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Check whether the issuer: (i) filed all reports required to be filed by Section 13 or 15(d) of the Exchange Act during
the past 12 months (or for such shorter period that the registrant was required to file such reports), and (ii) has been
subject to such filing requirements for the past 90 days. Yes x No o

Check if there is no disclosure of delinquent filers in response to Item 405 of Regulation S-B contained herein, and no
disclosure will be contained, to the best of registrant's knowledge, in definitive proxy or information statement
incorporated by reference in Part III of this Form 10-KSB or any amendment to this Form 10-KSB. x

The Issuer's revenues for the year ended September 30, 2008 were $59,929,478.

The aggregate market value of Common Stock held by non-affiliates of the registrant at December 5, 2008, based
upon the last reported sales prices on the NASDAQ Global Market of $4.87 was $37,983,015.

As of December 5, 2008, there were approximately 9,344,325 shares of Common Stock outstanding (excluding
treasury shares).
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PART I

ITEM 1. BUSINESS

INTRODUCTION

Our name is Rick's Cabaret International, Inc. Through our subsidiaries, we currently own and/or operate a total of
nineteen adult nightclubs that offer live adult entertainment, restaurant and bar operations. Nine of our clubs operate
under the name "Rick's Cabaret"; four operate under the name “Club Onyx”, upscale venues that welcome all customers
but cater especially to urban professionals, businessmen and professional athletes; four operate under the name "XTC
Cabaret"; one club that operates as “Encounters”; and one club that operates as “ Tootsie’s”. Our nightclubs are in Houston,
Austin, San Antonio, Dallas and Fort Worth, Texas; Charlotte, North Carolina; Minneapolis, Minnesota; New York,
New York; Miami Gardens, Florida; Philadelphia, Pennsylvania and Las Vegas, Nevada. In April 2008, we acquired a
media division, including the leading trade magazine serving the multi-billion dollar adult nightclubs industry. As part
of the transaction we also acquired two industry trade shows, two other industry trade publications and more than 25
industry websites.

We also own and operate premiere adult entertainment Internet websites. Our online entertainment sites are,
CouplesTouch.com, NaughtyBids.com and xxxpassword.com. CouplesTouch.com is a personals site for those in the
swinging lifestyle. Naughtybids.com is our online adult auction site. It contains consumer-initiated auctions for items
such as adult videos, apparel, photo sets, adult paraphernalia and other erotica. There are typically approximately
10,000 active auctions at this site at any given time. We charge the seller a fee for each successful auction. The site
xxxPassword.com features adult content licensed through Voice Media, Inc. Most of our sites use proprietary software
platforms written by us to deliver the best experience to the user without being constrained by off-the-shelf software
solutions.

Our website address is www.Ricks.com. Upon written request, we make available free of charge our Annual Report
on Form 10-KSB, Quarterly Reports on Form 10-QSB, Current Reports on Form 8-K, and all amendments to those
reports as soon as reasonably practicable after such material is electronically filed with the SEC under Securities
Exchange Act of 1934, as amended. Information contained in the website shall not be construed as part of this Form
10-KSB.

References to “us” or “the Company” include our 100%-owned, 85%-owned and 51%-owned consolidated subsidiaries.

BUSINESS ACTIVITIES--NIGHTCLUBS

Prior to the opening of the first Rick's Cabaret in 1983 in Houston, Texas, the topless nightclub business was
characterized by small establishments generally managed by their owner. Operating policies of these establishments
were often lax, the sites were generally dimly lit, standards for performers' personal appearance and personality were
not maintained and it was customary for performers to alternate between dancing and waiting tables. The quantity and
quality of bar service was low and food was not frequently offered. Music was usually "hard" rock and roll, played at
a loud level by a disc jockey. Usually, only cash was accepted. Many businessmen felt uncomfortable in such
environments. Recognizing a void in the market for a first-class adult nightclub, we designed Rick's Cabaret to target
the more affluent customer by providing a unique quality entertainment environment. The following summarizes our
areas of operation that distinguish us:

Female Entertainers. Our policy is to maintain high standards for both personal appearance and personality for the
entertainers and waitresses. Of equal importance is a performer's ability to present herself attractively and to talk with
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customers. We prefer that performers who work at our clubs be experienced entertainers. We make a determination as
to whether a particular applicant is suitable based on such factors of appearance, attitude, dress, communication skills
and demeanor. At all clubs, except for our Minnesota location, the entertainers are independent contractors. We do not
schedule their work hours.

Management. We often recruit staff from inside the topless industry, as well as from large restaurant and club chains,
in the belief that management with experience in the sector adds to our ability to grow and attract quality entertainers.
Management with experience is able to train new recruits from outside the industry.

Compliance Policies/Employees. We have a policy of ensuring that our business is carried on in conformity with
local, state and federal laws. In particular, we have a "no tolerance" policy as to illegal drug use in or around the
premises. Posters placed throughout the nightclubs reinforce this policy, as do periodic unannounced searches of the
entertainers' lockers. Entertainers and waitresses who arrive for work are not allowed to leave the premises without the
permission of management. If an entertainer does leave the premises, she is not allowed to return to work until the
next day. We continually monitor the behavior of entertainers, waitresses and customers to ensure that proper
standards of behavior are observed.

Compliance Policies/Credit Cards. We review all credit card charges made by our customers. We have in place a
formal policy requiring that all credit card charges must be approved, in writing, by management before any charges
are accepted.

1
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Management is trained to review credit card charges to ensure that the only charges approved for payment are for
food, drink and entertainment.

Food and Drink. We believe that a key to the success of our branded adult nightclubs is a quality, first-class bar and
restaurant operation to compliment our adult entertainment. We employ service managers who recruit and train
professional wait staff and ensure that each customer receives prompt and courteous service. We employ chefs with
restaurant experience. Our bar managers order inventory and schedule bar staff. We believe that the operation of a first
class restaurant is a necessary component to the operation of a premiere adult cabaret, as is the provision of premium
wine, liquor and beer in order to ensure that the customer perceives and obtains good value. At most locations, our
restaurant operations provide business lunch buffets and full lunch and dinner menu service with hot and cold
appetizers, salads, seafood, steak, and lobster. An extensive selection of quality wines is available at most locations.

Controls. Operational and accounting controls are essential to the successful operation of a cash intensive nightclub
and bar business. At each location, we have designed and implemented internal procedures and controls to ensure the
integrity of our operational and accounting records. Wherever practicable, we separate management personnel from all
cash handling so that management is isolated from and does not handle any cash. We use a combination of accounting
and physical inventory control mechanisms to maintain a high level of integrity in our accounting practices.
Information technology plays a significant role in capturing and analyzing a variety of information to provide
management with the information necessary to efficiently manage and control each nightclub. Deposits of cash and
credit card receipts are reconciled each day to a daily income report. In addition, we review on a daily basis (i) cash
and credit card summaries which tie together all cash and credit card transactions occurring at the front door, the bars
in the club and the cashier station, (ii) a summary of the daily bartenders' check-out reports, and (iii) a daily cash
requirements analysis which reconciles the previous day's cash on hand to the requirements for the next day's
operations. These daily computer reports alert local management of any variances from expected financial results
based on historical norms. We conduct a monthly independent overview of our financial condition and operating
results.

Atmosphere. We maintain a high design standard in our facilities and decor. The furniture and furnishings in the
nightclubs create the feeling of an upscale restaurant. The sound system provides quality sound at levels at which
conversations can still take place. The environment is carefully monitored for music selection, entertainer and waitress
appearance and all aspects of customer service on a continuous basis.

VIP Room. In keeping with our emphasis on serving the upper-end of the businessmen's market, some of our
nightclubs include a VIP room, which is open to individuals who purchase memberships. A VIP room provides a
higher level of service and luxury.

Advertising and Promotion. Our consumer marketing strategy is to position our “Rick's Cabaret” brand clubs as
premiere entertainment facilities that provide exceptional topless entertainment in a fun, yet discreet, environment. We
use a variety of highly targeted methods to reach our customers including hotel publications, local radio, cable
television, newspapers, billboards, taxi-cab reader boards, and the Internet, as well as a variety of promotional
campaigns. These campaigns ensure that the Rick's Cabaret name is kept before the public.

Rick's Cabaret has received a significant amount of media exposure over the years in national magazines such as
Playboy, Penthouse, Glamour Magazine, The Ladies Home Journal, Time Magazine, Time Out New York, and Texas
Monthly Magazine. Segments about Rick's have aired on national and local television programs such as “20/20”,
"Extra" and "Inside Edition", and we have provided entertainers for Pay-Per-View features as well. Business stories
about Rick's Cabaret have appeared in Forbes, Newsweek, The Wall Street Journal, The New York Times, The New
York Post, Los Angeles Times, Houston Business Journal, and numerous other national and regional publications.
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NIGHTCLUB LOCATIONS

We currently operate clubs under the name “Rick's Cabaret” in Houston, San Antonio, Dallas, Fort Worth and Austin,
Texas; Minneapolis, Minnesota; Philadelphia, Pennsylvania; New York, New York; and Las Vegas, Nevada. We also
operate a similar nightclub under the name “Tootsie’s” in Miami Gardens, Florida. We also operate a total of four
nightclubs (two in Houston, one in Dallas and one in Charlotte, North Carolina), as “Club Onyx”, upscale venues that
welcome all customers but cater especially to urban professionals, businessmen and professional athletes.
Additionally, we own four nightclubs that operate as “XTC Cabaret” in San Antonio, Austin, and two in Houston,
Texas. We also operate a club in San Antonio as “Encounters.” We sold our New Orleans, Louisiana nightclub in March
1999, but it continues to use the name “Rick’s Cabaret” under a licensing agreement.

2
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RECENT NIGHTCLUB TRANSACTIONS

1.On April 23, 2007, we completed a transaction for the purchase of 100% of the outstanding common stock of
W.K.C., Inc., a Texas corporation (the "Business"), which owned and operated an adult entertainment cabaret
known as New Orleans Nights ("New Orleans Nights") located in Fort Worth, Texas. Pursuant to the Stock
Purchase Agreement, we acquired the Business for a total cash purchase price of $4,900,000. In addition, RCI
Holdings, Inc., our wholly owned subsidiary ("RCI"), entered into an Assignment of that certain Real Estate Sales
Contract between the owner of the property and W.K.C., Inc. for the purchase of the real property located at 7101
Calmont, Fort Worth, Texas 76116 (the "Real Property") where the club is located for a total purchase price of
$2,500,000, which consisted of $100,000 in cash and $2,400,000 payable in a six year promissory note to the sellers
which will accrue interest at the rate of 7.25% for the first two years, 8.25% for years three and four and 9.25%
thereafter (the "Promissory Note"). The Promissory Note is secured by a Deed of Trust and Security Agreement.
Further, RCI entered into an Assignment and Assumption of Lease Agreement with the sellers to assume the lease
agreement for the Real Property.

2.On May 10, 2007, we entered into a Licensing Agreement with Rick’s Buenos Aires Sociedad Anonima (“Licensee”),
a corporation organized under the laws of Argentina. Under the terms of the Licensing Agreement, we agreed to
grant Licensee a license for use and exploitation of our logos, trademarks and service marks for the operation of an
adult entertainment facility in the city of Buenos Aires, Argentina, and Latin America. Pursuant to the agreement,
Licensee agreed to pay us a royalty fee equal to 10% of gross revenues of Licensee’s business, net of any value
added tax. No club has opened as of this time.

3.On November 30, 2007, we entered into a Stock Purchase Agreement for the acquisition of 100% of the issued and
outstanding common stock of Stellar Management Corporation, a Florida corporation (the "Stellar Stock") and
100% of the issued and outstanding common stock of Miami Gardens Square One, Inc., a Florida corporation (the
"MGSO Stock") which owns and operates an adult entertainment cabaret known as "Tootsie’s Cabaret" ("Tootsie’s")
located at 150 NW 183rd Street, Miami Gardens, Florida 33169 (the "Transaction"). Pursuant to the Stock Purchase
Agreement, we acquired the Stellar Stock and the MGSO Stock from Norman Hickmore ("Hickmore") and Richard
Stanton ("Stanton") for a total purchase price of $25,000,000 payable $15,000,000 in cash and payable $10,000,000
pursuant to two Secured Promissory Notes in the amount of $5,000,000 each to Stanton and Hickmore (the
"Notes"). The Notes will bear interest at the rate of 14% per annum with the principal payable in one lump sum
payment on November 30, 2010. Interest on the Notes will be payable monthly, in arrears, with the first payment
being due thirty (30) days after the closing of the Transaction. We cannot pre-pay the Notes during the first twelve
(12) months; thereafter, we may prepay the Notes, in whole or in part, provided that (i) any prepayment by us from
December 1, 2008 through November 30, 2009, shall be paid at a rate of 110% of the original principal amount and
(ii) any prepayment by the Company after November 30, 2009, may be prepaid without penalty at a rate of 100% of
the original principal amount. The Notes are secured by the Stellar Stock and MGSO Stock under a Pledge and
Security Agreement. Additionally, as part of the Transaction, we entered into Assignment to Lease Agreements with
the landlord for the property where Tootsie’s is located. The underlying Lease Agreements for the property provide
for an original lease term through June 30, 2014, with two option periods which give us the right to lease the
property through June 30, 2034. The terms and conditions of the transaction were the result of extensive arm's
length negotiations between the parties.

4.On March 31, 2008, the Company’s wholly owned subsidiary, RCI Entertainment (Philadelphia), Inc. (the
“Purchaser”) completed the acquisition of 100% of the issued and outstanding shares of common stock (the “TEZ
Shares”) of The End Zone, Inc., a Pennsylvania corporation (the “Corporation”) which owns and operated a nightclub
previously known as “Crazy Horse Too Cabaret” (the “Club”) located at 2908 South Columbus Blvd., Philadelphia,
Pennsylvania 19148 (the “Real Property”) from Vincent Piazza (the “Seller”). As part of the transaction, the Company’s
wholly owned subsidiary, RCI Holdings, Inc. (“RCI Holdings”) acquired from the Piazza Family Limited Partnership
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(the “Partnership Seller”) 51% of the issued and outstanding partnership interest (the “Partnership Interests”) in TEZ
Real Estate, LP, a Pennsylvania limited partnership (the “Partnership”) and 51% of the issued and outstanding
membership interest (the “Membership Interests”) in TEZ Management, LLC, a Pennsylvania limited liability
company, which is the general partner of the Partnership (the “General Partner”). The Partnership owns the Real
Property where the Club is located. At closing, the Company paid a purchase price of $3,500,000 in cash for the
Partnership Interests and Membership Interests, and issued 195,000 shares of the Company’s restricted common
stock (the “Rick’s Shares”) valued at $23 per share for the TEZ Shares.

As part of the transaction, the Company entered into a Lock-Up/Leak-Out Agreement with the Seller pursuant to
which, on or after one year after the closing date, the Seller shall have the right, but not the obligation, to have Rick’s
purchase from Seller 5,000 Rick’s Shares per month (the “Monthly Shares”), calculated at a price per share equal to
$23.00 (“Value of the Rick’s Shares”). At the Company’s election during any given month, the Company may either buy
the Monthly Shares or, if the Company elects not to buy the Monthly Shares from the Seller, then the Seller shall sell
the Monthly Shares in the open market. Any deficiency between the amount which the Seller receives from the sale of
the Monthly Shares and the Value of the Rick’s Shares shall be paid by the Company within three (3) business days of
the date of sale of the Monthly Shares during that particular month. The Company’s obligation to purchase the
Monthly Shares from the Seller shall terminate and cease at such time as the Seller has received a total of $4,485,000
from the sale of the Rick’s Shares and any deficiency. As of September 30, 2008, the 195,000 shares of restricted
common stock were classified on the consolidated balance sheet as temporary equity in accordance with EITF Topic
D-98, Classification and Measurement of Redeemable Securities.

3
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Additionally, at closing, the Seller and the Partnership Seller entered a five-year agreement not to compete with the
Company within a twenty (20) mile radius of the Club. Finally, the Corporation entered into a new lease agreement
with the Partnership giving it the right to lease the Real Property for twenty (20) years (“Original Term”) with an option
for an additional nine (9) years eleven (11) eleven months (“Option Term”) with rent payable at the rate of (i) $50,000
per month, subject to adjustment for increases in the Consumer Price Index (CPI) every five years during the Original
Term and the Option Term, or (ii) 8% of gross sales, whichever is higher. The maximum increase in the CPI for any
five (5) year period shall be 15%.

5.On March 31, 2008, the Company’s subsidiary, RCI Entertainment (Austin), Inc. (“RCI”), completed the acquisition of
49% of the membership interest of Playmates Gentlemen’s Club, LLC (“Playmates”) from Behzad Bahrami (“Seller”),
resulting in 100% ownership by the Company of RCI. Playmates owns an adult entertainment cabaret previously
known as “Playmates” (the “Club”) located at 8110 Springdale Road, Austin, Texas 78724 (the “Premises”). Under the
terms of the Purchase Agreement, RCI paid a total purchase price of $1,401,711 which was paid $701,711 in cash
and debt forgiveness at the time of closing and the issuance of 35,000 shares of the Company’s restricted common
stock valued at $20.00 per share (the “Shares”). For accounting purposes, the Company’s investment in 2008 is only
$751,000, due to the previous losses of the minority interest which have been expensed. The investment has been
assigned to goodwill.

Pursuant to the terms of the Purchase Agreement, on or after one year after the closing date, the Seller shall have the
right, but not the obligation to have the Company purchase from Seller 5,000 Shares per month (the “Monthly Shares”),
calculated at a price per share equal to $20.00 (“Value of the Shares”). Seller shall notify the Company during any given
month of its election to “Put” the Monthly Shares to the Company during that particular month. At the Company’s
election during any given month, the Company may either buy the Monthly Shares or, if the Company elects not to
buy the Monthly Shares from the Seller, then the Seller shall sell the Monthly Shares in the open market. Any
deficiency between the amount which the Seller receives from the sale of the Monthly Shares and the Value of the
Shares shall be paid by the Company within three (3) business days of the date of sale of the Monthly Shares during
that particular month. The Company’s obligation to purchase the Monthly Shares from the Seller shall terminate and
cease at such time as the Seller has received a total of $700,000 from the sale of the Shares. As of September 30,
2008, the 35,000 shares of restricted common stock were classified on the consolidated balance sheet as temporary
equity in accordance with EITF Topic D-98, Classification and Measurement of Redeemable Securities.

In the event the Seller elects not to “Put” the Shares to the Company, the Seller shall not sell more than 10,000 Shares
during any 90-day period in the open market, provided that Seller complies with Rule 144 of the Securities Act of
1933, as amended, in connection with his sale of the Shares. The full results of operations of this entity are included in
the Company’s results of operations since March 31, 2008.

6.On April 11, 2008, the Company’s wholly owned subsidiary, RCI Entertainment (Dallas), Inc., completed the
acquisition of 100% of the issued and outstanding partnership interest (the "Partnership Interest") of Hotel
Development - Texas, Ltd, a Texas limited partnership (the "Partnership") and 100% of the issued and outstanding
membership interest (the "Membership Interest") of HD-Texas Management, LLC, a Texas limited liability
company, the general partner of the Partnership (the "General Partner") from Jerry Golding, Kenneth Meyer, and
Charles McClure (the "Sellers"). The Partnership owns and operates an adult entertainment cabaret previously
known as "The Executive Club" (the "Club"), located at 8550 North Stemmons Freeway, Dallas, Texas 75247 (the
"Real Property"). As part of the transaction, the Company’s wholly owned subsidiary, RCI Holdings, Inc. ("RCI"),
also acquired the Real Property from DPC Holdings, LLC, a Texas limited liability company ("DPC").

At closing, the Company paid a total purchase price of $3,590,609 for the Partnership Interest and Membership
Interest, which was paid through the issuance of 50,694 shares of the Company’s restricted common stock to each of
Messrs. Golding, Meyer and McClure, for an aggregate total of 152,082 shares (collectively, the "Rick's Club Shares")
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to be valued at $23.30 per share ($3,544,119) and $46,490 in cash. As consideration for the purchase of the Real
Property, RCI paid total consideration of $5,599,721, which was paid (i) $4,250,000, payable $610,000 in cash and
$3,640,000 through the issuance of a five year promissory note (the "Promissory Note") and (ii) the issuance of
57,918 shares of the Company’s restricted common stock (the "Rick's Real Property Shares") to be valued at $23.30
per share ($1,349,721). The Promissory Note bears interest at a varying rate at the greater of (i) two percent (2%)
above the Prime Rate or (ii) seven and one-half percent (7.5%), and is guaranteed by Rick's and Eric Langan, the
Company’s Chief Executive Officer, individually. At Closing, the Parties entered into an Amendment to Purchase
Agreement solely to provide for the Sellers to set aside 10,500 Rick's Club Shares under an Escrow Agreement for the
offset of certain liabilities of the Partnership. The Company also incurred costs in the amount of $37,848, which was
paid in cash.

At Closing, the Sellers entered into Lock-Up/Leak-Out Agreements pursuant to which on or after one year after the
closing date, the Sellers shall have the right, but not the obligation to have Rick's purchase from Sellers not more than
an aggregate of 3,621 Shares per month (the "Monthly Club Shares"), calculated at a price per share equal to $25.00
per share ("Value of the Rick's Club Shares") until each of the individual Sellers has received a total of $1,267,350
from the sale of the Rick's Club Shares. At the Company’s election during any given month, the Company may either
buy the Monthly Club Shares or, if the Company elects not to buy the Monthly Club Shares from the Sellers, then the
Sellers shall sell the Monthly Club Shares in the open market. Any deficiency between the amount, which the Sellers
receive from the sale of the Monthly Club Shares and the Value of the Rick's Club Shares shall be paid by the
Company within three (3) business days of the date of sale of the Monthly Club Shares during that particular month.
The Company’s obligation to purchase the Monthly Club Shares from the Sellers shall terminate and cease at such time
as the Sellers have received an aggregate total of $3,802,050 from the sale of the Rick's Club Shares and any
deficiency.

4
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Additionally, at Closing, DPC entered into a Lock-Up/Leak-Out Agreement pursuant to which on or after one year
after the closing date, DPC shall have the right, but not the obligation to have Rick's purchase from DPC 1,379 Shares
per month (the "Monthly Real Estate Shares"), calculated at a price per share equal to $25.00 per share ("Value of the
Rick's Real Estate Shares") until DPC has received a total of $1,447,950 from the sale of the Rick's Real Estate
Shares. At the Company’s election during any given month, the Company may either buy the Monthly Real Estate
Shares or, if the Company elects not to buy the Monthly Real Estate Shares from DPC, then DPC shall sell the
Monthly Real Estate Shares in the open market. Any deficiency between the amount which DPC receives from the
sale of the Monthly Real Estate Shares and the Value of the Rick's Real Estate Shares shall be paid by the Company
within three (3) business days of the date of sale of the Monthly Real Estate Shares during that particular month. The
Company’s obligation to purchase the Monthly Real Estate Shares from DPC shall terminate and cease at such time as
DPC has received an aggregate total of $1,447,950 from the sale of the Rick's Real Estate Shares and any deficiency.

Finally, at Closing each of the Sellers entered a five year Non-Competition Agreement with the Company pursuant to
which they agreed not to compete with the Company in Dallas County or any adjacent county.

7.On June 18, 2008, the Company’s wholly owned subsidiary RCI Entertainment (Northwest Highway), Inc. (the
“Purchaser”) completed the acquisition of certain assets (the “Purchased Assets”) of North by East Entertainment, Ltd., a
Texas limited partnership (the “Seller”) by and through its general partner, Northeast Platinum, LLC, a Texas limited
liability company (the “General Partner”) pursuant to an Asset Purchase Agreement dated May 10, 2008. The Seller
owned and operated an adult entertainment cabaret known as “Platinum Club II” (the “Club”), located at 10557 Wire
Way (at Northwest Highway), Dallas, Texas 75220 (the “Real Property”).

At closing, the Company paid a total purchase price of $1,500,000 cash for the Purchased Assets. At Closing, the
principal of the Seller entered into a five-year agreement not to compete with the Club by operating an establishment
with an urban theme that both serves liquor and provides live female nude or semi-nude adult entertainment in Dallas
County, Tarrant County, Texas or any of the adjacent counties thereto.

As part of the transaction, the Company’s wholly owned subsidiary RCI Holdings, Inc. (“RCI”) also acquired the Real
Property from Wire Way, LLC, a Texas limited liability company (“Wire Way”). Pursuant to a Real Estate Purchase and
Sale Agreement (the “Real Estate Agreement”) dated May 10, 2008, RCI paid total consideration of $6,000,000, which
was paid $1,650,000 in cash and $4,350,000 through the issuance of a five (5) year promissory note (the “Promissory
Note”). The Promissory Note bears interest at a varying rate at the greater of (i) two percent (2%) above the Prime Rate
or (ii) seven and one-half percent (7.5%), which is guaranteed by the Company and by Eric Langan, the Company’s
Chief Executive Officer, individually. The Company also incurred $69,998 in costs, which was paid in cash.

8.On September 5, 2008, our wholly owned subsidiary RCI Entertainment (Las Vegas), Inc. (the “Purchaser”)
completed the acquisition of certain assets (the “Purchased Assets”) of DI Food & Beverage of Las Vegas, LLC, a
Nevada limited liability company (the “Seller”) pursuant to a Third Amended Asset Purchase Agreement (the “Third
Amendment”) between Purchaser, Rick’s Cabaret International, Inc. (“Rick’s”), Seller, and Harold Danzig (“Danzig”),
Frank Lovaas (“Lovaas”) and Dennis DeGori (“DeGori”) who are all members of Seller. The Seller owned and operated
an adult entertainment cabaret previously known as “Scores” (the “Club”), located at 3355 Procyon Street, Las Vegas,
Nevada 89102 (the “Real Property”).

At Closing, Purchaser paid Seller an aggregate amount as follows (the “Purchase Price”):

(i) $12,000,000 payable by wire transfer;

(ii) $3,000,000 pursuant to a promissory note (“the Rick’s Promissory Note”), executed by and obligating Rick’s, bearing
interest at eight percent (8%) per annum with a five (5) year amortization, with monthly payments of principal and
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interest, with the initial monthly payment due in April 2009 with a balloon payment of all then outstanding
principal and interest due upon the expiration of two (2) years from the execution of the Rick’s Promissory Note;
and

(iii) 200,000 shares of restricted common stock, par value $0.01 of Rick’s (the “Rick’s Shares”) issued to the Seller.

5

Edgar Filing: RICKS CABARET INTERNATIONAL INC - Form 10KSB

13



Table of Contents

As part of the transaction, we entered into a Lock-Up/Leak-Out Agreement with the Seller pursuant to which, on or
after seven (7) months after the closing date, the Seller shall have the right, but not the obligation, to have Rick’s
purchase from Seller a total of 150,000 of the Rick’s Shares (“Rick’s Put Share”) in an amount and at a rate of not more
than 6,250 of the Rick’s Put Shares per month (the “Monthly Shares”) calculated at a price per share equal to $20.00 per
share (“Value of the Rick’s Shares”). At our election during any given month, we may either buy the Monthly Shares or,
if we elect not to buy the Monthly Shares from the Seller, then the Seller shall sell the Monthly Shares in the open
market. Any deficiency between the amount which the Seller receives from the sale of the Monthly Shares and the
Value of the Rick’s Shares shall be paid by us within three (3) business days of the date of sale of the Monthly Shares
during that particular month. Our obligation to purchase the Monthly Shares from the Seller shall terminate and cease
at such time as the Seller has received a total of $3,000,000 from the sale of the Rick’s Shares and any deficiency.
Under the terms of the Lock-Up/Leak-Out Agreement, Seller may not sell more than 25,000 Rick’s Shares per 30-day
period, regardless of whether the Seller “Puts” the Rick’s Put Shares to Rick’s or sells them in the open market or
otherwise.

Upon closing of the transaction, we entered a two-year Non-Compete Agreement with DeGori (the “DeGori
Non-Compete Agreement”) pursuant to which DeGori agreed not to compete with the Club by operating an
establishment serving liquor and providing live female nude or semi-nude adult entertainment in Clark County,
Nevada or in a radius of 25 miles of Clark County, Nevada; provided, however, that the Non-Competition Agreement
specifically excluded the Penthouse Club and the Bada Bing Club located in Clark County, Nevada. We agreed to pay
DeGori cash consideration of $66,667 for entering into the Non-Competition Agreement. Additionally, at Closing, we
also entered into a 12-month Consulting Agreement with DeGori (the “Consulting Agreement”) for a total aggregate of
$133,333 in consulting fees payable in eighteen (18) equal monthly payments of $7,407.38 per month with the first
payment due October 15, 2008.

Upon closing of the transaction, we entered a one-year Non-Compete Agreement with Lovaas (the “Lovaas
Non-Compete Agreement”) pursuant to which Lovaas agreed not to compete with the Club by operating an
establishment serving liquor and providing live female nude or semi-nude adult entertainment in Clark County,
Nevada, or any of its surrounding counties; provided, however, that this Non-Competition Agreement shall
specifically exclude the Penthouse Club and the Bada Bing Club located in Clark County, Nevada.

RECENT MEDIA ACQUISITIONS

On April 15, 2008, the Company’s wholly owned subsidiary, RCI Entertainment (Media Holdings), Inc., a Texas
corporation ("RCI Media"), acquired 100% of the issued and outstanding common stock (the "ED Stock") of ED
Publications, Inc., a Texas corporation ("ED"), 100% of the issued and outstanding common stock (the "TEEZE
Stock") of TEEZE International, Inc., a Delaware corporation ("TEEZE") and 100% of the issued and outstanding
membership interest (the "Membership Interest") of Adult Store Buyers Magazine, LLC, a Georgia limited liability
company.

ED Publications, Inc.

Under the terms of a Purchase Agreement between Don Waitt ("Waitt"), RCI Media and Rick's Cabaret International,
Inc. ("Rick's") dated April 15, 2008 (the "ED Purchase Agreement"), the Company agreed to pay Waitt the following
consideration for the purchase of the ED Stock:

(i) $300,000 cash at closing;

(ii) $200,000 cash payable in 6 months; and
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(iii) The issuance of 8,696 shares of restricted common stock valued at $23.00 per share (the "Closing Shares").

Additionally, during the three (3) year period following the Closing Date (the "Earn Out Period"), Waitt shall be
entitled to earn additional consideration (the "Additional Consideration") of up to $2,000,000 (the "Maximum
Amount") consisting of $500,000 cash (the “Cash”) and 65,217 shares of restricted common stock valued at $23.00 per
share (the "Earn Out Shares"), based upon the earnings before income tax, depreciation and amortization ("EBITDA")
of RCI Media. RCI Media will pay the Maximum Amount of the Additional Consideration to the Seller if RCI
Media's EBITDA during the three (3) year period following the Closing Date totals an aggregate of $2,400,000. At the
end of each twelve (12) month period after the Closing Date, RCI Media shall determine its EBITDA and shall pay to
Waitt any such portion of the Additional Consideration as has been earned. The Closing Shares and Earn Out Shares
are collectively referred to as the "Rick's Shares".

At Closing, Waitt entered into a Lock-Up/Leak-Out Agreement with the Company pursuant to which on or after one
year after the closing date with respect to the Closing Shares, or on or after seven (7) months from the date of issuance
with respect to the Earn Out Shares, if any, Waitt shall have the right, but not the obligation to have with respect to the
Earn Out Shares, if any, Waitt shall have the right, but not the obligation to have Rick's purchase from Waitt 5,000
Rick's Shares per month (the "Monthly Shares"), calculated at a price per share equal to $23.00 per share ("Value of
the Rick's Shares") until Waitt has received an aggregate of $1,700,000 (i) from the sale of the Rick's Shares sold in
the open market or in a private transaction or otherwise, and (ii) the payment of any deficiency (as defined in the ED
Purchase Agreement) by Rick's. At the Company’s election during any given month, the Company may either buy the
Monthly Shares or, if the Company elects not to buy the Monthly Shares from Waitt, then Waitt shall sell the Monthly
Shares in the open market. Any deficiency between the amount which Waitt receives from the sale of the Monthly
Shares and the Value of the Rick's Shares shall be paid by the Company within three (3) business days of the date of
sale of the Monthly Shares during that particular month. The Company’s obligation to purchase the Monthly Shares
from Waitt shall terminate and cease at such time as Waitt has received an aggregate total of $1,700,000 from the sale
of the Rick's Shares and any deficiency (as defined in the ED Purchase Agreement).

6
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At Closing, Waitt also entered a three (3) year Employment Agreement with RCI Media (the "Employment
Agreement") pursuant to which he will serve as President. The Employment Agreement extends through April 15,
2011, and provides for an annual base salary of $250,000. Pursuant to the Employment Agreement, Mr. Waitt is also
eligible to participate in all benefit plans maintained by the Company for salaried employees. Under the terms of the
Employment Agreement, Mr. Waitt is bound to a confidentiality provision and cannot compete with the Company
upon the expiration of the Employment Agreement.

TEEZE/ADULT STORE BUYER

Under the terms of a Purchase Agreement between John Cornetta ("Cornetta"), Waitt, RCI Media and Rick's dated
April 15, 2008 (the "TEEZE/ASB Purchase Agreement"), the Company agreed to pay the following consideration to
Cornetta and Waitt for the purchase of the TEEZE Stock and the Membership Interest:

(i) an aggregate of $200,000 cash at closing; and

(ii) the issuance of 6,522 shares of restricted common stock to each of Messrs. Waitt and Cornetta, for an aggregate of
13,044 shares of restricted common stock to be valued at $23.00 per share (the "Rick's TEEZE Shares").

Pursuant to the TEEZE/ASB Purchase Agreement, on or after one year after the closing date, each of Messrs. Waitt
and Cornetta shall have the right, but not the obligation to have Rick's purchase the Rick's TEEZE Shares calculated at
a price per share equal to $23.00 per share ("Value of the Rick's TEEZE Shares") until Messrs. Waitt and Cornetta
have each received $150,000 (i) from the sale of the Rick's TEEZE Shares sold by them, regardless of whether sold to
Rick's, sold in the open market or in a private transaction or otherwise, and (ii) the payment of any deficiency (as
defined in the TEEZE/ASB Purchase Agreement) by Rick's. At the Company’s election during any given month, the
Company may either buy the Rick's TEEZE Shares or, if the Company elects not to buy the Rick's TEEZE Shares,
then Cornetta and/or Waitt shall sell the Rick's TEEZE Shares in the open market. Any deficiency between the amount
which Cornetta or Waitt receives from the sale of the Rick's TEEZE Shares and the Value of the Rick's TEEZE Shares
shall be paid by the Company within three (3) business days of the date of sale of the Rick's TEEZE Shares during
that particular month. The Company’s obligation to purchase the Rick's TEEZE Shares shall terminate and cease at
such time as Waitt and Cornetta have each received $150,000 from the sale of the Rick's TEEZE Shares and any
deficiency.

At Closing, Cornetta entered a five year Non-Competition Agreement with the Company pursuant to which he agreed
not to compete with the Company either directly or indirectly with TEEZE, ASB, RCI Media, Rick's or any of their
affiliates by publishing any sexually oriented industry trade print publications, with the exception of a publication
known as "Xcitement" which is currently owned and operated by Cornetta.

BUSINESS ACTIVITIES--INTERNET ADULT ENTERTAINMENT WEB SITES

In 1999, we began adult Internet website operations. Our xxxPassword.com website features adult content licensed
through Voice Media, Inc. We added CouplesTouch.com in 2002 as a dating site catering to those in the swinging
lifestyle. In 2005 we purchased CouplesClick.net, a competing site of our CouplesTouch.com site, in order to broaden
our membership throughout the United States. As part of this transaction, we organized RCI Dating Services, Inc.,
which operates as an addition to our internet operations, to acquire CouplesClick.net from ClickMatch, LLC. We
transferred our ownership in CouplesTouch.com to RCI Dating and, as a result of the transaction, we obtained an 85%
interest in RCI Dating, with the remaining 15% owned by ClickMatch.

Our Internet traffic is generated through the purchase of traffic from third-party adult sites or Internet domain owners
and the purchase of banner advertisements or "key word" searches from Internet search engines. In addition, the bulk
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of our traffic now comes from search engines on which we don’t pay for preferential listings. There are numerous adult
entertainment sites on the Internet that compete with our sites.
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BUSINESS ACTIVITIES--INTERNET ADULT AUCTION WEB SITES

Our adult auction site features erotica and other adult materials that are purchased in a bid-ask method. We charge the
seller a fee for each successful auction. Where previously we operated six individual auctions sites, now we have
combined these into one main site, NaughtyBids.com, to maximize our brand name recognition of this site. The site
contains new and used adult oriented consumer initiated auctions for items such as adult videos, apparel, photo sets
and adult paraphernalia. NaughtyBids.com has approximately 10,000 items for sale at any given time.
NaughtyBids.com offers third party webmasters an opportunity to create residual income from web surfers through
the NaughtyBids Affiliate Program, which pays third party webmasters a percentage of every closing auction sale in
which the buyer originally came from the affiliate webmaster's site. There are numerous auction sites on the Internet
that offer adult products and erotica.

COMPETITION

The adult topless club entertainment business is highly competitive with respect to price, service and location. All of
our nightclubs compete with a number of locally owned adult clubs, some of whose names may have name
recognition that equals that of ours. While there may be restrictions on the location of a so-called "sexually oriented
business", there are no barriers to entry into the adult cabaret entertainment market. The names "Rick's" and "Rick's
Cabaret", “Tootsie’s”, "XTC Cabaret" and “Club Onyx” are proprietary. We believe that the combination of our existing
brand name recognition and the distinctive entertainment environment that we have created will allow us to compete
effectively in the industry and within the cities where we operate. The sexually oriented business industry is highly
competitive with respect to price, service and location, as well as the professionalism of the entertainers. Although we
believe that we are well positioned to compete successfully, there can be no assurance that we will be able to maintain
our high level of name recognition and prestige within the marketplace.

GOVERNMENTAL REGULATIONS

We are subject to various federal, state and local laws affecting our business activities. In particular, in Texas the
authority to issue a permit to sell alcoholic beverages is governed by the Texas Alcoholic Beverage Commission
(“TABC”), which has the authority, in its discretion, to issue the appropriate permits. We presently hold a Mixed
Beverage Permit and a Late Hour Permit. Previously subject to annual renewal, the TABC recently changed to a
renewal every two years, provided we have complied with all rules and regulations governing the permits. Renewal of
a permit is subject to protest, which may be made by a law enforcement agency or by the public. In the event of a
protest, the TABC may hold a hearing at which time the views of interested parties are expressed. The TABC has the
authority after such hearing not to issue a renewal of the protested alcoholic beverage permit. Rick's has never been
the subject of a protest hearing against the renewal of Permits. Minnesota, North Carolina, Nevada, Pennsylvania,
Florida, and New York have similar laws that may limit the availability of a permit to sell alcoholic beverages or that
may provide for suspension or revocation of a permit to sell alcoholic beverages in certain circumstances. It is our
policy, prior to expanding into any new market, to take steps to ensure compliance with all licensing and regulatory
requirements for the sale of alcoholic beverages as well as the sale of food.

In addition to various regulatory requirements affecting the sale of alcoholic beverages, in many cities where we
operate, the location of a topless cabaret is subject to restriction by city ordinance. For example, topless nightclubs in
Houston, Texas are subject to "The Sexually Oriented Business Ordinance", which contains prohibitions on the
location of an adult cabaret (see “Legal Proceedings" herein). The prohibitions deal generally with distance from
schools, churches, and other sexually oriented businesses and contain restrictions based on the percentage of
residences within the immediate vicinity of the sexually oriented business. The granting of a Sexually Oriented
Business Permit is not subject to discretion; the Business Permit must be granted if the proposed operation satisfies
the requirements of the Ordinance. In all states where we operate, management believes we are in compliance with
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applicable city, county, state or other local laws governing the sale of alcohol and sexually oriented businesses.

TRADEMARKS

Our rights to the tradenames "Rick's", "Rick's Cabaret", “Tootsie’s”, “Club Onyx” and “XTC Cabaret” are established under
common law, based upon our substantial and continuous use of these tradenames in interstate commerce since at least
as early as 1987. We have registered our service mark, “RICK'S AND STARS DESIGN", with the United States Patent
and Trademark Office. We have also obtained service mark registrations from the Patent and Trademark Office for the
"RICK'S CABARET", “CLUB ONYX” and “XTC CABARET” service marks. We also own the rights to numerous
tradenames associated with our media division. There can be no assurance that the steps we have taken to protect our
service marks will be adequate to deter misappropriation.

EMPLOYEES AND INDEPENDENT CONTRACTORS

As of September 30, 2008, we had approximately 1,100 employees, of which 175 are in management positions,
including corporate and administrative and Internet operations and approximately 925 of which are engaged in
entertainment, food and beverage service, including bartenders, waitresses, and entertainers. None of our employees
are represented by a union. We consider our employee relations to be good. Additionally, as of September 30, 2008,
we had independent contractor relationships with approximately 2,500 entertainers, who are self-employed and
perform at our locations on a non-exclusive basis as independent contractors. Our entertainers in Minneapolis,
Minnesota act as commissioned employees. We believe that the adult entertainment industry standard of treating
entertainers as independent contractors provides us with safe harbor protection to preclude payroll tax assessment for
prior years. We have prepared plans that we believe will protect our profitability in the event that the sexually oriented
business industry is required in all states to convert entertainers who are now independent contractors into employees.
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SHARE REPURCHASES

As of September 30, 2008, we owned 908,530 treasury shares of our common stock that we acquired in open market
purchases and from investors who originally acquired the shares from us in private transactions. At this time, we do
not have any plan to use these shares to acquire any assets.

On September 29, 2008, our Board of Directors authorized us to repurchase up to $5,000,000 worth of our common
stock. During the fiscal year ending September 30, 2008, no shares were purchased under this program. Subsequent to
the fiscal year end, we purchased 48,200 shares of common stock in the open market at prices ranging from $3.54 to
$5.95.

ITEM 2. PROPERTIES

Our principal executive office is located at 10959 Cutten Road, Houston, Texas 77066, and consists of a 9,000 square
feet office/warehouse building. We purchased this property in December 2004 for $512,739, payable with $86,279
cash at closing and $426,460 in a promissory note carrying 7% interest and a 15 year term. The monthly payment is
$3,834. As of September 30, 2008, the balance of the mortgage was $357,413. The last mortgage payment is due in
2019. We believe that our offices are adequate for our present needs and that suitable space will be available to
accommodate our future needs.

We own the real property for six locations of Rick's Cabaret (in Houston, San Antonio, Minneapolis, Fort Worth,
Philadelphia and Dallas), two Club Onyx locations in Houston and one in Dallas and two locations of XTC (in Austin
and in San Antonio). In Houston, we own the property where a club known as “Iniquity” is located (previously “Club
Encounters”), which is currently under lease to Iniquity LLC. We lease property for our XTC South (Houston), XTC
North (Houston), Club Encounters (San Antonio), Rick’s Cabaret-New York and Las Vegas, Club Onyx Charlotte,
Rick’s Cabaret-Austin and Tootsie’s (Miami Gardens, Florida) locations.

ADDITIONAL PROPERTIES WE OWN:

1.Club Onyx, located on Bering Drive in Houston, has an aggregate 12,300 square feet of space. In December 2004,
we paid off the old mortgage and obtained a new one with an initial balance of $1,270,000 and an interest rate of
10% per annum over a 10 year term. The money received from this new note was used to finance the acquisition of
the New York club. As of September 30, 2008, the balance of the mortgage was $1,181,549. During fiscal year
2008, we paid $12,256 in monthly principal and interest payments. The monthly payment is calculated based on a
20 year amortization schedule. The last mortgage payment is due in 2015.

2.The Rick's Cabaret, located on North Belt Drive in Houston, has 12,000 square feet of space. In November 2004, we
obtained a mortgage using this property as collateral. The principal balance of the new mortgage was $1,042,000,
with an annual interest rate of 10% over a 10 year term. The money received from this new note was used to finance
the acquisition of the New York club. As of September 30, 2008, the balance of the mortgage was $967,452. The
monthly payment of principal and interest is $10,056. The monthly payment is calculated based on a 20 year
amortization schedule. The last mortgage payment is due in 2014.

3.The Rick's Cabaret located in Minneapolis has 15,400 square feet of space. The balance, as of September 30, 2008,
that we owe on the mortgage is $1,000,000 and the interest rate is 9%. We pay $7,500 in monthly principal and
interest payments. The last mortgage payment is due in 2013.

4.
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The property for our XTC Cabaret nightclub in Austin has 8,600 square feet of space, which sits on 1.2 acres of
land. In August 2005, we restructured the mortgage by extending the term to 10 years. The balance of the this
mortgage as of September 30, 2008 is $199,613 with an interest rate of 11% and monthly principal and interest
payments of $3,445. We also have an additional mortgage on the property which we obtained in November 2004.
The principal balance of the additional mortgage was $900,000, with an annual interest rate of 11% over a 10 year
term. In June and July 2005, we obtained additional funds in the amount of $200,000, which we combined with the
$900,000 mortgage, and in August 2005 we restructured this additional mortgage. The monthly principal and
interest payment is $15,034. As of September 30, 2008, the balance of the additional mortgage was $871,054. The
last payments for both mortgages are due in 2015.

5.We own the property for our XTC Cabaret nightclub in San Antonio, which has 7,800 square feet of space. In
November 2004, we obtained a mortgage using this property as collateral. The principal balance of the new
mortgage was $590,000, with an annual interest rate of 10% over a 10 year term. The money received from this new
note was used to finance the acquisition and renovation of the New York club. As of September 30, 2008, the
balance of this mortgage was $547,789. The monthly principal and interest payment is $5,694. The last mortgage
payment is due in 2014.

6.We own an 8,000 square foot Houston property where a club known as “Iniquity” (previously “Club Encounters”) is
located. In November 2004, this property, together with property in Austin, was used as additional collateral to
secure the $900,000 mortgage referenced in paragraph 4 above. This property is currently listed for sale.
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7.Our subsidiary, Citation Land LLC, owns a 338-acre ranch in Brazoria County, Texas. A balloon payment of
$287,920 was paid in March 2006. 11.9 acres of this property were sold in October 2007 for $36,000 at no gain or
loss. This property is currently listed for sale.

8.On April 5, 2006, our wholly owned subsidiary, RCI Holdings, Inc. completed the acquisition of real property
located at 9009 Airport Blvd., Houston, Texas where we currently operate Club Onyx South. Pursuant to the terms
of the agreement, we paid a total sales price of $1,300,000, which consisted of $500,000 in cash and 160,000 shares
of our restricted common stock.

9.On August 24, 2006, our subsidiary, RCI Holdings, Inc. acquired 100% of the interest in the improved real property
upon which our Rick’s-San Antonio is located. The total purchase price for the business and real property was
$2,900,000. Under terms of the agreement, the Company paid the owners of the club and property $600,000 in cash
at the time of closing and signed promissory notes for the remaining balance. As of September 30, 2008, the balance
of the promissory notes was $918,552.

10.On April 23, 2007, RCI Holdings, Inc., our wholly owned subsidiary, acquired the real property located at 7101
Calmont, Fort Worth, Texas 76116 for a total purchase price of $2,500,000, which consisted of $100,000 in cash
and $2,400,000 payable in a six year promissory note to the sellers which will accrue interest at the rate of 7.25%
for the first two years, 8.25% for years three and four and 9.25% thereafter. The promissory note is secured by a
Deed of Trust and Security Agreement. Further, RCI Holdings, Inc. entered into an Assignment and Assumption of
Lease Agreement with the sellers to assume the lease agreement for the real property. We currently operate this
property as Rick’s Cabaret. As of September 30, 2008, the balance of the promissory note was $2,117,663.

11.As part of the acquisition of The End Zone in Philadelphia, Pennsylvania, we acquired 51% of the issued and
outstanding partnership interest of the partnership that owns the real property at 2908 S. Columbus Blvd.,
Philadelphia, Pennsylvania. At closing, we paid a purchase price of $3,500,000 in cash for the partnership
interests.

12.As part of the transaction to acquire Hotel Development, Ltd. which operated the Executive Club in Dallas, RCI
Holdings, Inc. acquired the related real property located at 8550 N. Stemmons Freeway, Dallas, Texas from DPC
Holdings, LLC, a Texas limited liability company. As consideration for the purchase of the real property, RCI
Holdings, Inc. paid total consideration of $5,599,721, which was paid (i) $4,250,000, payable $610,000 in cash and
$3,640,000 through the issuance of a five year promissory note and (ii) the issuance of 57,918 shares of our
restricted common stock to be valued at $23.30 per share ($1,349,721). The promissory note bears interest at a
varying rate at the greater of (i) two percent (2%) above the Prime Rate or (ii) seven and one-half percent (7.5%),
and is guaranteed by us and Eric Langan, our Chief Executive Officer, individually. As of September 30, 2008, the
balance of the promissory note was $3,606,683.

13.As part of the acquisition of the Platinum Club II in Dallas, we acquired the real property located at 10557 Wire
Way Place (at Northwest Highway), Dallas, Texas from Wire Way, LLC, a Texas limited liability company.
Pursuant to a Real Estate Purchase and Sale Agreement dated May 10, 2008, we paid total consideration of
$6,000,000, which was paid $1,650,000 in cash and $4,350,000 through the issuance of a five (5) year promissory
note. The promissory note bears interest at a varying rate at the greater of (i) two percent (2%) above the Prime
Rate or (ii) seven and one-half percent (7.5%), which is guaranteed by us and by Eric Langan, our Chief Executive
Officer, individually. As of September 30, 2008, the balance of the promissory note was $4,327,169.

PROPERTIES WE LEASE:

1.
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We lease the property in Houston, Texas, where our XTC North is located. The lease term is for five years,
beginning March 2004, with an additional five-year lease option thereafter. The monthly rent was $8,000 until
August 31, 2006, at which time the monthly base rent increased to $9,000.

2.We lease the property in New York City, New York, where our Rick’s Cabaret NYC is located. We assumed the
existing lease, which will terminate in April 2023. The monthly rent is currently $43,995. Under the term of the
existing lease, the base rent will increase by approximately 3% each year.

3.We lease the property in Charlotte, North Carolina, where our Club Onyx Charlotte is located. We executed an
amended lease in February 2007, which will terminate in February 2017. The monthly rent is $17,500 until
February 2010, at which time the monthly base rent will increase to $18,500 until February 2013, at which time the
rent will escalate to $20,000 until February 2017.

4.We lease the property in South Houston, Texas, where our XTC South is located. The lease term is for 79 months,
beginning May 1, 2006, and terminates in December 2012. The monthly rent is $3,000 for the first 43 months and
$3,500 thereafter.

5.We lease the property in San Antonio, Texas, where our Club Encounters club is located. The lease term is for five
years, beginning July 1, 2006, with monthly rent of $5,000.

10
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6.We lease the property in Austin, Texas, where our Rick’s Cabaret Austin is located. The lease term is for 10 years,
beginning November 10, 2006, with monthly payments of $29,000. We also have the option to renew for an
additional ten years.

7.We lease the property in Miami Gardens, Florida, where Tootsie’s is located with monthly rent of $70,938. Under
theAssignment of Lease, the original lease term continues through June 30, 2014, with two option periods which
give us theright to lease the property through June 30, 2034.

8.We lease the property in Las Vegas, Nevada, where our new Rick’s Cabaret Las Vegas club is located with monthly
rent of $100,000. The original lease term continues through January 1, 2011 with an option period beginning on that
date through January 1, 2016 at $180,000 per month. We also have an option to acquire the property through
January 1, 2016 for $23,000,000.

ITEM 3. LEGAL PROCEEDINGS

In 1997, the City of Houston passed a comprehensive new ordinance regulating the location of and the conduct within
sexually oriented businesses (the “Ordinance”), which became the subject of litigation which affects our Sexually
Oriented Business licenses in Houston, Texas. After extensive litigation, the Trial Court in Houston rendered its
judgment in favor of the City of Houston in January 2007. The Trial Court found that the City of Houston met its
burden that there were sufficient alternate sites available to relocate all of the existing sexually oriented businesses in
Houston in 1997. The Trial Court found the Ordinance constitutional and enforceable. Post-trial motions were heard
and the relief sought, a stay against enforcement, was denied by the Trial Court. An appeal to the Fifth Circuit Court
of Appeals was timely filed. The Fifth Circuit granted a stay pending appeal. Oral argument was held before the Fifth
Circuit Court of Appeals in August 2007. The Fifth Circuit Court of Appeals ruled in favor of the City of Houston in
September 2007. Pleadings were filed seeking a stay against enforcement of the provisions of the Ordinance with the
United States Supreme Court in conjunction with the request that the United States Supreme Court hear an appeal of
the Fifth Circuit Court of Appeals ruling. The United States Supreme Court refused to hear the matter.

Additionally, we filed on behalf of three of our club locations in Houston state court lawsuits seeking judicial review
of the results of the amortization process contained within the Ordinance. The amortization process was abated in
1998 due to the possible multiplicity of court actions. The final order by the Trial Court resulted in the termination of
the abatement and allowed the amortization process to continue as provided in the Ordinance. Trial on the
amortization cases was held in April 2008. At the conclusion of the trial, the Court ruled that the amortization awards
were proper and requested that findings of fact and conclusions of law be submitted to the Court as well as a judgment
in the case. A form of judgment has been entered by the Court. The amortization award periods have already expired
for our affected clubs. An appeal of the amortization review by the Harris County District Court was filed. A stay
sought by the clubs during the appeal was denied. In the event all efforts to stop enforcement activity fail and the City
of Houston elects to enforce the judgment, we, as well as every other similarly situated sexually oriented business
located within the incorporated area of Houston, Texas, will have to either cease providing nude or semi-nude
entertainment or develop alternate methods of operating. We have already taken steps to clothe our entertainers in a
manner to eliminate the need for licenses and not to be subject to the Ordinance. Approximately 9.4% of our club
operation’s revenues and 2.2% of income before income taxes for the twelve months ended September 30, 2008 were
in Houston, Texas. It is unknown at this time whether this will have a material effect on our operations.

OTHER LEGAL MATTERS

Beginning January 1, 2008, our Texas clubs became subject to a new state law requiring each club to collect a $5
surcharge for every club visitor. A lawsuit was filed by the Texas Entertainment Association, an organization to which
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we are a member, alleging the fee amounts to be an unconstitutional tax. On March 28, 2008, a State District Court
Judge in Travis County, Texas ruled that the new state law violates the First Amendment to the United States
Constitution and is therefore invalid. The judge’s order enjoined the State from collecting or assessing the tax. The
State has appealed the court’s ruling. In Texas, when cities or the State give notice of appeal, it supersedes and
suspends the judgment, including the injunction. Therefore, the judgment of the District Court cannot be enforced
until the appeals are completed. Given the suspension of the judgment, the State has opted to collect the tax pending
the appeal. We have paid the tax for the first three calendar quarters under protest and expensed the tax in the
accompanying financial statements. The Company’s Texas clubs have filed a lawsuit against the State to demand
repayment of the taxes.

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

We held our Annual Meeting of Shareholders on September 2, 2008. Eric S. Langan, Robert L. Watters, Steven L.
Jenkins, Alan Bergstrom, Travis Reese and Luke Lirot were nominated and elected as Directors with the following
vote results at the shareholder meeting:

11
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For Withheld

Eric S.
Langan

6,028,065 197,634

Robert L.
Watters

6,144,998 195,587

Steven L.
Jenkins

6,030,112 33,545

Alan
Bergstrom

6,027,844 80,701

Travis
Reese

6,192,154 197,855

Luke Lirot 6,191,992 33,707

At the Annual Meeting, the Shareholders ratified Whitley Penn LLP as the Company’s Independent Registered Public
Accounting Firm for the fiscal year ended September 30, 2008, with the following vote results:

6,210,938 Votes FOR
Ratification

8,350 Votes
AGAINST
Ratification

6,408 Votes
ABSTAINING

At the Annual Meeting, the Shareholders approved an amendment to the Company’s Articles of Incorporation to
increase the number of authorized shares of the Company’s common stock from 15,000,000 to 20,000,000 with the
following vote results:

5,989,653 Votes FOR
Ratification

87,239 Votes
AGAINST
Ratification

148,803 Votes
ABSTAINING

While no other matters were presented at the Annual Meeting, the following votes were submitted by Shareholders
with respect to any other business coming before the Annual Meeting of Shareholders:

4,381,773 Votes FOR
Ratification

775,921 Votes
AGAINST
Ratification

208,293 ABSTAINING

The meeting was adjourned when all matters of business had been discussed.

PART II
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ITEM
5.

MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND
SMALL BUSINESS ISSUER PURCHASES OF EQUITY SECURITIES

Our common stock is quoted on the NASDAQ Global Market under the symbol "RICK". The following table sets
forth the quarterly high and low of sales prices per share for the common stock for the last two fiscal years.

COMMON STOCK PRICE RANGE
HIGH LOW

Fiscal 2008

First Quarter $ 29.79 $ 11.01
Second Quarter $ 27.47 $ 19.00
Third Quarter $ 26.74 $ 14.80
Fourth Quarter $ 18.14 $ 9.64

Fiscal 2007

First Quarter $ 8.88 $ 5.27
Second Quarter $ 11.04 $ 6.21
Third Quarter $ 9.75 $ 8.26
Fourth Quarter $ 12.49 $ 7.89

On December 5, 2008, the last sales price for the common stock as reported on the NASDAQ Global Market was
$4.87. On December 5, 2008, there were approximately 209 stockholders of record of our common stock (not
including shares held by shareholders in street name).
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TRANSFER AGENT AND REGISTRAR

The transfer agent and registrar for our common stock is American Stock Transfer & Trust Company, 59 Maiden
Lane, New York, New York 10038.

DIVIDEND POLICY

We have not paid, and do not currently intend to pay cash dividends on our common stock in the foreseeable future.
Our current policy is to retain all earnings, if any, to provide funds for operation and expansion of our business. The
declaration of dividends, if any, will be subject to the discretion of the Board of Directors, which may consider such
factors as our results of operation, financial condition, capital needs and acquisition strategy, among others.

On September 29, 2008, our board of directors authorized us to repurchase up to $5,000,000 worth of our common
stock. As of September 30, 2008, no shares had been purchased under this program. Subsequent to the fiscal year end,
we purchased 48,200 shares of common stock at prices ranging from $3.54 to $5.95.

EQUITY COMPENSATION PLAN INFORMATION

The following table sets forth all equity compensation plans as of September 30, 2008:

Plan category

Number of securities to
be issued upon exercise
of outstanding options,
warrants and rights

(a)

Weighted-average
exercise price of

outstanding options,
warrants and rights

(b)

Number of securities
remaining available for
future issuance under
equity compensation
plans (excluding

securities reflected in
column (a))

(c)

Equity compensation
plans approved by
security holders 420,000 $3.86 438,000

EMPLOYEE STOCK OPTION PLANS

While we have been successful in attracting and retaining qualified personnel, we believe that our future success will
depend in part on our continued ability to attract and retain highly qualified personnel. We pay wages and salaries that
we believe are competitive. We also believe that equity ownership is an important factor in our ability to attract and
retain skilled personnel. We have adopted stock option plans (the “Plans”) for employees and directors. The purpose of
the Plans is to further our interests, our subsidiaries and our stockholders by providing incentives in the form of stock
options to key employees and directors who contribute materially to our success and profitability. The grants
recognize and reward outstanding individual performances and contributions and will give such persons a proprietary
interest in us, thus enhancing their personal interest in our continued success and progress. The Plans also assist us and
our subsidiaries in attracting and retaining key employees and directors. The Plans are administered by the Board of
Directors. The Board of Directors has the exclusive power to select the participants in the Plans, to establish the terms
of the options granted to each participant, provided that all options granted shall be granted at an exercise price equal
to at least 85% of the fair market value of the common stock covered by the option on the grant date and to make all
determinations necessary or advisable under the Plans.
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In August 1999, we adopted the 1999 Stock Option Plan (the “1999 Plan”) with 500,000 shares authorized to be granted
and sold under the 1999 Plan. In August 2004, shareholders approved an Amendment to the 1999 Plan (the
“Amendment”) which increased the total number of shares authorized to 1,000,000. In July 2007, shareholders approved
an Amendment to the 1999 Plan (the “Amendment”), which increased the total number of shares authorized to
1,500,000. As of September 30, 2008, 420,000 stock options were outstanding under the 1999 Plan.

RECENT SALES OF UNREGISTERED SECURITIES

During the quarter ended September 30, 2008, we completed the following transactions in reliance upon exemptions
from registration under the Securities Act of 1933, as amended (the "Act") as provided in Section 4(2) thereof. All
certificates issued in connection with these transactions were endorsed with a restrictive legend confirming that the
securities could not be resold without registration under the Act or an applicable exemption from the registration
requirements of the Act. None of the transactions involved a public offering, underwriting discounts or sales
commissions. We believe that each person was a “qualified” investor within the meaning of the Act and had knowledge
and experience in financial and business matters, which allowed them to evaluate the merits and risks of our
securities. Each person was knowledgeable about our operations and financial condition.

In July 2008, we issued 270,000 shares of our restricted common stock to convert certain outstanding debentures.

13
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In September 2008, in connection with the Las Vegas club acquisition, we issued 200,000 shares to the sellers and
10,000 shares as a finder’s fee.

In September 2008, a holder of a convertible debenture converted $24,936 of interest owed into 2,078 shares of our
restricted common stock.

ITEM
6.

MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

The following discussion should be read in conjunction with our audited consolidated financial statements and the
related notes to the financial statements included in this Form 10-KSB.

FORWARD LOOKING STATEMENT AND INFORMATION

We are including the following cautionary statement in this Form 10-KSB to make applicable and take advantage of
the safe harbor provision of the Private Securities Litigation Reform Act of 1995 for any forward-looking statements
made by us or on behalf of us. Forward-looking statements include statements concerning plans, objectives, goals,
strategies, future events or performance and underlying assumptions and other statements, which are other than
statements of historical facts. Certain statements in this Form 10-KSB are forward-looking statements. Words such as
"expects," "believes," "anticipates," "may," and "estimates" and similar expressions are intended to identify
forward-looking statements. Such statements are subject to risks and uncertainties that could cause actual results to
differ materially from those projected. Such risks and uncertainties are set forth below. Our expectations, beliefs and
projections are expressed in good faith and we believe that they have a reasonable basis, including without limitation,
our examination of historical operating trends, data contained in our records and other data available from third
parties. There can be no assurance that our expectations, beliefs or projections will result, be achieved, or be
accomplished. In addition to other factors and matters discussed elsewhere in this Form 10-KSB, the following are
important factors that in our view could cause material adverse affects on our financial condition and results of
operations: the risks and uncertainties related to our future operational and financial results, the risks and uncertainties
relating to our Internet operations, competitive factors, the timing of the openings of other clubs, the availability of
acceptable financing to fund corporate expansion efforts, our dependence on key personnel, the ability to manage
operations and the future operational strength of management, and the laws governing the operation of adult
entertainment businesses. We have no obligation to update or revise these forward-looking statements to reflect the
occurrence of future events or circumstances.

RISK FACTORS

An investment in our Common Stock involves a high degree of risk. You should carefully consider the risks described
below before deciding to purchase shares of our Common Stock. If any of the events, contingencies, circumstances or
conditions described in the risks below actually occurs, our business, financial condition or results of operations could
be seriously harmed. The trading price of our Common Stock could, in turn, decline and you could lose all or part of
your investment.

Our Business Operations are Subject to Regulatory Uncertainties Which May Affect Our Ability to Continue
Operations of Existing Nightclubs, Acquire Additional Nightclubs or Be Profitable

Adult entertainment nightclubs are subject to local, state and federal regulations. Our business is regulated by local
zoning, local and state liquor licensing, local ordinances and state and federal time place and manner restrictions. The
adult entertainment provided by our nightclubs has elements of speech and expression and, therefore, enjoys some
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protection under the First Amendment to the United States Constitution. However, the protection is limited to the
expression, and not the conduct of an entertainer. While our nightclubs are generally well established in their
respective markets, there can be no assurance that local, state and/or federal licensing and other regulations will permit
our nightclubs to remain in operation or profitable in the future.

As discussed in the section entitled “Legal Proceedings” herein, we are subject to litigation regarding our Sexually
Oriented Business licenses in Houston, Texas. In 1997, the City of Houston passed a comprehensive new ordinance
regulating the location of and the conduct within sexually oriented businesses (the “Ordinance”), which became the
subject of litigation which affects our Sexually Oriented Business licenses in Houston, Texas. After extensive
litigation, the Trial Court in Houston rendered its judgment in favor of the City of Houston in January, 2007. The Trial
Court found that the City of Houston met its burden that there were sufficient alternate sites available to relocate all of
the existing sexually oriented businesses in Houston in 1997. The Trial Court found the Ordinance constitutional and
enforceable. Post-trial motions were heard and the relief sought, a stay against enforcement, was denied by the Trial
Court. An appeal to the Fifth Circuit Court of Appeals was timely filed. The Fifth Circuit granted a stay pending
appeal. Oral argument was held before the Fifth Circuit Court of Appeals in August, 2007. The Fifth Circuit Court of
Appeals ruled in favor of the City of Houston in September 2007. Pleadings were filed seeking a stay against
enforcement of the provisions of the Ordinance with the United States Supreme Court in conjunction with the request
that the United States Supreme Court hear an appeal of the Fifth Circuit Court of Appeals ruling. The United States
Supreme Court refused to hear the matter.

Additionally, we filed on behalf of three of our club locations in Houston state court lawsuits seeking judicial review
of the results of the amortization process contained within the Ordinance. The amortization process was abated in
1998 due to the possible multiplicity of court actions. The final order by the Trial Court resulted in the termination of
the abatement and allowed the amortization process to continue as provided in the Ordinance. Trial on the
amortization cases was held in April, 2008. At the conclusion of the trial, the Court ruled that the amortization awards
were proper and requested that findings of fact and conclusions of law be submitted to the Court as well as a judgment
in the case. A form of judgment has been entered by the Court. The amortization award periods have already expired
for our affected clubs. An appeal of the amortization review by the Harris County District Court was filed. A stay
sought by the clubs during the appeal was denied. In the event all efforts to stop enforcement activity fail and the City
of Houston elects to enforce the judgment, we, as well as every other similarly situated sexually oriented business
located within the incorporated area of Houston, Texas, will have to either cease providing nude or semi-nude
entertainment or develop alternate methods of operating. We have already taken steps to clothe our entertainers in a
manner to eliminate the need for licenses and not to be subject to the Ordinance. Approximately 9.4% of our club
operation’s revenues and 2.2% of income before income taxes for the twelve months ended September 30, 2008 were
in Houston, Texas. It is unknown at this time whether this will have a material effect on our operations.
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Beginning January 1, 2008, our Texas clubs became subject to a new state law requiring each club to collect a $5
surcharge for every club visitor. A lawsuit was filed by the Texas Entertainment Association, an organization to which
we are a member, alleging the fee amounts to be an unconstitutional tax. On March 28, 2008, a State District Court
Judge in Travis County, Texas ruled that the new state law violates the First Amendment to the United States
Constitution and is therefore invalid. The judge’s order enjoined the State from collecting or assessing the tax. The
State has appealed the court’s ruling. In Texas, when cities or the State give notice of appeal, it supersedes and
suspends the judgment, including the injunction. Therefore, the judgment of the District Court cannot be enforced
until the appeals are completed. Given the suspension of the judgment, the State has opted to collect the tax pending
the appeal. We have paid the tax for the first three calendar quarters under protest and expensed the tax in the
accompanying financial statements. The Company’s Texas clubs have filed a lawsuit against the State to demand
repayment of the taxes.

We May Need Additional Financing or Our Business Expansion Plans May Be Significantly Limited

If cash generated from our operations is insufficient to satisfy our working capital and capital expenditure
requirements, we will need to raise additional funds through the public or private sale of our equity or debt securities.
The timing and amount of our capital requirements will depend on a number of factors, including cash flow and cash
requirements for nightclub acquisitions. If additional funds are raised through the issuance of equity or convertible
debt securities, the percentage ownership of our then-existing shareholders will be reduced. We cannot assure you that
additional financing will be available on terms favorable to us, if at all. Any future equity financing, if available, may
result in dilution to existing shareholders, and debt financing, if available, may include restrictive covenants. Any
failure by us to procure timely additional financing will have material adverse consequences on our business
operations.

There is Substantial Competition in the Nightclub Entertainment Industry, Which May Affect Our Ability to Operate
Profitably or Acquire Additional Clubs

Our nightclubs face competition. Some of these competitors may have greater financial and management resources
than we do. Additionally, the industry is subject to unpredictable competitive trends and competition for general
entertainment dollars. There can be no assurance that we will be able to remain profitable in this competitive industry.

Risk of Adult Nightclubs Operations

Historically, the adult entertainment, restaurant and bar industry has been an extremely volatile industry. The industry
tends to be extremely sensitive to the general local economy, in that when economic conditions are prosperous,
entertainment industry revenues increase, and when economic conditions are unfavorable, entertainment industry
revenues decline. Coupled with this economic sensitivity are the trendy personal preferences of the customers who
frequent adult cabarets. We continuously monitor trends in our customers' tastes and entertainment preferences so that,
if necessary, we can make appropriate changes which will allow us to remain one of the premiere adult cabarets.
However, any significant decline in general corporate conditions or uncertainties regarding future economic prospects
that affect consumer spending could have a material adverse effect on our business. In addition, we have historically
catered to a clientele base from the upper end of the market. Accordingly, further reductions in the amounts of
entertainment expenses allowed as deductions from income under the Internal Revenue Code of 1954, as amended,
could adversely affect sales to customers dependent upon corporate expense accounts.

Permits Relating to the Sale of Alcohol

We derive a significant portion of our revenues from the sale of alcoholic beverages. States in which we operate may
have laws which may limit the availability of a permit to sell alcoholic beverages or which may provide for
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suspension or revocation of a permit to sell alcoholic beverages in certain circumstances. The temporary or permanent
suspension or revocations of any such permits would have a material adverse effect on the revenues, financial
condition and results of operations of the Company. In all states where we operate, management believes we are in
compliance with applicable city, county, state or other local laws governing the sale of alcohol.
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We Must Continue to Meet NASDAQ Global Market Continued Listing Requirements or We Risk Delisting

Our securities are currently listed for trading on the NASDAQ Global Market. We must continue to satisfy
NASDAQ’s continued listing requirements or risk delisting which would have an adverse effect on our business. If our
securities are ever de-listed from NASDAQ, it may trade on the over-the-counter market, which may be a less liquid
market. In such case, our shareholders’ ability to trade or obtain quotations of the market value of shares of our
common stock would be severely limited because of lower trading volumes and transaction delays. These factors
could contribute to lower prices and larger spreads in the bid and ask prices for our securities. There is no assurance
that we will be able to maintain compliance with the NASDAQ continued listing requirements.

In The Future, We Will Incur Significant Increased Costs as a Result of Operating as a Public Company, and Our
Management Will Be Required to Devote Substantial Time to New Compliance Initiatives

In the future, we will incur significant legal, accounting and other expenses. The Sarbanes-Oxley Act of 2002 (the
“Sarbanes-Oxley Act”), as well as new rules subsequently implemented by the SEC, have imposed various new
requirements on public companies, including requiring changes in corporate governa
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