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PART |
ITEM 1. BUSINESS

The Company currently owns and operates Rick's @k premiere adult nightclub offering toplesteetainment and restaurant and bar
operations in Houston, Texas. Rick's Cabaret, wbathrs primarily to businessmen, has developdig@tele base which includes
professionals, business executives and other ihabds who tend to entertain more frequently thanaerage person and who tend to have
greater disposable income. From its inceptionQbmpany's objective was to provide a first-clageainment environment for the business
consumer. To achieve this goal and reach its tangeket, Rick's created an attractive, yet disceegtronment, complimented by a first-class
bar and restaurant operation conducive to attrgdtirsinessmen and out-of-town convention clienfehe Company also currently owns and
operates Tantra, a non-sexually oriented discothequ billiard club in Houston, Texas.

HISTORY

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

Trumps was incorporated in 1982 and has operateldsRTabaret since 1983. Mr. Watters initially raeaa 10% stockholder of Trumps in
November, 1987, becoming one of three stockholiefsumps. Mr. Watters' ownership interest in Trunipcreased 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-sexuédygted discotheque and billiard club
in Houston, Texas.

In February, 1996, the Company formed RCI Entent&int, Louisiana, Inc., a Louisiana corporation,tf@ purpose of administering,
operating, managing and leasing its new locatidNemw Orleans, Louisiana. The Company presentlyciuaties that it will open its new
facility in New Orleans in December, 1996. In agdit the Company formed RCI Entertainment (Texa), in June, 1996, for the purpose
acquiring 1.13 acres of land in Houston, Texas. Chmpany is presently evaluating the plans to baiteew adult oriented nightclub at this
location within the next twelve to eighteen months.

BUSINESS STRATEGY

Prior to Rick's opening in 1983, the topless nighidusiness was characterized by small establistengeenerally managed by their owner.
Such establishments were often dimly lit and th@dards for performers' personal appearance asdmdity were not maintained. It was
customary for performers to alternate between a@nand waitressing. The quantity and quality ofsmwice was low and food was not
frequently offered. Music was usually "hard" roaidaoll, played at a loud level by a disc jockeyodtequently interrupted the music to
make general announcements. Usually, only cash



was accepted and businessmen felt uncomfortalsiedh an environment. Recognizing a void in the etgidr a first-class adult cabaret, the
Company designed Rick's and targeted the businesssegment of the market by providing a uniqudiyuantertainment environment. The
following summarize the areas of operation of Riaithich management believe distinguish it front@mpetitors.

Female Entertainment. Management of the Companyofias/ed a policy of maintaining high standardglie areas of both personal
appearance and personality of its topless entersignd waitresses. Though a performer's phygiEaance is very important, of equal
importance is her ability to present herself attvaty and to converse intelligently with customdvanagement insists that the performers it
hires are experienced dancers. Prospective perferane initially interviewed by the Company's magragnt personnel. Management mak
determination as to whether a particular appliégastiitable based on such factors of appeararitedat dress, communication skills and
demeanor. If an applicant is found to be suitadie, is given an identification card and a computenber. New performers are given a brief
orientation to the club and the applicable ruled mgulations which govern each performer's condidee Company charges each perforn
facility fee ranging from $17.00 per shift for dslyifts, to $27.00 per shift for evening and nidhifts. Each entertainer retains 100% of alll
cash payments made to her by customers for anyedaréormed. If a customer desires to pay by ceatdid, the Company processes the
credit card charge and pays the entertainer 80&hypperformance charged to a credit card. All ¢reaid charges made by customers while
at Rick's must be approved, in writing, by managarhefore any charge is accepted.

The performers dance on the main stage or on snstdiges throughout the club. While their perforogsninclude topless dancing,
management insists that they be elegantly attifeeihwiot performing, as opposed to being scantégsid as in many other adult cabarets.
Full nudity is never permitted in the club. Managarwill not hire any performers who have tatood #re performers who are hired are
provided guidelines as to the manner of dressstydd;; makeup and general demeanor, in an effartaimtain a high standard of
professionalism amongst the performers and to erthat 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 beliéasts policy of maintaining these high
standards is in its best interest of long-term retaosition.

Management. It is common practice in the adult oethiadustry to allow its day-to-day operationalmagement to receive the bulk of their
income directly from the performers in the formcagh tips. Rick's, however, was the first cabaoets knowledge, to place managers on a
salary and to prohibit managers from receiving ¢gsh The Company has recruited its managemefiitestelusively from outside of the
topless industry, in the belief that managementivhias not been exposed to operating practicesierevn the topless industry and with
diverse management backgrounds will produce a neamagt team that operates with a high level of mitedThis practice of training
management without adult nightclub experience nzase the Company to experience a shortage of iggafifanagement necessary to fulfill
its anticipated growth plans due to the additidimaé required to train such personnel.

Compliance Policies. The management of Rick's Galieas a policy of ensuring that its businessiigezhon in conformity with local, state
and federal laws. In particular, the Company's rganant



has a "no tolerance" policy as to illegal drug imser around the premises. Posters placed througheuwightclub reinforce this policy as do
periodic unannounced searches of the entertaioeksrs. Entertainers and waitresses who arriveviwk are not allowed to leave the
premises without the permission of management. @nantertainer does leave the premises, she alloated to return to work until the
next day. Management continually monitors the ba&hrasf entertainers, waitresses and customersgarerthat proper standards of behavior
are observed. The Company's management has the poleey fines on entertainers for breaches ofGbenpany's rules. In the event an
entertainer is fined three times by managementetiertainer is barred from future performanceRiek's Cabaret.

Management also reviews all credit card chargesrbgdcustomers 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 chargeensure 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 tleeass of a premiere adult nightclub is a qudiityt-class bar and restaurant operatic
compliment its adult entertainment. The Companyleyga full-time Service Manager who is in char§eezruiting and training a
professional waitress staff and ensuring that eastomer receives prompt and courteous servic& sRiémnploys a Chef with 20 years
experience and a Bar Manager, who is in charged#ring inventory and scheduling of bar staff, vilr 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 luhaffets and a full-scale lunch and dinner menuise offering hot and cold appetizers,
salads, seafood, steak and lobster. An extensigetigm 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 aseetial to the successful operation of a cashsite 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 hlheeslling to ensure that management is isolated &nd does not handle any cash.
The Company uses a combination of accounting agdigdl inventory control mechanisms to ensure & hegel of integrity in its accounting
practices. Computers play a significant role intaepg 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 whictotjether 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,
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 engddgndependent accountants to
conduct an annual audit and to review and advis€timpany relating to its internal controls.

Atmosphere. Rick's maintains a high standard ifaitity and in its decor. The furniture and fwshings in the club area were designed to
create the feeling of an upscale restaurant. Thedseystem



was designed to provide quality sound at levelsrevicenversations could still take place. This emvinent is carefully monitored, in terms of
maintenance, music selection, entertainer and essitappearance and all aspects of customer servizgeontinuous basis.

VIP Room. In keeping with Rick's emphasis on seagthne upper-end of the business market, Rick'sexgbés VIP room in 1987, which is
open only to individuals who purchase memberships room is approximately 3,000 square feet ie simd 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 joiningmieership fee which ranges from $250 for a non-eggichdividual membership to $550
for an individual resident membership and $1,200afoorporate membership. Additionally, a non-mermbay 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 adulaostin Houston, Texas, which features a "membelss' coom.

Advertising and Promotion. Rick's marketing philpkg towards customers is to portray Rick's as enfes cabaret providing topless
entertainment in a fun, yet discreet, environmHotel publications, local radio, cable televisioewspapers, billboards, taxi-cab reader
boards as well as a variety of promotional campmaigmsure that Rick's name is kept before the public

Rick's has received a significant amount of me#jgosure 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 eldiPéayboy magazine covered Rick's spring 1993tgalfnament in a recent article. For
the past 12 years, Rick's has sponsored a semahbgaolfi tournament and outing which has generaignificant interest and tradition.
Articles covering the nightclub have appeared iar®ur magazine as well as Ladies Home Journalnigigclub has been mentioned in an
inside cover story in Time magazine as well asdpaientioned on numerous occasions in both the idouShronicle and the Houston Post
and in a recent 1995 article published in Texastilgnin 1993 Rick's produced the Girls of Rickds90 minute video feature, which was
aired as a Pay-per-View feature on Warner cable.vitheo was reviewed in several local newspapevgeiisas the Hollywood Variety
magazine. In December, 1994, Rick's provided eaitezts for a Pay- Per-View feature produced bycalloadio station.

Rick's received extensive national coverage dR@ and articles appeared in The Wall Street Jduioa Angeles Times, Houston Business
Journal, and numerous other regional newspapesstélévision program "Extra" ran a short featuréRick's as did the program "Inside
Edition."

TANTRA

The Company owns and operates Tantra, a non-sgxaré@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 appeahtaudience 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. The CompanydsatEnopen additional Tantra nightclubs in eachiaitwhich it expands its adult
nightclub



operations. Tantra is seen as a separate, but coemphry, business activity to Rick's Cabaret angairt of the Company's business
philosophy to diversify into a broader based eatement company.

FUTURE EXPANSION

It is the Company's intention to open adult calsairethe format and bearing the name "Rick's Cabar®ther cities. Construction has
commenced on its newly acquired location in Newe@k, Louisiana, which is located at 315 Bourboeesin the New Orleans celebrated
French Quarter. The Company anticipates the opesfitlie New Orleans' location in late December,6l9%he Company's lease for the New
Orleans' location commenced on June 1, 1996, asd erm of 40 years. The lease is a triple nsel@ath tenant paying taxes, maintenance
and insurance. The club will occupy 16,200 squeet ih a three story building. The club will be qoised of two entertainment venues, the
first being a cabaret in the format of Rick's Cabam Houston, Texas, which will occupy the bottfoor. The second venue and format will
occupy the second floor of the building and willdb#heater, seating 250 patrons. Live choreographeds will take place twice a night with
a cast separate from the cabaret facilities. Rebased on a fixed minimum payment with a percensagplement in the event that gross
exceed certain numbers.

Additionally, a one acre tract of land has beercpased on U.S. Highway 59 in Houston, Texas, teesas a new location for Rick's Cabaret
in Houston, Texas. Management believes that thegiews superior in many respects to its existbwgition. There are over 250,000 cars per
day which will view the new facility and the locari is convenient to the three main business distiicHouston, Texas, including the
downtown business district. It is also in closexmmty to Houston's main sports facilities. The Quany is presently evaluating plans to build
the new club at this location within the next 12.&months.

The Company also will consider the acquisition adilacabarets in other cities. In determining whadies will be prime locations for a
"Rick's Cabaret" a variety of factors will be catesied. The current regulatory environment will ne of such factors. The city must prese
permit alcoholic beverages to be sold in a toptedsmret and must permit table dancing in the talolestyle similar to Rick's present location
in Houston, Texas. Another factor which will be simered is the availability of sites. The city mhave available a number of sites suitable
for conversion to a Rick's style cabaret, locateligh traffic commercial areas. The Company al8breview potential competition in the
area and will attempt to analyze the current macketitions and profitability of other adult cabiara the city. The proximity to Houston ¢
particular city will also be considered. In thelgaears of expansion the city must be within eesynmuting distance by air of Houston. This
will facilitate the training of management in Homistand enable the participation of Houston-basedlgament in the construction and
opening of the new enterprise. It is anticipateat thsignificant number of personnel from the Honsiperation will be used to ensure that
same operational systems and controls used aiciion in Houston will be implemented and mairgdi@t its new locations. The existing
business climate will also be of critical importan@he city must have a significant populationnafigenous businessmen, be a recognized
tourist destination and have a well developed cotioe business.

COMPETITION

The adult topless club entertainment businessgisiyricompetitive with respect to price, service #oahtion, as well as the professionalism of
its entertainment. Rick's Cabaret in Houston coegpeiith a number of locally-owned adult cabaraime of whose names may enjoy
recognition that equals that of Rick's. While thare restrictions on the location of a so-calleskiglly oriented business" there are no
barriers to entry into the adult cabaret entert@inimarket 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 direct competition with hempany. The Company believes that the combinatiéis existing name recognition a
the entertainment environment that it has createidiwis distinctive and unique will allow the Conmyato effectively compete within the
industry. In the past year, Rick's has been thetichighest adult nightclub in the Houston arealooholic beverage sales, according to the
information made available by the Texas Alcohola/Brage Commission. In the two years prior thefRick's was either the second or third
highest adult nightclub in alcoholic beverage salebe Houston area. Although the Company beli¢kasit is well-positioned to compete
successfully, there can be no assurance that Rigkise able to maintain its high level of nameagnition and prestige within the
marketplace.

GOVERNMENTAL REGULATIONS

The Company is subject to various federal, statklaral 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 BHaiurs 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 generdiquib 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 bevepagmit. Rick's has never been the subject of septdearing against the renewal of its
Permits. Other states may have similar laws whiely fimit the availability of a permit to sell alcolic beverages or which may provide for
suspension or revocation of a permit to sell aliohmeverages in certain circumstances. Prior fmaexing 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 promotianslving alcoholic beverages. The
Company feels its entertainment value, admittamegge beginning after normal "happy hours" angdigcy of not discounting drink prices
are effective tools in promoting its business. Tmnpany cannot predict whether additional restition the promotion of sales of alcoh
beverages will be adopted, or if adopted, the effiésuch restrictions on its business.

In addition to various regulatory requirements etifeg the sale of alcoholic beverages, in Houstorl in many other cities, location of a
topless cabaret is subject to restriction by cityimance. Rick's is subject to "The Sexually OmehBusiness Ordinance" (the "Ordinance")
which contains prohibitions on the location of aula cabaret. The prohibitions deal generally vdistance 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 GeBusiness Permit ("Business Permit") is notettijo discretion; the Business Permit
must be granted if the proposed operation satifiesequirements of the Ordinance. Rick's has &@dsiness Permit since passage of the
city ordinance in 1986. The Business Permit, wlisctnansferable, is valid for a period of one yaad is renewable by application of the
permit holder. The permit holder for Rick's CabasdRobert Watters who, prior to the Company's mepeblic offering, was the sole
stockholder of the Company. In the event of thkufaiby Mr. Watters to renew the Business Pernigd likkely that a new Business Permit
would not be granted for the location of Rick's &b, because of the location of another sexuaignted business enterprise within the
prohibited distance to Rick's Cabaret.

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 byciheif the provisions of the applicable ordinarare satisfied. A dancehall permit may be
revoked or renewal may



be refused if certain criminal activities occurtbe premises or the person listed as the appll@stommitted certain named offenses.
Tantra's dancehall permit is presently held by Watters. The Company believes that it could obgairew dancehall permit if for any reason
Mr. Watters failed to renew or was refused the wai®f the dancehall permit. Prior to expandingiahy new market, the Company will t
all steps necessary to obtain any required dange¢rahits and to comply with any other related fatpry requirements within that market.

TRADEMARKS

Rights of the Company to the trademarks "Rick'sf dick's Cabaret" are established under commontased upon the Company's
substantial and continuous use of these tradenmaikierstate commerce since at least as earlp@s.1

"RICK'S AND STARS DESIGN" logo was registered by ttinited States Patent and Trademark Office ("PTi®©1089. Due to an oversig|
these registrations were canceled by the PTO fluréaof the Company to file a required affidavithivthe 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, 1996, the Company had appra&lyna35 full-time employees, of which 10 are inmagement positions, including
corporate and administrative operations and appratdly 125 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, whossiéemployed and work with the
Company on a non-exclusive basis as independefraobors.

ITEM 2. PROPERTIES

The Company leases the premises where Rick's Gdabdoeated in Houston, Texas. The cabaret costamaggregate 12,300 square feet,
divided into two separate club areas and execativeadministrative offices. The Company has thiet ig acquire the premises from the
owner. See, Legal Proceedings. The main club areédhe VIP club area together contain 10,500 sqigmteand seat approximately 300
people. The executive and administrative officamgase 1,800 square feet. In addition, a womarpsagh boutique leases approximately :
square feet at the same location. SRD Vending Cagppac. ("SRD"), a Texas Corporation wholly-ownlegMr. Watters also occupies 120
square feet at the same location. SRD providesraidtains the cigarette vending machines locat&lakt's Cabaret.

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



currently leased to Tantra, pursuant to a ten kasee agreement which expires on August 1, 2004 |8dse agreement provides for lease
payments of the greater of (1) $1,500 per montip5% of Tantra's gross receipts per month wsuth time as the Company has received
$250,000 of rental income.

The Company also owns a one acre tract of land®lghway 59 in Houston, Texas. The Company isepriys evaluating whether to build
a new club on this property.

ITEM 3. LEGAL PROCEEDINGS

On October 9, 1996, Rick's Cabaret Internatiomed,, [Trumps, Inc. (its wholly owned subsidiary) @abert L. Watters (Rick's Cabaret
International, Inc. and Trumps, Inc., collectivedferred to as the "Company") entered into a Satteg Agreement and Release (the
"Settlement Agreement") with Casa El Sol -- Acapul8.A., Zu Corporation and 3113 Bering Corporafioollectively "Casa El Sol")
pursuant to which the Company settled its longstantwsuit with Casa El Sol styled Dallas Fontembert Watters and Trumps, Inc. v.
Casa El Sol -- Acapulco, S.A. and Zu Corporatidrgle Cause No. 91-09194 (the "Litigation") andezad into an agreement to acquire the
real property and improvements thereon where R{Chlsaret is presently located in Houston, Texas'{#roperty").

Pursuant to the terms of the Settlement AgreentlemtCompany has the right to acquire the Propeoty iCasa EI Sol for $2,000,000, pay:
$500,000 into escrow upon the execution of thel@etint Agreement and $1,500,000 million payablenbefore January 6, 1997, at the
discretion of the Company. The purchase price vedsrchined as a result of arms-length negotiatignithé parties and was part of the overall
settlement of the outstanding Litigation.

The Litigation was originally filed in 1991 by MWatters and a former stockholder of the Compang (Blaintiffs") against another former
stockholder of the Company (the "Defendant"). Tdweduit sought to compel the Defendant to convehedPlaintiffs all of its ownership
interest in two entities, one of which, Zu Corpa@at owns the building where Rick's is located arich is leased by the Company. The
Defendant joined the Company as a party to thedawdaiming that the Company had breached itsdesgreement due to the alleged late
payment of rent for one month. The case was triefliigust, 1992, and judgment was rendered in fat’thie Plaintiffs and the Company. 1
Defendant appealed this decision and, in an opiréadered in August, 1995, the Texas Court of Afspfea the 14th Judicial District
reversed and remanded the case for a new triakiistrict Court. After rehearing, the Court ofggals reversed and rendered judgment
against Mr. Watters and the Company. ThereafterCitbmpany filed an application for writ of errortivthe Texas Supreme Court.

The Settlement Agreement provided that the Compathdraw and dismiss its application for writ of@rthat was pending before the
Supreme Court of Texas and that Casa El Sol execReease of Judgment and Related Rights whielasetl the Company and Mr. Watters
from any and all rights or claims of Casa El Sédted to the Litigation.

In Vernon Young, Jr. v. Dallas J. Fontenot, Jryrips, Inc. and Robert Lewis Watters, Cause No.343 in the 11th District Court of

Harris County, Texas (the "Young Lawsuit"), filed1987, Dallas Fontenot, one of the former stodltéied of the Company was sued over his
ownership interest in the Company. Mr. Watters @énedCompany were joined in the litigation basedtegations that they had improperly
transferred certain assets to the Company fromhanabrporation that had previously operated Ridk'Sune, 1993, Summary Judgment"
rendered in favor of the Company and Mr. WattershigyDistrict Court. Subsequent to an appeal byp#réy suing the former stockholder,
Texas Court of Appeals, 8th Judicial District resezt the summary judgment and remanded the calse taal court. The Company filed an
application for Writ of Error with the Texas Suprei@ourt. This
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Writ was denied and the case was remanded to strécticourt for trial. The Company and Mr. Watteesently mediated this matter and
pursuant to such mediation, entered into a settiemgreement with the Plaintiff, Mr. Young. Thetlshent agreement provided that the
litigation would be dismissed, with prejudice, aglie Company, Mr. Watters and all other entitiéh which Mr. Watters is or was
associated. Subsequently, the remaining Defendatshe Intervenor agreed to a settlement of tigation. In consequence, the action was
satisfactorily settled as to all parties, and afé&hdants have now been dismissed with prejudiee.Yioung Lawsuit is therefore terminated,
and the judgment dismissing same is now final.

In Dallas J. Fontenot v. Trumps, Inc. and RobeiMatters, Cause No. 94-057144 in the 127th Dis@mtrrt of Harris County, Texas (the
"Fontenot Lawsuit"), Mr. Fontenot sued the Compang Mr. Watters for alleged breaches of an Agre¢reetered into in April, 1993 amo
Mr. Fontenot, the Company and Mr. Watters. Mr. leoiot alleges that Mr. Watters and the Company bawvached this Agreement, but does
not indicate the manner in which the breach hasmed. The Company believes that it has fully caetpith its obligations under this
Agreement. The litigation is in its initial stag®sd no trial date has been set. The Company bsliefter consultation with counsel, that it
substantial defenses to the claims being assegdsd it and that the risk of material financigbesure to the Company is remote.

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

During the fourth quarter of 1996, there were ndtera submitted to a vote of the Security Hold#rspugh solicitation of proxies or
otherwise.

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
1995
FourthQuarter.............. ... $5 $ 37 /8
1996
FirstQuarter .............. ... $5 $31 5/16
SecondQuarter .. ............ ..., $53/4 $41 2
Third Quarter .............. ... $59/16 $43 14
FourthQuarter.............. ... $53/8 $4.0 0



On December 20, 1996, the last sales price fo€thramon Stock as reported by The NASDAQ SmallCapkietavas $4.3125 per share. On
December 20, 1996, there were approximately 30tkktuders 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 Dioestis 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@tthe fiscal years ended September 30,
1996 and 1995.

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 operateifS:@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 forr
RCI Entertainment (Louisiana) Inc., a Louisianapowation for the purpose of administering, opegtmanaging and leasing its new local
in New Orleans, Louisiana. The Company presentlicipates that it will open its new facility in Ne@rleans in December, 1996. In
addition, the Company formed RCI Entertainment @&xnc. in June 1996, for the purpose of acquitifig acres of land in Houston, Tex
The Company plans to build a new adult orientedhtaigb at this location within the next twelve iglteen months. The Company's fiscal
year end is September &

Revenues are derived from the sale of liquor, beire and food, which comprises approximately 55%otal revenues, and charges to the
entertainers and cover charges which comprise appabely 21% and 17% respectively of total fisc@9@ revenues. For fiscal 1995, these
percentages were 50%, 21% and 13%, respectivelyer@marges, as a percentage of total revenuasaised during fiscal 1996 due to the
acquisition of Tantra, which derives a greateriparbf its overall revenue from this source thaesl®ick's Cabaret. The remaining revenues
are derived from the sale of memberships, merclkandnd miscellaneous other revenue sources. Mehipesales are for access to Rick's
VIP Room, and range in price from $550 to $1,200aftfetime membership. Additional benefits incdudaiver of cover charges, 10% to
15% discount on drink prices, complimentary driickéts and miscellaneous other benefits dependirth®type of membership purchased.
Membership sales were $18,550 and $67,889, whimlesented sales of 25 and 90 memberships forgbal fyears 1996 and 1995.
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RESULTS OF OPERATIONS

Year Ended September 30, 1996 compared to YeardEaeptember 30, 1995. For the 1996 fiscal yearCthrapany had consolidated total
revenues of $4,630,298, an increase of $95,592 fisral 1995 revenues of $4,534,706. Single locatavenues for Rick's Cabardtleustor
declined 11% from fiscal 1995 to fiscal 1996 or mpimately $463,000. The decline at Rick's Cabareffset by the addition and opening of
Tantra which provided revenues of $845,000. Thealldecline in single location revenues in Housfbexas is attributable to the increased
level of competition in the area. Management ingetedoffset this revenue decline with the openihgroadditional location in New Orleans,
Louisiana during December 1996. During Decembe6188 Company also signed a letter of intentlieracquisition of a club in
Minneapolis, Minnesota. Currently, managementss atudying additional potential acquisitions whiebuld additionally serve to offset the
current revenue declines.

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 carridgtaen cost than beverage sales. The Company hesntlyrembarked on a program to
improve margins from food sales and food servifieiehcy.

Salaries and wages increased 18% or $226,527 femal 1995 due to the addition of management perdaand staff in the kitchen and
administrative areas of the Company. Managemeffirgtas currently increased in order to have adggly trained personnel to assist with
the planning and preopening activities of the Newe&ns location and other locations which are aulyebeing studied.

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
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 rekthiequblic 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 duwegit staff employees in Houston for shift charged tip processing fees, (ii) expense of
$250,000 to reflect the cost of a financial mam@tompany advising the Company in financial maftéii) 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 tBiompany 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.

This Company experienced a net loss of ($708,6d4fjdcal 1996 compared to net income of $359,427i§cal 1995. Management
anticipates that the Company will continue to eigare losses in early fiscal 1997 until revenuengindrom acquisitions and the opening of
new locations is realized.

Year Ended September 30, 1995 compared to YeardEbedptember 30, 1994. For the 1995 fiscal yearCtirapany had consolidated total
revenues of $4,534,706, a decrease of $32,587ffsmal 1994 revenues of $4,567,293. Single locatéenues for Rick's Cabaret declined
11% from fiscal 1994 or
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approximately $489,000. The decline at Rick's Cetharoffset by the addition and opening of Taxdlwaing the second quarter of fiscal 1995
which provided revenues of $490,000. The overatlide in revenues is attributable to the incredsgdl of competition in the Houston,
Texas area and a decline in advertising expenditiueing early fiscal 1995. Additionally, managetéme and working capital which
otherwise would have been invested by the Compauaglvertising was committed to the successful cetigal in October 1995 of the
Company's initial public offering. During the latguarters of fiscal 1995 and after completing thitial public offering, management has
increased advertising expenditures and has retdireskervices of an advertising and public relatitim.

Cost of goods sold were 28% and 27% of sales ohalic beverages and food for fiscal 1995 and 188ghectively. This increase is belie
to be attributable to a slight increase in foo@salhich carries a higher cost than beverage sales.

Salaries and wages decreased 3% or $39,891 froal fi894 due to a reduction in the bonus accruédet&hief Executive Officer and a
reduction in management staffing, offset by $122,28Tantra salaries for fiscal 1995.

Other general and administrative expenses decr@@8édr $251,035 from fiscal 1994 to fiscal 1998cEeases occurred in all general and
administrative expense categories except Taxe®amdits which increased 4% from 1994 due to theiaitépn and opening of Tantra.
Charge card fees decreased $25,746 due to theadedresales noted above. Legal and accountingased $29,047 due to a lower level of
activity relating to the defense of lawsuits. Adieng and promotion was lower by $109,746 at Rickabaret as the Company reduced
advertising during the early quarters of fiscal 3@e to increased working capital needs in prejoarfor its initial public offering, offset by
$96,627 in Tantra advertising. Additionally, theatization of a non-compete agreement ($48,000)ceaspleted in 1994 with no
corresponding expense in 1995. Management belibaéshe reductions in all categories, in additothe reasons stated above, are
attributable to additional management controlstingtd at the beginning of fiscal year 1995.

Interest expense was reduced to $55,976 from $12%8e to a reduction in the average amount of bakease financing debt outstanding
during the year.

Net income increased for fiscal 1995 by $168,3888% as compared to fiscal 19!
LIQUIDITY AND CAPITAL RESOURCES

At September 30, 1996 the Company had working abpit$2,755,893, compared to a working capitalaiedf $741,220 at the end of fiscal
1995. The increase in working capital is primadlye to the Company's completion of its initial palffering by selling 1,840,000 common
shares to the public market. Funds available t@Cth@pany (after deducting underwriting commissiand expenses associated with the
offering) of approximately $4,270,000 will be uded capital improvements to the original Houstoodtion, opening two additional
locations, and for general corporate working capitaposes. Additionally, the Company sold 328,additional shares resulting in additional
capital of $1,066,250.

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

Net cash used by operating activities in fiscal6l@@s ($1,004,848). The increase in cash used &satipg activities as due primarily to t
net loss of ($708,614), an increase in accountsivable of
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$73,531, an increase in inventories of $16,008narease in prepaid expenses and other asset856f37b, a decrease in accounts payable
and accrued liabilities of $17,248 and a decreageciome taxes payable/receivable of $399,693 chigll used in investing activities was
$1,861,681 in 1996 and was due to investmentsid, laroperty and equipment. Cash provided by fimapactivities was $5,776,420 due
primarily to the sale of common stock less offeriugts.

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 terifres, all.

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 ofCtmpany, to take advantage of improvements in t@olgy. Management believes that it
will be able to duplicate the financial controlsitlexist at its current location at future locasipand that these controls will provide sufficient
safeguards to protect the interests of the Comparthe event the topless club industry is requitedonvert 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 treatfimegentertainers as independent
contractors provides sufficient safe harbor pradecto preclude any tax assessment for prior ypaysoll taxes.

The adult topless club entertainment businesgisiyicompetitive with respect to price, service &ahtion, as well as the professionalism of
the entertainment. Rick's Cabaret in Houston coasgpeith a number of locallpwned adult cabarets, some of whose names enjogméion
that equals that of Rick's. Although the Companijebes that it is well-positioned to compete susfalty in the future, there can be no
assurance that Rick's will be able to maintaitiggh level of name recognition and prestige witthie marketplace.

SEASONALITY

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

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

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

There have been no changes in accountants sin€etfistrant's incorporation in 1994, nor have theen any disagreements with
accountants on any matter of accounting principtgsractices, financial statement disclosure, alitng scope or procedure.
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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.arxbidiaries as of September 30, 1996
and 1995, 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 statetegreferred to above present fairly, in all matenégpects, the financial position of Rick's
Cabaret International, Inc. and subsidiaries &8apitember 30, 1996 and 1995, and the results iofdperations and their cash flows for the
years then ended in conformity with generally ateeémccounting principle

Jackson & Rhodes P.C.

Dallas, Texas
December 19, 1996



RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
SEPTEMBER 30, 1996 AND 1995

ASSETS
1996 1995
Current assets:

Cash $ 3,150,003 $ 195,112
Accounts receivable 73,531 --
Inventories 47,620 31,612
Prepaid expenses 172,198 51,455
Income taxes receivable 47,735 --

Total current assets 3,491,087 278,179

Property and equipment:
Buildings, land and leasehold improvements 2,225,710

664,902
Furniture and equipment 742,320 486,447
2,968,030 1,151,349
Less accumulated depreciation (554,338) (408,717)
2,413,692 742,632
Other assets:
Deferred offering costs (Note 1) - 389,680
Other 228,062 38,967
$6,132,841 $ 1,449,458
LIABILITIES AND STOCKHOLDERS' E QUITY
Current liabilities:
Current portion of long-term debt (Note 3) $ 153,677 $ 193,139
Accounts payable - trade (Note 5) 336,253 501,012
Accrued expenses 245,264 97,753
Income taxes payable -- 227,495
Total current liabilities 735,194 1,019,399
Long-term debt, less current portion (Note 3) 77,826 212,833
Total liabilities 813,020 1,232,232
Commitments and contingencies (Note 6) -- --
Stockholders' equity (Note 1):
Preferred stock - $.10 par, authorized
1,000,000 shares; none issued -- -
Common stock - $.01 par, authorized
15,000,000 shares; issued 4,068,077 and 1,800,000 40,681 18,000
Additional paid-in capital 5,788,528
Retained earnings (deficit) (509,388) 199,226
Total stockholders' equity 5,319,821 217,226
$6,132,841 $ 1,449,458

See accompanying notes to consolidated financ#tsients.
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RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS
FOR THE YEARS ENDED SEPTEMBER 30, 1996 AND 1995

Revenues:
Sales of alcoholic beverages
Sales of food
Service revenues
Other

Operating expenses:

Cost of goods sold

Salaries and wages

Other general and administrative:
Taxes and permits
Charge card fees
Rent
Legal and accounting
Advertising
Other

Income (loss) from operations

Interest expense

Income (loss) before income taxes

Income taxes (benefit) (Note 4)

Net income (loss)

Net income (loss) per common share

Weighted average shares outstanding

See accompanying notes to consolidated financsistents.

1996 1995
$2,252,714  $ 2,286,157
274,577 213,537
1,742,890 1,700,133
360,117 334,879
4,630,298 4,534,706
753,216 699,630
1,497,731 1,271,204
514,799 541,214
81,373 149,176
305,761 294,592
332,137 106,571
533,418 298,040
1,509,108 580,609
5,527,543 3,941,036
(897,245) 593,670
41,369 40,243
(938,614) 553,427
(230,000) 194,000
$ (708,614) $ 359,427
$ (0200 $ 020
3,535,081 1,800,000

F-4



RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
FOR THE YEARS ENDED SEPTEMBER 30, 1996 AND 1995

Common Stock

----------------------- Additional Retained

Number of Paid-in Earnings

Shares Amount Capital (Deficit) Total
Balance, September 30, 1993 1-756000 $5.75OO _______ $ - $(351-242) _-__;_(_:’;1_33,742)
Acquisition of Tantra (Note 1) 50,000 500 - -- 500
Net income - - - 191,041 191,041
Balance, September 30, 1994 1,800,000 18,000 - (160,201) (142,201)
Net income - - - 359,427 359,427
Balance, September 30, 1995 1,800,000 18,000 - 199,226 217,226
Sale of common stock for cash,

net of offering costs of $1,365,041 2,218,077 22,181 5,539,028 -- 5,561,209

Common stock issued for services 50,000 500 249,500 - 250,000
Net income (loss) -- -- -- (708,614) (708,614)
Balance, September 30, 1996 4,068,077 $40,681 $5,788,528 $(509,388) $ 5,319,821

See accompanying notes to consolidated financ#tsients.




RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED SEPTEMBER 30, 1996 AND 1995

Net income (loss)

Adjustments to reconcile net income (loss) to net
cash provided (used) by operating activities:
Depreciation
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 provided (used) by operating activit
Cash flows from investing activities:
Additions to property and equipment
Retirements of fully depreciated assets
Increase in other assets
Net cash used in investing activities
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 (used) by financing activit

Net increase in cash
Cash at beginning of year

Cash at end of year

Cash paid during the period for:
Interest

Income taxes

Non-cash transaction:
On December 29, 1994, the Company acquired cdemthwith a $95,000 note (see Note 3).

See accompanying notes to consolidated financ#tsients.

ies

ies

1996 1995
$(708,614)  $ 359,427

145,621 110,258

250,000 -

(73,531) 15,947

(16,008) (6,321)
(185,375) (51,455)

(17,248) 188,652
(399,693) 140,319
(1,004,848) 756,827
(1,816,681) (439,609)

- 25,394

- (1,867)

(1,816,681) (416,082)
5,561,209 -

- 133,526
(174,469) (3,109)
389,680 (389,680)
5,776,420 (259,263)

2,954,891 81,482
195,112 113,630
$3,150,003 $195,112
$ 35,301 $ 34,083
$ 186,857 $ 53,681




RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
SEPTEMBER 30, 1996 AND 1995

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 in Houston, Texas. The Company alpodsently constructing another premier adultteigb in leased facilities on Bourbon
Street in New Orleans, Louisiana.

Effective August 1, 1995, the Company acquired fiafinterprises, Inc. and two related companiestrBaDance, Inc. and Tantra Parking,
Inc. (collectively, "Tantra") from Mr. Robert Watte(the "Combination") for 50,000 shares of the @any's common stock. The Tantra
companies were incorporated on August 1, 1994 adtto operations until December 1994. The acqoishias been accounted for in a
manner similar to the pooling-of-interests methae tb Mr. Watter's control of the respective com@sinAccordingly, the Company has
presented, in the accompanying financial statemémscombination of the companies as if the adtgmishad occurred upon the inception of
Tantra. Outstanding common shares at Septembd998,and 1995 are represented by the Company®sodiisg shares plus the 50,000
shares issued for Tantra.

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

A portion of the proceeds of the Company's pubtierong has been used for capital improvements@gixisting Houston, Texas location,
payments on the Company's existing borrowings,fandiorking capital. The balance is primarily beingested temporarily in cash
equivalents and short term investments.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Principles of Consolidation

The consolidated financial statements include to®ants of the Company and its subsidiaries andraaas explained in Note 1. All
significant intercompany balances and transactiwasliminated in consolidation.
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RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONNUED)
Net Income (Loss) Per Common Share

Net income (loss) per common share is computedwiglidg net income by the weighted average numibeshares outstanding during t
years, after giving retroactive effect to the reovigation transaction and the Combination (Not¢

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. Cqubpilerty 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 indialdassets, as follows:

Building and improvements 31 years
Equipment 5-7 years
Leasehold improvements 5-7 years
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RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONNUED)
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 Contpasipo material obligation for future performance.

Income Taxes

The Company accounts for its income taxes in aesuare with Statement of Financial Accounting Stads&fo. 109, which reflects an asset
and liability approach in accounting for incomedaxThe objective of the asset and liability 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 ams@aretrealized or settled.

Preopening Costs

Costs incurred in advance of opening a new nightahe deferred and amortized against subsequerdtape on a straight-line basis over
eighteen months. Preopening costs are includethar assets.

3. LONG-TERM DEBT
Following is a summary of long-term debt at Septen8D:
1996 1995

Note payable to a bank, due in monthly

installments of $1,800, including interest at

10%, matures October 1996, secured by the

Company's land and building. $ 90,045 $94,372

Notes payable to affiliated companies
owned by the Company's sole stockholder,
interest at 9% and principal due November 30, 1996. 21,294 46,279

Note payable to a bank, payable $10,000

per month plus interest at the prime rate

plus 1%, matures August 24, 1996,

collateralized by accounts receivable, inventory,

furniture and fixtures of the Company. - 110,000



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

3. LONG-TERM DEBT

1996 1995
Note payable to a bank, payable $1,000
per month plus interest at the prime rate
plus 1%, matures December 29, 1996,
collateralized by the Company's accounts
receivable, inventory, furniture, fixtures
and equipment and a second lien on real estate. $ 20,000 $ 31,000

Note payable to a bank, payable $1,500 per

month plus interest at the prime rate plus 1%,

matures October 28, 1996, collateralized

by the Company's accounts receivable, inventory,

furniture, fixtures and equipment and a

second lien on real estate. 15,252 32,930

9% note payable to individuals, payable $1,203

per month, including interest, until maturity on

January 15, 2000, collateralized by a first lien

on real estate. 84,912 91,391
231,503 405,972

Less current portion (153,677) (193,139)

Long-term debt $ 77,826 $212,833

Substantially all the Company's assets are pletigedcure the above debt.

Following are the maturities of long-term debt floe years ending September 30:

1997 $153,67 7
1998 7,75 1
1999 8,47 8
2000 61,59 7

4. INCOME TAXES
Income tax expense (benefit) consisted of curiereg for 1996 and 1995.
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RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

4. INCOME TAXES (CONTINUED)

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

1996 1995
Taxes on income (loss) before income
taxes at the statutory rate $(319,000) $188,200
Separate return limitation - unavailable
loss carrybacks 89,000
Other differences - 5,800

$(230,000) $194,000

The components of the net deferred tax liabiliy as follows at September 30, 1996 and 1995:

1996 1995
Operating loss carryforwards $(107,000) $ -
Deductible preopening costs 65,000 -
Deferred tax asset valuation allowance 42,000
$ $ -

For tax purposes, the Company has a net operatasgchrryforward amounting to approximately $300,@@ich will expire, if not utilized in
2011.

5. RELATED PARTY TRANSACTIONS

As of September 30, 1994, SRD Vending Company,('&RD"), a company wholly-owned by Mr. Wattersdradvanced 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, is due in full on
November 30, 1995. The balance outstanding at 8dgee30, 1995 was $46,27

SRD has provided and maintained the cigarette wgnaliachines at Rick's Cabaret since 1986. Duri®g 1SRD received less than $25,000
from the vending machines. The Company agreed 8Rb that any revenues received from the vendinghinas after December 31, 1994
would be split equally between the Company and SRD.

During 1996 and 1995, the Company paid $ 7,775%16¢550, respectively, for accounting servicestaecounting firm in which a director
of the Company was a principal.
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RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

6. COMMITMENTS AND CONTINGENCIES
Leases

Included in accounts payable at September 30, 248861995 is a $150,000 and $100,000 liability, eetipely, to a former stockholder for 1
purchase of treasury stock under terms of a settiéiagreement with the former stockholder.

The Company leases its Houston nightclub space raompany whose ownership was subject to litigatiwnership was claimed by the
Company's sole stockholder, Mr. Robert Watters,kand former Company stockholder (Note 6). Leagemmnts are equal to the larger of
$10,000 per month or 5% of gross receipts per mdrith lease expired in February 1996, and the Cagnpas been leasing the space on a
month-to-month basis. The lease provides that trag&ny is obligated to pay for any maintenancééopremises, to maintain adequate
insurance on the building and to pay all utilittesl taxes. Rental expense amounted to $173,7781a1%J652 for the years ended September
30, 1996 and 1995, respectively. The lawsuit witeskein 1996, resulting in the former stockholdeming the building. The Company has
agreed to buy the property from the former stoctto(see below).

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, 1997, 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 alswighes for participation in all benefit
plans maintained by the Company for salaried engadey The Agreement contains a confidentiality miovi and an agreement by Mr.
Watters not to compete with the Company upon thpgration of the Agreement.

Rent expense amounted to approximately $306,006288,000 for the years ended September 30, 1996386, respectively.

The Company has entered into an operating leasedarhtclub in New Orleans, Louisiana. The 40 yease commenced in June 1996 ar
a triple net lease with the tenant paying taxesntemance and insurance. The lease also requiresrceontingent rentals based on revenues
at the nightclub. Following is a schedule of minimlease payments for the years ending September 30:

1997 $ 260,0 00
1998 300,0 00
1999 300,0 00
2000 300,0 00
2001 300,0 00
Thereafter 8,575,0 00

F-12



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.

Fair Value of Financial Instruments

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

The fair value of financial instruments classifesicurrent assets or liabilities including cash eesh equivalents, receivables and accounts
payable approximate carrying value due to the sieonh maturity of the instruments. The fair valdesbort-term and long-term debt
approximate carrying value based on their effedtiterest rates compared to current market rates.

Litigation

In 1991, Mr. Watters and a former stockholder ef @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 OctoB@6lafter 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 is
expected to occur in December 1996.

In 1989, one of the former stockholders of the Canypwas sued over his ownership interest in the @om. Mr. Watters and the Company
were joined in the litigation based on allegatitimet they had improperly transferred certain agsetise Company from another corporation
that had previously operated Rick's. In 1992, Sumrdadgment was rendered in favor of the CompaiyMin Watters. Subsequent to an
appeal, the Texas Court of Appeals remanded thetoate trial court. The Company and Mr. Wattexently mediated this matter and
entered into a settlement agreement with the piaimhe settlement agreement provided that thgditton would be dismissed, with prejudi
as to the Company, Mr. Watters and all other estivith which Mr. Watters is or was associated.
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RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

In consequence, the action was satisfactorilyexbttks to all parties, and all defendants have reem ldismissed with prejudice. The lawsuit is
therefore terminated, and all judgment dismissemges is now final.

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

A former Company stockholder has sued the CompadyMr. Watters for alleged breaches of an Agreereatdred into in April 1993
among the stockholder, the Company and Mr. Watlérs.stockholder alleges that Mr. Watters and tom@any have breached this
Agreement, but does not indicate the manner inlwthics breach has occurred. The Company beliewastthas fully complied with its
obligations under this Agreement. The litigatiofnists initial stages and no trial date has bestnBhe Company believes, after consultation
with counsel, that it has substantial defensekdataims being asserted against it and that sheofi material financial exposure is remote.

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.

7. EMPLOYEE STOCK OPTION PLAN

The Company has adopted a Stock Option Plan (ttaa™FPfor employees and directors. The options tgamnder this Plan maybe either
Incentive Stock Options, as that term is define8éction 422A of the Internal Revenue Code of 188@mended, or nonstatutory options
taxed under

Section 83 of the Internal Revenue Code of 198@nasnded. The Plan is administered by the BoaRirettors or by a Compensation
Committee of the Board of Directors. The Board a@btors has the exclusive power to select theégyaaints in the Plan, to establish the
terms of the options granted to each participamlyiged that all options granted shall be granteaheexercise price equal to at least 85% of
the fair market value of the Common Stock covengthle option on the grant date and to make allrdet®tions necessary or advisable u
the Plan. A total of 300,000 shares may be
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RICK'S CABARET INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

7. EMPLOYEE STOCK OPTION PLAN (CONTINUED)

optioned and sold under the Company's Stock Oftlan. During the year ended September 30, 199@&nspivere granted as follows:

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

Exercise price per share $3.00 to $4.75
8. STOCKHOLDERS' EQUITY

During the year ended September 30, 1996, the Cayripaued 50,000 shares valued at $250,000 to\asrté&ing and public relations firm
for services rendered.
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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 45, has been a director aCtimepany since 1986, and has been the sole stoekimithe Company since March 1993.
Mr. Watters has been president and chief execofffiger of the Company since 1991 and presentlyesealso as its chief financial officer.
He was also a founder in 1989 and operator unéiB1&f the Colorado Bar & Grill, an adult cabaretdted in Houston, Texas and in 1988
performed site selection, negotiated the propautgimase and oversaw the design and permittindhéocabaret that became the Cabaret
Royale, in Dallas, Texas. Mr. Watters practiced &sa 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 practitemofn Houston, Texas from 1983 to 1986, when hemabree 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 26, vice president, secyedad general manager has served as a Directbe@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 43, has served as a diragfttihe Company since December, 1994. Mr. MitcheBl been a certified public accountant
in private practice since 1976 and has been aipahof his own firm since 1981. Mr. Mitchell's e¢ant firm Mitchell & Cavallo, P.C. serves
a wide range of business and individual clients. Mitchell has been licensed since 1980 to pradéieein the State of Texas and since 1986
has been admitted to practice before the Tax Giuhe United States. Further, Mr. Mitchell hasheppointed by various District Courts as
a receiver and special master of business entitidsr court jurisdiction. Mr. Mitchell was appoidta Receiver of the Company in
September, 1989 with limited authority to overseé geview the receipt and disbursement of revenfiee Company. Mr. Mitchell,
however, had no authority over the managementeoCibmpany. The receivership was terminated in Mar@B3. Mr. Mitchell graduated
from the University of Texas with an honors degreBusiness Administration.

Martin Sage, age 45 has served as a Director aCtmepany since July, 1995. Mr. Sage is the fouaderdirector of Sage Productions, Inc.,
which is involved in the development of applying
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advanced learning theory to business. The SageingaMethod enables individuals to build innovatagproaches to management,
leadership and team building. The Sage Learnindibtetvorks to create dynamic relationships whichivadé¢ and create synergy between
individuals and the businesses where they worktlr®past 16 years, Mr. Sage has served as a tamtstal businesses throughout the United
States bringing his innovative approach to busit@ssany organizations and corporations.

Robert Gary White, age 41, Chief Financial Offideas been with the Company since February, 19986PA in the state of Texas since 19
Mr. White was previously an audit manager with $ack& Rhodes, P.C., an accounting firm locatedalid3, Texas, from 1994 to 1996,
where he was responsible for the Rick's Cabaretriational, Inc. engagement. He has additionalrpee in managing his own accounting
practice and consulting with entertainment companidiich he did from 1992 to 1994. Additionallyprin 1989 through 1991, Mr. White was
an officer of International Broadcast Systems, LadNASDAQ listed entertainment company, becomingrector in 1990. Prior thereto, he
was with Deloitte Touche L.L.P. (formerly TouchedR& Co.) for twelve and one half years. He is @/1§raduate of the University of Te»
at Austin with a B.B.A. in accounting.

CERTAIN SECURITIES FILINGS

Robert Watters, Scott Mitchell, Martin Sage, anttlfENorton White, all directors of the Company, leéailed to timely file one report on
Form 3 as required by Section 16(a) of the ExchakmieThe reports were of their respective benafibbldings owned at the time they each
became subject to reporting on Form 3. Messrs.hdltand Sage each subsequently filed one amendmé&arm 3. Mr. White subsequently
filed two amendments to Form 3.
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ITEM 10. EXECUTIVE COMPENSATION

The following table reflects all forms of compensatfor services to the Company for the fiscal geamded September 30, 1996, 1995 and
1994 of the chief executive officer of the CompaNyp. executive officer (other than the chief exegitfficer) of the Company received
compensation which exceeded $100,000 during 1996.

SUMMARY COMPENSATION TABLE

LONG-TERM
A NNUAL COMPENSATION COMPENSATION
- ALL
RESTRICTED STOCK OTHER
STOCK OPTIO NS COMPEN-

NAME & PRINCIPAL POSITION YEAR SA LARY BONUS OTHER() AWARDS (SHARE S) SATION
Robert L. Watters 1996 $32 5,000 -O- 0 -0- -0 - -0-
Chief Executive Officer 1995 $29 8,000 -O- 0 -0- -0 - -0-
1994 $38 2,970 -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 asto-
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one-fourth of the total number of shares covereddmh grant of options during each 12-month pes@mdmencing 12 months after the grant
date.

EMPLOYEE STOCK OPTION PLAN

While the Company has been successful in attraetingretaining qualified personnel, the Companjyelsek 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.

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 whitritute materially to the success and profitapitif 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 Plaralsdl 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 therimaé Revenue Code of 1986, as amended, or nonstatptions taxed under

Section 83 of the Internal Revenue Code of 198@&nasnded. The Plan is administered by the BoaRirettors or by a Compensation
Committee of the Board of Directors. The Board a@btors has the exclusive power to select theégyaaints in the Plan, to establish the
terms of the options granted to each participaalyiged that all options granted shall be granteaheexercise price equal to at least 85% of
the fair market value of the Common Stock covengthie option on the grant date and to make allrdetations necessary or advisable ul
the Plan. A total of 300,000 shares may be opti@metsold under the Company's Stock Option PlarofAeptember 30, 1996, 105,000
stock options had been granted under the Plan, afowbich have been exercised.

EMPLOYMENT AGREEMENT

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, 1997, 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 alseiges for participation in all benefit
plans maintained by the Company for salaried engadeyMr. 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 benefitotuarial plans.
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ITEM 11. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT

The following table sets forth certain informatianDecember 20, 1996, with respect to the benéfigiamership 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.

Shares Beneficially Owned

Name and Address of Beneficial Owner (1) Number Percent

Robert L. Watters

3113 Bering

Houston, Texas 77057 . ............. 1,800,000 36.86%
Erich Norton White

3113 Bering

Houston, Texas 77057 . ............. 14,675(2) .30%

Scott C. Mitchell
820 Gessner, Suite 1380
Houston, Texas 77024 . . ... ......... 11,250(3) .29%

Martin Sage
100 Congress Ave., Ste. 2100
Austin, Texas 78701 ... ............ 1,250(3) .01%

Robert Gary White
3113 Bering
Houston, Texas 77057 .. ............. -0-(4) .00%

Rock Fund
3601 West Commercial Blvd.
Fort Lauderdale, Florida, 33309. ......... . 244,600 5.0%

All directors and executive officers as
agroup (5persons) . ............... 1,827,175 37.46%

(1) Messrs. Watters, White and Mitchell have saléng and investment power with respect to theeshahown as beneficially owned by
them.

(2) Includes options to purchase 13,750 shares akercise price of $3.00 per share, which aregmtdsexercisable; and does not include
options to purchase 16,250 shares at an exerdseqfr$3.00 per share which will not become exaaisie within the next 60 days.

(3) Includes options to purchase 1,250 shares ekertise price of $3.00 per share, which are pthsexercisable; and does not include
options to purchase 3,750 shares at an exercise @iri$3.00 per share which will not become exafdis within the next 60 days.

(4) Does not include options to purchase 25,000eshat an exercise price of $4 3/4 per share, obnéich are exercisable within the next
days.
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ITEM 12. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS

Prior to the Company's reorganization, the Compagsy privately-held company engaged in certaiimbas transactions with Mr. Watters,
its sole stockholder. These transactions are destbelow. The Board of Directors of the Company ddopted a policy that Company aff.
will be conducted in all respects by standardsiapble to publicly-held corporations and that ther@any will not enter into any future
transactions and/or loans between the Companytsuodficers, directors and 5% shareholders unkesgarms are no less favorable than ¢
be obtained from independent, third parties anthveilapproved by a majority of the independenintisested directors of the Company. In
the Company's view, all of the transactions desdribelow involving the Company meet this standard.

The Company was organized in 1994 to acquire ahefutstanding common stock of Trumps, Inc. (fipg"), a Texas corporation formed
in 1982, from Robert L. Watters, its sole stockleoldrhe Company issued to Mr. Watters 1,750,008eshaf its common stock in exchange
for the common stock of Trumps. This exchange, Wingsulted in Trumps becoming a wholly owned subsydof the Company, was
consummated in February 1995. The transaction wasesl as part of a corporate reorganization,dkelt 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. Watteraliof the capital stock of Tantric
Enterprises, Inc., Tantra Dance, Inc., and TandrkiRg, Inc. (collectively "Tantra"). The Comparsgied to Mr. Watters 50,000 shares of its
common stock in exchange for the stock of Tantre @xchange was consummated in September, 1995.aritika companies own and
operate Tantra, a non-sexually oriented discothagaebilliard club in Houston, Texas. The Boardakctors determined that the
combination of the business operations of Tantchthe Company will create a synergy which will emtethe profitability of both
businesses. Moreover, the diversification of thenfany's operations into the business of Tantratisipated to enhance the public image of
the Company. The Board of Directors has receivedpamon of an independent third-party appraiset the terms of the transaction are fair
and reasonable to the Company and are at leaavasble to the Company as would be the case betueelated parties. Mr. Watters had
no cost basis in the stock of Tantra.

In 1986, the Company entered into a lease agreewidnZu Corporation, a Texas corporation ("Zu9r the land and building where Rick's
Cabaret is located (the "Zu Lease Agreement") 991 Mr. Watters exercised an option to purchalsef éahe outstanding shares of capital
stock of Zu. The seller, however, contested thiitglof the exercise of this option and Mr. Wasténitiated litigation. The litigation has be
settled. See "Legal Proceedings."

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 dunagbmpany's 1994 fiscal year to $69,722. Duringexaber, 1994, the Company
converted these advances, which were demand dbligatf the Company, to a promissory note in fafdBRD in the amount of $69,722.
The promissory note, which bears interest at theeab9% 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 ensurettiet are in good working order and (ii) to maintamadequate supply of cigarettes in the
vending machines. The Company has agreed with ®RCilie revenues received from the vending mackifies
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December 31, 1994 will be split equally betweenG@oenpany and SRD. During the Company's fiscal yeating 1996 and 1995, SRD
received less than $25,000 per year from the vendiachines.

During the Company's fiscal years ending 1996 &851the Company paid $7,775 and $16,560, resgdgtifior 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

(@) Exhibits

Exhibit No. Identification of Exhibit

3.1(1)- Certificate of Incorporation of th e Registrant

3.2(1)- Bylaws of the Registrant

4.1(1)- Common Stock specimen

4.2(1)- See Exhibits 3.1 and 3.2. for prov isions of the Articles of
Incorporation and Bylaws of the Re gistrant defining rights of
holders of common stock of the Reg istrant

4.3(1)- Form of Representative's Warrant A greement and Form of Warrant
Certificate

4.4(1)- Warrant Agreement and Warrant Spec imen

5.1(1)- Opinion of Axelrod, Smith & Kirshb aum, including Consent

10.1 - Lease of premises located at 315-2 1 Bourbon Street, New
Orleans, Louisiana, dated February 13, 1996

10.2(2)- Lease Agreement between Zu Corpora tion as Lessor and Trump's,
Inc., as Lessee, dated February 28 , 1986

10.3(2)- Amendment to Lease Agreement betwe en Zu Corporation, Lessor
and Trump's, Inc., Lessee, dated S eptember 10, 1989

10.4(1)- Lease Agreement between Trump's, | nc., as Lessor and Tantric
Enterprises, Inc., as Lessee dated December 1, 1994

10.5(1)- Agreement between Trump's, Inc., a nd SRD Vending Company, Inc.

10.6(2)- Form of Financial Advisory Agreeme nt between Barron Chase

Securities, Inc. and Registrant

10.7(1)- Form of Merger and Acquisition Agr eement between Barron Chase
Securities, Inc. and the Registran t

10.8(1)- Employee Stock Option Plan

10.9(1)- Employment Agreement between the R egistrant and Robert L.
Watters

21.1- Subsidiaries of Registrant

27.1- Financial Data Schedule

(1) Previously filed as an exhibit to the CompatRegistration Statement on Form SB-2 (No. 33-883@2 amended, and incorporated herein
by reference thereto.

(b) Reports on Form 8-K.
No reports on Form-K were filed during the three months ended Septerb, 1996.
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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 authorizedher27th day of December, 1996.

RICK'S CABARET INTERNATIONAL, INC.

By: /sl Robert L. Watters

Robert L. Watters, Chairnman
of the Board and Chi ef
Executive Oficer

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 27, 1996
- Chief Executiv e Officer,
Robert L. Watters and Director
/sl Erich Norton White Director and Exe cutive December 27, 1996

- Vice President
Erich Norton White

/sl Scott C. Mitchell Director December 20, 1996

Scott C. Mitchell

Isl Director December __, 1996
Martin Sage
/sl Robert Gary White Chief Financial Officerand December 27, 1996
- Principal Acco unting Officer

Robert Gary White
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INDEX TO EXHIBITS
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10.1 - Lease of premises located at 315-2 1 Bourbon Street, New
Orleans, Louisiana, dated February 13, 1996

211 - Subsidiaries of Registrant

27.1 - Financial Data Schedule



EXHIBIT 10.1
AGREEMENT OF LEASE

1. PARTIES

1.1 THIS LEASE is made and entered into as of 8ta tlay of February, 1996, by and between THREH EEN BOURBON STREET,
L.L.C. ("Landlord") and RCI ENTERTAINMENT LOUISIANAINC. ("Tenant").

2. PREMISES
2.1 Landlord hereby leases to Tenant and Tenarblideases from Landlord the following describeajpirty:

Three story building bearing municipal address 3T59-21 Bourbon Street, New Orleans, Louisiarasée premises comprising three
floors and mezzanine, approximately 16,000 squeeedf gross leasable area.

(hereinafter collectively referred to as the "Preesl’), all as more fully described in Exhibit Aaatied hereto and made a part hereof.
3. TERM

3.1 This Lease shall be for a term of four hundrigghty (480) months commencing on the 1st day 0€,J4996, and ending on the 31st da
May, 2036, unless sooner terminated or extendgdaasded herein (hereinafter referred to as therfre

4. RENT

4.1 Except as otherwise provided herein, Rent utideil_ease is payable monthly by Tenant to Lardjlor advance, on the first day of each
month commencing on June 1, 1996, and is payalteutideduction, set-off, prior notice or demanke Bmount of the monthly rent during
the Term shall be as follows:

4.1.1 MINIMUM Rent. The monthly Minimum Rent shak in the amounts set forth belc



Time Period Rent Due

Months 1-3 (6/1/96 - 8/31/96) Zero

Months 4-9 (9/1/96 - 2/28/97) $15,0 00 per month

Months 10-120 (3/1/97 - 5/31/06) $25,0 00 per month

Months 121 through 180 $20,0 00.00 per month, adjusted for inflation using ratio of CPI for the
month of March 2006 divided by CPI for the month of Marc h 1996, as a
multi plier, provided that the Minimum Rent shall in no ¢ ase be lower than
the M inimum Rent for the month of May 2006.

Months 181 through 240 $20,0 00.00 per month, adjusted for inflation using ratio of CPI for the
month of March 2011 - CPI the month of March 1996, as a multiplier,
provi ded that the Minimum Rent shall in no case be lower than the Minimum
Rent for the month of May 2011.

Months 241 through 480 As pr ovided in Section 4.1.3.

4.1.1.1 For purposes of this Section 4, "CPI" shedhn the unadjusted monthly Consumer Price IndeAlf Urban Consumers (CRJ, U.S.
City Average (All Items) (1982-84=100), publishegthe Bureau of
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Labor Statistics of the United States Departmentatifor, or any successor index thereto, appropyiatdjusted. In the event that the
Consumer Price Index is converted to a differeamidard referenced base or otherwise revised, teendi@ation of the Minimum Rent
adjustment shall be made with the use of such gsiorefactor, formula or table for converting therSumer Price Index as may be publis
by the Bureau of Labor Statistics or, if said Burehall not publish the same, then with the ussuoh conversion factor, formula or table as
may be published by Prentice-Hall, Inc., or anyeothationally recognized publisher of similar stadial information. If the Consumer Price
Index ceases to be published, and there is no ssmcthereto, such other index as Landlord andriteara unable to agree as to such
substituted index, such matter shall be submitteattthitration in accordance with the commercialteaibion rules of the American Arbitration
Association.

4.1.2 Percentage Rent. In the event that Tenamtisah Gross Receipts, as hereinafter defined, skated Four Million Five Hundred
Thousand ($4,500,000.00) Dollars per annum (thedBpoint") (as such Breakpoint amount may subsetyea adjusted under the
provisions of this

Section 4.1.2), in any Lease Year, as hereina@iéned, then, in addition to the fixed Minimum Renenant shall pay to Landlord, as
additional Percentage Rent, a sum equal to five) (g#tcent of the annual Gross Receipts from thanbas conducted in or from the Premi

in excess of such Breakpoint amount during suclséé&éar. No additional Percentage Rent shall balgaypy Tenant on Gross Receipts up
to the Breakpoint amount for any Lease Year.
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For purposes of this Lease, a "Lease Year" shatldoh period of June 1 through May 31 during theriTef this Lease.

Payment of any such additional rent shall be madedmant to Landlord within thirty (30) days aftbe end of each Lease Year. The
Breakpoint amount shall be adjusted for inflatibswech times and in the manner provided for adjestrof Minimum Rent as provided for in
Section 4.1.1, by substituting the Breakpoint amidonthe Minimum Rent in the

Section 4.1.1 calculations.

Neither the provisions herein set forth for the paomation of the Percentage Rent, nor any one oeragreements herein containec
intended, nor shall be deemed or construed, tdeceepartnership between Landlord and Tenant novaikee Landlord in any way responsible
for the debts or losses of Tenant.

4.1.2.1 The term "Gross Receipts," as used inLidse, shall mean the total of actual gross chamgete by Tenant, its licensees, and/or
concessionaires, for all merchandise sold andsss\performed at or from the Premises or arrangiedrforder at, from, or through the
Premises, whether for cash or other consideratioan credit, and regardless of the type of payméstich charges or whether such charges
are ever collected, together with the total of eanytal payments received by Tenant pursuant tdokease of not more than one hundred fifty
(150) square feet within the Premises exclusivettlie sale of apparel, which sublease is herepyesgly permitted by Landlord. Tenant's
Gross Receipts shall also include the gross rexéipin all mechanical or other vending devices gdibin the Premises by or under the

4



authority of Tenant, together with any gaming desidncluding, but not limited to video poker mams, except that, in the case of both
video poker machines and/or pay telephones, oelgdmmissions or proceeds actually received by ftesteall be included in Gross
Receipts; provided, however, that in the event sidbo poker machines and/or pay telephones aleasdxd or otherwise contracted for fr
an individual or entity affiliated with Tenant, G®Receipts shall include the actual gross rectiuts such devices received by the affiliate
of Tenant.

Tenant may exclude the following from its statersasftGross Receipts: (i) all sales, use or grossipétaxes, imposed by any city, parish,
state or federal authority wherein the Premisesomaged, which taxes are determined by the amoiusiich sale and added thereto, together
with any entertainment tax, collected from the oowr or patron and required to be accounted fatpaid over, by Tenant, its licensees,
and/or concessionaires, to such governmental atythprovided, however, that no franchise or cdmtack tax or similar tax, business lice
fee or permit charge, and no income tax or sintdarbased upon profits or receipts shall be deduttan Gross Receipts whatsoever; (ii)
amounts of all chargebacks, discounts and/or secharges due credit card companies with resparetht sales included in Gross Receipts;
(iii) all cash dance sales receipts for which 1829k issued to the performers; and (iv) in thexeperformers currently classified as
independent contractors are subsequently requirbd tetained as employees by ruling or

-5



administrative position of the Internal Revenuev@ey, all compensation paid, together with the epei's portion of FICA and FUTA,; but
Tenant shall not be entitled to exclude paymentdana the theatrical performers classified as eygae and receiving W-2 statements with
respect to their compensation.

Each charge or sale upon installment or credit sizafreated as a sale for the full price in thenthauring which such charge or sale shall be
made, irrespective of the time when Tenant sha#éixe payment (whether full or partial) therefor.

Landlord and Tenant understand and agree that fagmRent, as defined in this Section 4, is a mahigonsideration of this Lease, and in
order to achieve maximum sales volume, Tenant aovisrand agrees that neither Tenant nor any &dfifend, if Tenant is a corporation, its
officers, directors, stockholders, and any affd&@tshall directly or indirectly own, operate, mg@ar have any interest in the profits of any
similar business operation featuring live entertant, and located on Bourbon Street, New Orleaosisiana, and that if this provision shall
be violated, then Gross Receipts (as defined #ltbase) of any such similar business operatiolh Iséiégncluded in the Gross Receipts made
from the Premises and the Percentage Rent hereshaébe computed upon the aggregate of the Greseipts made from the Premises and
by any such other similar business conducted orrfBwuStreet, New Orleans, Louisiana.
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4.1.2.2 Within thirty (30) days after the end of thease Year, Tenant shall deliver to Landlord iftevr statement signed by Tenant and
certified by Tenant's Chief Financial Officer, gagtforth in reasonably accurate detail, the amadifdross Receipts for the preceding Lease
Year, such annual statement to be accompaniedphyraent of the Percentage Rent, if any, due fon gpeciod.

4.1.2.3 Tenant shall keep a full and accurate fSleboks adequately showing the amount of Gross iResceeceived by Tenant in each yearly
period as aforementioned. Subject to reasonalde potice, and at such reasonable times as shatlisrupt or interfere with Tenant's
operations, Landlord and its duly authorized repnéstive, during the term hereof, shall have tghtrio inspect Tenant's books and records
and any other data in any way pertaining to Grassefpts, and Tenant agrees to keep such booksdseand data available for such purpc
at a convenient place.

4.1.3 RENT FOR REMAINING TERM. Not later than onerldred eighty

(180) days prior to the expiration of the initialenty (20) years of the Term of this Lease, Lardilamd Tenant agree to negotiate in good
to fix the rent due for the succeeding five (5)ryeeriod. In the event Landlord and Tenant are lenebagree in writing before the
commencement of such period on the amount of thaament to be paid during the next succeeding (®) year period, the annual rent tc
paid during such next succeeding five (5) yearqaeshall be a sum equal to twelve (12%) percethi@ialue of the Premises on the date
three (3) months before the expiration of the
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initial twenty (20) year period of this Lease, swelue to be determined in accordance with Seeti@rB.1. However, the annual rent with
respect to years 21 through 25 of the Term ofltkise shall, in no event, be less than the totalim and Percentage Rent payable for the
Lease Year ending May 31, 2016. The annual rengdars 26 through 30 of the Term of this Leasel $#lsahn amount equal to the annual
calculated pursuant to the foregoing provisionthaf Section 4.1.3 for years 21 through 25 of thenT of this Lease, adjusted for inflation
using the CPI for the month of March 2021 dividgdd#®| for the month of March 2016, as a multipligvided that the annual rental shall

in no event be lower than the annual rent calcdl&deyears 21 through 25 of the Term of this Le#@gksuch rent shall be payable monthly
as provided in Section 4.1 hereof.

Not later than one hundred eighty (180) days grndhe expiration of the initial thirty (30) yeas§the Term of this Lease, Landlord &
Tenant agree to negotiate in good faith to fixrénet due for the succeeding five

(5) year period. In the event Landlord and Tena@tusmable to agree in writing before the commencgraksuch period on the amount of the
annual rent to be paid during the next succeedigg(b) year period, the annual rent to be paidndusuch next succeeding five (5) year
period shall be a sum equal to twelve (12%) peroétiie value of the Premises on the date threen(8)ths before the expiration of the init
thirty (30) year period of this Lease, such valudé determined in accordance with Section 4.1FoWever, the annual rent with respect to
years 31 through 35 of the Term of this Lease shmfio event, be less than the total Minimum aact@ntage Rent payable for the Le

Year ending
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May 31, 2026. The annual rent for years 36 throt@lof the Term of this Lease shall be an amounakiputhe annual rent calculated
pursuant to the foregoing provisions of this Set#al.3 for years 31 through 35 of the Term of ttéase, adjusted for inflation using the CPI
for the month of March 2031 divided by CPI for thenth of March 2026, as a multiplier, provided ttiet annual rental shall in no event be
lower than the annual rent calculated for yearthBdugh 35 of the Term of this Lease. All such r&mll be payable monthly as provided in
Section 4.1 hereof.

4.1.3.1 In the event Landlord and Tenant are uniabégree to the value of the Premises for purpot&8gction 4.1.3, Landlord and Tenant
shall each appoint an arbitrator within five (5yslafter written notice of the dispute or aftertiem notice of the necessity for arbitration and
shall advise the other party of the choice of aabitr. Every arbitrator designated pursuant to $astion 4.1.3.1 shall be a qualified MAI
appraiser. On either Landlord's or Tenant's faitarappoint an arbitrator within five (5) days aftetification of the appointment by the other
party, the person appointed as arbitrator may ayppmi arbitrator to represent the party in defdlie two arbitrators appointed in either
manner shall then appraise the Premises. In the &évey are unable to agree as to the value dPtemises, they shall select a third arbitre

in which event a value determination concurredyivio of the three arbitrators shall be bindingtioa parties. If the two arbitrators are
unable to agree on a third arbitrator, the thitdteator shall be appointed by the local reprederdaf the American Arbitration Association.
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Landlord and Tenant shall each pay one-half (1f2h@reasonable fees and expenses of the arbgranal shall be bound by the award made
by the arbitrators.

5. PAYMENTS FOR TAXES, INSURANCE PREMIUMS, DEDUCTLES, AND OTHER COSTS

5.1 Tenant shall be responsible for all Real Priyp@harges (as defined in Section 5.2 below) lewiedssessed against the Premises or
otherwise incurred in connection with the Premi3asinsure the timely and orderly payment of alaReroperty Charges, Landlord shall pay
the same (except for the premiums for insurancerites] in Sections 11.1 through 11.7 hereof) aradl §le reimbursed all amounts so
expended by it in accordance with the proceduréostt in this Section 5. With respect to the prems of insurance described in Sections
11.1 through 11.7, Tenant and Landlord agree thdtthe premiums relate to coverage for more tbaa business location of Tenant, Tenant
shall pay such premiums and submit a request fiottbiersement to Landlord, which request for reimborent shall be accompanied by proof
of payment by Tenant of such premiums; and (iih& premiums relate to coverage for the Premishs danant shall forward any invoices
for such premiums to Landlord, which shall pay simtoices from the escrow account described iniSeé&.4 below.

Tenant's obligation to pay Real Property Charggegagded in this
Section 5 shall survive any termination or expgatof this Lease, with regard to any such Real &tgpCharges applicable to the time period
during which this Lease is in effect.

5.2 Real Property Charges consist of the following:
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5.2.1 All real property taxes, assessments, aref atarges levied or assessed against the Prefo@dlestively "Real Property Charges”).
5.2.2 All charges, fees, or other costs or expeimsesred in connection with the Premises for:

5.2.2.1 connection of fire sprinklers, or

5.2.2.2 termite service contract

5.2.2.3 all premiums for a policy or policies of @ev's, Landlord's, and Tenant's liability insurattbe procured and maintained by Land
for its own protection, naming Landlord as insuneith a minimum total coverage of Five Million ($80,000.00) Dollars combined limit,
both primary and excess.

5.2.3 All premiums for the insurance coveragesirequinder
Section 11.1 through 11.7 below.

5.2.4 Any and all deductible amounts which wouldpbagable in the event of claims made under anylitiglor property insurance coverages
provided for herein.

5.3 Except as otherwise expressly provided elsesvimethis
Section 5 and in Section 11 hereinafter, Landlbalibe responsible to pay all Real Property Chaagel to procure all services and obtai
invoices in connection therewith. Landlord shalldmgitled to reimbursement for such payments asihgrovided.

5.4 Tenant shall reimburse Landlord for all Readerty Charges paid by Landlord by paying, mon##yAdditional Rent,"” due and payable
in the same manner as the other payments of reatiheer, one twelfth (1/12th) of Landlord's reasiaastimate for all Real
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Property Charges on a calendar year basis (thed®deayments"). All Escrow Payments shall be depdsind maintained by Landlord in
interest bearing account, with interest earningsgbn accruing to the benefit of Tenant. Tenarit beaesponsible for payment of any
service and maintenance charges imposed by thg adthinistering such account. Within thirty (3@yd after the end of each calendar year,
Landlord will notify Tenant of the amount, if arlyy which the monthly Escrow Payments differed fritia total amount actually expended
Landlord for the Real Property Charges during tleeg@ding year. If the total of the monthly Escroay®ents paid by Tenant is less than the
total of such Real Property Charges, then Tendhpey Landlord the difference within ten (10) dayfd.andlord's giving such naotice to
Tenant, and any sums not timely paid in accordavittethe foregoing shall bear interest at the priate of interest charged by Citibank, N

at its main office at New York, New York, as remattfrom time to time in the Wall Street Journabtrer similar publications. If the monthly
Escrow Payments paid by Tenant exceed the ReakRyopharges, such overpayment shall be carrieddiat to the following calendar year
and Landlord's estimate of the Real Property Clsasall be adjusted accordingly. In addition, Teémsdall pay to Landlord on or before the
date of commencement of the Term a sum equal tprthveata amount of each pre-paid Real Property@afa) attributable to the period of
time that will elapse between the date of commemrecérf the Term of this Lease and the time permeeced by such pre-paid Real Property
Charge(s) then in effect, together with an amoaniéto the initial year premiums due for all iresuce coverages provided for and all one-
time or advance payment charges included in thé Reperty Charges provided for in

Section 5.2 above.
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6. USE

6.1 Tenant may use the Premises only for the fatigyurposes:

nightclub, theatre, bar, and restaurant (the "Btjewith ancillary topless cabaret entertainmeetmitted, together with the ancillary retail
sales of related items such as cigarettes, sowsyeamd specialty apparel. Any other uses are Igtpodhibited absent Landlord's prior written
consent, in Landlord's sole discretion.

7. POSSESSION; CONDITION OF PREMISES; RESPONSIBN.AND LIABILITY

7.1 The Tenant accepts the Premises "as is" negflects. Tenant has been afforded an opportundgriduct whatever examinations,
inspections and tests with respect to the Prentiisg¢sTenant deems advisable. Tenant shall haveaourse against Landlord on account of
any matter relating to the condition or statushef Premises, including but not limited to any hiddefects therein, and further including but
not limited to any aspect of the physical conditibareof, and further including by way of illusicat without limitation any matters relating
termites or other pests, hazardous or dangerowssasdes, or environmental matters. During the Treeneof, Landlord shall maintain the
Tenant's quiet and peaceful possession of the Besnm accordance with Louisiana Civil Code artg882(3).

7.2 Pursuant to LSA-R.S. 9:3221, Tenant herebymassuesponsibility for the condition of the Preraideandlord shall not be liable for
injury to any person or damage to any property ediry any vice or defect in the Premises or angradBpect of the condition or status of
Premises. Tenant shall indemnify and hold Landiadnless from all damages, loss, costs, expenaas, drising out of any injury, death or
loss to any person or property occurring in, oralmout the Premises. Tenant hereby warrants théll &ppear and defend
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any lawsuit brought against Landlord arising ouswch injury or loss, and in the event of any judgimagainst Landlord, Tenant agrees and
binds itself to pay the same or to reimburse Lamtio the same amount.

7.3 Tenant shall be responsible, at its sole audtexpense, to cause the Premises to be repaisdtkird so as to achieve compliance with
any applicable laws or regulations, including, bgyvef illustration without limitation, the Americarwith Disabilities Act, 42 U.S.C. Section
12101, et seq.

7.4 Tenant shall, at its sole cost and expenswliisprinklers in all unsprinklered portions oEtRremises in connection with any alterations
or improvements or other construction work to bdgrened by Tenant, so as to maintain at all timasnd) the Term hereof the status and
insurance rating of the Premises as a completelgldered building; including, but not limited tabd areas in all kitchen facilities located
the premises, which shall be equipped with a Halogsimilar system, smoke detectors and off-site dietection and monitoring services.

8. ALTERATIONS AND IMPROVEMENTS

8.1 Tenant shall not have the right to make argrations or additions whatsoever to the Premis#sowi the prior written approval of
Landlord, in Landlord's sole discretion.

8.2 Subject to Landlord's prior written approvallLandlord's sole discretion, Tenant may makeahithprovements or engage in construc
on the Premises, after thirty (30) days prior revg# written plans and specifications provided Bn@nt, which shall be submitted to
Landlord not later than July 31, 1996. Tenant shalsolely responsible for all governmental appi®aad permits for such improvements or
construction, including those by
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the Vieux Carre' Commission or other city or segencies, provided, however, that Landlord shaisagenant and join in any application
necessary to qualify the Premises and the Prajedti§toric rehabilitation tax credits, as wellgsticipation in the Restoration Tax
Abatement Program with respect to ad valorem taratind does hereby appoint Tenant as Landlordistdgr purposes of filing such
application(s). Tenant's general contractor museheonably acceptable to Landlord and must pravip@yment and performance bond
acceptable to Landlord, with Landlord as a namdigjeé.

8.3 If at any time any mechanic's or materialmberss are filed against the Premises or againgptbperty of which it is a part, attributable
any alterations or improvements or other constoactvork performed by or at the request of Tendnan tTenant shall cause the inscription of
same to be removed from the public records of @ddarish, by bonding or payment or otherwise,iwififteen (15) business days after
notice thereof by Landlord to Tenant.

9. MAINTENANCE

9.1 Tenant shall be solely responsible and liatmednd shall perform, all exterior and interiorimi@nance, repairs and/or replacements o
upon the Premises, in all respects, necessary ittairathe Premises in good condition, all at Te!sasole cost and expense. Tenant must
maintain the Premises in good condition, all atargis sole cost and expense. Further, Tenanttshafisponsible to maintain the sidewalk
adjacent to the Premises in safe condition, cleafteee of obstructions.

9.2 Without limiting the generality of the foregginTenant shall specifically keep the Premises dfdeash and debris, shall be responsible
for its own trash removal (whether
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by dumpster or otherwise), and generally shallgmasthe character, cleanliness, and state ofrrepttie entire Premises and the routine
replacement of the air conditioning and heatintgfd,

10. UTILITIES

10.1 Tenant shall make all arrangements for andquagll utilities, utility deposits, and other s@res furnished to or used by it on the
Premises, including but not limited to gas, eledtyj water, sewerage, telephone, and trash calect

11. INSURANCE
Tenant, at its expense, shall maintain or cause tmaintained in full force and effect the follogidescribed insurance coverages:

11.1 Public Liability and Property Damage Insurafic@nant at its cost shall maintain commercial garl@bility insurance, including
products liability insurance, with a liability limof Five Million and No/100 Dollars ($5,000,00@)suring against all liability of Tenant and
its authorized representatives arising out of arannection with Tenant's use or occupancy of tieenizes. All insurance shall insure
performance by Tenant of the indemnity provisiohSection 7.2 hereof. Landlord shall be named aitiadal insured under the policies
required by this Section 11.1. Of the $5,000,000acerage required under this Section 11.1, $100@0may be primary insurance, and the
remainder may be an excess liability policy witboanbined aggregate limit of $4,000,000.

11.2 Tenant's Fire and Casualty Insurance. Teraist @ost shall maintain on all of Tenant's meralise, inventory, furniture, fixtures,
equipment and improvements in, on, or about thenRes, a fire and other perils insurance police¢sg form, open peril) to
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the extent of their full replacement value. Thegaeds from this policy shall be used by TenantHerreplacement of the property and the
restoration of Tenant's improvements or alteratidine policy required under this Section 11.2 shallssued by the same company that
issues the fire and casualty insurance policy requdy Section 11.3 hereunder, as long as theypaiguired under this Section 11.2 is
commercially available from such company.

11.3 Landlord's Fire and Casualty and Flood Insteafienant shall obtain, for the benefit of Land]an the Building (excluding contents)
fire and other perils insurance policy (speciahfpopen peril) to the extent of its full replacemealue. Tenant shall also maintain on the
Building (excluding contents) a flood insuranceigpin an amount determined by Landlord to be appate. Landlord shall be named
insured on the insurance policies described ingbétion 11.3, and the proceeds shall be made |gatgabandlord and Landlord's mortgagee,
if any, as their interests may appear.

11.4 Builder's Risk. During the period of constioetof Tenant's improvements on the Premises, Ttestall obtain Builder's Risk Insurance
with a limit equivalent to the replacement costref permanent improvements to the Leased Prentdesmade by Tenant.

11.5 Loss of Rents. Tenant shall obtain loss dfsrersurance, for the benefit of Landlord, coverngeriod of one year, with a limit of
$300,000 for any twelve (12) month period, providealwever, that the amount of coverage shall ievent be less than the amount of rent
(Minimum Rent and Percentage Rent) paid duringrtireediately preceding Lease Year. Landlord shahd®ed insured on the insurance
policy described in this section 11.5.

-17-



11.6 Liquor Liability ("Dram Shop") Insurance. Frand after the date Tenant commences businesstiopsran the Premises, Tenant shall
obtain liquor liability insurance, with Bodily Injy and Property Damage, including coverage for Aksand Battery, with combined single
limit, for each occurrence, of $1,000,000 and geneggregate of $1,000,000.

11.7 Worker's Compensation/Employer's Liabilityuremce. Tenant shall obtain worker's compensatisarance in an amount equal to the
Statutory Limit, providing for a policy limit, byisease, of $500,000, and a policy limit, by empégya $500,000.

11.8 Contractor's Insurance. During the periodanfstruction of improvements to the Premises as itteairunder Section 8, any Contractor,
whether independent or otherwise, performing angkwhatsoever on the Premises shall procure andtaiaisuch insurance, with limits as
hereinafter provided, which will cover the Contatg, the Tenant's and the Landlord's legal ligb#rising from operations in, on or about
Premises by Contractor or Subcontractor, and bymaylirectly or indirectly employed by any of theur, claims for damages for personal
injury, including accidental death, as well asmigifor property damage. The insurance requiredhisysection shall be written for not less
than a single combined limit of $1,000,000, forleaccurrence; $2,000,000 general aggregate; $D00@ersonal injury/advertising liability
aggregate; and $2,000,000 products/completed opesaaggregate, and shall include Independent @ctiotr's Liability, Contractual, Broad
Form Property Damage, Personal Injury Liability pkosion, Collapse and Underground Liability and @ws and Contractor's Protective
Liability endorsements. Contractor shall also cambrella liability insurance in an amount not ldsan $4,000,000 for each occurrence and
$4,000,000 aggregate, and shall carry Worker's @oisgtion/Employer's Liability Insurance
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in an amount not less than the statutory limitWéorker's Compensation and Occupational Diseas@anigss than $500,000 for employer's
liability.

11.9 Miscellaneous Provisions.
11.9.1 All policies of insurance provided for hershall contain deductibles in amounts satisfactotyandlord.

11.9.2 Tenant (or Tenant's contractor, in the chseverage required under Section 11.8 hereofll] same Landlord as an additional insu
on all of the coverages enumerated in this

Section 11 (except those coverages in which Laddforequired to be the named insured) and Temarfignhant's contractor, in the case of
coverage required under Section 11.8 hereof) fimalish Landlord with certificates of insurance &dr coverage required under this
Section 11 at least ten (10) days prior to the datmmmencement of the Term of this Lease. Teghall deliver the originals of such polic
to Landlord as soon as such policies are issudglébinsurance company providing coverage under palities.

11.9.3 If in the reasonable opinion of the insueaoensultant retained by Landlord, the amount sfiiance coverage and other terms of the

insurance policies (including, without limitatiothie exclusions and endorsements thereto) maintéiydenant pursuant to the provisions of

this Section 11, are not adequate to protect tteedats of Landlord, Tenant shall from time to timerease or modify the insurance coverage
as required by Landlord's insurance consultant.

11.9.4 All insurance required to be maintained bypant hereunder shall be maintained with insuranogpanies acceptable to Landlord,
authorized to do business
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in Louisiana, rated "A" or better by the A.M. B&wmpany, Inc., and having a Financial Size Categstsiblished by the A.M. Best
Company, Inc. of Class VIl or higher.

11.9.5 All insurance required to be maintained byant hereunder shall, except as otherwise explmiovided herein, be maintained
continuously in full force and effect during theriireof this Lease.

11.9.6 All insurance required to be maintained byant hereunder shall contain waivers of subrogatidavor of Landlord.

11.9.7 All insurance required to be maintained bypant hereunder shall provide that said policieg nud be cancelled, nor may there occur
any change in coverage or scope or amount of insaravithout thirty (30) days' prior written notiteeboth Tenant and Landlord.

11.9.8 All of the insurance required to be mairgdiby Tenant under the provisions of this Sectibistall be procured and paid for by
Tenant. Tenant shall obtain and provide certifisattinsurance with respect to all such insuraratieips to Landlord at least ten (10) days
prior to the date of commencement of the term Heeewl thereafter at least thirty (30) days prittte expiration of any such insurance

policy.
11.9.9 In the event that any policy of insurancectibed in Section 11.3 and Section 11.5 herecéseled, or not renewed, and Tenant shall

not have provided evidence to Landlord that sulttstitoverage, effective no later that the effectiate of such cancellation or nonrenewal
and complying with the provisions of this Leases ha
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been obtained, Landlord shall have the right, lierremainder of the term of this Lease, to prodinectly such coverage, deducting the cost
thereof from the escrow account described in Se@&ibereof. If for any reason there are insuffitfends in such escrow account, Tenant
shall reimburse Landlord in full for the amountsoich premiums immediately upon demand. If Tenaalt &l to make such reimbursement
upon demand, such failure shall constitute a defmder this Lease, as described in Section 13here

11.9.10 As used in this Section 11, "replacemest'chall mean "cost to reconstruct with materidilike kind and quality with no deduction
for deterioration or obsolescence and in full caampte with all building codes in effect at the tiofereconstruction.”

11.9.11 Tenant shall use its best efforts to oltteéragreement of each of the insurance compassamig policies pursuant to the provisions
of this Section 11 to send copies to Landlord bhatices and other correspondence sent to Teagtiie same time such notices or other
correspondence is sent to Tenant.

12. SUBLETTING AND ASSIGNMENT; OWNERSHIP AND OPERADN OF TENANT

12.1 Except as otherwise permitted under Sectibi24., absent the express written permission ofllaad, which shall not unreasonably be
denied:

12.1.1 Tenant shall neither assign this Lease ulglease or allow any other person or entity to pgcmanage, operate or use any or all o
Premises;
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12.1.2 Except as otherwise expressly providedim th
Section 12, no sublease or assignment may be niaaby @rofit, compensation or remuneration to Temarxcess of its exact obligations to
Landlord under this Lease.

12.2 In all events, the ancillary permitted us¢opless cabaret entertainment is limited to Teoaiy, and no assignee or sublessee may
engage in such use.

12.3 In the event Tenant desires to sublease #mifes to a sublessee approved by Landlord, thadial terms of such sublease shall
provide that any profit, compensation, rent or ragmation received by Tenant from sublessee, inssxaéthe financial obligations for rent
payable under this Lease, may be retained by Tenam amount equal to Tenant's Remaining Unanemftinvestment in the Premises. Al
recovery of Tenant's Remaining Unamortized Investiral profit, compensation, rent or remuneratieceived as a result of the sublease
shall inure exclusively to the benefit of Landlord.

12.3.1 For purposes of this Section 12, "Tenargis&ning Unamortized Investment" shall be Tenadjasted depreciable tax basis in the
leasehold improvements to the Premises, reducedeangered on a straight line basis over the Terthis Lease, together with the adjusted
depreciable basis in all furniture, fixtures andipqent installed in or present on the Premisesraddced and recovered over the recovery
period used by Tenant for federal tax purposesaf&ndepreciable bases shall be determined &g aldse of the first taxable year ending
after the close of the first Lease Year in the Tefrthis Lease, and reduced thereafter in accordaiith this Section 12.3.1.
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12.4 In the exercise of Landlord's reasonable eigor in considering any request by Tenant to sadg@dghe Premises, Landlord may properly
consider the comparability of rent payable by spiddspective sublessee to the aggregate rent paygpflenant hereunder.

12.5 Any sublease or assignment made in contrauenfiany provision of this Section 12 shall bel mnld void and without any effect.
Unless expressly released by Landlord, Tenant shatinue to be obligated under the terms of tleiade, notwithstanding any consent to
sublease.

13. DEFAULT
13.1 The occurrence of any of the following shalhstitute a default by Tenant:

13.1.1 Failure to make a payment of rent undet_trase promptly when due and the failure to pay igenbt cured by Tenant within ten (10)
business days after written notice to Tenant. Haregvandlord shall not be required to give Tenattae of nonpayment of rent more than
two (2) times in a twelve (12) month period.

13.1.2 Abandonment or vacating of the Premisesefo(10) consecutive days; provided that reasonadrieds of remodeling, reconstruction
and scheduled closings shall not be deemed toittestin abandonment;

13.1.3 Violation of or failure to perform any oldition under this Lease, provided, however, thagpkwith respect to the failure of timely
payment pursuant to Section 13.1.1, Landlord mayerercise any of its remedies on account of sethult without first affording Tenant
notice thereof and a period of thirty (30) daygrfiuch notice within which to cure such defaitilthé default cannot be reasonably cured
within thirty (30) days, Landlord shall not exereiany of its remedies on account thereof
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if Tenant commences to cure the default withintttigy (30) day period and diligently and in goaith continues to cure the default.

13.1.4 If Tenant is voluntarily adjudicated a bamkror applies for or takes the benefit of any aptcy or insolvency act or any statutory
provisions now or hereafter enacted for the raifedebtors, or makes a general assignment forehefli of creditors, or files a petition for
reorganization, or applies for the appointment Bfegeiver or Trustee of its property, or dissolweBquidates or commences an action or
proceeding for dissolution or liquidation.

13.1.5 If any action or proceeding shall be ingtlagainst Tenant seeking its adjudication asrbat or seeking its reorganization or
seeking the appointment of a Receiver or Trustets @giroperty or otherwise seeking respite or otireditors' relief or the issuance of an
attachment against the property of Tenant or amytpareof or the taking of any property of Tenemtonnection with the dissolution or

liquidation of Tenant, if such action or proceedirgiall not be vacated or set aside or dismisstadngixty (60) days.

13.1.6 If Tenant shall cease to be a wholly owndssiliary of Rick's Cabaret International, Inc.

13.1.7 If Rick's Cabaret International, Inc. sh@tlate any provision of the guaranty providedifoSection 23.5 hereinafter, or otherwise ¢
to avoid, revoke or terminate such guaranty.

13.2 Upon the occurrence of a default by Tenamgdlad, without the necessity of any further noticelemand upon Tenant, all of which
expressly waived, including but not
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limited to any notice of default or notice to vagathall have all remedies available at law, aratdition thereto shall have the following
remedies, all of which are meant to be cumulative ot exclusive of each other:

13.2.1 The right to proceed for past due instaltseifirent only, reserving its right to proceectidbr remaining instaliments;

13.2.2 The right to terminate this Lease and imuatetlf evict Tenant without waiving Landlord's rightcollect all installments of rent and
other payments due or owing for the period up titme Landlord regains occupancy;

13.2.3 The right to declare all of the remainingt&iments of rent herein agreed upon to be imntelgidue and exigible without further
demand or putting in default.

13.3 DEFAULT BY LANDLORD. If Landlord defaults irhte performance of a provision of this Lease, Teshatl furnish written notice
thereof to Landlord. Landlord shall have thirty Y®alendar days after receipt of the notice withifrich to cure the default or to commence
and thereafter diligently attempt to cure the diefdithe default is not thereafter cured, Tenaraty cancel this Lease or Tenant may exercise
any other right or remedy permitted by law. In giddi to any other right or remedy, Tenant shalléhthe right to seek injunctive relief
without the necessity of proving irreparable harm.

14. SURRENDER; HOLDING OVER; TITLE TO IMPROVEMENTS

14.1 At the expiration or termination of this Leaseherein provided, Tenant shall immediately \@ead surrender possession of the
Premises to Landlord. The Premises shall be suereddy Tenant in broom clean, and in good, camdlitéxcepting only deterioration
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caused by ordinary wear and tear, and Tenant siratbve any and all personal property and other nia¢égdrom the Premises, including but
not limited to, any sign(s) Tenant may have plasedhe Premises pursuant to this Lease. Tenamgratnt's sole cost and expense, shall
repair any and all damage to the Premises causttebymoval of Tenant's personal property.

14.2 In the event Tenant remains in possessiomeolPtemises after the expiration of the Term of Lidase, Tenant shall be deemed to be
doing so from month to month only, at two (2) tintles rental rate in effect during the last montlthef Term of the Lease, and except as to
the duration of the tenancy and the method of teation thereof, subject to the provisions of théae. Either Landlord or Tenant may
terminate such tenancy upon at least twenty (2¢3 @aor written notice.

14.3 At the expiration or termination of this Leaseherein provided, Tenant shall immediately returto Landlord any and all keys,
including master-keys, for any and all locks to Bremises.

14.4 All improvements or construction by Tenantmupive Premises shall be the property of Tenant tgiexpiration or termination of this
Lease, and upon the expiration or termination f tlease, all of same shall become the propertyaafilord, with the exception solely of
movable property that can be removed from the Presnivithout any material damage to the Premiseishwhovable property may be
removed by Tenant prior to the date of terminatioexpiration of this Lease. Any such movable propszmaining on the Premises after the
expiration or termination of this Lease shall e bption of Landlord, become the property of Landllor be removed by Landlord at
Landlord's cost, which cost must be

-26-



reimbursed by Tenant to Landlord within five (5smess days after notice thereof by Landlord toaf&n
15. DESTRUCTION

15.1 Destruction Due to Risk Covered by Insuraifade Premises is totally or partially destroyeonh a risk covered by the insurance
described in Section 11, rendering the Premisediytair partially inaccessible or unusable, Landlehall restore the Premises to substant
the same condition it was in immediately beforedbstruction. The destruction shall not terminhte Lease. If the then existing laws do not
permit the restoration, either party can termirthie Lease by giving written notice to the othertpa

If the cost of the restoration exceeds the amotititeinsurance proceeds received by LandlordHerrestoration and not required to be
applied to the reduction of indebtedness secureal togrtgage covering the Premises, Landlord magt edgerminate this Lease by giving
notice to Tenant within thirty (30) days after detaing that the restoration costs will exceeditfeirance proceeds received. If Landlord
elects to terminate this Lease as a result theTewfant, within thirty (30) days after receivingrichord's notice to terminate, may elect to pay
to Landlord the difference between the amount sfitance proceeds received and the cost of restorati which case Landlord shall restore
the Premises. After the restoration, Landlord shigkk Tenant satisfactory evidence that all sunmgrdmuted by Tenant as provided by this
Section 15.1 have been expended by Landlord impair the cost of restoration.

-27-



16. SIGNS

16.1 Subject to applicable zoning and other lawsragulations, Tenant at its cost shall have thjietitio place, construct, and maintain on the
interior of the Premises and the exterior of thddug one or more signs advertising Tenant's bessrat the Premises. Tenant may not place,
construct, and maintain on the Premises any slwatsare not related to Tenant's business and apesait the Premises. Tenant's signs shall
comply with all laws, and Tenant shall obtain glpeopriate permits and approvals before erectiegsthns. Landlord makes no representz:
with respect to Tenant's ability to obtain the pigsrand approvals.

16.2 Tenant is obligated to promptly remove onefoke the termination or expiration of this Leasg and all signs in or upon any part of
Premises, and is obligated to pay the cost of resitbval.

17. LANDLORD'S ENTRY ON PREMISES

17.1 Landlord and its authorized representativadi fave the right to enter the Premises at aloaable times to determine whether the
Premises are in good condition and whether Temsartmplying with its obligations under this Leatsemake any restoration to the Premises
that Landlord has the obligation to perform undhés tease, and to do any other thing that is resslerin connection with Landlord's interest
in the Premises, provided that such entry shalimetfere with Tenant's customary use of the Psemi

17.2 Landlord shall have the right to show the Rsemto any person or persons interested in bupi@dremises during the Term of this
Lease and during the final six (6) months of thenTef this Lease, to prospective tenants, so langaene does not interfere with Tenant's
customary use of the Premises.

-28-



18. NO WAIVER

18.1 Failure to strictly or promptly enforce anytlé terms or conditions of this Lease shall narafe as a waiver of Landlord's rights,
Landlord expressly reserving the right always ttoere prompt payment of rent, or to cancel thisdeesegardless of any indulgences or
extensions previously granted. The receiving bydlamd of any rent in arrears shall not constituteadver of any other default; it shall
constitute only a waiver of timely payment of tpatticular installment of rent. No act or conduttandlord, including but not limited to the
acceptance of the keys to the Premises, shallitatesan acceptance of a surrender of the Prerbisfese the expiration of the term. Only a
notice from Landlord to Tenant shall constituteegatance of the surrender of the Premises and adistnaptermination of the Lease.

19. NOTICES

19.1 Notices under this Lease shall be in writind ahall be deemed given when served in persomemedpted for, or when mailed by Unit
States Mail, Certified Mail, Return Receipt Reqedstaddressed to the parties as follows:

If to Landlord: Three Fifteen Bourbon Street, L.L.C

3713 Tolmas Drive
Metairie, Louisiana 70002-1844
Attention: Edson C. Tung

If to Tenant: RCI Entertainment Louisiana, Inc.
3113 Bering @ Richmond
Houston, Texas 77057
Attention: Robert Watters

19.2 Any changes in the names or addresses skt Sattion 19.1 above shall be given through proptice in conformity with the
requirements of Section 19.1 above.
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19.3 Whenever the provisions of this Lease calttierconsent of either Landlord or Tenant, saicseahshall be in writing and shall
otherwise comply with the provisions of this Sewtl® concerning notices in writing.

20. CONDEMNATION OF LEASED PREMISES

20.1 If all of the Premises is taken in a condemnaeminent domain, or similar proceeding for &lputaking or agreement in lieu thereof (a
"Taking"), then this Lease shall terminate as efdlate that possession is taken.

20.2 If there is a Taking of only part of the Prees, and the partial Taking renders that portidrtaien unsuitable for Tenant's business,
this Lease shall terminate as of the date possesstaken. If the partial Taking does not rendherremainder of the Premises unsuitable for
Tenant's business, then this Lease shall contme#éct, except that the fixed Minimum Rent (ahe percentage rent Breakpoint) shall be
reduced in the same proportion that the value @ptirtion being taken bears to the total valudefRremises immediately before the Taking.

20.3 If there is a Taking and this Lease is nahteated as a result thereof, then Landlord shpbnureceipt of proceeds from the Taking,
make all necessary repairs or alterations to teenRBes. Landlord shall not in any event be requioeghend for the work an amount in excess
of the amount received by and made available tallord for that purpose and not required to be &l the reduction of indebtedness
secured by a mortgage covering the Premises. Haoweaerdlord shall not be required to restore any@fiant's merchandise, inventory,
furniture, fixtures, and other property, which axtegd items are the sole responsibility of Tenant.

-30-



20.4 Tenant shall not be entitled to and expressliyes all claims to an award or similar compemsator a Taking, although Tenant shall
have the right if Landlord's award is not redudednake a separate claim from the condemnor, buroim the Landlord, for compensation
as may be recoverable by Tenant in its own rightifonage to Tenant's property and leasehold irigeres

21. SUBORDINATION AND NON-DISTURBANCE

21.1 This Lease is and shall at all times remapesor to any mortgages that may be granted by fAitam@on Tenant's leasehold interest in
premises and/or Tenant's rights under this Leaggyrdless of the relative ranking of such instruismiancording to the dates of inscriptions in
the public records of Orleans Parish. The provisiofthis Section 21.1 shall be self-executing,requiring any further documentation, but
Tenant and its mortgagees shall be obligated toutgeany such documentation upon Landlord's requib& subordination provided under
this Section 21.1 is conditioned upon the agreergiandlord, expressed in this Section 21.1, aatisturb Tenant or any party acquiring
Tenant's interest hereunder by foreclosure or daiopaiement, under this Lease provided thatditjations imposed upon the Tenant
hereunder are fulfilled.

21.2 This Lease, and Tenant's interest hereundegral shall be subordinate to any mortgage plagddindlord upon the Landlord's fee
interest in the property comprising the Premisdstiver such mortgage exists as of the date of &reduereof or arises subsequently, and
regardless of the relative ranking of such instmi®@ccording to the dates of inscriptions in thblis records of Orleans Parish. The
provisions of this Section 21.2 shall be self-exiy not requiring any further documentation, Bahant shall be obligated to
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execute any such documentation upon Landlord'sestapr Landlord's mortgagee. This subordinatiowipex under this Section 21.2 is
conditioned upon the agreement by Landlord anslitgessors and assigns, including but not limitezhly party acquiring the interest of
Landlord hereunder by foreclosure or by dation @emment, which agreement is hereby expressedsrSnition 21.2, not to disturb Tenan
its possession hereunder as long as all the oldigabf Tenant are fulfilled.

21.3 Tenant shall have the right, but not the attiamn, to cure any defaults which may occur unagrraortgage placed by Landlord on the
Premises, provided that Landlord shall not be cgiirtg the issue of such default in good faith. Axpense incurred by Tenant in curing such
defaults may be set off and deducted against adautiture rent due under this Lease.

22. SUBORDINATION TO LANDLORD'S LENDER

22.1 Tenant agrees that the rights granted to émaft herein shall be subordinate to the rightmgfperson now or hereafter holding the
rights of mortgagee with respect to the Premised farther agrees to execute any instrument reéépnequired in order to make this
subordination a matter of public record, providealttsuch mortgagee agrees that, if it or its sismesn title become the owner of the
Premises, the Tenant shall have the right to remagdeaceful possession under the terms of thisg.daat the time the mortgage acquires
such title, the Tenant is then not in default urtherterms of this Lease, and if the Tenant cedithe amount of rent, if any, that it has paid in
advance.
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23. MISCELLANEOUS

23.1 Landlord and Tenant agree that this Leasebeiktxecuted in duplicate originals, each of wisichll constitute an original copy of this
Lease.

23.2 This Lease shall be construed and interptiatadcordance with the laws of the state in whiehRremises are located.

23.3 In the event any part or parts of this Leasehald to be unenforceable for any reason, igised that the remaining portions of this
Lease shall remain in full force and effect.

23.4 Neither Tenant nor Landlord shall record trease. Upon the request of Landlord or Tenantpther party shall join in the execution of
a memorandum of this Lease for the purpose of datmn. The memorandum shall not disclose the mn¢gher financial information. The
cost of preparation and recordation of the memaramshall be paid by the requesting party.

23.5 For the first five (5) years of the Term dbthease, all obligations of Tenant hereunder aonditionally and solidarily guaranteed by
Rick's Cabaret International, Inc.

24. COVENANTS PRIOR TO LEASE TERM

24.1 From the date hereof until April 30, 1996, deinshall have the right to cancel the Lease anthé event Tenant is unable, despite
Tenant's best efforts, to obtain approval for #seiance of all governmental approvals, permitsiaedses necessary for Tenant's
contemplated use of the Premises. Upon the givimgptice thereof by Tenant to Landlord, the Leasalde terminated and will be null and
void and without further legal effect. If the Ledsenot cancelled by 5:00 P.M. on April 30, 1996 p&the terms of the Lease shall be in full
force and effect, and Tenant shall be fully obléghto perform all of the provisions hereof.
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24.2 On or before May 31, 1996, Tenant must (1phaceived Landlord's reasonable approval of adiidg the Project, (2) have received
and delivered to Landlord all certificates of iremuce and/or duplicate policies of insurance reguineder Section 11 above, (3) have received
Landlord's reasonable approval of the plans andifsgations for the Project and the identity of tpeneral contractor, and (4) have submitted
to Landlord a payment and performance bond foctmestruction of the Project, reasonably acceptableandlord.

24.3 Tenant shall be prohibited from communicatirty any person who represents or is employed bye¢hant currently occupying the
Premises without Landlord's prior approval.

25. ARBITRATION

25.1 Any dispute between the parties relating éoititerpretation and enforcement of their rightd ahligations under the Lease shall be
resolved solely by mandatory and binding arbitratioaccordance with the provisions of this Secfiéril. The arbitration shall be conducted
in New Orleans, Louisiana, by the American ArbitratAssociation in accordance with the Commercidiitkation Rules of the American
Arbitration Association, as then in effect. Theittdtion panel shall consist of three arbitratdise arbitrators must be former or retired
judges, attorneys with at least ten years' expegi@mreal estate and commercial matters, o-attorneys with like experience in the area of
dispute. The prevailing party shall be awardedaeable attorneys' fees, expert and eapert witness costs and expenses, and otherame
expenses incurred in connection with the arbitrgtimless the arbitration panel for good causerchétes otherwise. Costs and fees of the
arbitrators shall be borne by the non-prevailingypainless the arbitration panel for good caugerd@nes otherwise. The
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award or decision of the arbitration panel shalfibal and judgment may be entered in any courtrgpjurisdiction thereof. Except as
otherwise specifically provided in this Section2%ll other disputes and questions shall be resigdicially.

26. RIGHT OF FIRST REFUSAL

26.1 During the Term of this Lease, but only sajlas Robert Watters shall continue to serve asdemsor Chief Executive Officer of Ricl
Cabaret International, Inc., Tenant shall havehtrof first refusal to purchase the Premises soetance with the terms of this Section 26.1.
If Landlord desires to sell the Premises, Landkdvdll first give to Tenant a notice (the "First Bsdl Notice") stating that Landlord desires to
sell the Premises and stating the terms and conditipon which Landlord is willing to sell (the 8posed Terms"). The First Refusal Notice
shall constitute an offer by Landlord to Tenansédl the Premises to Tenant on the Proposed Témnsllord may send a First Refusal Nof
whether or not there is a prospective purchaserafitemay accept the offer and agree to purchaserémaises on the Proposed Terms by
delivering to Landlord, within fourteen (14) dayfsea receipt of the First Refusal Notice, Tenantigualified written acceptance of the offer.
If Tenant accepts the offer, Tenant shall purcltsé’remises from Landlord in accordance with tlep&sed Terms. If Tenant does not
accept Landlord's offer, Landlord may sell the Hse®1to any other person or entity on terms anditions that are no more favorable
financially to the prospective purchaser than ttapBsed Terms (considering both as a whole rattzar tomparing specific individual terms)
at any time within one hundred eighty (180) daysrahe expiration of Tenant's fourteen (14) dastfiefusal option. Before entering into the
sale, Landlord shall deliver to Tenant for Tenargidew a copy of the proposed sale. Landlord melgtd from
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the copy delivered to Tenant the name of the preg@sirchaser, if known, and any other confidermimrmation that is not relevant to
Tenant's comparison of the financial terms of tteppsed sale on the Proposed Terms. If Tenanttéaiistify Landlord within fourteen (14)
days after receipt of the proposed sale that tbpqeed sale, as a whole, is more favorable findypdmthe prospective purchaser than the
Proposed Terms, then any objection Tenant may tuatfe proposed sale shall be deemed waived. Thesmns of this

Section 26.1 shall automatically terminate and fieshall not have any first refusal rights withpest to a sale of the Premises if the effe
date of the sale is after the termination of thesige for any reason.

Notwithstanding the foregoing, Tenant's right a$firefusal shall not apply to a sale or otherdfan(a) between or among the person
entities who constitute the members of Landlordifglone or more of the relatives (as defined bglomone or more of the persons who
constitute the members of Landlord, (c) to one oranrusts in which the principal beneficiaries ane or more of the persons described in
clauses (a) and (b) above, (d) to one or more legiities (i.e., partnership, corporation, limitebility company, or like entity) in which the
majority of the voting interests is owned by onerare of the persons described in clauses (a) and

(b) above, or (e) to a judicial sale in executiba onortgage affecting the Premises now or heregfented by Landlord or a dation en
paiement to a mortgagee in lieu of foreclosurerédtive" as used above in clause (b) means argndaat, descendant, sibling or spouse.
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IN WITNESS WHEREOF, the undersigned have execuiedliease in multiple originals in the presencéhefundersigned competent

witnesses, on the dates hereinbelow written.

W TNESSES:

/'s/ ANN PLAI ER

/'s/ JANET L. CARLALLO

LANDL ORD:

THREE FI FTEEN BOURBON STREET, L.L.C.

By: /'s/ EDSON C. TUNG

EDSON C. TUNG
I TS: MANAGER

TENANT:

RCI ENTERTAI NMVENT LOUI SI ANA, | NC.

By: /'s/ ROBERT WATTERS

ROBERT WATTERS
I TS: PRESI DENT

AND NOW TO THESE PRESENTS COMES AND INTERVENES RgKabaret International, Inc., appearing throtglduly authorized
officer, which executes this Lease solely for thepose of binding itself to the guaranty provisiefi$§ection 23.5 hereof.

RICH'S CABARET INTERNATIONAL, INC.

/'s/ JANET L. CARLALLO

By: /'s/ ROBERT WATTERS

ROBERT WATTERS
I TS: PRESI DENT



ACKNOWLEDGMENT

STATE OF LOUISIANA
PARISH OF ORLEANS

BEFORE ME, Pamela W. Hammond, Notary Public, o tlay personally appeared EDSON C. TUNG, knownedarbe the person whose
name is subscribed to the foregoing instrument,lkaradvn to me to be the Manager of Three FifteenrBon Street, L.L.C., a Louisiana
limited company, and acknowledged to me that hewxeel said instrument for the purposes and coratidertherein expressed, and as the
of said limited liability company.

Given under my hand and seal of office this 8th aagugust, 1996.

/'s/ PAMELA W HAMVOND

NOTARY PUBLI C



ACKNOWLEDGMENT
STATE OF LOUISIANA
COUNTY (PARISH) OF ORLEANS

BEFORE ME, E. Howell Crosby, Notary Public, on tbesy personally appeared ROBERT WATTERS, known ¢atonbe the person whose
name is subscribed to the foregoing instrument kaadvn to me to be the President of RCI Entertaimnh@uisiana, Inc., a Louisiana
corporation, and acknowledged to me that he exdaal instrument for the purposes and considerdtierein expressed, and as the act of
said corporation.

Given under my hand and seal of office this 7th dajune, 1996.

/sl E. HOWELL CROSBY

NOTARY PUBLI C



ACKNOWLEDGMENT
STATE OF LOUISIANA
COUNTY (PARISH) OF ORLEANS

BEFORE ME, E. Howell Crosby, Notary Public, on tbesy personally appeared ROBERT WATTERS, known ¢atonbe the person whose
name is subscribed to the foregoing instrument,laradvn to me to be the President of Rick's Cabatetnational, Inc., a

corporation, and acknowletlyet that he executed said instrument for theqrep and consideration ther
expressed, and as the act of said corporation.

Given under my hand and seal of office this 7th dajune, 1996.

/sl E. HOWELL CROSBY

NOTARY PUBLI C
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EXHIBITS

Exhibit A Property Description.



EXHIBIT A

A CERTAIN LOT OF GROUND, together with all the bdilhgs and improvements thereon and all the sem#tudghts and appurtenances
thereunto belonging or in anywise appertainingiadéd in the State of Louisiana, Parish of Orlean#f)e Second Municipal District of the
City of New Orleans, in Square No. 69 thereof, lwmchby Bourbon, Conti, Dauphine and Bienville Ssg@hich lot of ground commences
at a distance of 163 feet 3 inches 2 lines fronctraer of Bourbon and Conti Streets and meashexe, in the direction of Bienville Street,
a distance of 28 feet 11 inches 1 line front oniBon Street, the same in width in the rear, bymtdef 127 feet 10 inches 5 lines, between
equal and parallel lines; all as per sketch of sytwy Frank H. Waddill, Surveyor, annexed to anbadore Edgar Grima, Notary Public, dated
June 9, 1911.

AND

A CERTAIN LOT OF GROUND, together with all the bdilhgs and improvements thereon and all the sem#tudghts and appurtenances
thereunto belonging or in anywise appertainingiadéd in the State of Louisiana, Parish of Orlean#)e Second Municipal District of the
City of New Orleans, in Square No. 69 thereof, lmchby Bourbon, Conti, Dauphine and Bienville Ssp@hich lot of ground measures 22
feet 3 inches 4 lines front on Bourbon Street, By fieet 10 inches 5 lines in depth; all as per plfdn. H. Pille, Surveyor, dated February 28,
1848, deposited in the office of Theodore Guydk MHotary, as Plan No. 138.

According to a survey by Gilbert, Kelly & Couturimc., Surveying & Engineering, dated August 5,3,99 copy of which is attached hereto,
the above described lots of ground are situatéldarsame District and Square of the City of Newe@k, adjoin each other, and have the
same dimensions as above set forth, except thaettendly described lot is shown to have an achgasurement on its rear line of 22 feet 10
inches 3 lines, and is shown to commence at ardistaf 111 feet 2 inches 5 lines from the cornéBaifirbon and Bienville Streets.

Improvements thereon bear the Municipal Nos.-317-31€-321 Bourbon Stree



EXHIBIT 21.1 SUBSIDIARIES OF REGISTRANT
The following are subsidiaries of the Registrant:

Trumps, Inc.

Tantric Enterprises, Inc. Tantra Dance, Inc.
Tantra Parking, Inc.

RCI (Holdings), Inc.

RCI Entertainment (Texas), Inc.

All of the above are Texas corporations.
RCI Entertainment (Louisiana), Inc., a Louisianapowation Edison Park L.L.C., a Louisiana limitéability company

wholly owned by RCI Entertainment (Louisiana), |



ARTICLE 5

PERIOD TYPE YEAR
FISCAL YEAR END SEP 30 199
PERIOD START OCT 01 199
PERIOD END SEP 30 199
CASH 3,150,00:
SECURITIES 0
RECEIVABLES 73,53:
ALLOWANCES 0
INVENTORY 47,62(
CURRENT ASSET¢ 3,491,08
PP&E 2,968,03!
DEPRECIATION 554,33
TOTAL ASSETS 6,132,84.
CURRENT LIABILITIES 735,19:
BONDS 0
PREFERRED MANDATORY 0
PREFERREL 0
COMMON 40,68
OTHER SE 5,279,141
TOTAL LIABILITY AND EQUITY 6,132,84.
SALES 4,630,29:i
TOTAL REVENUES 4,630,29:i
CGS 753,21t
TOTAL COSTS 4,774,32
OTHER EXPENSE¢ 0
LOSS PROVISION 0
INTEREST EXPENSE 41,36¢
INCOME PRETAX (938,614
INCOME TAX (230,000
INCOME CONTINUING (708,614
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES 0
NET INCOME (708,614
EPS PRIMARY (0.20;
EPS DILUTED 0
End of Filing
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