaret.

FOOD AND DRINK. The Company believes a key to thecess of a premiere adult nightclub is a qudiitgt-class bar and restaurant
operation to compliment its adult entertainmente Tompany employs a fuliime Service Manager who is in charge of recruitimg training

a professional waitress staff and ensuring that eastomer receives prompt and courteous servick'skemploys a Chef with 20 years
experience and a Bar Manager, who is in charged#ring inventory and scheduling of bar staff, wihr years experience. The Company
believes that the operation of a first class resfailis a necessary component to the operatiorpodraiere adult cabaret, as is the provision of
premium wine, liquor and beer in order to ensugg the customer perceives and obtains good value Cbmpany's restaurant operation is a
full service operation which provides business lubaffets and a full-scale lunch and dinner memuise offering hot and cold appetizers,
salads, seafood, steak and lobster. An extenslgetsm of premiere wines are offered to complimamy customer's lunch or dinner select
Drinks are provided to customers in large glassés avgenerous measure of alcohol.

CONTROLS. Operational and accounting controls aseaetial to the successful operation of a casinsinte nightclub and bar business. The
Company has implemented internal procedures antlatsniesigned to ensure the integrity of its openal and accounting records. The
Company separates management personnel from hlheawlling to ensure that management is isolated &ind does not handle any cash.
The Company uses a combination of accounting agdigdd inventory control mechanisms to ensure & hegel of integrity in its accounting
practices. Computers play a significant role inteepg and analyzing a variety of information t@pide management with the information
necessary to efficiently manage and control thétalgb. Deposits of cash and credit card receiggseconciled each day to a daily income
report. In addition, management reviews on a daalsis (i) cash and credit card summaries whictoiether all cash and credit card
transactions occurring at the front door, the lrathe club and the cashier station, (ii) a sumnudrhe daily bartenders' check-out reports,
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and (iii) a daily cash requirements analysis whietonciles the previous day's cash on hand toeiipginements for the next day's operations.
These daily computer reports alert managementyfariances from expected financial results basedistorical norms. Further, the
Company conducts, on a monthly basis, an indep¢mdenview of its financial condition and has engdgndependent accountants to
conduct an annual audit and to review and advis€timpany relating to its internal controls.

ATMOSPHERE. Rick's maintains a high standard iffatslity and in its decor. The furniture and fushings in the club area were designe
create the feeling of an upscale restaurant. Thedseystem was designed to provide quality soumhelats where conversations could still
take place. This environment is carefully monitgiiederms of maintenance, music selection, eritextaand waitress appearance and all
aspects of customer service on a continuous basis.

VIP ROOM. In keeping with Rick's emphasis on segvine upper-end of the business market, Rick'seghés VIP room in 1987, which is
open only to individuals who purchase memberships room is approximately 3,000 square feet ie sigd memberships are sold which
give access to the room and discounts on food enksd The VIP room provides a higher level of luxin its decor and services.
Membership in Rick's VIP room requires a joiningmieeership fee which ranges from $250 for a non-mdithdividual membership to $550
for an individual resident membership and $1,200sfcorporate membership. Additionally, a non-menrthay use the VIP room for a one-
night admission fee of $100. Membership in RickiB Yoom will also entitle members to access tootHE rooms at all other locations
opened by the Company. Rick's is the only adulapaiin Houston, Texas, which features a "membueiss’ coom.

ADVERTISING AND PROMOTION. Rick's marketing philophy towards customers is to portray Rick's as enfmee cabaret providing
topless entertainment in a fun, yet discreet, emirent. Hotel publications, local radio, cablet&m®mn, newspapers, billboards, taxi-cab
reader boards as well as a variety of promotioaaifaigns ensure that Rick's name is kept beforpuhkc.

Rick's has received a significant amount of megjgosure over the years. Mr. Watters has appearied tm the talk show "Geraldo" talking
about Rick's and was featured in an episode og4tyfies of the Rich and Famous" focusing on thiesspindustry. In addition, Penthouse
magazine produced a nine page article on the ¢ldiPéayboy magazine covered Rick's spring 1993tgalinament in a recent article. In the
past, Rick's has sponsored golf tournaments andgsutvhich have generated significant interesttaadition. Articles covering the nightclub
have appeared in Glamour magazine as well as Laftiese Journal. The nightclub has been mentioneahimside cover story in Time
magazine as well as being mentioned on numerowsmets in both the Houston Chronicle and the HouBimst and in a recent 1995 article
published in Texas Monthly. In 1993 Rick's produtteel Girls of Rick's, a 90 minute video featurejahhwas aired as a Pay-pérew feature
on Warner cable. The video was reviewed in seVecal newspapers as well as the Hollywood Variedgazine. In December, 1994, Rick's
provided entertainers for a Pay-Per-View featumdpced by a local radio station.

Rick's received extensive national coverage dF@ and articles appeared in THE WALL STREET JOURNBOS ANGELES TIMES,
HOUSTON BUSINESS JOURNAL, and numerous other reglilewspapers. The television program "Extra" rahat feature on Rick's as
did the program "Inside Edition."



RICK'S CABARET IN NEW ORLEANS, LOUISIANA AND MINNEA POLIS, MINNESOTA.

In addition to the Company's flagship operatioMouston, Texas, the Company has locations in Ne@aDs, Louisiana and Minneapolis,
Minnesota. The Company opened its location in Neleads, Louisiana, in late December, 1996, whidbdated at 315 Bourbon Street in
New Orleans celebrated French Quarter. The Comp#gse for the New Orleans' location commencelday 7, 1996, and has a term of
1/2 years. The lease is a triple net lease withighant paying taxes, maintenance and insuran@ecliib occupies 16,200 square feet in a
three story building. The club is comprised of tmertainment venues, the first being a cabarétdarformat of Rick's Cabaret in Houston,
Texas, which is presently open and occupies themofioor. The second venue and format, yet tofened, will occupy the second floor of
the building and will be a theater seating 250q®r Live choreographed shows will take place twiceght with a cast separate from the
cabaret facilities. Rent is based on a fixed mimmpayment with a percentage supplement in the g¢hahgross sales exceed certain
numbers.

A facility in downtown Minneapolis, Minnesota wasrphased in November 1997 and it is currently beémpvated. The Company
anticipates opening the Minneapolis location fosibass in January 1998. The Minneapolis facilitg peeviously been operated as an adult
entertainment venue.

TANTRA

The Company owns and operates Tantra, a non-sgxar@hted discotheque and billiard club in Houstbexas. Tantra is located in a 6,500
square foot building and incorporates separatesdogdar service, dancing and playing billiardeebilliard area of the club is also designed
to accommodate occasional live performances by bud national acts. Tantra is designed to apeahtaudience of people between the
ages of 21 through 40 who wish to dance to musichvimay be categorized as modern dance music. & antlesigned to appeal to both
couples and single men and women. Tantra is sears@garate, but complimentary, business actiwigitk's Cabaret and is part of the
Company's business philosophy to diversify inta@aber based entertainment company.

FUTURE EXPANSION

It is the Company's intention to open adult calsairethe format and bearing the name "Rick's Cabarather cities. The Company also will
consider the acquisition of adult cabarets in otfiggs. In determining which cities will be prinecations for a "Rick's Cabaret" a variety of
factors will be considered. The current regulatemyironment will be one of such factors. The citysipresently permit alcoholic beverages
to be sold in a topless cabaret and must permi tdmncing in the table-side style similar to Régitesent location in Houston, Texas.
Another factor which will be considered is the dadaility of sites. The city must have availablelwanber of sites suitable for conversion to a
Rick's style cabaret, located in high traffic connome areas. The Company also will review potert@hpetition in the area and will attempt
to analyze the current market conditions and pabfiity of other adult cabarets in the city. Theximity to Houston of a particular city will
also be considered. In the early years of exparnbi@wity must be within easy commuting distanceinyf Houston. This will facilitate the
training of management in Houston and enable thicgation of Houston-based management in the ttocson and opening of the new
enterprise. It is anticipated that a significantiner of personnel from the Houston operation wéliused to ensure that the same operational
systems and controls used at its location in Houstit be implemented and maintained at its nevat@mns. The existing business climate
will also be of critical importance. The city mistve a significant population
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of indigenous businessmen, be a recognized talggtnation and have a well developed conventicinass.
COMPETITION

The adult topless club entertainment businesggisiyicompetitive with respect to price, service &ahtion, as well as the professionalism of
its entertainment. For example, Rick's Cabaretandton competes with a number of locallyned adult cabarets, some of whose names
enjoy recognition that equals that of Rick's. Wihiilere are restrictions on the location of a séeddlsexually oriented business" there are no
barriers to entry into the adult cabaret entert@nnmarket and only the name "Rick's" and "Riclab&et" are proprietary. There are
approximately 50 adult cabarets located in the ktouarea of which approximately 10 are in direghpetition with the Company. The
Company believes that the combination of its exgstiame recognition and the entertainment environat it has created which is
distinctive and unique will allow the Company tdeetively compete within the industry. In the pgsar, Rick's has been the fourth highest
adult nightclub in the Houston area in alcoholigdrage sales, according to the information mad@éadola by the Texas Alcoholic Beverage
Commission. In the two years prior thereto, Rigk&s either the second or third highest adult nighta alcoholic beverage sales in the
Houston area. Although the Company believes thatvitell-positioned to compete successfully, theae be no assurance that Rick's will be
able to maintain its high level of name recognitéod prestige within the marketplace.

GOVERNMENTAL REGULATIONS

The Company is subject to various federal, statelaral laws affecting its business activitiesphrticular, in Texas the authority to issue a
permit to sell alcoholic beverages is governedheyTexas Alcoholic Beverage Commission (the "TAB@Mich has the authority, in its
discretion, to issue the appropriate permits. Ripkésently holds a Mixed Beverage Permit and a Haiurs Permit (the "Permits"). These
Permits are subject to annual renewal, provide#t'Rltas complied with all rules and regulationsegaing the permits. Renewal of a permit
is subject to protest, which may be made by a lafereement agency or by a member of the generdigub the event of a protest, the
TABC may hold a hearing at which time the viewsntérested parties are expressed. The TABC haautherity after such hearing not to
issue a renewal of the protested alcoholic bevepagait. Rick's has never been the subject of tepttearing against the renewal of its
Permits. Other states may have similar laws whialy fimit the availability of a permit to sell alcolic beverages or which may provide for
suspension or revocation of a permit to sell alticHm®verages in certain circumstances. Prior fmaexling into any new market, the Comp
will take all steps necessary to ensure compliavitteall licensing and regulatory requirementsttoe sale of alcoholic beverages as well as
the sale of food.

Various groups have increasingly advocated cergstrictions on "happy hour" and other promotionslving alcoholic beverages. The
Company feels its entertainment value, admittamegge beginning after normal "happy hours" ang@iscy of not discounting drink prices
are effective tools in promoting its business. Tmnpany cannot predict whether additional restiition the promotion of sales of alcoh
beverages will be adopted, or if adopted, the &fiésuch restrictions on its business.

In addition to various regulatory requirements effeg the sale of alcoholic beverages, in Houstmia, in many other cities, location of a
topless cabaret is subject to restriction by ciyimance. Rick's is subject to "The Sexually OehBusiness Ordinance" (the "Ordinance")
which contains prohibitions on the location of aula cabaret. The prohibitions deal generally vditstance from schools, churches, and other
sexually oriented businesses and contain restngti@sed on the percentage of residences withimtinediate vicinity of the sexually

oriented business. The granting of a Sexually



Oriented Business Permit ("Business Permit") issutject to discretion; the Business Permit mugraated if the proposed operation
satisfies the requirements of the Ordinance.

In January, 1997, the City Council of the City adu$ton passed a comprehensive new ordinance rieguié location of and the conduct
within Sexually Oriented Businesses. The new Omteawhich is pending judicial review, establishess distances that Sexually Oriented
Businesses may be located to schools, churchggrplands and other sexually oriented businessesreTdre no provisions in the Ordinance
exempting previously permitted sexually orientedibasses from the effect of the new Ordinance.démpany was informed that Rick's
Cabaret at its location at 3113 Bering Drive failedneet the requirements of the Ordinance andrditigly the renewal of the Company's
Business License at that location had been denied.

The Ordinance provides that a business which ig&edemrenewal of its operating permit due to charigalistance requirements under the
Ordinance is entitled to continue in operationdqreriod of time (the "Amortization Period") if tih@/ner is unable to recoup, by the effective
date of the Ordinance, its investment in the bissirikat was incurred through the date of the passad approval of the Ordinance.

The Company filed a written request with the CitfHouston requesting an extension of time duringcithe Company may continue
operations at its original location under the Arization Period provisions of the Ordinance sinae@ompany was unable to recoup its
investment prior to the effective date of the Oadice. An administrative hearing (the "Hearing") vuaki by the City of Houston to determ
the appropriate Amortization Period to be grantethe Company. At the Hearing, the Company reqddbia it be granted an Amortization
Period at its original location equal to foffiye years from the effective date of the Ordinandee Company has been granted an amortiz
period through July 1998. The Company has the tghppeal any decision of the Hearing officiathie district court in the State of Texas.

On May 12, 1997, the City of Houston agreed to diefplementation of the Ordinance until the comitinality of the entire Ordinance is
decided by court trial. It is presently anticipathdt a court hearing will be held in sometime @98. There are other provisions in the
ordinance, such as provisions governing the leBybting in a sexually oriented business, thaahse between a customer and dancer while
the dancer is performing in a state of undresspaadisions regarding the licensing of dancers winety be detrimental to the conduct of
business by the Company and all of these provisasswill be the subject of the above mentionggddtion. No assurance can be given as to
the likelihood of the success of any litigatiorefilagainst the City of Houston.

The Company is also required to have a dancehatipér the operation of a discotheque in the otyHouston. The dancehall permit is not
a discretionary permit, but must be granted byctheif the provisions of the applicable ordinarare satisfied. A dancehall permit may be
revoked or renewal may be refused if certain crahactivities occur on the premises or the pergiad as the applicant has committed
certain named offenses. Tantra's dancehall pesmpitasently held by Mr. Watters. The Company bebahat it could obtain a new dancehall
permit if for any reason Mr. Watters failed to rener was refused the renewal of the dancehall gefmior to expanding into any new
market, the Company will take all steps necessapptain any required dancehall permits and to dgmvjih any other related regulatory
requirements within that market.

TRADEMARKS

Rights of the Company to the trademarks "Rick's! dick's Cabaret" are established under commontased upon the Company's
substantial and continuous use of these tradenmaikierstate commerce since at least as earlpég.1
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'RICK'S AND STARS DESIGN" logo was registered b ttinited States Patent and Trademark Office ("PT®1089. Due to an oversight,
these registrations were canceled by the PTO fluréaof the Company to file a required affidavittivthe PTO setting forth that the service
mark was still in use in commerce. Applicationsdervice mark registrations for this mark wereleefi and the PTO has issued new
registrations for the service mark "RICK'S AND STBRESIGN".

The Company has also obtained service mark retigisgafrom the PTO for the Company's RICK'S CABAR&&rvice mark.

There can be no assurance that the steps takém IGompany to protect its service marks will begadte to deter misappropriation of its
protected intellectual property rights. Litigatioray be necessary in the future to protect the Cogipaights from infringement, which may
be costly and time consuming.

EMPLOYEES AND INDEPENDENT CONTRACTORS

As of September 30, 1997, the Company had appra&lyna60 full-time employees, of which 12 are inmagement positions, including
corporate and administrative operations and appratdly 148 are engaged in food and beverage seimidading bartenders and waitresses.
None of the Company's employees are representadubjon and the Company considers its employe&ortato be gooc

Additionally, the Company has independent contracttationships with over 400 entertainers, whosaié-employed and work with the
Company on a non-exclusive basis as independefraobors.

ITEM 2. PROPERTIES

The Company owns the premises where Rick's Calsdietated in Houston, Texas. The cabaret continsggregate 12,300 square feet,
divided into two separate club areas and execativeadministrative offices. The main club areatiedVIP club area together contain 10,
square feet and seat approximately 300 peopleeXéeutive and administrative offices comprise 1,80are feet. A woman's apparel
boutique leases approximately 300 square feeeatdame location. SRD Vending Company, Inc. ("SRB"Jexas Corporation whollgwned
by Mr. Watters also occupies 120 square feet asadnee location. SRD provides and maintains thereigavending machines located at
Rick's Cabaret. See, CERTAIN TRANSACTIONS.

The Company presently owns a 6,500 square foadibgilin which Tantra is located. The building ingorates separate areas for bar service,
dancing and playing billiards. The building is @ntly leased to Tantra, pursuant to a ten yeaelagseement which expires on August 1,
2004. The lease agreement provides for lease pagro&the greater of (i) $1,500 per month or (# Bf Tantra's gross receipts per month
until such time as the Company has received $2800@ental income.

The Company leases the premises where Rick's Gdabdoeated in New Orleans, Louisiana. The Comfml®ase for the New Orleans'
location commenced on May 7, 1996, and has a téi38 @/2 years. The lease is a triple net leask tgitant paying taxes, maintenance and
insurance. The club will occupies 16,200 squartifea three story building.
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A facility in downtown Minneapolis, Minnesota wasrphased in November 1997 and it is currently beémpvated. The Company
anticipates opening the Minneapolis location fosibass in January 1998. The Minneapolis facilityf peeviously been operated as an adult
entertainment venue.

ITEM 3. LEGAL PROCEEDINGS

The Company and Mr. Watters are presently invoimezkrtain litigation. In DALLAS J. FONTENOT V. TRMPS, INC. AND ROBERT L.
WATTERS, Cause

No. 94-057144 in the 127th District Court of Harris Cognitexas (the "Fontenot Lawsuit"), Mr. Fontenotatiee Company and Mr. Watters
for alleged breaches of an Agreement entered imfpril, 1993 among Mr. Fontenot, the Company and Watters. Mr. Fontenot alleges
that Mr. Watters and the Company have breachedirisement, but does not indicate the manner irchvitie breach has occurred. The
Company believes that it has fully complied withabligations under this Agreement. The litigati@presently in the discovery stage. The
Company believes, after consultation with countbalt it has substantial defenses to the claimgjoesserted against it and that the risk of
material financial exposure to the Company is wtlik

In March, 1997, Classic Affairs and Robert Sabégabed litigation against the Company in MinneapoMinnesota styled ROBERT W.
SABES AND CLASSIC AFFAIRS, INC., D/B/A SHIEK'S PALBE ROYALE V. RICK'S CABARET INTERNATIONAL, INC., ATEXAS
CORPORATION, RCI ENTERTAINMENT (MINNESOTA), INC. AR ROBERT L. WATTERS, in District Court, 4th Juditiistrict,
Case No. CT97-006457. The suit alleges that thegaommand Mr. Watters violated a Non-Competition @gment which was to have been
executed upon the closing of the acquisition oe&kiPalace Royale, which never took place.

Mr. Sabes ("Sabes") and Classic Affairs, Inc. (‘$Sla Affairs") are seeking an order from the Cdlat the covenant not to compete is
binding upon the Company and Mr. Watters even thahg acquisition of Shiek's Palace Royale newek tdace, as well as an order for
unspecified damages for the breach of the agreemkratCompany and Mr. Watters have answered tigénaticomplaint and have denied all
of the allegations contained therein. Further,Goenpany has filed a Counterclaim against Sabe<tasbic Affairs alleging that Sabes and
Classic Affairs are seeking to interfere with then@pany's right to purchase another adult entertamracility in Minneapolis. The Compa
believes, after consultation with counsel, thatdlaéms asserted by Sabes and Classic Affairs @hout merit and are subject to defenses.
The Company intends to defend this suit againstifiens asserted and to pursue its counterclairmsig8abes and Classic Affairs.

SEXUALLY ORIENTED BUSINESS ORDINANCE OF HOUSTON, TE XAS

In January, 1997, the City Council of the City aji$ton passed a comprehensive new ordinance rieguthe location of and the conduct
within Sexually Oriented Businesses. The new Omiteawhich is pending judicial review, establishess distances that Sexually Oriented
Businesses may be located to schools, churchggrplands and other sexually oriented businessesreTdre no provisions in the Ordinance
exempting previously permitted sexually orientedibasses from the effect of the new Ordinance.tmpany was informed that Rick's
Cabaret at its location at 3113 Bering Drive faiteaneet the requirements of the Ordinance andrdcggly the renewal of the Company's
Business License at that location had been denied.

The Ordinance provides that a business which igedemrenewal of its operating permit due to charigalistance requirements under the
Ordinance is entitled to continue in operationdqreriod of time (the "Amortization Period") if th@/ner is unable to recoup, by the effective
date of the Ordinance, its investment in the bissiribat was incurred through the date of the passad approval of the Ordinance.
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The Company filed a written request with the CityHouston requesting an extension of time duringcvithe Company may continue
operations at its original location under the Arization Period provisions of the Ordinance sinae@ompany was unable to recoup its
investment prior to the effective date of the Oadlice. An administrative hearing (the "Hearing") wuakl by the City of Houston to determ
the appropriate Amortization Period to be grantethe Company. At the Hearing, the Company reqddbtat it be granted an Amortization
Period at its original location equal to foffiye years from the effective date of the Ordinandee Company has been granted an amortiz
period through July 1998. The Company has the tghppeal any decision of the Hearing officiathie district court in the State of Texas.

On May 12, 1997, the City of Houston agreed to diefplementation of the Ordinance until the comitinality of the entire Ordinance is
decided by court trial. There are other provisionthe ordinance, such as provisions governindetel of lighting in a sexually oriented
business, the distance between a customer andrdahite the dancer is performing in a state of @ssrand provisions regarding the
licensing of dancers which may be detrimental ®odbnduct of business by the Company and all afetlpeovisions also will be the subject
the above mentioned litigation.

No assurance can be given as to the likelihoot@tticcess of any litigation filed against the GftyHouston, but in the event that st
litigation is unsuccessful it is likely that the @pany will be able to take the benefit of an Angation Provision contained in the new
ordinance designed to allow recovery of a busisesgestment and which will allow the Company tatioue in business at its present
location during the Amortization Period.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

During the fourth quarter of 1997, there were ndtera submitted to a vote of the Security Hold#rspugh solicitation of proxies or
otherwise.
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PART Il
ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND R ELATED STOCKHOLDER
MATTERS
PRICE RANGE OF COMMON STOCK

The Company's Common Stock is traded on The NASH#A@lICap Market under the symbol "RICK." The foliag table sets forth the
quarterly high and low last sales prices per sfarthe Common Stock, as reported by NASDAQ.

COMMON STOCK PRICE RANGE

HIGH LOW
1996
First Quarter........cccceceveuveee... $ 5 $315/16
Second Quarter........ccceceeunee... $ 53/4 $41/2
Third Quarter...........cccecevve.. $ 59/16 $43/4
Fourth Quarter..........c..ccue...... $ 53/8 $4.00
1997
First Quarter.............ccco..c...... $ 5 1/2 $ 4.00
Second Quarter.............o..c...... $ 47/16 $ 234
Third Quarter........cccc.cceeuveee... $ 3.00 $ 2.25
Fourth Quarter.............cc........ $ 25/8 $ 2.00

On December 23, 1997 the last sales price for tirar@on Stock as reported by The NASDAQ SmallCap Mankas $2 1/4 per share. On
December 23, 1997, there were approximately 37ekbtuders of record of the Common Stock.

The Company has not paid, and the Company doesun@ntly intend to pay cash dividends on its comrsimck in the foreseeable future.
The current policy of the Company's Board of Dicestis to retain all earnings, if any, to provideds for operation and expansion of the
Company's business. The declaration of divideridsyyi, will be subject to the discretion of the Bibaf Directors, which may consider such
factors as the Company's results of operationantiral condition, capital needs and acquisitioatsgfy, among others.

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

The following discussion should be read in conjiorctvith the financial statements and notes thefi@tohe fiscal years ended September 30,
1997 and 1996.
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GENERAL

The Company was formed in December 1994 to acaillicf the outstanding capital stock of Trumps,.JrecTexas corporation (“Trumps")
formed in 1982. Since 1983, Trumps has operatefS:@abaret, a premier adult nightclub offeringésp entertainment in Houston, Texas.
In 1995, the Company acquired Tantra, a non-sexoaiknted discotheque and billiard club also ledah Houston, Texas from Robert L.
Watters, the principal shareholder. Tantra becapeeational during the second quarter of fiscal 198%ebruary 1996, the Company formed
RCI Entertainment (Louisiana) Inc., a Louisianapowation for the purpose of administering, opegtmanaging and leasing its new local

in New Orleans, Louisiana. The Company openedeits facility in New Orleans in late December, 19®6addition, the Company formed
RCI Entertainment (Texas) Inc. in June 1996, ferphrpose of acquiring 1.13 acres of land in Hausiexas. The Company sold the Lan
November, 1997. In January, 1997 the Company forREeHdEntertainment (Minnesota) Inc. for the purpogacquiring, renovatin

operating and managing its new facility in Minneligydviinnesota. The Company expects to open it femility in Minneapolis, Minnesota in
January, 1998. The Company's fiscal year end iseSdyer 30.

Revenues are derived from the sale of liquor, heire and food, which comprises approximately 5%%otal revenues, and charges to the
entertainers, cover charges and other income wduntprise approximately 41% of total fiscal 199 7eneves.

RESULTS OF OPERATIONS

YEAR ENDED SEPTEMBER 30, 1997 COMPARED TO YEAR ENDEBEPTEMBER 30, 1996. For the 1997 fiscal year,Gbenpany ha
consolidated total revenues of $6,277,579, an aswef $1,647,281 from fiscal 1996 revenues of 1 208. Single location revenues for
Rick's Cabaret - Houston declined 17% from fis@86.to fiscal 1997 or approximately $594,000. Thelide at Rick's Cabaret in Houston is
offset by the opening of Rick's Cabaret New Orleahih provided revenues of $2,296,779 during tine months of this fiscal period for
which it was open. The overall decline in singledtion revenues in Houston, Texas is attributabbé increased level of competition in the
area and the chilling effect of a new ordinancespdsn January, 1997 by the City of Houston Cityi@ml. Management intends to offset this
revenue decline with the opening of an additionahtion in Minneapolis, Minnesota during Janua88&. Currently, management is also
studying additional potential acquisitions, whichuld additionally serve to offset the current raveideclines.

Costs of goods sold were 32% and 30% of salecohalic beverages and food for fiscal 1997 and 18&pectively. This slight increase is
due to the increase in food sales which carrieiglaehn cost than beverage sales. The Company castiayprogram
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to improve margins from liquor and food sales amatifservice efficiency.

Salaries and wages increased 42% or $625,400 fewmal L1996 due to the addition of personnel iraedlas of the company due to the opening
of the New Orleans location and in preparationtifieropening of the location in Minneapolis, Minnso

Other general and administrative expenses incre2@¥dor $749,579 from fiscal 1996 to fiscal 199fafye card fees increased $40,951
largely due to opening the new location in New @nmke Legal and accounting decreased $25,099 asilh oéthe final settlement of two ca
involving the company. Advertising and promotiocr@ased by $241,130 reflecting the cost of medpeediture in New Orleans. The
company's current media expenditures have dectigféetting the decrease in need for advertisiniyémw Orleans. Other costs increased
during fiscal 1996 as a result of (i) additionaperses of $52,000 to recognize refunds due tostafitemployees in Houston for shift char
and tip processing fees, and (ii) increased tramdllodging costs incurred by staff involved witle bpening of the New Orleans and
Minneapolis locations and the review of other ptgmacquisitions.

This Company experienced a net loss of $1,293,88fisdcal 1997 compared to a net loss of $708,6t4iscal 1996. Management has taken
steps as discussed in greater detail in the sect@WIDITY AND CAPITAL RESOURCES (see below) to ame the Company will become
profitable in early fiscal 1998, principally asesult of increased revenues and decreased adwgrispenditures and also as income from the
opening of the new location in Minneapolis is readi.

YEAR ENDED SEPTEMBER 30, 1996 COMPARED TO YEAR ENDEBEPTEMBER 30, 1995. For the 1996 fiscal year,Gbenpany ha
consolidated total revenues of $4,630,298, an asgef $95,592 from fiscal 1995 revenues of $4884,Single location revenues for Rick's
Cabaret - Houston declined 11% from fiscal 199fsmal 1996 or approximately $463,000. The dechih®ick's Cabaret is offset by the
addition and opening of Tantra which provided rexenof $845,000. The overall decline in single fimcarevenues in Houston, Texas is
attributable to the increased level of competifiothe area.

Costs of good sold were 29% and 28% of sales ohalic beverages and food for fiscal 1996 and 18&&pectively. This slight increase is
due to the increase in food sales which carrieiglzehn cost than beverage sales.

Salaries and wages increased 18% or $226,527 fewmal 1995 due to the addition of management perdand staff in the kitchen and
administrative areas of the Company. Managemefiirgfavere increased in order to have adequateinéd personnel to assist with the
planning and preopening activities of the New QOrtelcation and other locations.

Other general and administrative expenses increz@¥dor $1,306,394 from fiscal 1995 to fiscal 1986arge card fees decreased $67,803
largely due to increased cash sales during fiseé@6 and more favorable discount terms from 199§al and accounting increased $225,566
as a result of additional fees incurred as twdhef@ompanies lawsuits approached the final settiepteases. Advertising and promotion
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increased by $235,378 as the Company continueditaloor advertising campaign started in fiscal 1806rder to capitalize on the extensive
media attention the Company attracted as a rethiequblic offering completion. In addition dugitthe fourth quarter of fiscal 1996, the
Company started an extensive radio advertising eagnpon several stations in the Houston, Texas &aaagement believes the positive
effects of advertising for the Company are oftefeded for a period of several months. Other costeeased during fiscal 1996 as a result of
(i) expenses of $132,000 to recognize refunds dwegit staff employees in Houston for shift charged tip processing fees, (ii) expense of
$250,000 to reflect the cost of a financial markgitompany advising the Company in financial mattéii) an additional accrual of $50,000
to reflect costs of a legal settlement and (ivyéased travel and lodging costs incurred by stafflived with the opening of the New Orleans
locations and the review of other potential acdigiss. During the fourth quarter of fiscal 1996 tiompany capitalized preopening costs of
$170,000 relating to the New Orleans location whgcburrently undergoing renovation and is not expe to produce revenues until
December 1996.

Interest income increased to $162,688 during fi$086 as a result of investing the proceeds oCimpany's public offering.
The Company experienced a net loss of ($708,6X4)sical 1996 compared to net income of $359,427igcal 1995.
LIQUIDITY AND CAPITAL RESOURCES

At September 30, 1997 the Company had working abpit$107,342, compared to working capital of $5,893 at the end of fiscal 1996.
The decrease in working capital is primarily du¢hte® Company's opening of its facility in New OrnsaAdditionally, the Company sold
46,845 shares of common stock for $152,246.

In the opinion of management, working capital i$ a¢rue indicator of the status of the Company tduae short cycle to liquidity, which
results in the realization of cash within no mdrart five (5) days after the culmination of a trantien.

Net cash used by operating activities in fiscalZ1@@s ($544,768) compared to net cash used by topgeectivities of ($1,004,848) in fisc
1996. The decrease in cash used by operating taegiwwas due primarily to the net loss of ($1,298)3deing balanced by depreciation of
$311,464, the cumulative effect of accounting cleaoig$151,138, an increase in accounts payablaerrded liabilities of $218,894 and a
change in income taxes payable/receivable of $¥87 Met cash used in investing activities was $4,321 in 1997 and was due to
investments in the land and building at the origiauston location, leasehold improvements in Netke@ns, property and equipment. Cash
provided by financing activities was $2,073,716 guenarily to funding of loans for leasehold impeswents in New Orleans and purchase of
the land and building of the original nightclub dbion in Houston, Texas.

Management believes it has implemented plans thia¢msure that the Company will become profitaibldiscal 1998. Management has tal
steps to restructure management compensation teedte salary costs of management and to reomgériaccounting function to more
efficiently manage the business. Additionally, steave
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already been taken to reduce advertising experdityover $400,000 in fiscal 1998 compared to fi$8&87. New Orleans represented the
first expansion for the company outside of its i@ market of Houston, Texas and as a result geming expenses for New Orleans refle
the company's determination to make a market imppactigh widespread advertising. In Minneapoliscbynparison, the company will
capitalize on its high traffic location and on tledative lack of competition instead of spending\ily on media and advertising. Extensive
use will be made in opening the Minneapolis logatta media materials developed for the opening@MNew Orleans location. Emphasis
will continue to be placed on reduction of CostGafods Sold by setting and monitoring managemerisgdaach location.

Although the Company has not established linesaditother than the existing debt, there can bassurance that the Company will be able
to obtain additional financing on reasonable teiifrest, all. The Company has, however, developederaus contacts with professionals who
have expertise in raising capital through privdee@ment of securities and the Company will lookh® public marketplace to find the
resources necessary to continue its planned exgansi

Because of the large volume of cash handled bgdhgpany, stringent cash controls have been impleeddsy the Company. These
procedures have been improved over the life oftbmpany, to take advantage of improvements in @olgy. Management believes that it
will be able to duplicate the financial controlatkexist at its current location at future locatipand that these controls will provide sufficient
safeguards to protect the interests of the Comgarthe event the topless club industry is requicedonvert the entertainers who perform
from independent contractor to employee statusCtivapany has prepared alternative plans that Maneagebelieves will protect the
profitability of the Company. In addition, Manageméelieves that the industry standard of treatimgentertainers as independent
contractors provides sufficient safe harbor pradecto preclude any tax assessment for prior ypaysoll taxes.

The adult topless club entertainment businessgisiyricompetitive with respect to price, service #oahtion, as well as the professionalism of
the entertainment. Rick's Cabaret competes withnaber of locally-owned adult cabarets, some of weht@mes enjoy recognition that equals
that of Rick's. Although the Company believes iha well-positioned to compete successfully ia thture, there can be no assurance that
Rick's will be able to maintain its high level acime recognition and prestige within the marketplace

SEASONALITY

The Company is significantly affected by seasoaeldrs. Typically, Rick's has experienced redues@mues from May through September.
The Company has historically experienced its steshgperating results during October through April.

SPECIAL NOTE REGARDING FORWARD LOOKING INFORMATION

The Management Discussion and Analysis containswsi'forward looking statements" which represéetCompany's expectations or
beliefs concerning future events and involve a neina risks and uncertainties. Important factoet ttould cause actual results to differ
materially from those indicated include risks amdertainties
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relating to the impact and implementation of theusdly oriented business ordinance in the City oluston, the timing of the opening of the
club in Minneapolis, Minnesota and the availabitfyacceptable financing to fund corporate expamsitorts.

ITEM 7. FINANCIAL STATEMENTS
The information required hereunder is includechis teport as set forth in the "Index to Finan8tdtements" on page F-1.

ITEM 8. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND
FINANCIAL DISCLOSURES8. CHANGES IN AND DISAGREEMENTS WITH
ACCOUNTANTS ON ACCOUNTING AND FINANCIAL DISCLOSURE

There have been no changes in accountants sin€etlistrant's incorporation in 1994, nor have theren any disagreements with
accountants on any matter of accounting principtgsractices, financial statement disclosure, alitng scope or procedure.
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PART 1lI

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

DIRECTORS AND EXECUTIVE OFFICERS.

Directors are elected annually and hold officelith& next annual meeting of the stockholders ef@ompany or until their successors are
elected and qualified. Officers are elected anguaild serve at the discretion of the Board of Daex There is no family relationship
between or among any of the directors and execuoffieers of the Company. Under the terms of thel&mvriting Agreement in connection
with the Company's initial public offering, the Cpamy agreed that, for a period of three years gn@ictober, 1998, the Company's Board of
Directors will consist of a minimum of five persgoma&o of whom shall not be affiliated with the Coamy. To date, the Company's Board of
Directors consists of four persons.

ROBERT WATTERS, age 46, has been a director ofCthmpany since 1986, and has been the sole stoektmfithe Company since March
1993. Mr. Watters has been president and chiefugxecofficer of the Company since 1991 and prdgesarves also as its chief financial
officer. He was also a founder in 1989 and openatit 1993 of the Colorado Bar & Grill, an aduliliaret located in Houston, Texas and in
1988 performed site selection, negotiated the ptpgpairchase and oversaw the design and permiitinthe cabaret that became the Cabaret
Royale, in Dallas, Texas. Mr. Watters practiced &sna solicitor in London, England and is qualifiegractice law in New York state. Mr.
Watters worked in the international tax group @& &tcounting firm of Touche, Ross & Co. (now sudegeby Deloitte & Touche) from 1979
to 1983 and was engaged in the private practiteofn Houston, Texas from 1983 to 1986, when hmabree involved in the full-time
management of the Company. Mr. Watters graduated the London School of Economics and PoliticaeSce, University of London, in
1973 with a Bachelor of Laws (Honours) degree antidi75 with a Master of Laws degree from Osgoodk lté@v School, York University.

ERICH NORTON White, age 27, vice president, secyedad general manager has served as a Directhe @ompany since July, 1995. Mr.
White joined the Company in January, 1993 as atmiginager and since May, 1995 has been its Gelarahger. From October, 1989, until
joining the Company in 1993, Mr. White worked ire thospitality industry for the Bennigan's restaticdrain. Mr. White completed tt
Bennigan's Restaurant Management Training Prognat892.

SCOTT C. MITCHELL, age 44, has served as a direattihe Company since December, 1994. Mr. MitchaB been a certified public
accountant in private practice since 1976 and bas la principal of his own firm since 1981. Mr. thiell's current firm Mitchell & Cavallo,
P.C. serves a wide range of business and individigadts. Mr. Mitchell has been licensed since 188practice law in the State of Texas and
since 1986 has been admitted to practice befor&dkeCourt of the United States. Further, Mr. Méltthas been appointed by various
District Courts as a receiver and special mastéusiness entities under court jurisdiction. Mridfiell was appointed a Receiver of the
Company in September, 1989 with limited authoritypversee and review the receipt and disbursenieatenues of the Company. Mr.
Mitchell, however, had no authority over the mamaget of the Company. The receivership was termihaiélarch, 1993. Mr. Mitchell
graduated from the University of Texas with an heriegree in Business Administration.
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MARTIN SAGE, age 46 has served as a Director of@bepany since July, 1995. Mr. Sage is the fouaddrdirector of Sage Productions,
Inc., which is involved in the development of apptyadvanced learning theory to business. The Sagming Method enables individuals to
build innovative approaches to management, leaigeastd team building. The Sage Learning Method wadkcreate dynamic relationships
which motivate and create synergy between indidglaad the businesses where they work. For thelgagtars, Mr. Sage has served as a
consultant to businesses throughout the Unite@$Stainging his innovative approach to businesaday organizations and corporations.

CERTAIN SECURITIES FILINGS
The Company believes that all persons have compligdSection 16(a) of the Exchange Act.
ITEM 10. EXECUTIVE COMPENSATION

The following table reflects all forms of compensatfor services to the Company for the fiscal geamded September 30, 1997, 1996 and
1995 of the chief executive officer of the CompaNyp. executive officer (other than the chief exegibfficer) of the Company received
compensation which exceeded $100,000 during 1997.

SUMMARY CO MPENSATION TABLE
LONG-TERM

ANNUA L COMPENSATION COMPENSATION ALL

RESTRICTED STOCK OTHER

STOCK OPTIONS COMPEN-

NAME & PRINCIPAL POSITION YEAR SALARY BONUS OTHER(1) AWARDS (SHARES) SATION
Robert L. Watters 1997 $325,00 0 -0- 0 0- -0- -0
Chief Executive Officer 1996 $325,00 0 -0- 0 0- -0- -0
1995 $298,00 0 -0- 0 0- -0- -0

(1) The Company provides Mr. Watters certain pessbenefits. Since the value of such benefits dat¢®xceed the lesser of $50,000 or :
of annual compensation, the amounts are omitted.

DIRECTOR COMPENSATION

The Company does not currently pay any cash dirgdes, but it pays the expenses of its diredtoastending board meetings. Scott C.
Mitchell, Martin Sage and Erich N. White, directafsthe Company were granted stock options on @ct@R, 1995 for services provided to
the Company as directors. Messrs. Mitchell, SageVithite were each granted 5,000 stock optiongtalh exercise price of $3.00 per share
until January, 2005. The options are exercisablg amto one-fourth of the total number of sham@geced by each grant of options during
each 12-month period commencing 12 months aftegtaet date.

EMPLOYEE STOCK OPTION PLAN

While the Company has been successful in attraetimpretaining qualified personnel, the Companiebeb that its future success will
depend in part on its continued ability to attraed retain highly qualified personnel. The Comppays wages and salaries which it believes
are competitive. The Company also believes thaityqwnership is an important factor in its ability attract and retain skilled personnel,

in 1995 adopted a Stock Option Plan (the "Planefoployees and directors.
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The purpose of the Plan is to further the inteoéshe Company, its subsidiaries and its stockhslthy providing incentives in the form of
stock options to key employees and directors whtritute materially to the success and profitapitift the Company. The grants will
recognize and reward outstanding individual perfamoes and contributions and will give such persopsoprietary interest in the Company,
thus enhancing their personal interest in the Caryipaontinued success and progress. This Plaralwdl assist the Company and its
subsidiaries in attracting and retaining key emeémsyand directors. The options granted under thismRay be either Incentive Stock Optic
as that term is defined in Section 422A of therimié Revenue Code of 1986, as amended, or normtamptions taxed under Section 83 of
the Internal Revenue Code of 1986, as amendedPIHmeis administered by the Board of DirectorsyalCompensation Committee of the
Board of Directors. The Board of Directors haséhelusive power to select the participants in ttePto establish the terms of the options
granted to each participant, provided that all@pigranted shall be granted at an exercise pgical ¢o at least 85% of the fair market value
of the Common Stock covered by the option on tlamigdate and to make all determinations necessaghisable under the Plan. A total of
300,000 shares may be optioned and sold underdhgp@ny's Stock Option Plan. As of September 307,1905,000 stock options had been
granted under the Plan, none of which have beertisrd.

EMPLOYMENT AGREEMENT

The Company presently has a three year employnggeéement with Robert L. Watters (the "Agreemerti"$¢rve as its President and Chief
Executive Officer. The Agreement, which extendstigh December 31, 2000, provides for an annual $alsey of $300,000. The Agreem
also allows for an annual bonus, in the discretibthe Board of Directors (excluding Mr. Watters@sed upon the financial performance,
including evaluation of the income and earningthefCompany during the year. The Agreement alswighes for participation in all benefit
plans maintained by the Company for salaried engaeyMr. Watters' Agreement contains a confidatytiptovision and an agreement by
Mr. Watters not to compete with the Company upanetkpiration of the Agreement. The Company haestatblished, nor does it provide
for, long-term incentive plans or defined benefitctuarial plans.

ITEM 11. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT

The following table sets forth certain informatianDecember 23, 1997, with respect to the benéfigiaership of shares of Common Stock
by (i) each person who owns beneficially more th&of the outstanding shares of Common Stocke&gh director of the Company, (iii)
each executive officer of the Company and (ivieakcutive officers and directors of the Compang gsoup.

Robert L. Watters

3113 Bering

Houston, Texas 77057 1,800, 000(2) (43.15%)
Erich Norton White

3113 Bering

Houston, Texas 77057 23, 125(1)(2) (0.01%)
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Scott C. Mitchell

820 Gessner

Suite 1380

Houston, Texas 77024 12,500 1)) (0.01%)

Martin Sage
100 Congress Ave., Ste. 2100
Austin, Texas 78701 2,500 1)) (0.01%)

Rock Fund
3601 West Commercial Blvd.
Fort Lauderdale, Florida, 33309 244,600 (5.86%)

All directors and officers as a
group (4 persons) 1,838,125 (44.03%)

(1) Messrs. Watters, White, Mitchell and Sage hsole voting and investment power with respect eodiiares shown as beneficially owned
by them.

(2) Includes options to purchase 22,500 shares akercise price of $3.00 per share, which aregptbsexercisable; includes warrants to
purchase 625 shares of Common Stock of the Comgaauy exercise price of $3.00 per share which aaeeptly exercisable; and does not
include options to purchase an additional 7,500eshat an exercise price of $3.00 per share, whiltinot become exercisable within the
next 60 days.

(3) Includes options to purchase 2,500 shares ekertise price of $3.00 per share, which are pthsexercisable; and does not include
option to purchase 2,500 shares at an exercise @fi$3.00 per share which will not become exebtesavithin the next 60 days.

ITEM 12. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS

Prior to the Company's reorganization, the Compasy privately-held company engaged in certaiimkas transactions with Mr. Watters,
its sole stockholder. These transactions are destielow. The Board of Directors of the Company d@opted a policy that Company aff.
will be conducted in all respects by standardsiagbple to publicly-held corporations and that th@@any will not enter into any future
transactions and/or loans between the Companytaundficers, directors and 5% shareholders unlessdrms are no less favorable than ¢
be obtained from independent, third parties antiheilapproved by a majority of the independenintisested directors of the Company. In
the Company's view, all of the transactions desckibelow involving the Company meet this standard.

The Company was organized in 1994 to acquire ah®futstanding common stock of Trumps, Inc. (fips"), a Texas corporation formed
in 1982, from Robert L. Watters, its sole stockleoldrhe Company issued to Mr. Watters 1,750,00@eshaf its common stock in exchange
for the common stock of Trumps. This exchange, Winésulted in Trumps becoming a wholly owned subsydof the Company, was
consummated in February 1995. The transaction waseax as part of a corporate reorganization,akalr of which was to create the
Company as a holding company for Trumps.

In August, 1995, the Board of Directors of the Camp authorized the acquisition from Mr. Wattersaff the capital stock of Tantric
Enterprises, Inc., Tantra Dance, Inc., and TandrkiRg, Inc. (collectively "Tantra"). The Comparssued to Mr. Watters 50,000 shares of its
common stock in exchange for the stock of Tanthe @xchange was consummated in September, 1999.arttiea companies own and
operate Tantra, a non-sexually oriented discothagaebilliard club in Houston, Texas. The Boardakctors determined that the
combination of the
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business operations of Tantra and the Companycraéite a synergy which will enhance the profitapidf both businesses. Moreover, the
diversification of the Company's operations inte Husiness of Tantra is anticipated to enhancpubéc image of the Company. The Board
of Directors has received an opinion of an indepandthird-party appraiser that the terms of thade&tion are fair and reasonable to the
Company and are at least as favorable to the Coyrgawould be the case between unrelated partiesMsitters had no cost basis in the
stock of Tantra.

As of September 30, 1993, SRD Vending Company,(l&RD"), a company wholly-owned by Robert L. Wadtehad advanced the
Company $60,501. This amount was increased dune@bmpany's 1994 fiscal year to $69,722. Duringe¥daber, 1994, the Company
converted these advances, which were demand dbligadf the Company, to a promissory note in faafd8RD in the amount of $69,722.
The promissory note, which bears interest at tteafi9% per annum, was due in full on Novemberl®®5, at which time it was paid.

SRD has provided and maintained the cigarette wgnaliachines at Rick's Cabaret since 1986. SRD&ntms are generated from the sale of
cigarettes from vending machines located at Ricklsaret. SRD is responsible

(i) to service the vending machines to ensurettigt are in good working order and (ii) to maintamadequate supply of cigarettes in the
vending machines. The Company has agreed with $ROte revenues received from the vending maclifies December 31, 1994 will be
split equally between the Company and SRD. Durireg@ompany's fiscal years ending 1997 and 1996, i®RE&ved less than $25,000 per
year from the vending machine

During the Company's fiscal years ending 1997 &861the Company paid $20,090 and $17,179, reyedgtior accounting services to
accounting firms in which Mr. Mitchell, a directof the Company, was a principal.

ITEM 13. EXHIBITS AND REPORTS ON FORM 8-K
(a) Exhibits

Exhibit No. Identification of Exhibit

27.1- Financial Data Schedule

(b)  Reports on Form 8-K.

No reports on Form 8-K were filed during t he three months ended

September 30, 1997.
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SIGNATURES

In accordance with the requirements of Sectionflb¢d) of the Exchange Act, the Registrant haseduhis report to be signed on its behalf
by the undersigned, thereunto duly authorizedher80 day of December, 1997.

RICK'S CABARET INTERNATIONAL, INC.

By: /s/ ROBERT L. WATTERS

Robert L. Watters, Chairman of the
Board, Chief Executive Oficer and
Chi ef Accounting O ficer

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

SIGNATURE TITLE DATE
/sl ROBERT L. WATTERS Chairman of the Board, December 30, 1997
Chief Exe cutive Officer,
Robert L. Watters Chief Acc ounting Officer,
and Direc tor
/sl ERICH NORTON WHITE Director and Executive December 30, 1997
Erich Norton White Vice Pres ident
/s/ SCOTT C. MITCHELL Director December 30, 1997

Scott C. Mitchell

/sl MARTIN SAGE Director December 30, 1997

Martin Sage
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INDEPENDENT AUDITORS' REPORT

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

We have audited the accompanying consolidated balsineets of Rick's Cabaret International, Inc.sarxbidiaries as of September 30, 1997
and 1996, and the related consolidated stateménfseoations, changes in stockholders' equity asth lows for the years then ended. These
financial statements are the responsibility of@menpany's management. Our responsibility is to@sgan opinion on these consolidated
financial statements based on our audits.

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

In our opinion, the consolidated financial stateteeaferred to above present fairly, in all matenégpects, the consolidated financial posi
of Rick's Cabaret International, Inc. and subsidi&as of September 30, 1997 and 1996, and thiksre$their operations and their cash flc
for the years then ended in conformity with gerlgratcepted accounting principles.

As discussed in Note 2 to the financial statemeahesCompany changed its method of accountingfeogening costs in the year ended
September 30, 1997.

/sl JACKSON & RHODES P. C.

Jackson & Rhodes P.C.

Dal | as, Texas
Decenber 18, 1997
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RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
SEPTEMBER 30, 1997 AND 1996

ASSETS
1997 1996
Current assets:
Cash $ 357,410 $ 3,150,003
Accounts receivable 29,695 73,531
Inventories 61,953 47,620
Prepaid expenses 57,413 47,735
Income taxes receivable - 172,198
Land held for sale (Note 9) 815,652 -
Total current assets 1,322,123 3,491,087
Property and equipment:
Buildings, land and leasehold improvements 5,285,119 2,225,710
Furniture and equipment 1,188,800 742,320
6,473,919 2,968,030
Less accumulated depreciation (813,853)  (554,338)
5,660,066 2,413,692
Other assets 165,504 228,062
$7,147,693 $6,132,841
LIABILITIES AND STOCKHOL DERS' EQUITY
Current liabilities:
Current portion of long-term debt (Note 3) $ 398,798 $ 153,677
Accounts payable - trade (Note 5) 634,046 336,253
Accrued expenses 166,365 245,264
Income taxes payable 15,572 --
Total current liabilities 1,214,781 735,194
Long-term debt, less current portion (Note 3) 1,754,175 77,826
Total liabilities 2,968,956 813,020
Commitments and contingencies (Note 6) - -
Stockholders' equity (Notes 1 and 9):
Preferred stock - $.10 par, authorized
1,000,000 shares; none issued - -
Common stock - $.01 par, authorized
15,000,000 shares; issued 4,114,922 and 4,068,077 41,149 40,681
Additional paid-in capital 5,940,306 5,788,528
Retained earnings (deficit) (1,802,718)  (509,388)
Total stockholders' equity 4,178,737 5,319,821

$7,147,693 $6,132,841

See accompanying notes to consolidated financ#tsients.



ND SUBSIDIARIES
ERATIONS
1997 AND 1996

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

1997 1996
Revenues:
Sales of alcoholic beverages $3,192,356 $ 2,252,714
Sales of food 563,281 274,577
Service revenues 2,184,002 1,742,890
Other 337,940 360,117
6,277,579 4,630,298
Operating expenses:
Cost of goods sold 1,197,416 753,216
Salaries and wages 2,123,131 1,497,731
Other general and administrative:
Taxes and permits 705,516 514,799
Charge card fees 122,324 81,373
Rent 341,509 305,761
Legal and accounting 307,038 332,137
Advertising 774,548 533,418
Other 1,775,240 1,509,108
7,346,722 5,527,543
Loss from operations (1,069,143)  (897,245)
Interest expense 160,784 41,369
Loss before income taxes and cumulative effect
of accounting change (1,229,927)  (938,614)
Income taxes (benefit) (Note 4) (87,735)  (230,000)
Loss before cumulative effect of accounting change (1,142,192)  (708,614)
Cumulative effect of change in accounting for preop ening
costs - no income tax effect (151,138) --

Net loss

Loss per common share:

$(1,293,330) $ (708,614)

Before cumulative effect of change in account ing
for preopening costs (0.30) (0.20)
Effect of accounting change (0.03) --
Loss per common share $ (0.33) $ (0.20)
4,114,922 3,535,081

Weighted average shares outstanding

Proforma amounts assuming the new accounting method

is applied retroactively:
Net loss

Net loss per share

See accompanying notes to consolidated financsistents.
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RICK'S CABA RET INTERNATIONAL, INC. AND SUBSIDIARIES
CONSOLIDA TED STATEMENTS OF STOCKHOLDERS' EQUITY
FOR THE Y EARS ENDED SEPTEMBER 30, 1997 AND 1996

Common Stock

————————————————————————————— Additional Reta ined
Numbe r of Paid-in Earn ings
Shar es Amount Capital (Def icit) Total
Balance, September 30, 1995 1,80 0,000 $ 18,000 $ - $ 1 99,226 $ 217,226
Sale of common stock for cash,
net of offering costs of $1,365,041 2,21 8,077 22,181 5,539,028 -- 5,561,209
Common stock issued for services 5 0,000 500 249,500 -- 250,000
Net income (loss) -- -- - 7 08,614) (708,614)
Balance, September 30, 1996 4,06 8,077 40,681 5,788,528 5 09,388) 5,319,821
Sale of common stock for cash 4 6,845 468 151,778 -- 152,246
Net income (loss) -- -- -- 1,2 93,330) (1,293,330)
Balance, September 30, 1997 4,11 4,922 $ 41,149 $ 5,940,306 $ (1,8 02,718) $ $4,178,737

See accompanying notes to consolidated financ#tsients.



RICK'S CABARET INTERNATIONAL, INC. A
CONSOLIDATED STATEMENTS OF CA

For the Years Ended September 30,

Net loss

Adjustments to reconcile net loss to net
cash used by operating activities:
Depreciation and amortization
Cumulative effect of accounting change
Common stock issued for services
Changes in assets and liabilities:
Accounts receivable
Inventories
Prepaid expenses and other assets
Accounts payable and accrued liabilities
Income taxes payable/receivable

Net cash used by operating activities
Cash flows from investing activities:

Additions to property and equipment

Cash flows from financing activities:
Common stock issued, less offering costs
Increase in long-term debt
Payments on long-term debt
(Increase) decrease in deferred financing costs

Net cash provided by financing activities

Net increase in cash
Cash at beginning of year

Cash at end of year
Cash paid during the period for:
Interest

Income taxes

See accompanying notes to consolidated financ#tsients.

ND SUBSIDIARIES
SH FLOWS
1997 and 1996

1997

$(1,293,330) $ (708,614)

1996

311,464 145,621
151,138 -

—~ 250,000
43,836  (73,531)
(14,333)  (16,008)

(150,207)  (185,375)
218,894  (17,248)
187,770 (399,693)
(544,768) (1,004,848)
(4,321,541) (1,816,681)
152,246 5,561,209
2,070,332 -
(148,862)  (174,469)
— 389,680
2,073,716 5,776,420
(2,792,593) 2,954,891
3,150,003 195,112

$ 357,410 $ 3,150,003

$ 151,338 $ 35,301

$ - $ 186,857
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RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
SEPTEMBER 30, 1997 AND 1996

1. ORGANIZATION

Rick's Cabaret International, Inc. (the "Comparwas formed in December 1994, to acquire all thetantling common stock of Trumps Inc.
("Trumps"), a company owned 100% by the Comparmts stockholder. The Company owns a premiere anigiittclub offering topless
entertainment and restaurant and bar operations aot-sexually oriented bar in Houston, Texas. Campany also opened another premier
adult nightclub in leased facilities on Bourbone®gtrin New Orleans, Louisiana in January 1997.

On October 13, 1995, the Company completed itsipolffiering of 1,840,000 shares of common stocke ploceeds from the sale of stock
amounted to approximately $4,270,000 net of undéngrdiscounts, commissions and expenses of tfeging.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
BASIS OF PRESENTATION

The Company's financial statements have been gezben the basis that it is a going concern, whimfitemplates the realization of assets
and the satisfaction of liabilities in the normalicse of business. The Company is reporting neelsf $1,293,330 and $708,614 for the
years ended September 30, 1997 and 1996 and thetesamirces were used in operating activities &oheyear. The following is a summze
of management's plan to raise capital and genadat#ional operating funds.

Management believes it has implemented plans thia¢msure that the Company will become profitaibldéiscal 1998, including taking steps
to restructure management compensation to redecsalary costs of management and reorganize tloeiaiticg function to more effectively
manage the business. Additionally, steps havedjrbaen taken to reduce advertising expenditures/by $400,000 in fiscal 1998 compared
to fiscal 1997. New Orleans represented the fipaasion for the Company outside its original mad€éeHouston, Texas and as a result the
opening expenses for New Orleans reflected the @ogip determination to make a market impact thromiglespread advertising. In
Minneapolis (see Note 9), by comparison, the Compet capitalize on its high traffic location arah the relative lack of competition
instead of spending heavily on media advertisindeisive use will be made in opening the Minneaploltation on media materials
developed for the opening of the New Orleans locatEmphasis will continue to be placed on reductibcost of goods sold by setting and
monitoring management goals at each location.dfled, the Company has also developed numerousctontith professionals who have
expertise in raising capital through private plaeatof securities and the Company will look to plublic marketplace to find the resources to
continue its planned expansion.
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RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONNUED)
PRINCIPLES OF CONSOLIDATION

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

NET LOSS PER COMMON SHARE
Net loss per common share is computed by divideigmcome by the weighted average number of slmarestanding during the yea
USE OF ESTIMATES AND ASSUMPTIONS

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

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

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

PROPERTY AND EQUIPMENT

Property and equipment are stated at cost. Cqubplerty renewals and betterments are capitalizests of property maintenance and repairs
are charged against operations as incurred.

Depreciation is computed using the straight-linehroé over the estimated useful lives of the indiaildassets, as follows:

Building and improvements 3 1 years
Equipment 5- 7 years
Leasehold improvements 4 0 years

REVENUE RECOGNITION

The Company recognizes all revenues at point-a-gpbn receipt of cash, check or charge sale.imbligdes VIP Room Memberships, since
the memberships are non-refundable and the Contpasino material obligation for future performance.
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RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONNUED)
INCOME TAXES

The Company accounts for its income taxes in aeoare with Statement of Financial Accounting Stadddfo. 109, which reflects an asset
and liability approach in accounting for incomedaxThe objective of the asset and liability metisotd establish deferred tax assets and
liabilities for the temporary differences betweha financial reporting basis and the tax basi®ief@ompany's assets and liabilities at enactec
tax rates expected to be in effect when such amsaretrealized or settled.

CHANGE IN ACCOUNTING PRINCIPLE - PREOPENING COSTS

The Company has changed its method of accountingrémpening costs for new locations from the defenethod to directly expensing the
costs in the period in which they were incurred nisigement believes that the direct expense methmefsrable because it does not subject
future periods to losses resulting from estimafdatare recoverability and more reasonably matatwsts with revenues.

The change in accounting principle resulted inremdase in net loss of $151,138 for the year eSdgdember 30, 1997, reflecting the
cumulative effect of this change for the periodsipto 1997. The effect of the change on the nes leefore cumulative effect of the
accounting change is an increase of approximat&ly $00.

ADVERTISING COSTS

During 1997, the Company deferred costs of appratety $101,000 which represents expenditures irduim develop a new advertising
campaign which will be used in other locations dgrihe next eighteen months. These costs aredordesign, artwork and ad layouts, a
photographic library and the associated creatigs.f@éhese costs are being amortized over eighteathsn Amortization amounted to
approximately $52,000 during the year ended Septei®®, 1997.
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RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

3. LONG-TERM DEBT

Following is a summary of long-term debt at Septemb

Note payable to a bank, due in monthly installment
of $1,800, including interest at 10%, matures Octo
1996, secured by the Company's land and building

Notes payable to affiliated companies owned by the
Company's sole stockholder, interest at 9% and
principal due November 30, 1996

Note payable to a bank, payable $1,000 per month p
prime rate plus 1%, matures December 29, 1996, co
Company's accounts receivable, inventory, furnitur
and equipment and a second lien on real estate

Note payable to a bank, payable $1,500 per month pl
prime rate plus 1%, matures October 28, 1996, coll
Company's accounts receivable, inventory, furnit
equipment and a second lien on real estate

9% note payable to individuals, payable $1,203 per
interest, until maturity on January 15, 2000, co
first lien on real estate

Note payable to a bank, payable $10,000 per month,
9%, collateralized by all assets of the Company's
Entertainment Louisiana, Inc.

Note payable to a bank, payable $9,919 per month,
at 8.5%, matures July 2002, collateralized by
Company's subsidiary, RCI Entertainment Louisiana,
Note payable to a bank, payable $13,434 per month,
at the prime rate plus 1%, matures December 2001,
land and building in Houston, Texas

Less current portion

Long-term debt

er 30:
1997 1996

ber

$81,825 $90,045

- 21,294
lus interest at the
llateralized by the
e, fixtures
8,000 20,000
1997 1996
us interest at the
ateralized by the
ure, fixtures and
$ - $ 152

month, including
llateralized by a
77,825 84,9

plus interest at
subsidiary, RCI

231,904
including interest
all assets of the
Inc. 793,159
including interest
collateralized by

960,260

2,152,973 2315
(398,798)  (153,6

$1,754,175 $ 77,8
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RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

3. LONG-TERM DEBT (CONTINUED)

Substantially all the Company's assets are pletigedcure the above debt. The prime rate was 8tSBé@ember 30, 1997. Following are
maturities of long-term debt for the years endiegt8mber 30:

1998 $ 398,798
1999 307,934
2000 196,395
2001 196,761
2002 1,041,313
Thereafter 11,772

4. INCOME TAXES
Income tax expense (benefit) consisted of curexgs for 1997 and 1996.

Following is a reconciliation of income taxes (bfif)at the U.S. Federal tax rate to the amountsnded by the Company for the years ended
September 30:

1997 1996
Tax credit on loss before income
taxes at the statutory rate $(418,000) $(319,000)
Separate return limitation - unavailable
loss carrybacks 330,265 89,000

$ (87,735) $(230,000)

The components of the net deferred tax assetiliabile as follows at September 30, 1997 and 1996:

1997 1996
Operating loss carryforwards $ (476,000) $(107,000)
Deductible preopening costs - 65,000
Deferred tax asset valuation allowance 476,000 42,000
$ $ -

For tax purposes, the Company has a net operatssgcharryforward amounting to approximately $1,800,which will expire, if not utilized,
in 2012.
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RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

5. RELATED PARTY TRANSACTIONS

As of September 30, 1994, SRD Vending Company,(Il&RD"), a company wholly-owned by Mr. Wattersdredvanced the Company
$69,722. During November 1994, the Company condéttese advances, which were demand obligatiotteea€ompany, to promissory
notes in favor of SRD in the amount of $69,722. phamissory note, which bears interest at the s&8% per annum, was due in full on
November 30, 1996 at which time it was p:

SRD has provided and maintained the cigarette wegnaliachines at Rick's Cabaret since 1986. Duri®y Ehd 1996, The Company received
less than $25,000 each year from the vending mashirhe Company agreed with SRD that any reveragesved from the vending machil
after December 31, 1994 would be split equally leetwvthe Company and SRD.

During 1997 and 1996, the Company paid $20,09084/7iL 79, respectively, for accounting servicest@aecounting firm in which a director
of the Company was a principal.

6. COMMITMENTS AND CONTINGENCIES
LEASES

The Company formerly leased its Houston nightclodce from a company whose ownership was subjditigation. Ownership was claime
by the Company's sole stockholder, Mr. Robert Wattend by a former Company stockholder. Lease paysrwere equal to the larger of
$10,000 per month or 5% of gross receipts per mdrith lease expired in February 1996, and the Cagnpagan leasing the space on a
month-to-month basis. The lease provided that th@gany was obligated to pay for any maintenand¢bd@remises, to maintain adequate
insurance on the building and to pay all utilittesl taxes. Rental expense on the building amount$63,000 and $173,776 for the years
ended September 30, 1997 and 1996, respectivetylaitsuit was settled in 1996, resulting in therfer stockholder owning the building.
The Company has purchased the property from thegfiostockholder (see below).

The Company has entered into an operating leaserightclub in New Orleans, Louisiana. The 39y¥ar lease commenced in May 1996
and is a triple net lease with the tenant payimgdamaintenance and insurance. The lease alswaggertain contingent rentals based on
revenues at the nightclub. Following is a schedfilminimum lease payments for the years endingeSeipér 30:

1998 $ 300,000
1999 300,000
2000 300,000
2001 300,000
2002 300,000
Thereafter 8,315,000
Rent expense amounted to approximately $214,000 an d $306,000 for the years

ended September 30, 1997 and 1996, respectively.
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RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

6. COMMITMENTS AND CONTINGENCIES (CONTINUED)
CONCENTRATION OF CREDIT RISK

The Company invests its cash and certificates pbslié primarily in deposits with major banks. Certdeposits are in excess of federally
insured limits. The Company has not incurred losskded to its cash on deposit with banks.

LITIGATION

Included in accounts payable at September 30, 48671996 is a $30,000 and $150,000 liability, respely, to a former stockholder under
terms of a settlement agreement with the formezk$tolder.

In 1991, Mr. Watters and a former stockholder & @ompany (the "Plaintiffs”) filed suit against #mer former stockholder of the Company
(the "Defendant"). The suit sought to compel théeddant to convey to the Plaintiffs all of its owslaip interest in two entities, one of whi
Zu Corporation, owns the land where Rick's is ledand which is leased by the Company. In OctoB86 lafter years of trials and appeals,
the Defendant and the Company settled the casthar@@ompany agreed to buy the property for $2,@,The closing on the property
occurred in December 1996.

In 1989, one of the former stockholders of the Canypwas sued over his ownership interest in the @y Mr. Watters and the Company
were joined in the litigation based on allegatitms they had improperly transferred certain ageetise Company from another corporation
that had previously operated Rick's. In 1992, Surgrdadgment was rendered in favor of the ComparlyMn Watters. Subsequent to an
appeal, the Texas Court of Appeals remanded thetoake trial court. The Company and Mr. Watteesliated this matter and entered into a
settlement agreement with the plaintiff. The setat agreement provided that the litigation wowdddismissed, with prejudice, as to the
Company, Mr. Watters and all other entities withahhMr. Watters is or was associated. In conseqeiethe action was satisfactorily settled
as to all parties, and all defendants have now Hesmissed with prejudice. The lawsuit is therefiemeninated, and all judgment dismissing
same is now final.

A former Company stockholder has sued the CompadyMr. Watters for alleged breaches of an Agreereatgred into in April 1993
among the stockholder, the Company and Mr. Watférs.stockholder alleges that Mr. Watters and tom@any have breached this
Agreement. The Company believes that it has fuipglied with its obligations under this
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RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

6. COMMITMENTS AND CONTINGENCIES (CONTINUED)
LITIGATION (CONTINUED)

Agreement. The litigation is presently in the digery stage. The Company believes, after consuitatith counsel, that it has substantial
defenses to the claims being asserted againdd itha the risk of material financial exposurette Company is unlikely.

In March 1997, Classic Affairs and Robert Sabetaitad litigation against the Company in Minneapohllinnesota. The suit alleges that the
Company and Mr. Watters violated a Non-Competif\gmeement which was to have been executed upocidbang of the acquisition of
Shiek's Palace Royale, which never took place.

Mr. Sabes ("Sabes") and Classic Affairs, Inc. (‘$Sla Affairs") are seeking an order from the Cdlat the covenant not to compete is
binding upon the Company and Mr. Watters even thdhg acquisition never took place, as well asrderoform unspecified damages for
breach of the agreement. The Company and Mr. \ati@re answered the original complaint and havedeil of the allegations contained
therein. Further, the Company has filed a Couraérchgainst Sabes and Classic Affairs allegingShiees and Classic Affairs are seeking
interfere with the Company's right to purchase haoadult entertainment facility in Minneapolis.eT@ompany believes, after consultation
with counsel, that the claims asserted by Sabetass$ic Affairs are without merit and are subjecdefenses. The Company intends to
defend this suit against the claims asserted apdrgue its counterclaim against Sabes and Clasfios.

The Company is also the subject of other routigallenatters in the ordinary course of business.

The Company does not believe that the ultimateluésa of the above matters will have a materigb&at on the Company's financial
position or results of operations.

SEXUALLY ORIENTED BUSINESS ORDINANCE OF HOUSTON, TE XAS

In January, 1997, the City Council of the City adu$ton passed a comprehensive new ordinance rieguié location of and the conduct
within Sexually Oriented Businesses. The new Omiteawhich is pending judicial review, establishew distances that Sexually Oriented
Businesses may be located to schools, churchggrplands and other sexually oriented businessesr€eTdre no provisions in the Ordinance
exempting previously permitted sexually orientedibasses from the effect of the new Ordinance.tmpany was informed that Rick's
Cabaret at its location at 3113 Bering Drive failedneet the requirements of the Ordinance andrditigly the renewal of the Company's
Business License at that location has been denied.
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RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

6. COMMITMENTS AND CONTINGENCIES (CONTINUED)
SEXUALLY ORIENTED BUSINESS ORDINANCE OF HOUSTON, TE XAS (CONTINUED)

The Ordinance provides that a business which isedemrenewal of its operating permit due to charigalistance requirements under the
Ordinance is entitled to continue in operationdqreriod of time (the "Amortization Period") if tih@ner is unable to recoup, by the effective
date of the Ordinance, its investment in the bissirikat was incurred through the date of the passad approval of the Ordinance.

The Company filed a written request with the CitfHouston requesting an extension of time duringcithe Company may continue
operations at its original location under the amation period provisions of the Ordinance sinae @ompany was unable to recoup its
investment prior to the effective date of the Oadice. An administrative hearing (the "Hearing") vuaki by the City of Houston to determ
the appropriate amortization period to be grantetthé Company. At the Hearing, the Company reqddsiat it be granted an amortization
period at its original location equal to foffiye years from the effective date of the Ordinanidee Company has been granted an amortiz
period through July 1998. The Company has the tghppeal any decision of the Hearing officiattte district court in the State of Texas.

On May 12, 1997, the city of Houston agreed to diefipplementation of the Ordinance until the comsititnality of the entire Ordinance is
decided by court trial. There are other provisimnthe ordinance, such as provisions governinddtel of lighting in sexually oriented
business, the distance between a customer andrdahite the dancer is performing in a state of @sdrand provisions regarding the
licensing of dancers which may be detrimental ®odbnduct of business by the Company and all afetipeovisions also will be the subject
the above-mentioned litigation.

No assurance can be given as to the likelihooti@tuccess of any litigation filed against the @ftyHouston, but in the event that st
litigation is unsuccessful, it is likely that th@@pany will be able to take the benefit of an amation provision contained in the new
ordinance designed to allow recovery of a busiaessestment and which will allow the Company tatioue in business at its present
location during the amortization period.
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RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

6. COMMITMENTS AND CONTINGENCIES (CONTINUED)
FAIR VALUE OF FINANCIAL INSTRUMENTS

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

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

OTHER

The Company presently has a three year employngeeement with Robert L. Watters (the "Agreemerd"$érve as its President and Chief
Executive Officer. The Agreement, which extendstigh December 31, 2000, provides for an annual $alsey of $300,000. The Agreem
also allows for an annual bonus, at the discraticthe Board of Directors (excluding Mr. Wattersased upon the financial performance,
including evaluation of the income and earningthefCompany during the year. The Agreement alseighes for participation in all benefit
plans maintained by the Company for salaried engadey The Agreement contains a confidentiality miowvi and an agreement by Mr.
Watters not to compete with the Company upon thpgration of the Agreement.

7. EMPLOYEE STOCK OPTION PLAN

The Company has adopted a Stock Option Plan (ta™Pfor employees and directors. The options ggaunder this Plan maybe either
Incentive Stock Options, as that term is define8aation 422A of the Internal Revenue Code of 188@mended, or nonstatutory options
taxed under Section 83 of the Internal Revenue ©6d886, as amended. The Plan is administeretidbard of Directors or by a
Compensation Committee of the Board of Directorse Board of Directors has the exclusive power tecs¢he participants in the Plan, to
establish the terms of the options granted to pacticipant, provided that all options granted Ebalgranted at an exercise price equal to at
least 85% of the fair market value of the Commarckicovered by the option on the grant date andake all determinations necessary or
advisable under the Plan. A total of 300,000 sharag be optioned and sold under the Company's Sgtion Plan.
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RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

7. EMPLOYEE STOCK OPTION PLAN (CONTINUED)
During the year ended September 30, 1997 and 1@®ns were granted as follows:

Outstanding at beginning of year 105,000

Granted -- 105,000
Exercised - --
Outstanding at end of year 105,000 105,000

Exercise price per share $3.00 to $4.75 $3.00 {6564
SFAS 123

In October 1995, the Financial Accounting Stand&dard ("FASB") issued SFAS 123, "Accounting foo&-Based Compensation."” SFAS
123 defines a fair value based method of accouridtingn employee stock option or similar equitytinment and encourages all entities to
adopt that method of accounting for all of theimpboyee stock compensation plans. Under the fairerblased method, compensation cost is
measured at the grant date based on the value afithrd. However, SFAS 123 also allows an entigottinue to measure compensation
cost for those plans using the intrinsic value basethod of accounting prescribed by APB Opinion R "Accounting for Stock Issued to
Employees."

Under the intrinsic value based method, compensatst is the excess, if any, of the quoted markee of the stock at grant date or other
measurement date over the amount an employee raysd @cquire the stock. Entities electing to renvaith the accounting in Opinion 25
must make pro forma disclosures of net income andiegs per share as if the fair value based matfiadcounting had been applied. The
pro forma disclosure requirements are effectivdif@ancial statements for fiscal years beginnirtgrabecember 15, 1995. The Company has
elected to measure compensation cost, includingrptssued, under Opinion 25. The Company issoeaptions during the year ended
September 30, 1997. The Company made no chargepémse for the year ended September 30, 1996 Qrdeion 25.

F-17



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

7. EMPLOYEE STOCK OPTION PLAN (CONTINUED)
Pro forma disclosures as required by SFAS 123fefiscal year ended September 30, 1996 are asvill

Pro forma net loss $ (1 ,397,007)

Pro forma net loss per share $ (.34)

The fair value of the awards was estimated at thatglate using a Black-Scholes option pricing nhedth the following weighted average
assumptions for 1996: risk-free interest rate 684.volatility factor of 73%; and an expected lifethe awards of two years. The weighted
average fair value of stock options for the yeateehSeptember 30, 1996 was $.99.

8. STOCKHOLDERS' EQUITY

During the year ended September 30, 1996, the Caynipaued 50,000 shares valued at $250,000 to\artiing and public relations firm
for services rendered.

The Company has outstanding 1,160,000 warrantarhpse its common stock as a result of its pudffering. The warrants are exercisable
as follows: 920,000 at $3.00 per share until Oatdi®®8, 160,000 at $4.35 per share until Octob802ihd 80,000 at $4.35 per share until
October 1998.

9. SUBSEQUENT EVENTS

A facility in downtown Minneapolis, Minnesota wasrphased in November 1997, and is currently beamgvated. The facility will cost
approximately $3,000,000: $200,000 cash at clo®i6¢)00 shares of Company common stock, a 10%payteble of $200,000 due in
eighteen months and the balance of $2,500,00A6%&note with a twenty-year amortization, matuiim@007. The Company anticipates
opening the Minneapolis location for business imu2aly 1998. The Minneapolis facility had previousBen operated as an adult
entertainment venue.

In November 1997, the Company sold certain land fal sale in Houston, Texas for approximately $8@8. The Company paid $302,000
of debt in connection with the sale and received0$d00 in cash. The Company recorded a nominalajathe transaction.
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RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

10. ACCOUNTING DEVELOPMENTS
SFAS 128

In February 1997, FASB issued SFAS 128, "EarnirggsShare.”" SFAS 128 requires all companies to ptébasic" earnings per share
("EPS") and, for companies with a complex capitalcture, "diluted” EPS. Basic EPS is computed ipjdihg net income available for
common shareholders by the weighted-average nuaflmemmon shares outstanding during the periodit®i EPS is computed by dividing
income (adjusted for preferred stock dividends amyl potential income or loss from convertible s#éims) by the weighted-average number
of common shares outstanding during the period thiesiumber of additional common shares that whakke been outstanding if any dilut
potential common stock had been issued. Certaglodigres regarding the computation are also redjliyethe statement. SFAS 128 is
effective for financial statements issued for pasiending after December 15, 1997. The statemeut iallowed to be applied early; hower
pro forma EPS amounts computed under SFAS 128 farits adoption may be presented in notes toittem€ial statements. After adopting
SFAS 128, companies must restate all prior-perie® ihformation presented. Pro forma basic netpesshare each year is equal to the net
loss per share reported in the accompanying stateofi@perations. Diluted net loss per share isapmiicable since the Company has losses
in each year and increasing the shares outstamdingfl decrease loss per share.
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ARTICLE 5
CIK: 0000935419

NAME: RICK'S CABARET INTERNATIONAL, INC.

MULTIPLIER: 1
CURRENCY: USD

PERIOD TYPE YEAR
FISCAL YEAR END SEP 30 199
PERIOD START OCT 01 199
PERIOD END SEP 30 199
EXCHANGE RATE 1
CASH 357,41(
SECURITIES 0
RECEIVABLES 29,69t
ALLOWANCES 0
INVENTORY 61,95:
CURRENT ASSET¢ 1,322,12.
PP&E 6,473,91!
DEPRECIATION 813,85!
TOTAL ASSETS 7,147,69:
CURRENT LIABILITIES 1,214,78
BONDS 1,754,17!
PREFERRED MANDATORY 0
PREFERREL 0
COMMON 41,14¢
OTHER SE 4,137,58!
TOTAL LIABILITY AND EQUITY 7,147,69:
SALES 5,939,63!
TOTAL REVENUES 6,277,57
CGS 1,197,411
TOTAL COSTS 7,346,72;
OTHER EXPENSE! 0
LOSS PROVISION 0
INTEREST EXPENSE 160,78
INCOME PRETAX (1,229,927
INCOME TAX (87,735
INCOME CONTINUING (1,142,192
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES (151,138
NET INCOME (1,293,330
EPS PRIMARY (.33)
EPS DILUTED (.33)
End of Filing
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