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Private Securities Litigation Reform Act

The Private Securities Litigation Reform Act of 1995 provides a “safe harbor” for forward-looking statements.
Certain information included in this Annual Report on Form 10-K and other materials filed or to be filed by Lakes
with the United States Securities and Exchange Commission (“SEC”) as well as information included in oral
statements or other written statements made or to be made by Lakes contain statements that are forward-looking,
such as plans for future expansion and other business development activities as well as other statements regarding
capital spending, financing sources and the effects of regulation (including gaming and tax regulation) and
competition. '

Such forward looking information involves important risks and uncertainties that could significantly affect the
anticipated results in the future and, accordingly, actual results may differ materially from those expressed in any
forward-looking statements made by or on behalf of Lakes.

These risks and uncertajnties include, but are not limited to, need for potential future financing to meet Lakes’
development needs; those relating to the inability to complete or possible delays in completion of Lakes’.casino
projects, including various regulatory approvals and numerous other conditions whick must}:b, : safisfied ‘before
completion of these projects; possible termination or adverse modification of management or development
contracts; Lakes operates in a highly competitive industry; possible changes in regulations; reliance on continued
positive relationships with Indian tribes and repayment of amounts owed to Lakes by Indian tribes; possible need for
future financing to meet Lakes’ expansion-goals; risks of entry into new busmesses, ‘and reliance on Lakes’
management. For more information, review Lakes’ filings with the Securities and Ekehange Commission. For
further information regarding the risks and uncertainties, see the “Risk Factors” sectionjin Item 1A of thlS Annual
Report on Form 10-K.

PART I

ITEM 1. BUSINESS
Business Overview

Lakes Entertainment, Inc., a Minnesota corporation (“Lakes”, “we”, or “our”), develops, finances and
manages casino properties, with a historical emphasis on those that are Indian-owned. We currently have
development and management or financing agreements with three separate tribes for casino operations in Michigan
and California for a total of three separate casino projects. We are currently managing the Four Winds Casino Resort
in Michigan for the Pokagon Band of Potawatomi Indians (the “Pokagon Band”) and the Red Hawk Casino in
California for the Shingle Springs Band of Miwok Indians (the “Shingle Springs Tribe”). The remaining California
project is in the development stage, as discussed in more detail below. We are also involved in other business
activities, including the potential development of non-Indian casinos and the development of new table games for
licensing to both Tribal and non-Tribal casinos. See Note 18 to our consolidated financial statements included in
Item 8 of this Annual Report on Form 10-K for information on our segments.

Indian Casino Business. Lakes’ primary business historically has been to develop and manage Indian-owned
casino properties that offer the opportunity for long-term development of related entertainment facilities, including
hotels, golf courses, theaters, recreational vehicle parks and other complementary amenities.

Lakes developed, and has a five-year contract to manage, the Four Winds Casino Resort for the Pokagon Band
in New Buffalo Township, Michigan near Interstate 94. Lakes began managing the Four Winds Casino Resort when
it opened to the public on August 2, 2007. The Four Winds Casino Resort is located near the first Interstate 94 exit in
southwestern Michigan and approximately 75 miles east of Chicago. The facility features approximately 3,000 slot
machines, 64 table games, a 12-table poker room, a 165-room hotel, five restaurants, three bars, a child care facility
and arcade, retail space and a parking garage.

Lakes also developed, and has a seven-year contract to manage, the Red Hawk Casino that was built on the
Rancheria of the Shingle Springs Tribe in El Dorado County, California, adjacent to U.S. Highway 50, approx-
imately 30 miles east of Sacramento, California. Lakes began managing the Red Hawk Casino when it opened to the
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public on December 17, 2008. The Red Hawk Casino features approximately 2,150 slot machines and gaming
devices, 68 table games, seven poker tables, five restaurants, four bars, retail space, a parking garage, a child care
facility and arcade. There is a dedicated interchange on US Highway 50 to provide direct freeway access to the Red
Hawk Casino.

Lakes has also entered into contracts to develop and finance a casino to be built on the reservation of the Jamul
Indian Village (the “Jamul Tribe) located on State Highway 94, approximately 20 miles east of San Diego,
California (the “Jamul Casino”). The Jamul Casino project has been delayed due to various political and regulatory
issues related to access from State Highway 94 to the proposed casino site.

Non-Indian Casino Business. Lakes also explores opportunities to develop and operate casinos that are not
owned by Indian tribes. : - .

In October 2009, Lakes entered into an agreement with Penn Ventures, LLC (“Penn”) for the purpose of
funding a percentage of costs associated with the referendum to amend the Ohio constitution to authorize casino
gaming in Ohio. On July 13, 2010, Lakes entered into a Termination Agreement with Penn whereby, in
consideration of the parties terminating the agreement entered into during October 2009, Penn agreed to pay
Lakes $25 million. Accordingly, Lakes no longer has any rights, obligations or interest in the entity that was to be
formed in collaboration with Penn Ventures for the development of casinos in Toledo and Columbus, Ohio.

In October 2009, Lakes entered into a separate agreement with Rock Ohio Ventures, LLC (“Rock Ohio
Ventures”) also for the purpose of funding a percentage of costs associated with the referendum to amend the Ohio
constitution to authorize casino gaming in Ohio. As of January 2, 2011, Lakes has contributed approximately
$2.4 million to Rock Ohio Ventures related to this referendum effort. During 2011, Lakes has contributed additional
capital of approximately $6.0 million. Lakes expects to contribute additional capital to Rock Ohio Ventures for the
development of casinos in Cleveland and Cincinnati.

We have received various regulatory approvals to develop a casino on approximately 400 acres near Vicksburg,
Mississippi. However, uncertainty exists surrounding the development of this project due primarily to changes in
the economic environment and credit markets. As a result, the assets associated with the Vicksburg project are
recorded at their estimated fair value of $3.3 million.

Table Games. A division of Lakes develops, buys, patents and licenses rights for new table game concepts to
market/distribute and license to casinos. We continue to test and market a number of games including “World Poker
Tour All In Hold’Em™,” “Four The Money,” and “Bonus Craps.” The “World Poker Tour All In Hold’Em™” and
“Bonus Craps” games are currently operating in several casinos across the United States. The revenues from this
division are currently not significant and we are evaluating whether to continue with the business.

Real Estate Holdings. Lakes owns parcels of undeveloped land in California related to its Indian casino
project with the Jamul Tribe, in Mississippi related to a potential casino project, and undeveloped land in Oklahoma
related to its previous involvement in a potential casino project with the Iowa Tribe of Oklahoma. Lakes also owns
an office building and related land in Minnesota related to its corporate offices.

History

Lakes is a Minnesota corporation formed in 1998 under the name of GCI Lakes, Inc, which was changed to
Lakes Gaming, Inc. in August 1998 and to Lakes Entertainment, Inc. in 2002. Lakes is the successor to the Indian
gaming business of Grand Casinos, Inc. (“Grand Casinos”) and became a public company through a spin-off
transaction in which shares of Lakes common stock were distributed to the shareholders of Grand Casinos. Before
the spin-off, Grand Casinos had management contracts for Grand Casino Hinckley and Grand Casino Mille Lacs,
both Indian-owned casinos in Minnesota. Those contracts ended before the spin-off. After the spin-off, Lakes
managed two Indian-owned casinos in Louisiana previously managed by Grand Casinos. Lakes managed the largest
casino resort in Louisiana, Grand Casino Coushatta, until the management contract expired in 2002. Lakes also had
a management contract for Grand Casino Avoyelles, which was terminated through an early buy out of the contract
effective in 2000. Lakes had a management contract for the Cimarron Casino in Oklahoma from 2006 through May
2010. Lakes began managing the Four Winds Casino Resort in 2007 and the Red Hawk Casino in 2008.

3



Indian Casino Business

Development and Management of Four Winds Casino Resort. On August 2, 2007, the Four Winds Casino
Resort opened to the public. The Four Winds Casino Resort was developed on approximately 675 acres of land,
which is held in trust by the United States for the benefit of the Pokagon Band in New Buffalo Township, Michigan,
near the first Interstate 94 exit in southwestern Michigan and approximately 75 miles east of Chicago. The facility
features approximately 3,000 slot machines, 64 table games, a 12-table poker room, a 165-room hotel, five
restaurants, three bars, a child care facility and arcade, retail space and a parking garage. :

In 1999, Lakes and the Pokagon Band executed a development agreement and management contract governing
their relationship during the development, construction and management of the casino. The terms set forth in the
development agreement required Lakes to advance approximately $71.2 million for the purchase of land and for the
initial development phase of the project. In March 2006, Lakes received notification from the National Indian
Gaming Commission (“NIGC”) that it had approved Lakes’ management agreement with the Pokagon Band to
develop and manage the Four Winds Casino Resort. On June 22, 2006 the Pokagon Band closed on a $305 million
senior note financing agreement and 2 $75 million commitment for furniture, furnishings and equipment to fund the
Four Winds Casino Resort project.

On March 2, 2007 (the “Settlement Date™), Lakes contracted with a group of investors for their participation in
the loans made by Lakes to the Pokagon Band for the development of the Foyr Winds Casino Resort, which loans
have been assumed by the Pokagon Gaming Authority. As of the Settlement Date, the face value of Lakes’ notes
receivable was approximately $104.2 million, including accrued interest of approximately $33.0 million. On the
Settlement Date, Lakes transferred 100% of the participation in the Pokagon Gaming Authority loans to the
aforementioned group of investors for cash proceeds of approximately $102.1 million, which was based upon the
accreted value of the Pokagon Gaming Authority loans less a two percent discount. Lakes incurred transaction fees
of approximately $1.1 million, which were recorded as a reduction of net realized and unrealized gains on notes
receivable in the consolidated statements of earnings (loss) and comprehensive earnings (loss). Accordingly, based
upon the previously recorded estimated fair value of the notes at December 31, 2006, Lakes realized a“gain of
$0.5 million as a result of the consummation of the participation agreement. This participation was accounted for as
a sale and does not have any effect on Lakes’ related management agreement with the Pokagon Band. Lakes has no
continuing rights or obligations related to the loans and is isolated, even in default, from liability.

The management contract is for five years from the date the casino opened and calls for Lakes to receive a
management fee equal to 24% of net income up to a certain threshold and 19% on net income over that threshold.
Lakes’ management fee is subordinated to the $305 million senior note financing agreement and the $75 million
furniture, furnishing, and equipment financing agreement relating to the Four Winds Casino Resort and is also
subject to a minimum guaranteed monthly payment to the Pokagon Band. Generally, the order of priority of
payments from the Four Winds Casino Resort’s cash flows is as follows: a certain minimum monthly guaranteed
payment to the Pokagon Band, repayment of various debt with interest accrued thereon, management fee to Lakes,
and other obligations, with the remaining funds distributed to the Pokagon Band. The Pokagon Band may buy out
the Lakes management contract for a fee calculated by multiplying the previous twelve months of management fees
earned by the remaining number of years under the management contract, discounted back to the present value at
the time the buy-out occurs. If the Pokagon Band elects to buy out the contract, any outstanding amounts owed to
Lakes would become immediately due and payable.

Development and Management of the Red Hawk Casino. On December 17, 2008 the Red Hawk Casino
opened to the public. The Red Hawk Casino is approximately 30 miles east of Sacramento, adjacent to
U.S. Highway 50 and has direct freeway access from a dedicated inter-change. The Red Hawk Casino includes
approximately 88,000 square feet of casino space and features approximately 2,150 slot machines and gaming
devices, 68 table games, seven poker tables, five restaurants, four bars, retail space, a parking garage, a child care
facility and arcade.

On September 30, 2008, the California State legislature ratified an amended compact between the Shingle
Springs Tribe and the State of California, and on November 28, 2008, the amended compact was approved by the
Bureau of Indian Affairs (“BIA”). The amended compact runs through 2029 and allows for a maximum of 5,000
class III slot machines at one gaming facility. The amended compact requires the Shingle Springs Tribe to share
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revenues with California based on a sliding scale percentage of net win ranging from 20% to 25% from the
operation of the slot machines. The Shingle Springs Tribe also contributes $4.6 million per year to the Revenue
Sharing Trust Fund, which pays up to $1.1 million each year to each of the non-gaming tribes in California. The
amended compact also allows for the Shingle Springs Tribe to deduct up to $5.2 million annually for 20 years from
the payments made to the State of California from the operation of slot machines.

During July 2004, the NIGC approved the development and management contracts between the Shingle Springs
Tribe and Lakes, permitting Lakes to manage a Class II and Class I casino on the Shingle Springs rancheria. On
June 28, 2007, an affiliate of the Shingle Springs Tribe closed on a $450 million senior note financing to fund the
construction of the Red Hawk Casino and a dedicated interchange off U.S. Highway 50 to provide direct access to the
Shingle Springs Rancheria and the Red Hawk Casino. On September 30, 2008, an affiliate of the.Shingle Springs Tribe
closed on a $77 million furniture, firnishings and equipment financing for the Red Hawk Casino. The proceeds from the
financing arrangement were primarily used to purchase the various components of furniture, furnishings and equipment
necessary to furnish the Red Hawk Casino project. Under the development agreement, as amended, Lakes made pre-
construction advances to the Shingle Springs Tribe in the form of a transition loan of $49.5 million. In addition, Lakes
made advances of $8.8 million associated with land purchases. The land loan was repaid to Lakes, including accrued
interest, on June 28, 2007 in connection with the close of the $450 million senior note financing. Advances on the
transition loan of $66.7 million remained outstanding as of January 2, 2011.

The amended development agreement provided for Lakes to assist in the design, development and construction
of the facility as well as manage the pre-opening, opening and continued operations of the Red Hawk Casino and
related amenities for a period of seven years from the opening date. As compensation for our management services,
we earn a management fee equal to 30% of net income (as defined by the management contract) of the operations
annually for the first five years, with a declining percentage in years six and seven. Payment of our management fee
is subordinated to the repayment of $450 million senior note financing of an affiliate of the Shingle Springs Tribe,
the repayment of $46.1 million furniture, furnishings and equipment financing outstanding as of January 2, 2011
and a minimum priority payment to the Shingle Springs Tribe. -

The opening of the Red Hawk Casino triggered the repayment terms of the notes receivable which are
scheduled to be repaid over the original seven-year term at the stated interest rate of Prime plus 2% (5.25% as of
January 2, 2011). If, however, net revenues (as defined in the management and development agreement) from the
project are insufficient, payments are deferred. The order of priority of payments from the Red Hawk Casino’s cash
flows has been as follows: a-certain minimum monthly guaranteed payment to the Shingle Springs Tribe, various
debt with interest accrued thereon (including Lakes’ pre-construction advances), management fee due to Lakes, and
other obligations, if any, and the remaining funds, if any, distributed to the Shingle Springs Tribe. In order to assist
the Red Hawk Casino in increasing cash levels, Lakes will defer allowed payments of principal on the
preconstruction advances, if any, beginning in March 2011 until December 2013. These deferrals, if any, do
not constitute forgiveness of contractual principal amounts due to Lakes.

At January 2, 2011, Lakes evaluated the notes receivable from the Shingle Springs Tribe for impairment and
concluded that it was probable that substantial amounts due would not be repaid within the contract term and
therefore determined that the notes receivable were impaired. This determination was based on the lack of
previously expected improvements in operating results due to the continued significant economic pressures in the
northern California market and increased competition from a neighboring casino expansion in the market the
property serves, all of which have negatively impacted cash flows for the property, as well as the deferral of all
principal payments during the fourth quarter of fiscal 2010 due to insufficient net revenues from which to make
these payments. Prior to the fourth quarter of fiscal 2010, Lakes had not experienced a three-month period in which
all principal payments were deferred. As of January 2, 2011, an allowance of $21.0 million was established through
an impairment charge on the notes receivable and is included in the consolidated statement of earnings for fiscal
2010. In addition, due to the carrying amount of the intangibles associated with the Shingle Springs Tribe exceeding
the expected future cash flows to Lakes from the Red Hawk Casino during the term of the management agreement,
impairment losses of $16.7 million were recognized during fiscal 2010.

Although Lakes has concluded that it is probable that substantial amounts due from the Shingle Springs Tribe
will not be repaid within the contract term, the Shingle Springs Tribe will remain legally obligated to repay any
remaining amounts due to Lakes subsequent to the conclusion of the contract.
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Development and Financing of the Jamul Casino. Lakes acquired its initial interest in the development
agreement and management contract for the Jamul Casino from Kean Argovitz Resorts in 1999 and formed a joint
venture in which the contract was held between Lakes and Kean Argovitz Resorts — Jamul, LLC (“KAR —
Jamul”). This development agreement and management contract have been submitted to the NIGC for approval. On
January 30, 2003, Lakes purchased the remaining KAR — Jamul’s partnership interest in the joint venture. In
connection with the purchase transaction, Lakes entered into separate agreements with the two individual owners of
KAR — Jamul. See Note 17 to our consolidated financial statements included in Item 8 of this Annual Report on
Form 10-K. Effective March 30, 2006, we entered into a development financing and services agreement with the
Jamul Tribe to assist the Jamul Tribe in developing the Jamul Casino which the Jamul Tribe will manage.

The Jamul Casino project has been significantly delayed due to various political and regulatory issues,
including those related to accéss from State Highway 94 to the proposed casino site. In addition, the California
Department of Transportation (“CalTrans”) issued a letter in 2008 to the Jamul Tribe indicating that it would not
allow access to a casino operation from State Highway 94. In January 2011, the Jamul Tribe and CalTrans entered
into an agreement which will permit CalTrans to review and process the Jamul Tribe’s encroachment permit
application relating to the access, and provided that if the Jamul Tribe’s application meets certain legal require-
ments, CalTrans will issue the encroachment permit. The Jamul Tribe is currently performing various environ-
mental and traffic studies necessary for the permit application.

Lakes believes that the Jamul Tribe will ultimately resolve the access issues, but based on the difficulty of
obtaining approvals of this nature, Lakes believes that a near-term resolution of the access issue is not probable. In
addition, the local opposition to this project has not been resolved and Lakes’ current expectation is that issues
associated with this opposition could cause further delays, even if resolution of access issues is achieved. These
factors, in combination with the current general economic environment and probable difficulty of financing projects
of this nature at desirable rates, have caused Lakes to adjust the projected opening date of this project to January
2016, without adjusting its estimated 50% probability of opening.

Significant risk exists related to the Jamul Casino moving forward to completion, and we have recorded
significant impairment charges against our investment in this project. However, the Jamul Tribe has the two basic
requirements to eventually build a successful project — federal recognition as an Indian Tribe and Indian land
eligible for gaming, and Lakes currently expects to continue its involvement with this project.

_The casino resort is to be located on State Highway 94, approximately 20 miles east of downtown San Diego.
Current plans for the casino include approximately 1,000 electronic gaming devices and approximately 20 table
games along with various restaurants and related amenities. Under our current development financing and services
agreement, we are entitled to receive a flat fee for our development design services, and a flat fee for our
construction oversight services, payable evenly over the first five years after the opening date of the Jamul Casino.
As part of the current agreement, we will use our best efforts to obtain financing from which advances will be made
to the Jamul Tribe to pay for the design and construction of the Jamul Casino. In connection with our financing of
the Jamul Casino, the Jamul Tribe will pay interest over a ten-year period on sums advanced by us equal to the rate
charged to us for obtaining the necessary funds plus five percent. Amounts previously advanced by Lakes to the
Jamul Tribe in connection with the Jamul Tribe’s proposed casino resort are included in the development financing
and services agreement financing amount. This agreement is planned to be modified as the political, regulatory and
access issues move closer to resolution. Third party financing may not be available with acceptable terms, and if we
are unable to obtain the appropriate amount of financing for this project, the project may not be completed as
planned. '

Under the current compact that the Jamul Tribe has with the State and based upon requirements in other
compacts approved by the State in 2004, the Jamul Tribe completed a Tribal Environmental Impact Statement/
Report that was approved by the Jamul Tribe’s General Council with a record of decision issued by the Jamul Tribe
on December 16, 2006. Since that time, the Jamul Tribe has received comments from various state agencies
including the representative from the California Governor’s office. The Jamul Tribe and the State have met on
several occasions in an attempt to address the State’s comments related to compact requirements. Lakes and the
Jamul Tribe have continued to evaluate the Jamul Tribe’s alternatives of pursuing a new compact, complying with
certain requirements in their existing compact or building and operating a casino based solely on class II electronic
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gaming devices. The current plan is for a smaller scale gaming facility that will become a solely class Il electronic
gaming device facility which will not require a compact.

Consulting Agreements and Management Contracts with the lowa Tribe of Oklahoma. On March 15, 2005,
Lakes entered into consulting agreements and management contracts with the Iowa Tribe of Oklahoma in
connection with two casino projects, the Cimarron Casino and the proposed Ioway Casino Resort.

During May 2010, Lakes entered into a termination agreement with the Iowa Tribe of Oklahoma, its
governmental components and instrumentalities (collectively, the “lowa Tribe”) (“Termination Agreement with
the Towa Tribe”), whereby, in consideration of the parties terminating all contracts and agreements between them
(including the Management Agreement under which Lakes was managing the Cimarron Casino, the Consulting
Agreement for the Toway Casino Resort, and the Amended and Restated Ioway Note under which approximately
$5.0 million was advanced), the Towa Tribe agreed to pay to Lakes a total of $4.5 million.

Non-Indian Casino Business

As part of our business strategy, we also seek opportunities to develop and operate new business opportunities
including developing our own casinos where applicable laws permit.

Agreements with Entities to develop casinos in Ohio. In October.2009, Lakes entered into an agreement with
Penn for the purpose of funding a percentage of costs associated with the referendum to amend the Ohio constitution
to authorize casino gaming in Ohio, which passed on November 3, 2009. On July 13, 2010, Lakes entered into a
Termination Agreement with Penn whereby, in consideration of the parties terminating the agreement entered into
during October 2009, Penn agreed to pay Lakes $25 million. Accordingly, Lakes no longer has any rights,
obligations or interest in the entity that was to be formed in collaboration with Penn for the development of casinos
in Toledo and Columbus, Ohio.

In October 2009, Lakes entered into a separate agreement with Rock Ohio Ventures also for the purpos€ of
funding a percentage of costs associated with the referendum to amend the Ohio constitution to authorize casino
gaming in Ohio. As of January 2, 2011, Lakes has contributed approximately $2.4 million to Rock Ohio Ventures
related to this referendum effort.- During 2011, Lakes has contributed additional capital of approximately
$6.0 million. Lakes expects to contribute additional capital to Rock Ohio Ventures for the development of casinos
in Cleveland and Cincinnati.

During March and April 2010, Lakes entered into an agreement and amendment, respectively, with Quest
Media Group, LLC (“Quest”), wherein Lakes agreed to pay a fee to Quest for assisting Lakes in partnering with
Rock Ohio Ventures, and Penn during 2009 (collectively the “Project Companies”). Pursuant to the agreement,
Lakes shall pay Quest a fee equal to 18.5% of gross distributions from the Project Companies (less certain amounts
set forth in the agreement), capped at $0.5 million for each of the first five years or until Lakes recovers prior
expenditures, as set forth in the agreement. The April 2010 amendment increased the fee from 18.0% to 18.5% in
exchange for a payment from Quest to Lakes of $0.5 million. During fiscal 2010, Lakes made a payment of
$0.5 million to Quest as a result of the payment received from the Termination Agreement with Penn.

Gaming Site, Vicksburg, Mississippi. In February 2005, Lakes received gaming site approval with respect to
its proposed casino location in Vicksburg, Mississippi from the Mississippi Gaming Commission. The site, adjacent
to the Mississippi River, contains approximately 400 acres located three miles south of downtown in Vicksburg,
Warren County, Mississippi. Lakes has either purchased, or holds options for the purchase of, the land for this site.
During July 2005, Lakes received approval from the Mississippi Gaming Commission of its development plan for a
gaming project to be built on this site. Lakes’ approved plan allows for an operation consisting of a 60,000 square
foot casino floor which would include multiple bars, live entertainment, various restaurants, 1,200 to 1,500 slot
machines, 40 to 50 table games, poker room, valet parking and hotel rooms. This plan allows for expanded gaming,
additional hotel rooms, a child care facility, a nightclub, cigar lounge, banquet rooms, and an event center. A total of
$9.4 million has been invested as of January 2, 2011. Lakes is continuing to evaluate all alternatives associated with
its Vicksburg project, including whether to proceed with development of this project or potentially sell it. As a result
of the uncertainty surrounding the development of this project and due to changes in the economic environment and
credit markets, the assets associated with the Vicksburg project are carried on the consolidated balance sheets at
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their estimated fair value of $3.3 million as of January 2, 2011. Lakes recognized an impairment of approximately
$1.6 million during fiscal 2010 and $0.5 million during fiscal 2009.

Chisholm Creek Casino and Resort. In August 2009, Lakes announced that it entered into a joint venture
with the Chisholm Creek Casino Resort, LLC (“Chisholm Creek™) relating to an application to the Kansas Lottery
to develop and operate a casino project in south central Kansas. On April 9, 2010, Chisholm Creek withdrew its
application for the potential casino due to unresolved issues related to the project’s location and uncertainties in the
competitive market. Chisholm Creek is a wholly-owned subsidiary of Kansas Gaming Partners, LLC. As of
January 3, 2010, Lakes Kansas Casino Management, LLC, an indirect wholly-owned consolidated subsidiary of
Lakes, had a 16.67% ownership in Kansas Gaming Partners, LLC. As a result of the withdrawal of the application
Lakes also terminated its involvement with this project and as of January 2, 2011, has no_amounts recorded in the
consolidated balance sheet related to an ownership interest in Kansas Gaming Partners, LLC.

Table Games

Lakes has a division that develops, buys, patents and licenses rights for new table game concepts to market/
distribute and license to casinos. Lakes is continuing to test and market a number of new games, including “World
Poker Tour All In Hold’Em™,” “Four The Money,”and “Bonus Craps”. The “World Poker Tour All In Hold’Em™”
and “Bonus Craps” games are currently operating in several casinos across the United States. The revenues from
this division are currently not significant and Lakes is currently evaluating whether to continue with this business.

Competition

The gaming industry is highly competitive and continues to proliferate throughout the country as more
jurisdictions are choosing to allow gaming or the expansion thereof. Gaming activities include traditional land-
based casinos, river boat and dockside gaming, casino gaming on Indian land, state-sponsored video lottery and
video poker in restaurants, bars and hotels, pari-mutuel betting on horse racing and dog racing, sports bookmaking,
card rooms, and online gaming outside the United States. The casinos managed by Lakes compete with all of these
forms of gaming, and will compete with any new forms of gaming that may be legalized in additional jurisdictions,
as well as with other types of entertainment. Lakes also competes with other gaming companies for opportunities to
acquire legal gaming sites in emerging gaming jurisdictions and for the opportunity to manage casinos on Indian
land. Some of Lakes’ competitors have more personnel and greater financial and other resources than Lakes.
Further expansion of gaming could also significantly affect Lakes’ business.

According to NIGC tribal data reports, from the end of 2008 through 2009, there were 419 Indian gaming
operations nationwide from which, during this same period, tribal gaming revenues decreased $0.3 billion, or 1.0%,
t0 $26.5 billion. NIGC tribal data reports indicate that in California and Michigan, the key areas targeted in the near-
term by Lakes, Indian gaming is well-developed.

Indian gaming facilities in Michigan can offer all forms of Class III gaming with the exception of sports
wagering. The Four Winds Casino Resort competes primarily with the riverboats that operate in northern Indiana.
According to the Indiana Gaming Commission tribal data reports, there were five riverboats in northern Indiana in
2010 generating approximately $1.2 billion in gaming revenue with a total of 9,056 slot machines and 346 table
games. In addition, a new Indian-owned casino in Michigan opened in 2009 approximately 110 miles away from the
Four Winds Casino Resort and another new Indian-owned casino in Michigan opened in February 2011 approx—
imately 100 miles from the Four Winds Casino Resort.

There were 62 compacted Indian gaming facilities in the California and Northern Nevada region in 2009.
There are two Indian-owned Las Vegas-style casinos located in the vicinity of the Red Hawk Casino. Based on
NIGC tribal data reports, California and Northern Nevada (which includes the Red Hawk Casino), tribal gaming
revenues decreased 5.3% to $7.0 billion in 2009. This region has the highest tribal gaming revenues in the United
States with approximately 26% of all reported Indian Gaming revenue.

As previously discussed, the Ohio constitution was amended during 2009 to authorize casino gaming.
Competition for Ohio casinos is currently expected to come from the other Ohio casinos to be developed, casinos
located in the surrounding states and the possible installation of video lottery terminals at Ohio horse tracks.
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Regulation
Gaming regulation

The ownership, management, and operation of gaming facilities are subject to extensive federal, state,
provincial, tribal and/or local laws, regulations and ordinances, which are administered by the relevant regulatory
agency or agencies in each jurisdiction (the “Regulatory Authorities”). These laws, regulations and ordinances vary
from jurisdiction to jurisdiction, but generally pertain to the responsibility, financial stability and character of the
owners and managers of gaming operations as well as persons financially interested or involved in gaming
operations. Certain basic provisions that are currently applicable to Lakes in its management, development and
financing activities are described below. -

Neither Lakes nor any subsidiary may own, manage or operate a gaming facility unless it obtains proper
licenses, permits and approvals. An application for a license, permit or approval may be denied for any cause that
the Regulatory Authorities deem reasonable. Most Regulatory Authorities also have the right to license, investigate,
and determine the suitability of any person who has a material relationship with Lakes or any of its subsidiaries,
including officers, directors, employees, and security holders of Lakes or its subsidiaries. In the event a Regulatory
Authority finds a security holder to be unsuitable, Lakes may be sanctioned, and may lose its licenses and approvals
if Lakes recognizes any rights in any entity with such unsuitable person in connection with such securities. Lakes
may be required to repurchase its securities at fair market value from security holders that the Regulatory
Authorities deem unsuitable. Lakes’ Articles of Incorporation authorize Lakes to redeem securities held by persons
whose status as a security holder, in the opinion of the Lakes’ Board of Directors, jeopardizes gaming licenses or
approvals of Lakes or its subsidiaries. Once obtained, licenses, permits, and approvals must be periodically renewed
and generally are not transferable. The Regulatory Authorities may at any time revoke, suspend, condition, limit, or
restrict a license for any cause they deem reasonable.

Fines for violations may be levied against the holder of a license and, in certain jurisdictions, gaming operation
revenues can be forfeited to the state under certain circumstances. No assurance can be given that any licenses,
permits, or approvals will be obtained by Lakes or its subsidiaries, or if obtained, will be renewed or not revoked in
the future. In addition, the rejection or termination of a license, permit, or approval of Lakes or any of its employees
or security holders in any jurisdiction may have adverse consequences in other jurisdictions. Certain jurisdictions
require gaming operators licensed therein to seek approval from the state before conducting gaming in other
jurisdictions. Lakes and its subsidiaries may be required to submit detailed financial and operating reports to
Regulatory Authorities.

The political and regulatory environment for gaming is dynamic and rapidly changing. The laws, regulations,
and procedures pertaining to gaming are subject to the interpretation of the Regulatory Authorities and may be
amended. Any changes in such laws, regulations, or their interpretations could have a material adverse effect on
Lakes.

Certain specific provisions to which Lakes is currently sﬁbject are described below.

Indian gaming regulation

The terms and conditions of management contracts for the operation of Indian-owned casinos, and of all
gaming on Indian land in the United States, are subject to the Indian Gaming Regulatory Act (“IGRA”), which is
administered by the NIGC, and also are subject to the provisions of statutes relating to contracts with Indian tribes,
which are administered by the Secretary of the Interior (the “Secretary”) and the BIA. The regulations and
guidelines under which NIGC will administer the IGRA are evolving. The IGRA and those regulations and
guidelines are subject to interpretation by the Secretary and NIGC and may be subject to judicial and legislative
clarification or amendment.

Lakes may need to provide the BIA or NIGC with background information on each of its directors and each
shareholder who holds five percent or more of Lakes’ stock (“5% Shareholders™), including a complete financial
statement, a desctiption of such person’s gaming experience, and a list of jurisdictions in which such person holds
gaming licenses. Background investigations of key employees also may be required. Lakes’ Atticles of Incor-
poration contain provisions requiring directors and 5% Shareholders to provide such information.
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The IGRA currently requires the NIGC to approve management contracts and certain collateral agreements for
Indian-owned casinos. The NIGC may review any of Lakes’ management contracts and collateral agreements for
compliance with the IGRA at any time. The NIGC will not approve a management contract if a director or a 5%
Shareholder of the management company (i) is an elected member of the Indian tribal government that owns the
facility purchasing or leasing the games; (ii) has been or is convicted of a felony gaming offense; (iii) has knowingly
and willfully provided materially false information to the NIGC or an Indian ftribe; (iv) has refused to respond to
questions from the NIGC; or (v) is a person whose prior history, reputation and associations pose a threat to the
public interest or to effective gaming regulation and control, or create or enhance the chance of unsuitable activities
in gaming or the business and financial arrangements incidental thereto.

In addition, the NIGC will not approve a management contract if the management company or any of its agents
have attempted to unduly influence any decision or process of tribal government relating to gaming, or if the
management company has materially breached the terms of the management contract or the tribe’s gaming
ordinance, or a trustee exercising due diligence would not approve such management contract.

A management contract can be approved only after the NIGC determines that the contract provides, among
other things, for (i) adequate accounting procedures and verifiable financial reports, which must be furnished to the
tribe; (ii) tribal access to the daily operations of the gaming enterprise, including the right to verify daily gross
revenues and income; (iii) minimum guaranteed payments to the tribe, which must have priority over the retirement
of development and construction costs; (iv) a ceiling on the repayment of suclf development and construction costs;
and (V) a contract term not exceeding five years and a management fee not exceeding 30% of profits; provided that
the NIGC may approve up to a seven-year term if NIGC is satisfied that the capital investment required, the risk
exposure, and the income projections for the particular gaming activity justify the longer term.

The IGRA established three separate classes of tribal gaming — Class I, Class II, and Class III. Class 1
includes all traditional or social games played by a tribe in connection with celebrations or ceremonies. Class II
gaming includes games such as bingo, pull-tabs, punch boards, instant bingo and card games that are not played
against the house. Class III gaming includes casino-style gaming including table games such as blackjack, craps and
roulette, as well as gaming machines such as slots, video poker, lotteries, and pari-mutuel wagering.

The IGRA prohibits substantially all forms of Class III gaming unless a tribe has entered into a written
agreement with the state in which the casino is located that specifically authorizes the types of commercial gaming
the tribe may offer (a “Tribal-state compact”). The IGRA requires states to negotiate in good faith with tribes that
seek Tribal-state compacts, and grants Indian tribes the right to seek a federal court order to compel such
negotiations. Many states have refused to enter into such negotiations. Tribes in several states have sought federal
court orders to compel such negotiations under the IGRA; however, the Supreme Court of the United States held in
1996 that the Eleventh Amendment to the United States Constitution immunizes states from suit by Indian tribes in
federal court without the states’ consent.

Because Indian tribes are currently unable to compel states to negotiate tribal-state compacts, Lakes may not
be able to develop and manage casinos in states that refuse to enter into or renew tribal-state compacts.

In addition to the IGRA, tribal-owned gaming facilities on Indian land are subject to a number of other federal

- statutes. The operation of gaming on Indian land is dependent upon whether the law of the state in which the casino

is located permits gaming by non-Indian entities, which may change over time. Any such changes in state law may
have a material adverse effect on the casinos managed by Lakes.

Title 25, Section 81 of the United States Code states that “no agreement or contract with an Indian tribe that
encumbers Indian lands for a period of 7 or more years shall be valid unless that agreement or contract bears the
approval of the Secretary of the Interior or a designee of the Secretary.” The Secretary of the Interior has issued
regulations, 25 CFR Part 84, identifying the types of contracts and agreements with Indian tribes which are not
subject to Section 81. If, however, an agreement or contract for services is determined to be subject to the
requirements of Section 81, it will be void and unenforceable if not approved.

Indian tribes are sovereign nations with their own governmental systems which have primary regulatory
authority over gaming on land within the tribe’s jurisdiction. Because of their sovereign status, Indian tribes possess
immunity from lawsuits to which the tribes have not otherwise consented or otherwise waived their sovereign
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immunity defense. Therefore, no contractual obligations undertaken by tribes to Lakes would be enforceable by
Lakes unless the tribe has expressly waived its sovereign immunity as to such obligations and, if involving service
for Indians relative to their lands, approved by the Secretary. Lakes has obtained immunity waivers from each of the
tribes to enforce the terms of its management agreements; however, the scope of those waivers has never been tested
in court, and may be subject to dispute. Additionally, unless we believe such approval is not necessary given the
nature of a contract, all contracts involving services to Indians relative to their lands have been approved by the
Secretary. However, there can be no assurance that the Secretary will agree that it is unnecessary to obtain such
approval, and may render such contracts unenforceable. Additionally, persons engaged in gaming activities,
including Lakes, are subject to the provisions of tribal ordinances and regulations on gaming. These ordinances are
subject to review by the NIGC under certain standards established by the IGRA.

Non-gaming regulation

Lakes and its subsidiaries are subject to certain federal, state, and local safety and health laws, regulations and
ordinances that apply to non-gaming businesses generally, such as the Clean Air Act, Clean Water Act, Occu-
pational Safety and Health Act, Resource Conservation Recovery Act and the Comprehensive Environmental
Response, Compensation and Liability Act. We believe that we are currently in material compliance with such
regulations. The coverage and attendant compliance costs associated with such laws, regulations and ordinances
may result in future additional cost to our operations. -

Intellectual Property

The following is a discussion of Lakes’ intellectual property, which did not provide a significant ﬁnancml
contribution to Lakes’ operations in fiscal 2010.

T rademarks

Lakes owns two United States registrations for the mark FOUR THE MONEY ® used in connection with casino
table games. Lakes has also received approval for registration of the service mark CARLOS SOPRANO’S™, to be
used in connection with restaurant and related entertainment services.

Patents

Lakes owns or has exclusive rights to several United States patents and patent applications for various casino
games sold or licensed by Lakes. The issued patents expire at various times over the next 20 years.

Licenses

Lakes has an exclusive worldwide, royalty-bearing license to all patent, copyright and other intellectual
property rights related to a casino table game developed by Sklansky Games, LLC, subject to certain marketing
restrictions. This license also includes the right to use the trademark World Poker Tour ALL-IN HOLD’EM
POKER™,

Lakes also has an exclusive worldwide, royalty-bearing license to use the name “World Poker Tour”, a tutorial
video and the trademark WORLD POKER TOUR and Design in connection with any casino table game or video-
enhanced table game used in any legal commercial gaming establishment.

Both licenses will remain in effect as long as Lakes pays the royalty amounts set forth in the license
agreements.
Real Estate Holdings

Lakes owns parcels of undeveloped land in California related to its Indian casino project with the Jamul Tribe,
in Mississippi related to a potenial casino project, and undeveloped land in Oklahoma related to its previous
involvement in a potential casino project with the Iowa Tribe of Oklahoma. Lakes also owns an office building and
related land in Minnesota related to its corporate offices.
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Employees

At January 2, 2011, Lakes had approximately 22 full-time employees. Lakes believes its relations with
employees are satisfactory. ‘

Lakes has assembled a strong team of gaming industry experts, well-versed in all aspects of casino
development, construction and management, many of whom were involved with the success of Grand Casinos.
The Lakes team has individual specialists on staff mirroring each of the functional areas found in a casino project.
The functional areas include gaming operations, construction and development, finance/accounting, legal/regu-
latory, systems/information technology, food and beverage, marketing and human resources.

Lakes’ management believes this team represents a valuable asset that provides a competitive advantage in
creating and enhancing relationships with Indian tribes in the Indian casino business and in the pursuit of non-Indian
‘casino opportunities.

Website and Available Information

Our website is located at www.lakesentertainment.com. Information on the website does not constitute part of
this Annual Report on Form 10-K.

We make available, free of charge, our Annual Reports on Form 10-K, our Proxy Statement on Form DEF 14A,
our Quarterly Reports on Form 10-Q, our Current Reports on Form 8-K and amendments to such reports filed or
furnished pursuant to Section 13(a) or 15(d) of the Securities and Exchange Act of 1934 as soon as reasonably
practicable after such forms are filed with or furnished to the SEC. Copies of these documents are available to our
shareholders at our website or upon written request to our President and Chief Financial Officer at 130 Cheshire
Lane, Suite 101, Minnetonka, MN 55305. '

ITEM 1A. RISK FACTORS

In addition to factors discussed elsewhere in this Annual Report on Form 10-K, the following are important
factors that could cause actual results or events to differ materially from those contained in any forward-looking
statement made by or on behalf of us.

Current economic conditions may cause further declines in casino gaming activity and other consumer
spending which could adversely affect the financial performance of the casinos we manage and result in
lower management fee revenue to us.

Our operating results and performance depend significantly on the current economic conditions and their
impact on consumer spending in the casinos we manage. The decline in consumer spending resulting from the
recession and the deterioration of capital and credit markets may cause our revenue generated from the management
of Indian casinos to be adversely impacted.

Because our primary source of revenue is generated from our management agreements with Indian
Tribes which have finite terms, our failure to develop new business opportunities would impact our future
growth, cash flow and profitability.

The primary source of our revenues in 2010 was generated from our management agreements relating to the
Four Winds Casino Resort (which expires in August 2012) and the Red Hawk Casino (which expires in December
2015). With the profits we anticipate from the remaining life of these agreements, we will need to develop and
realize new business opportunities to sustain our growth, cash flow and profitability.

The commencement or completion of casino development projects may be significantly delayed or pre-
vented due to a variety of factors, many of which are beyond our control, which could have a material
adverse effect on our profitability, cash flow and financial condition.

The opening of a future facility will be contingent upon, among other things, receipt of all regulatory licenses,
permits, allocations and authorizations, and the completion of construction, hiring and training of sufficient
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personnel. The scope of the approvals required to construct and open a facility will be extensive, and the failure to
obtain such approvals could prevent or delay the completion of construction or opening of all or part of a facility or
otherwise affect the design and features of a proposed casino.

Even once a schedule for such construction and development activities is established, such development
activities may not begin or be completed on time, or at any other time. The budget for a project may also be
exceeded.

In addition, the regulatory approvals necessary for the construction and operation of casinos are often
challenged in litigation brought by government entities, citizens groups and other organizations and individuals.
Such litigation can significantly delay the construction and opening of casinos. The J amul casino project has been
significantly delayed as a result of such litigation, and remaining or future litigation may never be successfully
resolved or, at a minimum, the Jamul casino project may experience further significant delays before resolution.

Major construction projects entail significant risks, including shortages of materials or skilled labor, unfore-
seen engineering, environmental and/or geological problems, work stoppages, weather interference, unanticipated
cost increases and non-availability of construction equipment. These factors or delays or difficulties in obtaining
any of the requisite licenses, permits and authorizations from regulatory authorities could increase the total cost,
delay or prevent the construction or opening of any of the planned casino development or otherwise affect its design.

Py

Because our operating results are highly dependent on the timing of our project under development, delays
could cause our results to fluctuate significantly and may adversely affect our profitability, cash flow and financial
condition.

Failure of our existing, proposed, and other prospective casino projects to successfully compete may have
a material adverse effect on our results of operations, cash flow and financial condition.

The gaming industry is highly competitive. Gaming activities include traditional land-based casinos, river boat
and dockside gaming, casino gaming on Indian land, state-sponsored lotteries and video poker in restaurants, bars
and hotels, pari-mutuel betting on horse racing and dog racing, sports bookmaking, online gaming, and card rooms.
The casinos to be managed or owned by us compete, and will in the future compete, with all these forms of gaming,
and will compete with any new forms of gaming that may be legalized in additional jurisdictions, as well as with
other types of entertainment.

We also compete with other gaming companies for opportunities to acquire legal gaming sites in emerging and
established gaming jurisdictions and for the opportunity to manage casinos on Indian land. Many of our competitors
have more personnel and may have greater financial and other resources than us. Such competition in the gaming
industry could adversely affect our ability to attract customers which would adversely affect our operating results.
In addition, further expansion of gaming into new jurisdictions could also adversely affect our business by diverting
customers from our planned managed casinos to competitors in such jurisdictions.

The early termination or modification of our management, development, consulting or financing agree-
ments with Indian tribes may reduce or eliminate our revenues under such agreements.

Our current management, development, consulting or financing agreements have finite lives and provide that
such contracts may be terminated under certain circumstances including, without limitation, upon the failure to
maintain the National Indian Gaming Commission’s approval for such agreements, the loss of requisite gaming
licenses or an exercise by an Indian tribe of its buy out option. In addition, the National Indian Gaming Commission
has the authority to require a modification of such agreements in a manner which may have an adverse effect on us.
Such termination or modification may have a material adverse effect on our results of operations, cash flow, and
financial condition. '

If we fail to comply with the laws, regulations and ordinances (including tribal or local laws) applicable
to gaming facilities, we may be unable to operate or develop casino projects.

The ownership, management and operation of gaming facilities are subject to extensive federal, state, tribal
and local laws, regulations and ordinances, which are administered by the relevant regulatory agency or agencies in
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each jurisdiction. These laws, regulations and ordinances vary from jurisdiction to jurisdiction, but generally
concern the responsibility, financial stability and character of the owners and managers of gaming operations as
well as persons financially interested or involved in gaming operations, and often require such parties to obtain
certain licenses, permits and approvals.

The rapidly-changing political and regulatory environment governing the gaming industry (including gaming
operations which are conducted on Indian land) makes it impossible for us to accurately predict the effects that an
adoption of or changes in the gaming laws, regulations and ordinances will have on us. However, our failure, or the
failure of any of our key personnel, significant shareholders or joint venture partners, to obtain or retain required
gaming regulatory licenses could prevent us from expanding into new markets, prohlblt us from generating
revenues in certain jurisdictions, and subject us to sanctions and fines.

If Indian tribes default on their repayment obligations or wrongfully terminate their management, devel-
opment, consulting or financing agreements with us, we may be unable to collect the amounts due.

We have made, and may make, substantial loans to Indian tribes for the construction, development, equipment
and operations of casinos to be managed by us. Our only recourse for collection of indebtedness from an Indian tribe
or money damages for breach or wrongful termination of a management, development consulting or financing
agreement is from revenues, if any, from casino operations.

In addition, we have subordinated, and may in the future subordinate, the repayment of loans made to an Indian
tribe and other distributions due from an Indian tribe (including management fees) in favor of other obligations of
the Indian tribe to other parties related to the development and operation of the casinos. Accordingly, in the event of
a default by an Indian tribe under such obligations, our loans and other claims against the Indian tribe will not be
repaid until such default has been cured or the Indian tribe’s senior casino-related creditors have been repaid in full.

A deterioration of our relationship with an Indian tribe could cause delay or termination of a casino
project and prevent or significantly impede recovery of our investment therein.

Good personal and professional relationships with Indian tribes and their officials are critical to our existing
and future Indian-related gaming operations and activities, including our ability to obtain, develop and execute
management and other agreements. As sovereign nations, Indian tribes establish their own governmental systems
under which tribal officials or bodies representing an Indian tribe may be replaced by appointment or election or
become subject to policy changes. Replacements of Indian tribal officials or administrations, changes in policies to
which an Indian tribe is subject or other factors that may lead to the deterioration of our relationship with an Indian
tribe may lead to termination of or delays in the completion of a development project or prevent a project’s
completion, which may have an adverse effect on our future results of our operations.

If we are unable to obtain additional financing in order to satisfy our cash requirements, we may be
forced to delay, scale back or eliminate some of our expansion and development goals.

Lakes’ cash forecast requirements do not include construction-related costs that will be incurred if a project
begins construction. The construction of future casino projects will depend on the ability of our and/or our tribal
partners’ ability to obtain additional financing for our projects. Given the current state of the debt markets, obtaining
such capital on terms that make the projects financially viable may be difficult. If such financing cannot be obtained
on acceptable terms, it may not be possible to complete future projects, which could have a material adverse effect
on our results of operations and financial condition. In order to assist the tribes, we may be asked to provide
guarantees or other support for the tribal obligations. Guarantees by us, if any, will increase our potential exposure
in the event of a default by any of these tribes.

If additional financing is in the form of equity financing it will be dilutive to our shareholders, and any debt
financing may involve additional restrictive covenants and further leveraging of our finite assets. An inability to
raise such funds when needed might require us to delay, scale back or eliminate some of our expansion and
development goals.
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We may be unable to generate sufficient cash flow to satisfy our debt obligations, which would adversely
affect our financial condition and results of operations.

Our ability to make principal and interest payments on our indebtedness will depend on our ability to generate
cash in the future. This, to a certain extent, is subject to general economic, financial, competitive, legislative,
regulatory and other factors that are beyond our control. If our business does not generate sufficient cash flow from
operations or if future borrowings are not available to us in amounts sufficient to fund our other liquidity needs, our
financial condition and results of operations may be adversely affected. If we cannot generate sufficient cash flow
from operations to make scheduled principal and interest payments on our debt obligations in the future, we may
need to refinance all or a portion of our indebtedness on or before maturity, sell assets, or seek additional equity. If
we are unable to refinance any of our indebtedness on commercially reasonable terms orat all-or to effect any other
action relating to our indebtedness on satisfactory terms or at all, our business may be adversely impacted.

If one or more of our Indian casino projects fail, or does not achieve sufficient results of operations, our
recorded assets related to those projects will be impaired and there may be a material adverse impact on
our financial condition, results of operations, and cash flow.

The majority of our assets related to Indian casino projects are classified as long-term on our consolidated
balance sheet and are in the form of loans to the Indian tribes. These loans, except for the current portion on open
projects, are included as notes receivable on the consolidated balance sheet, under the category “long-term assets
related to Indian casino projects”. At January 2, 2011, we had $68.5 million in assets related to Indian casino
projects, of which $44.4 million was in the form of notes receivable. The notes receivable represented approx-
imately 35% of our total assets. All of the loans are subject to varying degrees of collection risk and there is no
established market. For the loans representing indebtedness of Indian tribes, the repayment terms are specific to
each Indian tribe and are largely dependent upon the operating performance of each gaming property. Repayments
of such loans are required to be made only if distributable profits are available from the operation of the related
casinos. Repayments are also the subject of certain distribution priorities specified in agreements with each Indian
tribe. In addition, repayment to us of the loans and the manager’s fees under our management contracts are
subordinated to certain other financial obligations of the respective Indian tribes. During fiscal 2010, we recorded
an impairment charge on notes receivable of $21.0 million related to the Shingle Springs casino project due to the
continued significant economic pressures in the northern California market and increased competition from a
neighboring casino expansion in the market the property serves, all of which have negatively impacted cash flows
for the property, as well as the deferral of all principal payments during the fourth quarter of fiscal 2010 due to
insufficient net revenues from which to make these payments.

Included in long-term assets related to Indian casino projects are intangible assets related to the acquisition of
management contracts of $15.9 million, land held for development of $1.0 million, and deferred management fees
and other amounts due from related parties of $5.5 million at January 2, 2011. If one or more of our Indian casino
projects does not open, or does not achieve sufficient net revenues after opening, our assets related to that project
will be impaired. During fiscal 2010, we recorded an impairment on intangible assets of $16.7 million related to the
Shingle Springs casino project due to the issues discussed in the preceding paragraph, all of which have negatively
impacted projected cash flows for the property.

Various regulatory bodies have made proposals which, if implemented, could negatively impact the eco-
nomic viability of the Jamul Casino project.

The Department of Justice and the National Indian Gaming Commission have made previous proposals to
regulate the type of electronic gaming devices currently planned for use at the Jamul Casino. If these proposals are
implemented prior to completion of development of the Jamul Casino project, it would affect whether we want to
proceed with the development. If these proposals are implemented after completion of the development of the Jamul
Casino project, it could negatively impact the revenue generated by the gaming devices and, therefore, have a
material adverse effect on our results of operations and financial conditions.

Our entry into new businesses may result in future losses.

We have announced that part of our strategy involves diversifying into other businesses which could include
developing and operating our own casino. Such businesses involve business risks separate from the risks involved in
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casino development and these investments may result in future losses to us. These risks include but are not limited to
negative cash flow, initial high development costs of new products and/or services without corresponding sales
pending receipt of corporate and regulatory approvals, market introduction and acceptance of new products and/or
services, and obtaining regulatory approvals required to conduct the new businesses. Diversification activities may
never successfully add to our future revenues and income.

We are dependent on the ongoing services of our senior corporate management, and the loss of their ser-
vices could have a detrimental effect on the pursuit of our business objectives, profitability and the price
of our common stock.

Our success depends largely on the efforts and abilities of our senior corporate management, particularly Lyle
Berman, our Chairman and Chief Executive Officer. The loss of the services of Mr. Berman or other members of
senior corporate management could have a material adverse effect on us. Although we have obtained a $8.0 miilion
key man life insurance policy on Mr. Berman, we do not maintain key man life insurance on other members of
senior corporate management.

Our Articles of Incorporation and Bylaws may discourage lawsuits and other claims against our
directors.

-

Our Articles of Incorporation and Bylaws provide, to the fullest extent permitted by Minnesota law, that our
directors shall have no personal liability for breaches of their fiduciary duties to us. In addition, our Bylaws provide
for mandatory indemnification of directors and officers to the fullest extent permitted by Minnesota law. These
provisions reduce the likelihood of derivative litigation against our directors and may discourage shareholders from
bringing a lawsuit against directors for a breach of their duty.

Our Arfticles of Incorporation contain provisions that could discourage or prevent a potential takeover,
even if the transaction would be beneficial to our shareholders.

Our Articles of Incorporation authorize our Board of Directors to issue up to 200 million shares of capital
stock, the terms of which may be determined at the time of issuance by the Board of Directors, without further
action by our shareholders. The Board of Directors may authorize additional classes or series of shares that may
include voting rights, preferences as to dividends and liquidation, conversion and redemptive rights and sinking
fund provisions that could adversely affect the rights of holders of our common stock and reduce the value of our
common stock. Additional classes of stock that may be authorized by our Board of Directors for issuance in the
future could make it more difficult for a third party to acquire us, even if a majority of our holders of common stock
approved of such acquisition.

The price of our common stock may be adversely affected by significant price fluctuations due to a num-
ber of factors, many of which are beyond our control.

The market price of our common stock has experienced significant fluctuations and may continue to fluctuate
in the future. The market price of our common stock may be significantly affected by many factors, including:

* obtaining all necessary regulatory approvals for our casino development projects;

* litigation surrounding one or more of our casino developments;

+ the announcement of new producfs or product enhancements by us or our competitors;

* technological innovations by us or our competitors;

= quarterly variations in our or our competitors’ operating results;

* changes in prices of our or our competitors’ products and services;

» changes in our revenue and revenue growth rates;

* changes in earnings or (loss) per share estimates by market analysts or speculation in the press or analyst

community;
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» future sales of our common stock or securities linked to our common stock; and

« general market conditions or market conditions specific to particular industries.

We have issued numerous options to acquire our common stock and have the ability to issue additional
options, each of which could have a dilutive effect on our common stock.

As of January, 2, 2011, we had options outstanding to acquire 2.0 million shares of our common stock,
exercisable at prices ranging from $1.89 to $6.43 per share, with a weighted average exercise price of approximately
$2.99 per share. As of January 2, 2011, we had restricted stock units outstanding to acquire 79,996 shares of our
common stock with a weighted average grant date fair value of $3.25 and under the existing stock option plans, there
were 699,215 remaining shares available to grant. ’ )

The market price of our common stock may be reduced by future sales of our common stock in the public
market.

Sales of substantial amounts of our common stock in the public market that are not currently freely tradable, or
even the potential for such sales, could have an adverse effect on the market price for shares of our common stock
and could impair the ability of purchasers of our common stock to recoup their investment or make a profit. As of
January 2, 2011, these shares consist of approximately 6.2 million shares benéficially owned by our executive
officers and directors. )

ITEM 1B. UNRESOLVED STAFF COMMENTS
Not Applicable.

ITEM 2. PROPERTIES
Corporate Office Facility

Lakes owns its corporate office building located in Minnetonka, Minnesota and, occupies approximately
22,000 square feet of the 65,000 square foot building and has leased a portion of remaining space to outside tenants.
A lease for a tenant occupying a substantial portion of the building expired on June 30, 2010 and was not renewed.
We are currently searching for a tenant or tenants to lease that space.

ITEM 3. LEGAL PROCEEDINGS
Louisiana Department of Revenue Tax Litigation Matter

At January 2, 2011, the Louisiana Department of Revenue maintained a position that Lakes owed additional
Louisiana corporation income tax for the period ended January 3, 1999 and the tax years ended 1999 through 2001
and additional Louisiana corporation franchise tax for the tax years ended 2000 through 2002. This determination
was the result of an audit of Louisiana tax returns filed by Lakes for the tax periods at issue and related to the
reporting of income earned by Lakes in connection with the managing of two Louisiana-based casinos. On
March 17, 2011, Lakes and the Louisiana Department of Revenue entered into a Settlement Agreement whereby

" Lakes agreed to pay the Louisiana Department of Revenue $9.0 million in full and final payment for all taxes,
interest and fees relating to this matter. In return, the Louisiana Department of Revenue agreed to dismiss the suit
and forever discharge Lakes from all proceedings and liabilities relating to this matter. Lakes issued such payment
during March 2011, so this matter is now resolved. We have recorded a liability for the settlement amount, which is
included as part of income taxes payable on the accompanying consolidated balance sheets.

Other Litigation

Lakes and its subsidiaries are involved in various other inquiries, administrative proceedings, and litigation
relating to contracts and other matters arising in the normal course of business. While any proceeding or litigation
has an element of uncertainty, management currently believes that the likelihood of an unfavorable outcome is
remote. No provision for loss has been recorded in connection therewith.
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ITEM 4. RESERVED

PART II

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER MATTERS
AND ISSUER PURCHASES OF EQUITY SECURITIES

Lakes’ common stock currently trades on the NASDAQ Global Market. The high and low sales prices per share
of Lakes’ common stock for each full quarterly period within the two most recent fiscal years are indicated below, as
reported on the NASDAQ Global Market:

First Secend - Third Fourth
Quarter Quarter Quarter Quarter

Year Ended January 2, 2011:

High. ... ... .. $2.90 $2.30 $2.52 $2.90

L OW e e 2.20 1.27 1.30 1.65
Year Ended January 3, 2010:

High. ... ... . $4.64 $4.27 $3.99 $3.39

Low . e 1.90 | 1.90 291 2.32

On March 24, 2011, the last reported sale price for the common stock was $2.98 per share. As of March 24,
2011, Lakes had approximately 848 shareholders of record.

Lakes has never paid any cash dividends with respect to its common stock and the current policy of the Board
of Directors is to retain any earnings to provide for the growth of Lakes. The payment of cash dividends in the future,
if any, will be at the discretion of the Board of Directors and will depend upon such factors as earnings levels, capital
requirements, Lakes’ overall financial condition, and any other factors deemed relevant by the Board of Directors.

No repurchases of Lakes’ common stock were made during the fourth quarter of Lakes’ fiscal yez;r ended
January 2, 2011.
ITEM 6. SELECTED FINANCIAL DATA
Not Applicable.
ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS
Overview

Lakes Entertainment, Inc. and subsidiaries (“Lakes”, “we, or “our”) primarily develops, finances and manages
casino properties with a historical emphasis on those that are Indian-owned. We currently have development and
management or financing agreements with three separate tribes for casino operations in Michigan and California,
for a total of three separate casino projects as follows:

* We developed, and have a five-year contract to manage, the Four Winds Casino Resort for the Pokagon Band
of Potawatomi Indians (“Pokagon Band”) in New Buffalo Township, Michigan near Interstate 94. We began
managing the Four Winds Casino Resort when it opened to the public on August 2, 2007. The Four Winds
Casino Resort is located near the first Interstate 94 exit in southwestern Michigan and approximately
75 miles east of Chicago. The facility features approximately 3,000 slot machines, 64 table games, a 12-table
poker room, a 165-room hotel, five restaurants, three bars, a child care facility and arcade, retail space and a
parking garage.

e We developed, and have a seven-year contract to manage, the Red Hawk Casino that was built on the
Rancheria of the Shingle Springs Band of Miwok Indians (“Shingle Springs Tribe”) in El Dorado County,
California, adjacent to U.S. Highway 50, approximately 30 miles east of Sacramento, California. We began
managing the Red Hawk Casino when it opened to the public on December 17, 2008. The Red Hawk Casino
features approximately 2,150 slot machines, 68 table games, seven poker tables, five restaurants, four bars,
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retail space, a parking garage, a child care facility and arcade. Due to the current trend of declining net
revenues, we have recorded significant impairment charges related to the notes receivable from the Shingle
Springs Tribe and related intangible assets in 2010.

* We have contracts to develop and finance a casino to be built on the reservation of the Jamul Indian Village
(the “Jamul Tribe”) located on State Highway 94, approximately 20 miles east of San Diego, California (the
“Jamul Casino™). This project has been delayed due to various political and regulatory issues. Significant
risk exists related to this project moving forward to completion and we have recorded significant impairment
charges against our investment in this project. However, the Jamul Tribe has the two basic requirements to
eventually build a successful project — federal recognition as an Indian Tribe and Indian land eligible for
gaming. We have concluded that it is not currently in our best interest to terminate our involvement with the
Jamul Casino project and we will continue to monitor the status of this project.

During May 2010, a subsidiary of Lakes entered into a termination agreement with the Iowa Tribe of
Oklahoma, its governmental components and instrumentalities (collectively, the “lowa Tribe”) (“Termination
Agreement with the Iowa Tribe”), whereby, in consideration of the parties terminating all contracts and agreements
between them (including the Management Agreement under which Lakes was managing the Cimarron Casino, the
Consulting Agreement for the Ioway Casino Resort, and the Amended and Restated Ioway Note under which
approximately $5.0 million was advanced), the lowa Tribe agreed to pay to Lakes a total of $4.5 million in the
following manner: $1 million to be paid within two days of execution of the Termination Agreement with the Iowa
Tribe and the sum of $3.5 million to be paid in 15 equal monthly installments commencing on June 15, 2010.

We have also explored, and continue to explore, other casino development projects. An overview of our non-
Indian projects are as follows:

* In October 2009, Lakes entered into an agreement with Penn for the purpose of funding a percentage of costs
associated with the referendum to amend the Ohio constitution to authorize casino gaming in Ohio, which
passed on November 3, 2009. On July 13, 2010, Lakes entered into a Termination Agreement with Penn
whereby, in consideration of the parties terminating the agreement entered into during October 2009, Penn
paid Lakes $25 million. Accordingly, Lakes no longer has any rights, obligations or interest in the entity that
was to be formed in collaboration with Penn for the development of casinos in Toledo and Columbus, Ohio.

* In October 2009, Lakes entered into a separate agreement with Rock Ohio Ventures also for the purpose of
funding a percentage of costs associated with the referendum to amend the Ohio constitution to authorize
casino gaming in Ohio. As of January 2, 2011, Lakes has contributed approximately $2.4 million to Rock
Ohio Ventures related to this referendum effort. During 2011, Lakes has contributed additional capital of
approximately $6.0 million. Lakes expects to contribute additional capital to Rock Ohio Ventures for the
development of casinos in Cleveland and Cincinnati.

¢ During March and April 2010, Lakes entered into an agreement and amendment, respectively, with Quest
Media Group, LLC (“Quest”), wherein Lakes agreed to pay a fee to Quest for assisting Lakes in-partnering
with Rock Ohio Ventures, and Penn during 2009 (collectively the “Project Companies”). Pursuant to the
agreement, Lakes shall pay Quest a fee equal to 18.5% of gross distributions from the Project Companies
(less certain amounts set forth in the agreement), capped at $0.5 million for each of the first five years or until
Lakes recovers prior expenditures, as set forth in the agreement. The April 2010 amendment increased the
fee from 18.0% to 18.5% in exchange for a payment from Quest to Lakes of $0.5 million. During fiscal 2010,
Lakes made a payment of $0.5 million to Quest as a result of the payment received from the Termination
Agreement with Penn.

* We have received various regulatory approvals to develop a casino on approximately 400 acres near
Vicksburg, Mississippi. However, uncertainty exists surrounding the development of this project due
primarily to changes in the economic environment and credit markets. As a result, the assets associated
with the Vicksburg project are recorded at their estimated fair value of $3.3 million as of January 2, 2011.

* In August 2009, Lakes entered into a joint venture with the Chisholm Creek Casino Resort, LLC (“Chisholm
Creek”) relating to an application to the Kansas Lottery to develop and operate a casino project in south
central Kansas. On April 9, 2010, Chisholm Creek withdrew its application for the potential casino due to
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unresolved issues related to the project’s location and uncertainties in the competitive market. Chisholm
Creek is a wholly-owned subsidiary of Kansas Gaming Partners, LLC. As of January 3, 2010, Lakes Kansas
Casino Management, LL.C, an indirect wholly-owned consolidated subsidiary of Lakes, had a 16.67%
ownership in Kansas Gaming Partners, LLC. As a result of the withdrawal of the application Lakes also
terminated its involvement with this project and as of January 2, 2011, has no amounts recorded in the
consolidated balance sheet related to an ownership interest in Kansas Gaming Partners, LLC.

On October 15,2010, we implemented a reduction in force resulting in the termination of 13 employees. These
actions were designed to streamline and reduce our cost structure, increase our financial strength and align our
workforce with anticipated staffing needs. The Company incurred charges of approximately $500,000, which
related to cash outlays for employee severance benefits. All amounts were paid as of January 2, 2011.

Results of continuing operations

The following discussion and analysis should be read in conjunction with the consolidated financial statements
and notes thereto included elsewhere in this Annual Report on Form 10-K for the year ended January 2, 2011.

Fiscal year ended January 2, 2011 (“fiscal 2010””) compared to fiscal year ended January 3, 2010 (“ﬁséal
2009”)

Revenues. Total revenues were $24.6 million for fiscal 2010 compared t0 $26.2 million for fiscal 2009. The
decrease of $1.6 million was primarily due to a reduction in management fees earned from the Cimarron Casino
project, as a result of the termination of that agreement in May 2010, as well as a decrease in management fees
earned from the Red Hawk Casino. Partially offsetting the decline was an increase in management fees earned in
fiscal 2010 from the Four Winds Casino Resort. Revenues in fiscal 2011 will be impacted by the anticipated lower
management fees from the Red Hawk Casino due to the continued significant economic pressures in the northern
California market the property serves.

Selling, general and administrative expenses. Selling, general and administrative expenses were $11.8 mil-
lion for fiscal 2010 compared to $14.2 million for fiscal 2009. The decrease of $2.4 million from fiscal 2009 was
primarily due to a reduction in professional expenses totaling approximately $1.2 million and a reduction in travel
expenses of approximately $0.8 million. For fiscal 2010, Lakes’ selling, general and administrative expenses
included payroll and related expenses of $6.7 million (including share-based compensation), travel expenses of
$2.0 million and professional fees of $1.6 million. For fiscal 2009, Lakes’ selling, general and administrative
expenses included payroll and related expenses of $7.3 million (including share-based compensation), travel
expenses of $2.8 million and professional fees of $2.8 million.

Impairment charge on notes receivable. The impairment charge on notes receivable of $21.0 million for
fiscal 2010 relates to Lakes impairment analysis of the notes receivable with the Shingle Springs Tribe. At
January 2, 2011, Lakes evaluated the notes receivable from the Shingle Springs Tribe for impairment and concluded
that it was probable that substantial amounts due would not be repaid within the contract term and therefore
determined that the notes receivable were impaired. This determination was based on the lack of previously
expected improvements in operating results due to the continued significant economic pressures in the northern
California. market and increased competition from a neighboring casino expansion in the market the property
serves, all of which have negatively impacted cash flows for the property, as well as the deferral of all principal
payments during the fourth quarter of fiscal 2010 due to insufficient net revenues from which to make these
payments. Prior to the fourth quarter of fiscal 2010, Lakes had not experienced a three-month period in which all
principal payments were deferred. There were no impairment charges on notes receivable during 2009.

Although Lakes has concluded that it is probable that substantial amounts due from the Shingle Springs Tribe
will not be repaid within the contract term, the Shingle Springs Tribe will remain legally obligated to repay any
remaining amounts due to Lakes subsequent to the conclusion of the contract.

Impairment losses- other. Impairment losses-other were $22.8 million in fiscal 2010 and $4.2 million in
fiscal 2009. Due to the carrying amount of the intangibles associated with the Shingle Springs Tribe exceeding the
expected future cash flows from the management agreement for the Red Hawk Casino, impairment losses of
$16.7 million were recognized during fiscal 2010. This determination was based on the issues discussed above, all
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of which have negatively impacted expected future cash flows for the property. Due to the continued uncertainty
surrounding the completion of the Jamul Casino project associated with delays in progress and general economic
uncertainties, we recognized impairment losses of $2.5 million during fiscal 2010. Due to the Iowa Tribe’s decision
not to move forward with Lakes for the development and management of the Ioway Casino Resort, impairment
losses of $2.0 million were recognized in connection with the land and intangible assets related to the Ioway Casino
project during 2010. Impairment losses of $1.6 million were recognized during fiscal 2010 related to the land held
for development associated with the Vicksburg project due to continued declines in the estimated fair- value.
Impairment losses in fiscal 2009 were primarily associated with the Jamul Casino project and the Vicksburg project
and were due to uncertainty surrounding the completion of these projects.

Amortization of intangible assets related to Indian casino projects. Amortization’of infa:hgible assets related
to Indian casino projects was $11.1 million for fiscal 2010 compared to $10.4 million for fiscal 2009.

Net unrealized gains on notes receivable. For the year ended January 2, 2011, net unrealized gains on notes
receivable were $1.6 million, compared to net unrealized gains of $1.9 million in fiscal 2009. The net unrealized
gains in the current year consisted of gains related to the Iowa Tribe of $0.9 million which resulted from the
termination agreement with the Iowa Tribe in May 2010 and net gains of $0.7 million related to the Jamul Tribe due
primarily to improvements in the credit markets. However, the local opposition to the Jamul project has not been
resolved and Lakes’ current expectation is that issues associated with this oppdsition could cause further delays,
even if resolution of access issues is achieved. Net unrealized gains of $1.9 million in fiscal 2009 primarily related
to the notes receivable from the Jamul Tribe predominantly due to improvements in the credit markets, partially
offset by losses related to further delays in the expected opening date of this project.

Other income (expense). Other income (expense), net was $28.1 million (which consisted of interest income
of $7.0 million partially offset by interest expense of $2.0 million and gain on divestiture of $23.1 million) for fiscal
2010 compared to $6.1 million (which consisted of interest income of $8.0 million partially offset by interest
expense of $2.0 million) for fiscal 2009. For fiscal 2010, the gain on divestiture of $23.1 million related to the
Termination Agreement with Penn in which Lakes divested its interest in the entity to be formed in collaboration
with Penn in exchange for a $25 million payment from Penn.

Income taxes. The income tax provision was $1.2 million in fiscal 2010 compared to $1.4 million in fiscal
2009. Our effective tax rates for fiscal 2010 and fiscal 2009 were 9.1% and 27.7%, respectively. The effective tax
rate differs from the federal tax rate of 35% due primarily to a change in the valuation allowance and a tax benefit
related to an adjustment to the liability for uncertain tax positions in addition to state income taxes and share based
compensation deductions. The liability for uncertain tax position was decreased from $17.0 million as of January 3,
2010 to $9.0 million as of January 2, 2011 which represents the amount Lakes agreed to pay in accordance with the
Settlement Agreement with the Louisiana Department of Revenue. In fiscal 2010, the provision primarily consists
of changes in valuation allowance of $10.8 million and $1.1 million related to state taxes, offset by $8.5 million of
tax benefit for a reduction in the uncertain tax position and current tax benefit of $2.2 million. In fiscal 2009, the
provision consisted primarily of changes in the valuation allowance for deferred tax assets of $1.9 million, interest
on the Louisiana tax audit matter of $1.0 million and $1.7 million of tax benefits related to stock option exercises.

As of January 2, 2011, the Company evaluated its ability to utilize deferred tax assets arising from net
operating loss carryforwards, and other ordinary items and determined that a 100% valuation allowance against
those items was appropriate at January 2, 2011. Additionally, we evaluated the ability to utilize other existing
deferred tax assets arising from other ordinary items and determined that due to a lack of sufficient positive evidence
that future income will support the recognition of those other deferred tax assets, a valuation allowance against the
deferred tax asset continues to be appropriate for those items at January 2, 2011.

Liquidity and Capital Resources

As of January 2, 2011, we had $45.2 million in cash and cash equivalents. We currently believe that our cash
and cash equivalents balance and our cash flows from operations will be sufficient to meet our working capital
requirements during the next 12 months. We currently expect to be able to obtain funds in order to fulfill our
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potential future capital needs. However, such financing may not be available at all, or at acceptable terms, or it may
be dilutive to our stockholders.

Our operating results and performance depend significantly on economic conditions and their effects on
consumer spending in the casinos we manage. Declines in consumer spending cause our revenue generated from the
management of these casinos to be adversely affected.

During the.fiscal year ended January 2, 2011, UBS purchased our remaining ARS at their par value of
$21.9 million. A portion of the proceeds were used to repay the remaining balance of $14.7 million on our related
line of credit with UBS, which was subsequently closed upon repayment. These transactions resulted in a net
additional liquidity of $7.2 million to Lakes, and Lakes has no remaining ARS investments and no remaining
outstanding balance on the related line of credit. '

During 2010, when Chisholm Creek withdrew its application to be the Lottery Facility Gaming Manager in the
South Central Gaming Zone in Kansas, we received approximately $8.3 million from Kansas Gaming Partners,
LLC representing our previous capital contribution for the deposit of a privilege fee with the State of Kansas.

As a result of our Termination Agreement with the Iowa Tribe, the Jowa Tribe agreed to pay to us a total of
$4.5 million of which $1 million was received within two days of execution of the Termination Agreement with the
Towa Tribe and the sum of $3.5 million is required to be paid in 15 monthly installments commencing on June 15,
2010. oo

As a result of our Termination Agreement with Penn, Penn paid us $25 million. Accordingly, we no longer
have any rights, obligations or interest in the entity that was to be formed in collaboration with Penn for the
development of casinos in Toledo and Columbus, Ohio. As a result of the payment received from the Termination
Agreement with Penn, we paid Quest Media Group, LLC (“Quest”) $0.5 million during the third quarter of 2010, in
accordance with a separate agreement between Lakes and Quest.

As of January 2, 2011, Lakes had contributed approximately $2.4 million to Rock Ohio Ventures related to this
referendum effort. During 2011, Lakes has contributed additional capital of approximately $6.0 million. Per our
agreement with Rock Ohio Ventures related to two potential Ohio casinos, Lakes expects to invest additional funds
in those projects. As a result we may need to obtain additional financing.

During 2008, we closed on a two-year interest-only $8.0 million non-revolving line of credit loan agreement
(the “Loan Agreement”) with Centennial Bank (formerly First State Bank). Effective October 28, 2010, the Loan
Agreement’s maturity date was extended from October 2010 to October 2012. Amounts borrowed under the Loan
Agreement bear interest at 8.95%. As of January 3, 2010, Lakes had drawn $2.0 million under the Loan Agreement.
These advances were repaid during the fiscal year ended January 2, 2011, and no amounts were outstanding at
January 2, 2011.

During the fiscal year ended January 2, 2011, we made a prepayment on a portion of our contract acquisition
costs payable related to obtaining the management contract with the Pokagon Band of $3.4 million at an 18%
discount. Amounts remaining of approximately $10.7 million for all projects under our contract acquisition cost
obligations are payable through December 2015.

On October 15, 2010, we implemented a reduction in force resulting in the termination of 13 employees. These
actions are designed to streamline and reduce our cost structure, increase our financial strength and align our
workforce with anticipated staffing needs. We incurred one-time costs totaling approximately $500,000, which
relate to cash outlays for employee severance benefits which are reflected in the financial results in the fourth fiscal
quarter 2010. All amounts were paid as of January 2, 2011.

Lakes has derived its revenues from the management of the Cimarron Casino, the Four Winds Casino Resort
and the Red Hawk Casino. Due to the May 2010 Termination Agreement with the Iowa Tribe, Lakes no longer
receives management fees for the Cimarron Casino. Our management contracts with the Four Winds Casino Resort
and the Red Hawk Casino extend through fiscal July 2012 and December 2015, respectively. Because of the
relatively short operating history of the casinos we manage, and the economic pressures in the northern California
market, the amount of our ongoing management fees is uncertain.
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The management contract with the Red Hawk Casino includes a minimum guaranteed payment to the Shingle
Springs Tribe of $0.5 million a month. Lakes is obligated to advance funds for these minimum guaranteed monthly
payments when the casino operating results are not sufficient, and is repaid the advances in subsequent periods
when operating results are sufficient. Lakes advanced funds during fiscal 2010 under the obligation, of which
$1.0 million is outstanding as of January 2, 2011. We expect to continue to be required to advance funds for the
minimum guaranteed payment throughout the next twelve months based on the current projected operating results
of the property. |

At January 2, 2011, we evaluated the notes receivable with the Shingle Springs Tribe for impairment and
concluded that the notes receivable were impaired because we determined it was probable that substantial amounts
due would not be repaid within the contract term. Lakes continues to manage-the Red Hawk Casino and will collect
monthly interest as scheduled as well as repayments of any minimum guaranteed monthly payments as discussed
above and management fees when allowed as determined by net revenue levels of the Red Hawk Casino. However,
the collection of principal on development notes receivable will be deferred until December 2013.

Although Lakes has concluded that it is probable that substantial amounts due from the Shingle Springs Tribe
will not be repaid within the contract term, the Shingle Springs Tribe will remain legally obligated to repay any
remaining amounts due to Lakes subsequent to the conclusion of the contract.

On March 17, 2011, Lakes and the Louisiana Department of Revenue entered into a Settlement Agreement
whereby Lakes agreed to pay the Louisiana Department of Revenue $9.0 million in full and final payment for all
taxes, interest and fees relating to a revenue tax litigation matter. In return, the Louisiana Department of Revenue
agreed to dismiss the suit and forever discharge Lakes from all proceedings and liabilities relating to this matter.
Lakes issued such payment during March 2011.

Lakes’ forecasted operating cash requirements do not include construction-related costs that will be incurred
when pending and future development projects begin construction because the construction of our pending casino
projects will depend on the ability of the tribes and/or Lakes or its partners to obtain additional financing for the
projects, which based on the general economic environment, is subject to considerable uncertainty. If such financing
cannot be obtained on acceptable terms, it may not be possible to complete these projects, which could have a
material adverse effect on our future results of operations, cash flows and financial condition.

If our casino development project with the Jamul Tribe is not constructed or if constructed, does not achieve
profitable operations in the highly competitive market for gaming activities, our only recourse is to attempt to
liquidate assets of the development, if any, excluding any land in trust and it is likely that we would incur complete
losses on our notes receivable and any related intangible assets.

In order to assist the tribes, we may elect to gnarantee the tribes’ debt financing or otherwise provide support
for the tribes’ obligations. Guarantees by us, if any, will increase our potential exposure to losses and other adverse
consequences in the event of a default by any of these tribes. In addition, we may lack the funds to compete for and
develop future gaming or other business opportunities and our business could be adversely affected to the extent that
we may be forced to cease our operations entirely.

Critical accounting policies and estimates

This Management’s Discussion and Analysis of Financial Condition and Results of Operations discusses our
consolidated financial statements, which have been prepared in accordance with United States generally accepted
accounting principles. The preparation of these financial statements requires us to make estimates that affect the
reported amounts of assets and liabilities and the disclosure of contingent assets and liabilities at the balance sheet
date and reported amounts of revenue and expenses during the reporting period. On an ongoing basis, we evaluate
our estimates and judgments, including those related to revenue recognition, long-term assets related to Indian
casino projects, investment securities, litigation costs, income taxes, and share-based compensation. We base our
estimates and judgments on historical experience and on various other factors that are reasonable under the
circumstances, the results of which form the basis for making judgments about the carrying values of assets and
liabilities that are not readily apparent from other sources. Actual results may differ from these estimates.
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We believe the following critical accounting policies involve the more significant judgments and estimates
used in the preparation of our consolidated financial statements.

Revenue recognition: Revenue from the management, development, and financing of, and consulting with,
casino gaming facilities is recognized as it is earned pursuant to each respective agreement. See further discussion
below under the caption “Long-term assets related to Indian casino projects.”

Share-based compensation expense: Restricted stock units are valued at the Company’s stock price on the
date of grant and amortized through expense over the requisite service period on a straight-line method. We use the
Black-Scholes option pricing method to establish fair value of share-based awards. Our determination of fair value
of share-based awards on the date of grant using an option-pricing model is affected by our stock price as well as
assumptions regarding a number of highly complex and subjective variables. These variables include, but are not
limited to, our expected stock price volatility and actual and projected employee stock option exercise behaviors.
Any changes in these assumptions may materially affect the estimated fair value of the share-based award. We
determine the estimated fair value per share of restricted stock units as the closing stock price on the date of grant, as
reported by the NASDAQ Global Market.

Income taxes: We account for income taxes under the provisions of Accounting Standards Codification
(“ASC”) 740, Income Taxes. The determination of our income tax-related account balances requires the exercise
of significant judgment by management. Accordingly, we determine deferred tax assets and liabilities based upon
the difference between the financial statement and tax bases of assets and liabilities using enacted tax rates in effect
for the year in which the differences are expected to affect taxable income. We assess the likelihood that deferred tax
assets will be recovered from future taxable income and establish a valuation allowance when management believes
recovery is not likely.

We record estimated penalties and interest related to income tax matters, including uncertain tax positions as a
component of income tax expense.
Long-term assets related to Indian casino projects:

Notes receivable. 'We have formal procedures governing our evaluation of opportunities for potential Indian-
owned casino development projects that we follow before entering into agreements to provide financial support for
the development of these projects. We determine whether there is probable future economic benefit prior to
recording any asset related to the Indian casino project. We initially evaluate the following factors involving critical
milestones that affect the probability of developing and operating a casino:

* Has the U.S. Government’s Bureau of Indian Affairs federally recognized the tribe as a tribe?
* Does the tribe hold or have the right to acquire land to be used for the casino site?
* Has the Department of the Interior put the land into trust fo'r purposes of being used as a casino site?

* Has the tribe entered into a gaming agreement with the state in which the land is located, if required by the
state?

* Has the tribe obtained approval by the National Indian Gaming Commission of the management agreement?

* Do other legal and political obstacles exist that could block development of the project and, if so, what is the
likelihood of the tribe successfully prevailing?

* An evaluation by management of the financial projections of the project given the project’s geographic
location and the feasibility of the project’s success given such location;

* The structure and stability of the tribal government;

* The scope of the proposed project, including the physical scope of the contemplated facility and the expected
financial scope of the related development;

* An evaluation of the proposed project’s ability to be built as contemplated and the likelihood that financing
will be available; and ‘
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* The nature of the business opportunity to us, including whether the project would be a financing,
development and/or management opportunity.

We account for our notes receivable from the tribes as in-substance structured notes in accordance with the
guidance contained in ASC 320, Investments — Debt and Equity Securities. Under their terms, the notes do not
become due and payable unless the projects are completed and operational, and distributable profits are available
from the operations. However, in the event our development activity is terminated prior to completion, we generally
retain the right to collect in the event of completion by another developer. Because the stated rate of the notes
receivable alone is not commensurate with the risk inherent in these projects (at least prior to commencement of
operations), the estimated fair value of the notes receivable is generally less than the amount advanced. At the date
of each advance, the difference between the estimated fair value of the note réceivable and the actual amount
advanced is recorded as an intangible asset, and the two assets are accounted for separately.

Subsequent to its initial recording at estimated fair value, the note receivable portion of the advance is adjusted
to its current estimated fair value at each balance sheet date using then current assumptions including typical market
discount rates, and expected repayment terms as may be affected by estimated future interest rates and opening
dates, with the latter affected by changes in project-specific circumstances such as ongoing litigation, the status of
regulatory approval and other factors previously noted. The notes receivable are not adjusted to a fair value estimate
that exceeds the face value of the note plus accrued interest, if any. Due to uncertainties surrounding the projects, no
interest income is recognized during the development period, but changes in ‘estimated fair value of the notes
receivable still held as of the balance sheet date are recorded as unrealized gains or losses in our consolidated
statement of earnings.

Upon opening of the casino, any difference between the then estimated fair value of the notes receivables and
the amount contractually due under the notes is amortized into income using the effective interest method over the
remaining term of the note. Notes receivable are stated at the amount of unpaid principal and are net of unearned
discount and, if applicable, an allowance for impaired notes receivable.

Notes receivable for open casinos are periodically evaluated for impairment pursuant to ASC 310, Receivables
(“ASC 3107). Lakes considers a note receivable to be impaired when, based on current information and events, it is
determined that Lakes will not be able to collect all amounts due according to the terms of the note receivable
agreement.

Additionally, upon significant changes in the development activity prior to the opening of a casino, including
termination of the project, notes receivable would be evaluated for impairment pursuant to ASC 310 and any
necessary decline in the carrying amount will be recorded as unrealized losses in our consolidated statement of
earnings. Subsequent to the initial impairment evaluation, we continue to monitor the note receivable for any
changes in expected cash flows and recognize those changes in accordance with ASC 310.

Intangible assets related to Indian casino projects. Intangible assets related to the acquisition of the
management, development, consulting or financing contracts are accounted for using the guidance in ASC 350,
Intangibles — Goodwill and Other (“ASC 350”). In accordance with ASC 350, we amortize the intangible assets
related to the acquisition of the management, development, consulting or financing contracts under the straight-line
method over the term of the respective contracts which commence when the related casinos open. In addition to the
intangible asset associated with the cash advances to tribes described above, these assets include actual costs
incurred to acquire our interest in the projects from third parties.

Pursuant to ASC 350, the intangible assets are periodically evaluated for impairment based on the estimated
cash flows from the respective contract on an undiscounted basis. In the event the carrying value of the intangible
assets, in combination with the carrying value of land held for development and other assets associated with the
Indian casino projects described below, were to exceed the undiscounted cash flow, an impairment would be
recorded. Such an impairment would be measured based on the difference between the fair value and carrying value
of the intangible assets. We principally use internal forecasts to estimate the undiscounted future cash flows used in
our impairment analyses. These forecasts and fair value assumptions are highly subjective and judgmental and are
primarily based on management’s judgment which takes into account the casino industry, known operating results
and trends, and the current economic environment that the casino serves to develop an applied discount rate. During
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periods of economic instability, we may not be able to accurately forecast future cash flows from our Indian casino
projects. Therefore, our estimates and assumptions may change, and are reasonably likely to change in future
periods. These changes could adversely affect our consolidated statements of earnings.

Land held for development. Included in land held for development is land held for possible transfer to Indian
tribes for use in certain of the future casino resort projects. In the event that this land is not transferred to the tribes,
we have the right to sell it. We evaluate these assets for impairment in combination with intangible assets related to
acquisition of management, development, consulting or financing contracts and other assets related to the Indian
casino projects as discussed above.

Other. Other assets primarily consist of amounts due from related partjes -that are directly related to the
development and opening of Lakes’ Indian casino project in addition to deferred management fees and interest due
from the Shingle Springs Tribe. See Note 17 to the consolidated financial statements included in Item 8 of this
Annual Report on Form 10-K. Also included in this category are costs incurred related to the Indian casino projects,
which have not yet been included as part of the notes receivable because of timing of the payment of these costs.

In addition, we incur certain non-reimbursable costs related to the projects that are not included in notes
receivable, which are expensed as incurred. These costs include salaries, travel and certain legal costs.

Long-term assets related to Indian Casino projects .

The consolidated balance sheets as of January 2, 2011 and January 3, 2010 include long-term assets related to
Indian casino projects of $64.3 million and $110.6 million, respectively, which primarily related to four separate
projects. The amounts are as follows by project (in thousands):

January 2, 2011

Shingle
Pokagon Springs Jamul Towa
Band Tribe(*¥) Tribe Tribe Other Totalﬁ

bNotes receivable, net of current

portion and allowance for .

impaired notes receivable(*) . . . . . $ — %3087 $ — $— $ — $30857
Notes receivable at fair value . ... .. — — 11,129 — — 11,129
Intangible assets related to Indian

casino projects . . ............. 10,631 5,242 — — — 15,873
Land held for development. ....... — — 960 — — 960
Other(***) ... ................. 60 3,336 315 257 1,562 5,530

$10,691 $39.435 $12,404 $257 $1,562  $64,349

January 3, 2010

Shingle
Pokagon Springs Jamul Towa
Band Tribe Tribe Tribe Other Total

Notes receivable, net of current

portion(*) ................ $ — $46100 $ — $ — $ — $ 46,100
Notes receivable at fair value . ... — — 9,761 3,493 — 13,254
Intangible assets related to Indian

casino projects. ............ 17,346 26,328 — 1,390 — 45,064
Land held for development . . ... — — 960 853 — 1,813
Other(¥**) ... .............. 60 1,405 419 330 2,110 4,324

$17,406  $73,833 $11,140 $6,066 $2,110 $110,555

(*)  In conjunction with the opening of the Red Hawk Casino on December 17, 2008 and pursuant to Lakes’
accounting policy, the notes receivable from the Shingle Springs Tribe are no longer adjusted to estimated
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fair value on a quarterly basis, but rather they are evaluated for impairment pursuant to ASC 310.
Approximately $1.0 million of the notes receivable from the Shingle Springs Tribe is estimated to be
collected within fiscal 2011 and is classified as a current asset in the consolidated balance sheet as of
January 2, 2011. Approximately $6.7 million of the notes receivable from the Shingle Springs Tribe was
estimated to be collected within fiscal 2010 and was classified as a current asset in the consolidated balance
sheet as of January 3, 2010.

(**) Notes receivable from the Shingle Springs Tribe were deemed impaired as of January 2, 2011 resulting in an
allowance for impaired notes receivable of $21.0 million which is included in the net carrying amount of the
notes receivable. Due to the carrying amount of the intangibles associated with the Shingle Springs Tribe
exceeding the expected future cash flows from the management agreement for the Red Hawk Casino,
impairment losses of $16.7 million were recognized during fiscal 2010.

(***) Includes deferred management fees due from the Shingle Springs Tribe for the management of the Red Hawk
Casino of $2.9 million and $1.4 million as of January 2, 2011 and January 3, 2010, respectively, and notes
receivable from related parties of $1.8 million and $2.3 million, net of current portion, as of January 2, 2011
and January 3, 2010, respectively.

Notes receivable at fair value. The key assumptions, estimates and criteria used in the determination of the
estimated fair value of the notes receivable are primarily unobservable level three inputs, which are casino opening
dates, pre- and post-opening date interest rates, discount rates and probabilities of projects opening. The estimated
casino opening dates used in the valuations of the notes receivable related to Indian casino projects that are not yet
under construction reflect the weighted-average of three scenarios: a base case (which is based on our forecasted
casino opening date) and one and two years out from the base case. Once a casino project is under construction, the
weighted-average scenarios are no longer used and only the planned opening date is used in the valuation. The
interest rates are based upon the one year U.S. Treasury Bill spot yield curve per Bloomberg and the specific
assumptions on contract term, stated interest rate and casino opening date. The discount rate for the projects is based
on the yields available on certain financial instruments at the valuation date, the risk level of equity investments.in
general, and the specific operating risks associated with open and operating gaming enterprises similar to each of
the projects. In estimating this discount rate, market data of other public gaming related companies is considered.
The probability applied to each project is based upon a weighting of various possible scenarios with one scenario
assuming the casino never opens. The other scenarios assume the casino opens but apply different opening dates.
The probability-weighting applied to each scenario is intended to effectively capture the element of risk in these
projects and is based upon the status of each project, review of the critical milestones and likelihood of achieving the
milestones.

Jamul Tribe

The following table provides the key assumptions used to value the notes receivable from the Jamul Tribe at
estimated fair value (dollars in thousands):

As of January 2, 2011 As of January 3, 2010

Face value of note (principal and interest) ... ..................... $61,108 $54,911

($39,638 principal and ($36,507 principal and
$21,470 interest) $18,404 interest)

Estimated months until casino opens (weighted-average of three

SCEMAIOS) .« v v vttt i e e e 66 months 66 months

Projected interest rate until casinoopens . ... ........ ... ... ... 7.29% ) 8.00%

Projected interest rate during the loan repayment term. . ... .......... 10.19% 10.40%

Discount rate . . ........ ..t 20.00% 21.00%

Repayment terms of note . ... ......... . e 120 months 120 months

Probability rate of casino opening (weighting of four scenarios) . . ... ... 50% 50%
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The following table represents a sensitivity analysis prepared by Lakes as of January 2, 2011 on the notes
receivable from the Jamul Tribe, based upon changes in the probability rate of the casino opening by five percentage
points and the estimated casino opening date by one year:

Sensitivity Analysis

Estimated fair value of notes receivable . ... ................. e $11,129
5% less probable . . . ..\ v e 9,841
Oneyear delay . ........c.uuiniiiiniii i 9,791
Both 5% less probable and one year delay .. ............... ... ... .. ... 8,636
5% increased probability . ........... .. ... i el i 12,417
One year sooner . .. ... P P oL 12,622
Both 5% increased probability and one year sooner . ...................... 14,060

The assumption changes used in the sensitivity analysis above are hypothetical. The effect of the variation in
the probability assumption and estimated opening date on the estimated fair value of the notes receivable from
Indian tribes was calculated without changing any other assumptions; however, in reality, changes in these factors
may result in changes in another. For example, the change in probability could be associated with a change in
discount rate, which might magnify or counteract the sensitivities.

The following represents the nature of the advances to the Jamul Tribe for the phoject under development,
which represent the principal amount of the notes receivable, as of January 2, 2011 and January 3, 2010 (in

thousands).
January 2, January 3,
Advances Principal Balance 2011 2010
Note receivable, pre-construction(a) . . . .. ....ovvu it $38,688 $35,557
Note receivable, land(b) . . . . .. oottt e 950 950

$39,638 $36,507

(a) We fund certain costs incurred to develop the casino project. These costs relate to construction costs, legal fees
in connection with various regulatory approvals and litigation, environmental costs and design consulting, and
.we, in order to obtain the development agreement and management contract, agree to advance a monthly
amount used by the tribe for a variety of tribal expenses.

(b) We purchased land to be used and transferred to the tribe in connection with the casino project.

The notes receivable pre-construction advances consist of the following principal amounts advanced to the
Jamul Tribe as of January 2, 2011 and January 3, 2010 (in thousands):

January 2,  January 3,

Jamul Tribe 2011 2010

Monthly SHPENd. . . . ...ttt e $ 6,923 $ 6,357
CONSIIUCHON .« .« v vt et e e e e e e e e e et e e e e e e e e e 2,546 2,454
Legal ..t 5,218 4,873
Environmental . . . . ..ot t  e  e eee eee 3,603 2,776
Design ..................... e e e e 16,508 15,333
Gaming HCENSE . . .. oottt it e 1,193 1,067
Lobbyist . ... vt e 2,697 2,697

$38,688 $35,557

Iowa Tribe

As a result of the Termination Agreement with the Iowa Tribe, the carrying value of the notes receivable was
adjusted to its estimated fair value of as of April 4,2010 and the difference between the then estimated fair value and
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the amount contractually due under the Termination Agreement with the Iowa Tribe is being amortized into income
using the effective interest method over the remaining term. The note receivable is no longer adjusted to estimated
fair value, but rather it is evaluated periodically for impairment pursuant to ASC 310. The payment terms of the
Termination Agreement with the Iowa Tribe and a discount rate of 6.0% were used as the assumptions for the
determination of estimated fair value as of April 4, 2010.

Lakes recorded an unrealized gain (loss) of $0.9 million and ($0.2) million for the fiscal 2010 and 2009,
respectively, which is included in net unrealized gains from notes receivable in the consolidated statements of
earnings. At January 2, 2011, the carrying value of the note receivable is $1.4 million which is expected to be
collected within the next fiscal year. -

The following table provides the key assumptions used to value the notes receivable from the Iowa Tribe at
estimated fair value as of January 3, 2010 (dollars in thousands):

As of January 3, 2010

Face value of note (principal and interest). . . ............ $6,218
) ($4,970 principal and $1,248 interest)
Estimated months until casinoopens . ................. 36 months
Projected interest rate until casino opens. . .............. 7.03% -
Projected interest rate during the loan repayment term . . . .. 9.59%
Discountrate......... ... . ..o, 16.00%
Repayment terms of note . . . ... .. .. A 24 months
Probability rate of casino opening .................... 75%

Evaluation of impairment related to long-term assets related to Indian casino projects, excluding the notes
receivable. Management periodically evaluates the intangible assets, land held for development and other costs
associated with each of the projects for impairment based on the estimated undiscounted cash flows from the
applicable management contract on an undiscounted basis. In the event the carrying value of the intangible assets, in
combination with the carrying value of land held for development and other assets associated with the Indian casino
projects, were to exceed the undiscounted cash flow, an impairment loss would be recorded, based on the difference
between the estimated fair value and carrying value of the assets.

The financial models prepared by management for each project are based upon the scope of each of the
projects, which are supported by a feasibility study as well as a market analysis where the casino will be built. We
(as predecessor to Grand Casinos Inc.) began developing Indian casino projects in 1990 and demonstrated success
from the day the first Indian casino opened in 1991 through the expiration of the Coushatta management contract in
2002. Additionally, we have been managing the Four Winds Casino Resort since August of 2007 and the Red Hawk
Casino since December of 2008. Lakes had a management contract for the Cimarron Casino in Oklahoma from
2006 through May 2010. Our successful history legitimizes many of the key assumptions supporting the financial
models. Forecasts for each applicable casino development were developed based on analysis of published
information pertaining to the particular markets in which our Indian casinos will be located and are updated
quarterly based on evolving events and market conditions. In addition, we have many years of casino operations
experience, which provides an additional resource on which to base our revenue expectations. The forecasts were
prepared by us not for purposes of the valuation at hand but rather for purposes of our and the tribes’ business
planning. ’

Shingle Springs

Due to the carrying amount of the intangibles associated with the Shingle Springs Tribe exceeding the
expected future cash flows from the management agreement for the Red Hawk Casino, impairment losses of
$16.7 million were recognized during fiscal 2010. This determination was based on the continued significant
economic pressures in the northern California market and increased competition from a neighboring casino
expansion in the market the property serves, all of which have negatively impacted expected future cash flows for
the property.
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Jamul Tribe

The primary assumptions included within management’s financial model for the Jamul Casino project are as
follows:

January 2, January 3,

2011 2010
No. of Class II electronic gaming devices. ... ...............oiuo... 1,000 1,000
No. of Table games . . ... ... S 20 20
No.of Pokertables ............ ... . ... ... . L, L 5 5
Win/Class II electronic gaming devices/day — Istyear................. %172 $ 172
Win/Table game/day — Istyear. .. ..........ccounieinennenenn.o... $ 471 $ 471
Win/Poker table/day — Istyear................ .., $ 312 $ 312

Lakes and the Jamul Tribe have consulted with third party advisors as to the architectural feasibility of a plan to
build a casino with related amenities such as parking on the six acres of reservation land held by the Jamul Tribe and
have concluded that such a project could be successfully built assuming adequate financing can be obtained. The
gaming facility is currently planned to be a class II electronic gaming device facility which will not require a
compact. The agreement between Lakes and the Jamul Tribe will also be modified as the political, regulatory and
access issues move closer to resolution. '

The Jamul Casino project has been significantly delayed due to various political and regulatory issues.
Significant risk exists related to this project moving forward to completion, and we have recorded significant
impairment charges against our investment in this project. However, the Jamul Tribe has the two basic requirements
to eventually build a successful project — federal recognition as an Indian Tribe and Indian land eligible for gaming
and Lakes currently expects to continue its involvement with this project. )

Due to the continued uncertainty surrounding the Jamul Casino project, Lakes recognized an impairment of
$2.5 million and $2.4 million related to the intangible assets associated with this project during the years ended
January 2, 2011 and January 3, 2010, respectively.

Iowa Tribe

On April 2, 2010, the Iowa Tribe decided not to pursue the proposed Ioway Casino Resort with Lakes. At
January 3, 2010, long-term assets included intangibles assets of $1.4 million and land held for development of
$0.9 million. As a result of the Iowa Tribe’s decision on April 2, 2010 not to move forward with Lakes on the Ioway
Casino Resort, management performed an assessment of the land fair value and has deemed the land impaired as of
the quarter ended April 4, 2010. As a result, Lakes adjusted the carrying value of this land to its estimated fair value
of $0.2 million as of that date, recorded an impairment of $0.7 million, and has reclassified the land to Land held for
development (not related to Indian casino projects) during fiscal 2010.

Description of each Indian casino project and evaluation of critical milestones

Pokagon Band

Business arrangement.  On August 2, 2007, the Four Winds Casino Resort in New Buffalo, Michigan opened
to the public. We receive approximately 24% of net income up to a certain level and 19% of net income over that
level, as a management fee. The term of the management contract is five years, which began on August 2, 2007.
Payment of our management fee is subordinated to the Pokagon Gaming Authority’s senior indebtedness relating to
the Four Winds Casino Resort. The Pokagon Band may also buy out the management contract after two years from
the opening date. The buy-out amount is calculated by multiplying the previous 12 months of management fees
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earned by the remaining number of years under the management contract, discounted back to the present value at
the time the buy-out occurs. The NIGC approved the management contract in March 2006.

Shingle Springs

Business arrangement. On December 17, 2008, the Red Hawk Casino opened to the public. We earn a
management fee equal to 30% of net income (as defined by the management contract) of the operations annually for
the first five years, with a declining percentage in years six and seven. Payment of our management fee is
subordinated to the repayment of $450-million senior note financing of an affiliate of the Shingle Springs Tribe, the
repayment of $46.1 million furniture, furnishings and equipment financing as of January 2, 2011 and a minimum
monthly priority payment to the Shingle Springs Tribe. Generally, the order of priority-of payments from the Red
Hawk Casino’s cash flows is as follows: a certain minimum monthly guaranteed payment to the Shingle Springs
Tribe, repayment of various debt with interest accrued thereon, management fee to Lakes, and other obligations,
with the remaining funds distributed to the Shingle Springs Tribe. The management contract includes provisions
that allow the Shingle Springs Tribe to buy-out the management contract after four years from the opening date. The
buy-out amount is calculated by multiplying the previous 12 months of management fees earned by the remaining
number of years under the contract, discounted back to the present value at the time the buy-out occurs. If the
Shingle Springs Tribe elects to buy out the contract, all outstanding amounts owed to Lakes immediately become
due and payable. The NIGC approved the management contract in July 2004, which was subsequently amended in
April 2007. - :

‘We acquired our initial interest in the development and management contracts for the Shingle Springs Casino
from KAR — Shingle Springs in 1999 and formed a joint venture, in which the contracts were held, between us and
KAR — Shingle Springs. On January 30, 2003, we purchased the remaining KAR — Shingle Springs’ partnership
interest in the joint venture. In connection with the purchase transaction, we entered into separate agreements with
the two individual owners of KAR — Shingle Springs (Kevin M. Kean and Jerry A. Argovitz).

During 2009, Lakes became obligated to pay Mr. Argovitz $1 million per year (prorated based on a 365 day
year) during the remainder of the seven-year initial term of the management contract which commenced in
December 2008 between Lakes and the Shingle Springs Tribe, as a result of Mr. Argovitz’s election under an
existing agreement related to this project. Also as a result of this election, Mr. Argovitz will not be entitled to obtain
a 15% equity interest in the Lakes’ entity that holds the rights to the management fees earned by Lakes from the Red
Hawk Casino operations.

During 2009, Lakes became obligated to pay to Mr. Kean $1 million per year (prorated based on a 365 day
year) during the remainder of the seven-year initial term of the management contract which commenced in
December 2008 between Lakes and the Shingle Springs Tribe, as a result of Mr. Kean’s election under an existing
agreement related to this project. Also as a result of this election, Mr. Kean will not be entitled to receive consulting
fees equal to 15% of the management fees earned by Lakes from the Red Hawk Casino operations.

See Note 17 to the consolidated financial statements for further discussion.

Jamul Tribe

The Jamul Casino project has been significantly delayed due to various political and regulatory issues,
including those related to access from State Highway 94 to the proposed casino site. In addition, the California
Department of Transportation (“CalTrans”) issued a letter in 2008 to the Jamul Tribe indicating that it would not
allow access to a casino operation from State Highway 94. In January 2011, the Jamul Tribe and CalTrans entered
into an agreement which will permit CalTrans to review and process the Jamul Tribe’s encroachment permit
application relating to the access, and provided that if the Jamul Tribe’s application meets certain legal require-
ments, issue the encroachment permit. The Jamul Tribe is currently performing various environmental and traffic
studies necessary for the permit application.

Business arrangement. The Jamul Tribe has an approximate six-acre reservation on which the casino project
is currently planned to be built. The reservation is located near San Diego, California. Under the current compact
that the Jamul Tribe has with the State of California (the “State”) and based upon requirements in other compacts
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approved by the State in 2004, the Jamul Tribe completed a Tribal Environmental Impact Statement/Report that was
approved by the Jamul Tribe’s General Council with a record of decision issued by the Jamul Tribe on December 16,
2006. Since that time, the Jamul Tribe has received comments from various state agencies including the
representative from the California Governor’s office. The Jamul Tribe and the State have met on several occasions
in an attempt to address the State’s comments related to compact requirements. Lakes and the Jamul Tribe have
continued to evaluate the Jamul Tribe’s alternatives of pursuing a new compact, complying with certain require-
ments in their existing compact or building and operating a casino based solely on class II electronic gaming
devices. The current plan is for a smaller scale gaming facility that will become a solely class II electronic gaming
device facility which will not require a compact. The agreement between Lakes and the Jamul Tribe (discussed
below) will also be modified as the political, regulatory and access issues move closer to resolution.

Effective March 30, 2006; Lakes entered into a development financing and services agreement with the Jamul
Tribe to assist the Jamul Tribe in developing the Jamul Casino which the Jamul Tribe will manage. As part of the
current agreement, Lakes will use its best efforts to obtain financing, from which advances will be made to the
Jamul Tribe to pay for the design and construction of the Jamul Casino. Under the current development financing
and services agreement, Lakes is entitled to receive a flat fee for its development design services, and a flat fee for
its construction oversight services, payable evenly over the first five years after the opening date of the Jamul
Casino. In connection with Lakes’ financing of the Jamul Casino, the Jamul Tribe is required to pay interest over a
ten-year period on sums advanced by Lakes equal to the rate charged to Lakes for obtaining the necessary funds plus
five percent. Amounts previously advanced by Lakes to the Jamul Tribe in connection with the Jamul Tribe’s
proposed casino resort are included in the development financing and services agreement financing amount.
However, as discussed above, this agreement is planned to be modified as the political, regulatory and access issues
move closer to resolution. Third party financing may not be available with acceptable terms and if Lakes or the
Jamul Tribe is unable to obtain the appropriate amount of financing for this project, the project may not be
completed as planned.

Lakes acquired its initial interest in the development agreement and management contract for the Jamul casino
from Kean Argovitz Resorts — Jamul, LLC (“KAR — Jamul”) in 1999 and formed a joint venture in which the
contract was held between Lakes and KAR — Jamul. This development agreement and a management contract has
been submitted to the NIGC for approval. On January 30, 2003, Lakes purchased the remaining KAR — Jamul’s
partnership interest in the joint venture. In connection with the purchase transaction, Lakes entered into separate
agreements with the two individual owners of KAR — Jamul (Mr. Kean and Mr. Argovitz).

"Under the current agreement with Mr. Kean, he may elect to serve as a consultant to Lakes during the term of
the casino management agreement if he is found suitable by relevant gaming regulatory authorities. In such event,
Mr. Kean will be entitled to receive annual consulting fees equal to 20% of the management fees received by Lakes
from the Jamul Casino operations, less certain costs of these operations. If Mr. Kean is not found suitable by relevant
gaming regulatory authorities or otherwise elects not to serve as a consultant, he will be entitled to receive annual
payments of $1 million from the Jamul Casino project during the term of the respective casino management
agreement (but not during any renewal term of such agreement).

Under the current agreement with Mr. Argovitz, if he is found suitable by relevant gaming regulatory
authorities he may elect to re- purchase his respective original equity interest in the Lakes’ subsidiary and then be
entitled to obtain a 20% equity interest in the Lakes’ entity that holds the rights to the management agreement with
the Jamul Tribe. If he is not found suitable or does not elect to purchase equity interests in the Lakes subsidiary,
Mr. Argovitz may elect to receive annual payments of $1 million from the Jamul Casino project from the date of
election through the term of the respective casino management agreement (but not during any renewal term of such
agreement).
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QOur evaluation of the critical milestones.

The following table outlines the status of each of the following

primary milestones necessary to complete the Jamul project as of the end of fiscal 2010 and fiscal 2009. Both the
- positive and negative evidence was reviewed during our evaluation of the critical milestones.

Critical Milestone

January 2, 2011

January 3, 2010

Federal recognition of the tribe

Yeé

Yes

Possession of usable land
corresponding with,needs based on
Lakes’ project plan

Yes

Yes

Usable land placed in trust by
Federal government

Not necessary, as land is - reservation
land.

Not necessary, as land is reservation
land. -

Usable county agreement, if .
applicable

N/A

N/A

Usable state compact that allows for
gaming consistent with that outlined
in Lakes’ project plan

N/A — the Jamul Tribe’s current plan
is to operate a solely class II electronic

. gaming device facility, which does not

require a compact with the State.

N/A — the Jamul Tribe’s current plan
is to operate a solely class II electronic
gaming device facility, which does not
require a compact with the State.

NIGC approval of management
contract in current and desired form

N/A as the Jamul Tribe’s current plan
is to operate a solely class II electronic
gaming device facihtz, which does not
need to be approved by the NIGC.

N/A as the Jamul Tribe’s current plan
is to operate a solely class II electronic
gaming device facility, which does not
need to be approved by the NIGC.

Resolution of all litigation and legal
obstacles

N/A, there has been some local
opposition regarding the project and
various political and regulatory issues
related to site access.

N/A, there has been some local
opposition regarding the project.

Financing for construction

No, however, preliminary discussions
with investment bankers regarding
assisting in obtaining financing have
taken place. The current general
economic environment may limit our
ability to obtain financing at desirable
levels in the near-term.

No, however, preliminary discussions
with investment bankers regarding
assisting in obtaining financing have
taken place. The current general
economic environment may limit our
ability to obtain financing at desirable
levels in the near-term.

Any other significant project
milestones or contingencies, the
outcome of which could have a
material affect on the probability of
project completion as planned

Yes. The current plan is for the gaming
facility to be a solely class II
electronic gaming device facility. The
agreement between Lakes and the
Jamul Tribe will also be modified as
the political, regulatory and access
issues move closer to resolution.

Yes. The current plan is for the gaming
facility to be a solely class II
electronic gaming device facility. The
agreement between Lakes and the
Jamul Tribe will also be modified to
reflect the new economics of the
revised casino plan but is not currently
believed to require approval by the
State or the NIGC.

Our evaluation and conclusion regarding the above critical milestones and progress.

We entered into a

development financing and services agreement with the Jamul Tribe in March 2006, as discussed above which
eliminated the need for land contiguous to the reservation land to be taken into trust. We believe that there is no
requirement that the NIGC approve the development financing and services agreement. The Jamul Casino is
planned to be built on the Jamul Tribe’s existing six acres of reservation land. Reservation land qualifies for gaming
without going through a land-in-trust process. We have consulted with third-party advisors as to the architectural
feasibility of the alternative plan and have been assured that the project can be successfully built on the reservation

land.

The Jamul Casino project has been significantly delayed due to various political and regulatory issues.
Significant risk exists related to this project moving forward to completion, and we have recorded significant
impairment charges against our investment in this project. However, the Jamul Tribe has the two basic requirements
to eventually build a successful project — federal recognition as an Indian Tribe and Indian land eligible for gaming
and Lakes currently expects to continue its involvement with this project. The Jamul Casino could open as early as

January 2016.
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Iowa Tribe

During May 2010, a subsidiary of Lakes entered into a Termination Agreement with the Iowa Tribe whereby,
in consideration of the parties terminating all contracts and agreements between them (including the Management
Agreement under which Lakes was managing the Cimarron Casino, the Consulting Agreement for the Ioway
Casino Resort, and the Amended and Restated loway Note under which approximately $5.0 million was advanced),
the Towa Tribe agreed to pay to Lakes a total of $4.5 million of which $1 million was received within two days of
execution of the. Termination Agreement with the Towa Tribe and the sum of $3.5 million is required to be paid in
15 monthly installments commencing on June 15, 2010.

Recently issued accounting pronouncements

In January 2010, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update
(“ASU”) 2010-6, Improving Disclosures About Fair Value Measurements, which requires reporting entities to make
new disclosures about recurring or nonrecurring fair-value measurements including significant transfers into and
out of Level 1 and Level 2 fair-value measurements and information on purchases, sales, issuances, and settlements
on a gross basis in the reconciliation of Level 3 fair value measurements. ASU 2010-6 was effective for Lakes’ fiscal
year beginning January 4, 2010, except for Level 3 reconciliation disclosures which will be effective for the fiscal
year beginning January 3, 2011. The adoption of ASU 2010-6 did not have a material impact on Lakes’ financial
statements for the fiscal year ended January 2, 2011, and the adoption of Level 3 reconciliation disclosures is not
expected to have a material impact on Lakes’ financial statements for the fiscal year beginning January 3, 2011.

In July 2010, the FASB issued ASU No. 2010-20, Disclosures about the Credit Quality of Financing
Receivables and the Allowance for Credit Losses. ASU No. 2010-20 requires a greater level of disaggregation
in disclosures relating to the credit quality of the Company’s financing receivables and allowance for loan losses.
ASU 2010-20 also requires enhanced disclosures around nonaccrual and past due financing receivables, impaired
loans and loan modifications. The standard is effective for the first interim or annual reporting periods ending on or
after December 15, 2010, and did not have a material impact on Lakes’ financial statements for the year ended
January 2, 2011. In January 2011, the FASB announced that it was deferring the effective date of new disclosure
requirements for troubled debt restructurings prescribed by ASU 2010-20. The effective date for those disclosures
will be concurrent with the effective date for proposed ASU, Receivables (Topic 310): Clarifications to Accounting
for Troubled Debt Restructurings by Creditors. Currently, that guidance is anticipated to be effective for interim and
annual periods ending after June 15, 2011.

Seasonality

We believe that the operations of all casinos managed by us are affected by seasonal factors, including
holidays, weather and travel conditions.

Regulation and taxes

We and the owners of the existing and planned casinos that we are and will be working with are subject to
extensive regulation by state gaming authorities. We will also be subject to regulation, which may or may not be
similar to current state regulations, by the appropriate authorities in any jurisdiction where we may conduct gaming
activities in the future. Changes in applicable laws or regulations could have an adverse effect on us.

The gaming industry represents a significant source of tax revenues to regulators. From time to time, various
federal legislators and officials have proposed changes in tax law, or in the administration of such law, affecting the
gaming industry. It is not possible to determine the likelihood of possible changes in tax law or in the administration
of such law. Such changes, if adopted, could have a material adverse effect on our future financial position, results of
operations and cash flows.
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Off-balance sheet arrangements

- We have no off-balance sheet arrangements that have or are reasonably likely to have a current or future effect
on our financial condition, changes in financial condition, revenues or expenses, results of operations, liquidity,
capital expenditures or capital resources that is material to investors, except for the financing commitments
previously discussed. '

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURE ABOUT MARKET RISK
Not Applicable. ’
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM ..

Board of Directors
Lakes Entertainment, Inc. and Subsidiaries
Minnetonka, Minnesota

We have audited the accompanying consolidated balance sheets of Lakes Entertainment, Inc. and Subsidiaries
(the Company) as of January 2, 2011 and January 3, 2010, and the related consolidated statements of earnings (loss),
shareholders’ equity, and cash flows for the years then ended. The Company’s management is responsible for these
financial statements. Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audits to obtain reasonable assurance about
whether the financial statements are free of material misstatement. The Company is not required to have, nor were
we engaged to perform an audit of its internal control over financial reporting. Our audits included consideration of
internal control over financial reporting as a basis for designing audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s internal
control over financial reporting. Accordingly, we express no such opinion. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing
the accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
consolidated financial position of the Company as of January 2, 2011 and January 3, 2010, and the consolidated
results of its operations and cash flows for the years then ended, in conformity with accounting principles generally
accepted in the United States.

/s!  Piercy Bowler Taylor & Kern

Piercy Bowler Taylor & Kern
Certified Public Accountants

Las Vegas, Nevada
March 31, 2011
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LAKES ENTERTAINMENT, INC. AND SUBSIDIARIES
Consolidated Balance Sheets

_ ASSETS
Current assets: '
Cash and cash equivalents . . ... e e
ACCOUNES TECEIVADIE . « .+ . v o v et et e et e e e e e

Current portion of notes receivable from Indian casino projects . . ........... .

Deferred tax asset . ... ..ottt e e
Investment securities, including rights. . . . ...... .. ... .. .. o oL,
Other....... e e e e e

Total CUITEeNt ASSEES . . .o vttt ittt ettt et ettt e e
Property and equipment, net. .. ................... S

Long-term assets related to Indian casino projects: ,
Notes receivable, net of current portion and allowance ......................
Notes receivable at fair value . . .. ..... ..ot S -

Intangible assets, net of accumulated amortization of $22.9 and $20.1 million . .. . :

Land held for development. .. ...... ... ..
Other........... ... i, e

Total long-term assets related to Indian casino projects . ... ....................

Other assets:
Investment in unconsolidated investees . .. . ... ..ottt e
Land held for development. . ... ... i i
Deferred taxes and other. . . ... .. .. i e

Total Other ASSEtS . . . o i it e e e e e
Total assetsS. . . .. ... e e

Current liabilities:
Line of credit payable .. ... e e e
Non-revolving line of credit payable . . .. ........ . ... ... ... . . .
Current portion of contract acquisition costs payable, net of $1.2 and $2.1 million
disCOUNL . . ..ot e
Income taxes payable. ... ...... .. .. . . .. e
Accounts payable. . ......... .. .. . L e
Accrued payroll and related .. ....... . .. e
Other accrued EXPenses . .. ... ...ttt

Total current liabilities . . . . . ..ottt e e
Long-term contract acquisition costs payable, net of current poruon and $2.4 and

$4.1 million diSCOUNL . . . . ..ottt e e
Total liabilities . . . ... ... .. ... . e
Commitments and contingencies
Shareholders’ equity:

Common stock, $.01 par value; authorized 200,000 shares;

26,369 and 26,328 common shares issued and outstanding. . ................
Additional paid-in capital . . ... ... .. .. e
I o1 A

Total shareholders’ equity . ... ... ... ...

Total liabilities and shareholders’ equity . . .......... ... ... ... ... ... ......

See notes to consolidated financial statements.
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January 2,
2011

January 3,
2010

(In thousands)

$ 45233 § 3751
1,696 1,457
2,405 6,671

— 111
— 24,317
1,983 2,367
51,317 38,674
5,103 5,334
30,857 46,100
11,129 13,254
15,873 45,064
960 1,813
5,530 4,324
64,349 110,555
2,367 12,441
3470 4,900
40 1,833
5,877 19,174
$126,646  $173,737

$ — $ 16,346

— 2,000
1,326 2,232
7,822 17,069

292 637

776 890

615 927
10,831 40,101
5,830 10,197
16,661 50,298

264 263

203,148 202,767

(93,427)  (79,591)

109,985 123,439

$126,646  $173,737




LAKES ENTERTAINMENT, INC. AND SUBSIDIARIES

Consolidated Statements of Earnings (Loss)
For the Fiscal Years ended January 2, 2011 and January 3, 2010

Revenues:
Management fees . .. .......... e e
License fees. ... ... ... i e

Total TEVEIMUES. . . o o ottt e e e e e

Costs and expenses:
Selling, general and administrative . ... ......... ...
Impairment charge on notes receivable . ............. ...t ..
Impairment losses —other . ........ ... ... . .
Amortization of intangible assets related to operating casinos. . .................
Depreciation. . . .. ... P L

Total costs and EXPenses . . . ... ... i e
Net unrealized gains on notes receivable . ... ..............................
Loss fromoperations . . .................... 0 ittt

Other income (expense):
Gain on divestiture of cost method investment. . . ... ........................
Interest INCOME. . . . .o ittt et e e e e e e e

Total other income (€Xpense), Net . . . ... ...,

Earnings (loss) before income taxes . .. ............. ... ... .. . . . ...,
INCOmMIE taXES . . oot e e e e e e e

Net earnings (I0SS) . . .. ..ottt it i i et e e

Weighted-average common shares outstanding

Earnings (loss) per share applicable to common shareholders — basic & diluted . . .

See notes to consolidated financial statements.
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2010

2009

(In thousands, except
per share data)

$24,530  $26,161
72 59
24,602 26,220
11,766 14,232
20,975 —
22,834 4,166
11,139 10,417
260 279
66,974 29,094
1,598 1,875
(40,774) (999)
23,100 -
7,047 8,033
(2,007)  (2,014)
(64) (248)

16 351
28,092 6,122
(12,682) 5,123
1,154 1,420
$(13,836) $ 3,703
26370 26,327
26370 26,411
$ (052) $ 0.4



LAKES ENTERTAINMENT, INC. AND SUBSIDIARIES

Consolidated Statements of Shareholders’ Equity
For the Fiscal Years ended January 2, 2011 and January 3, 2010

Retained Total
__Common stock Additional Earnings  shareholders’
Shares Amount  paid-in capital (deficit) equity
(In thousands)
Balances, December 28,2008 .. ............ 26,237 $262 $201,082 $(83,294)  $118,050
2009 ' )
Issuance of stock on options exercised — net. . 91 1 345 - — 346
Effect of share-based compénsation. . . ... .. — - 445 — © 445
Net tax benefits related to share-based
compensation . . ...........iie.. .. — — 895 — 895
NetearningsS...........c.vuuvvvuinnn.. — — — 3,703 3,703
Balances, January 3,2010 ................ 26,328 263 202,767 (79,591) 123,439
2010
Vesting of restricted stock —net.......... 41 1 -9 . — ®)
Effect of share-based compensation. . .. .. .. — — - 5057' : — 505
Reduction of additional paid-in capital pool
for expiration of unexercised stock
OPtioNS . . ..ttt — — 511) — 51y
Net tax benefits related to share-based
compensation . ..................... — — - 396 — 396
Netloss ..o i — — — (13,836) (13,836)
Balances, January 2, 2011 ................ 26,369 $264 $203,148 $(93,427)  $109,985

See notes to consolidated financial statements.
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LAKES ENTERTAINMENT, INC. AND SUBSIDIARIES

Consolidated Statements of Cash Flows
For the Fiscal Years ended January 2, 2011 and January 3, 2010

2010 2009
(In thousands)
OPERATING ACTIVITIES: :
Net earmings (1088) . . . oot ittt e e e e e e e e $(13,836) $ 3,703
Adjustments to reconcile net earnings (loss) to net cash provided by operating activities:
Depreciation . . . .............. e e e e 260 279
Amortization of debt issuance costs and contract acquisition costs. .. ......... e e 1,826 32
Accretion of discount on notes receivable. . . . ... ... ... ... (3,083) (3,321)
Mark to market, trading SECUTTHES . . . . . . . o it e e (8) (223)
Amortization of intangible assets related to operating casinos . . .. ......... .. ... .. ... 11,139 10,417
Net tax benefits related to share-based compensation . . . .. ......................... (396) (895)
Gain on divestiture of cost method investment . ............. ...t (23,100) —
Equity in loss of unconsolidated investees . .............ciiiiiiiiiin... 64 248
Share-based COMPENSALION . . .. .ottt i i e 505 445
Impairment charge on notes receivable. . . . ... ... ... .. L o e 20,974 —
Net unrealized gains on notes receivable . ... ... ... ... ittt (1,598) (1,875)
Impairment losses—other . . .......... ... ... ... ... . .. ... . P 22,834 4,166
Deferred INCOME TAXES . . . . . ottt it e e et et et e e e e e e e e e 1,905 (1,905)
Changes in operating assets and liabilities: : ’
Accounts receivable . . . .. ... e e e e e (239) 950
Other current assets .. ............ e e e e e e e e 384 (636)
Income taxes Payable . . . ..ot e e e e e e (9,362) 1,723
Accounts payable. . . . ... .. e (206) 30
ACCIUEd EXPEISES. . . o v v vttt ettt e e e e e (238) (1,311)
Net cash provided by operating activities . . .......... e e e e 7,825 11,827
INVESTING ACTIVITIES: -
Sales / redemptions of investment securities . . ... .............. P 24,325 2,450
Proceeds from divestiture of investment in unconsolidated investees . . ................... 33,333 —
Payments to acquire investment in unconsolidated investee . . .............. ... ........ (223)  (12,689)
Increases in long-term assets related to Indian casino projects, net . ..................... (1,345) (9,030)
Purchase of property and eqUIpmMent . . . . . .. ..ot e e e (23) (22)
Advances on notes receivable . . . . ... ... e (5,711) (3,196)
Collection on notes receivable . .. ... ... ... ... ... e e 8,553 3,722
Increase in other long-term assets . . . . . .. oottt e (15) )
Net cash provided by (used in) investing activities. . .. .......... ... ... .. .. .. 58,894 (18,767)
FINANCING ACTIVITIES:
Repayments of lines of credit. . .. ... ... i e (23,340) (2,598)
Proceeds from line of credit. . .. ........ ... ... ... e 4,994 —
Proceeds from borrowings . . .. . ... . e — 792
Cash proceeds from issuance of common stock . ........... ... ... . i — 345
Net tax benefits related to share-based compensation. . . .. ......... . ... .. ... ... 396 895
Contract acquisition costs payable. . . . ... .. .. ... e (7,287) 5,087
Net cash provided by (used in) financing activities . .............. ... ... ... ...... (25,237) 4,521
Net increase (decrease) in cash and cash equivalents ... ............................ 41,482 2,419)
Cash and cash equivalents — beginning of period. . . ... ............................ 3,751 6,170
Cash and cash equivalents —end of period .. ... ...... ... ... ... .. ... ... ... . ... . $45233 § 3,751
SUPPLEMENTAL CASH FLOW INFORMATION:
Cash paid during the period for:
I ETES . « . o ottt e e e e e $ 200 $ 1,945
INCOme taxes. . . . ..ot vttt et e e 8,656 1,609
Noncash investing and financing activities:
Vesting of restricted stock on option . .. ....... .. ... e 1 —
Redemption of restrictive stock for payment of accrued expenses . .................... 9 —
Acquisitions of long-term assets — advances related to Indian casino projects financed by
vendors with accounts payable. . . ... .. ... .. . . 138 75

See notes to consolidated financial statements.
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LAKES ENTERTAINMENT, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Nature of business:

Overview. Lakes Entertainment Inc. and subsidiaries (collectively “the Company” or “Lakes™) develops,
finances and manages casino properties with a historical emphasis on those that are Indian-owned. Lakes currently
has development and management or financing agreements with three separate tribes for casino operations in
Michigan and California, for a total of three separate casino projects as follows:

+ Lakes developed, and has a five-year contract to manage, the Four Winds Casino Resort for the Pokagon
Band of Potawatomi Indians (“Pokagon Band”) in New Buffalo Township, Michigan near Interstate 94.
Lakes began managing the Four Winds Casino Resort when it opened to the public on August 2, 2007. The
Four Winds Casino Resort is located near the first Interstate 94 exit in southwestern Michigan and
approximately 75 miles east of Chicago. The facility features approximately 3,000 slot machines, 64 table
games, a 12-table poker room, a 165-room hotel, five restaurants, three bars, a child care facility and arcade,
retail space and a parking garage.

» Lakes developed, and has a seven-year contract to manage, the Red Hawk Casino that was built on the
Rancheria of the Shingle Springs Band of Miwok Indians (“Shingle Springs Tribe”) in El Dorado County,
California, adjacent to U.S. Highway 50, approximately 30 miles east of Sacramento, California. Lakes
began managing the Red Hawk Casino when it opened to the public on December 17, 2008. The Red Hawk
Casino features approximately 2,150 slot machines, 68 table games, 7 poker tables, five restaurants, four
bars, retail space, a parking garage, a child care facility and arcade.

* Lakes has contracts to develop and finance a casino to be built on the reservation of the Jamul Indian Village
(the “Jamul Tribe”) located on State Highway 94, approximately 20 miles east of San Diego, California (the
“Jamul Casino™). This project has been delayed due to various political and regulatory issues. Significant
risk exists related to this project moving forward to completion and the Company has recorded significant
impairment charges against its investment in this project. However, the Jamul Tribe has the two basic
requirements to eventually build a successful project — federal recognition as an Indian Tribe and Indian

~ land eligible for gaming. Lakes has concluded that it is not currently in our best interest to terminate our
involvement with the Jamul Casino project. Lakes will continue to monitor the status of this project.

During May 2010, Lakes entered into a termination agreement with the Iowa Tribe of Oklahoma, its
governmental components and instrumentalities (collectively, the “Iowa Tribe”) (“Termination Agreement with
the Iowa Tribe), whereby, in consideration of the parties terminating all contracts and agreements between them
(including the Management Agreement under which Lakes was managing the Cimarron Casino, the Consulting
Agreement for the Ioway Casino Resort, and the Amended and Restated Ioway Note under which approximately
$5.0 million was advanced), the Towa Tribe agreed to pay to Lakes a total of $4.5 million of which $1 million was
received within two days of execution of the Termination Agreement with the Iowa Tribe and the sum of
$3.5 million is required to be paid in 15 monthly installments commencing on June 15, 2010.

Lakes has also explored, and continues to explore, other casino development projects. An overview of the non-
Indian projects are as follows:

« In October 2009, Lakes entered into an agreement with Penn Ventures, LLC (“Penn”) for the purpose of
funding a percentage of costs associated with the referendum to amend the Ohio constitution to authorize
casino gaming in Ohio, which passed on November 3, 2009. On July 13, 2010, Lakes entered into a
Termination Agreement with Penn whereby, in consideration of the parties terminating the agreement
entered into during October 2009, Penn paid Lakes $25 million. Accordingly, Lakes no longer has any rights,
obligations or interest in the entity that was to be formed in collaboration with Penn for the development of
casinos in Toledo and Columbus, Ohio. During 2011, Lakes has contributed additional capital of approx-
imately $6.0 million. ‘
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LAKES ENTERTAINMENT, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

¢ In October 2009, Lakes entered into a separate agreement with Rock Ohio Ventures, LLC (“Rock Ohio
Ventures”) also for the purpose of funding a percentage of costs associated with the referendum to amend the
Ohio constitution to authorize casino gaming in Ohio. As of January 2, 2011, Lakes has contributed
approximately $2.4 million to Rock Ohio Ventures related to this referendum effort. Lakes expects to
contribute additional capital to Rock Ohio Ventures for the development of casinos in Cleveland and
Cincinnati.

* During March and April 2010, Lakes entered into an agreement and amendment, respectively, with Quest
Media Group, LLC (“Quest”), wherein Lakes agreed to pay a fee to Quest for assisting Lakes in partnering
with Rock Ohio Ventures and Penn during 2009 (collectively the “Project Companies”). Pursuant to the
agreement, Lakes shall pay Quest a fee equal to 18.5% of gross distributions from the Project Companies
(less certain amounts set forth in the agreement), capped at $0.5 million for each of the first five years or until
Lakes recovers prior expenditures, as set forth in the agreement. The April 2010 amendment increased the
fee from 18.0% to 18.5% in exchange for a payment from Quest to Lakes of $0.5 million. During the year
ended January 2, 2011, Lakes made a payment of $0.5 million to Quest as a result of the payment received
from the Termination Agreement with Penn. No additional payments are due to Quest related to the
Termination Agreement with Penn.

» Lakes has received various regulatory approvals to develop a casino on approximately 400 acres near
Vicksburg, Mississippi. However, uncertainty exists surrounding the development of this project due to the
continued downturn in the economic environment and credit markets. As a result, the assets associated with
the Vicksburg project are recorded at their estimated fair value of $3.3 million as of January 2, 2011.

« In August 2009, Lakes entered into a joint venture with the Chisholm Creek Casino Resort, LL.C (“Chisholm
Creek™) relating to an application to the Kansas Lottery to develop and operate a casino project in south
central Kansas. On April 9, 2010, Chisholm Creek withdrew its application for the potential casino due to
unresolved issues related to the project’s location and uncertainties in the competitive market. Chisholm
Creek is a wholly-owned subsidiary of Kansas Gaming Partners, LLC. As of January 3, 2010, Lakes Kansas

" Casino Management, LLC, an indirect wholly-owned consolidated subsidiary of Lakes, had a 16.67%
ownership in Kansas Gaming Partners, LLC. As a result of the withdrawal of the application Lakes also
terminated its involvement with this project and as of January 2, 2011, has no amounts on the consolidated
balance sheet related to an ownership interest in Kansas Gaming Partners, LLC.

Significant customers and concentrations of credit risk. Fees earned for services related to the Red Hawk
Casino and the Four Winds Casino Resort in 2010 and 2009 and fees earned related to the Cimarron Casino in 2009
were each in excess of ten percent of consolidated revenues in the accompanying consolidated statements of
earnings (loss). The decline in general economic conditions in the United States has negatively impacted the local
economic conditions near the casinos we manage and has negatively impacted Lakes’ management fees and the
availability of credit to finance Lakes’ development projects.

The financial instruments that subject the Company to concentrations of credit risk consist principally of its
notes receivable due from Indian tribes (Note 6), and accounts receivable in connection with Indian casino
management contracts. The notes receivable consist of both open (Shingle Springs Tribe) and development (Jamul)
projects. Lakes manages the risk related to open projects and related accounts and notes receivable by overseeing
the day-to-day management of operations and evaluating collectability (need for allowance for doubtful collection
and possible charge-off) of the accounts and notes receivable based upon operational performance on a case by case
basis. For development projects, Lakes monitors the feasibility of the projects, including the likelihood the project
will open and be financially successful, before making advances to the Indian tribes. In the event any of the
receivables become uncollectible, the maximum losses to be sustained would be the carrying value of the
receivables, plus the net carrying value of the related unamortized intangible assets.
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LAKES ENTERTAINMENT, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Restructuring Activities. On October 15, 2010, the Company implemented a reduction in force resulting in
the termination of 13 employees. These actions were designed to streamline and reduce the Company’s cost
structure, increase its financial strength and align its workforce with anticipated staffing needs. The Company
incurred charges of approximately $0.5 million, which related to cash outlays for employee severance benefits. The
charges incurred are included in Selling, general and administrative expenses on the consolidated statement of
earnings and relate to the Corporate segment. All amounts were paid as of January 2, 2011.

2. Summary of significant accounting policies:

Use of estimates. Preparation of financial statements in conformity with accounting principles generally
accepted in the United States requires management to make estimates that affect the reported amounts of assets and
liabilities and disclosures at the date of the financial statements and the reported amounts of net earnings (loss)
during the reporting periods. Actual results could differ from those estimates. Significant estimates that are
particularly susceptible to change materially within the next year relate to: valuation and the realizability of notes
receivable and other long-term assets related to Indian casino projects, fair value measurements, income tax
liabilities, and deferred income tax asset valuation allowances. ’ '

Year end. The Company has a 52- or 53-week accounting period ending on the Sunday closest to December
31 of each year. The Company’s fiscal years for the periods shown on the accompanying consolidated statements of
earnings (loss) ended on January 2, 2011 (“fiscal 2010”) and January 3, 2010 (“fiscal 2009”)

Basis of presentation. The accompanying consolidated financial statements include the accounts of Lakes
and its wholly-owned subsidiaries. Investments in entities that the Company does not control, but has significant
influence over operating and financial policies, are accounted for under the equity method. Investments in entities in
which the Company does not have the ability to exercise significant influence are accounted for under the cost
method. All significant inter-company balances and transactions have been eliminated in consolidation.

Subsequent events. Management has evaluated the accompanying consolidated financial statements for
subsequent events through the date this Annual Report on Form 10-K was filed with the SEC, and have included the
necessary subsequent events in the consolidated financial statements and accompanying footnotes.

Revenue recognition. Revenue from the management, development, financing of, and consulting with
Indian-owned casino gaming facilities is recognized as it is earned pursuant to each respective agreement. See
further discussion below under the caption “Long-term assets related to Indian casino projects.” Accounts
receivable deemed uncollectible are charged off through a provision for uncollectible accounts. No amounts were
deemed uncollectible during fiscal 2010 and fiscal 20009. ’

Cash equivalents. Cash equivalents consist of highly-liquid investments with original maturity of three
months or less.

Investment securities. At January 3, 2010, investment securities were comprised of investments in Auction
Rate Securities (“ARS”), all of which were held by UBS Financial Services, Inc. (“UBS”) and were accounted for as
trading securities under the provisions of Financial Accounting Standards Board (“FASB”) Accounting Standards
Codification (“ASC”) 320, Investments — Debt and Equity Securities. Lakes also had the nontransferable right (the
“Rights”) to sell the ARS at par value to UBS at any time during the period of June 30, 2010, through July 2, 2012
(Note 3). The Rights represented a free standing asset separate from the ARS. The Rights did not meet the definition
of a derivative instrument under ASC 815, Derivatives and Hedging. Therefore, Lakes measured the Rights at
estimated fair value based on Level 3 inputs under ASC 825, Financial Instruments (“ASC 825”), which permitted
Lakes to elect the fair value option for recognized financial assets, to match the changes in the estimated fair value
of the ARS. Gains and losses are reported as interest income in the consolidated statements of operations.

Investment in unconsolidated investees. Investments in an entity where the Company owns less than twenty
percent of the voting stock of the entity and does not exercise significant influence over operating and financial
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LAKES ENTERTAINMENT, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

policies of the entity are accounted for using the cost method. Investments in the entity where the Company owns
twenty percent or more but not in excess of fifty percent of the voting stock of the entity or less than twenty percent
and exercises significant influence over operating and financial policies of the entity are accounted for using the
equity method. The Company has a policy in place to review its investments at least annually, to evaluate the
accounting method and carrying value of the investments in these companies. The cost method investments are
“subject to impairment assessment if there are identified events or changes in circumstance that may have a
significant adverse affect on the fair value of the respective investment. If the Company believes that the carrying
value of an investment is in excess of estimated fair value, it is the Company’s policy to record an impairment charge
to adjust the carrying value to the estimated fair value, if the impairment is considered other-than-temporary.

Property and equipment. Property and equipment (Note 8) is stated at cost less accumulated depreciation.
Depreciation of property and equipment is computed using the straight-line method over the following estimated
useful lives:

BUIING. - . . oo\ e e et 40 years
Furniture and equipment. . .. ......... ... ... .. e 3-7 years

Long-term assets related to Indian casino projects

Notes receivable (Note 6). Lakes has formal procedures governing its evaluation of opportunities for
potential Indian-owned casino -development projects that it follows before entering into agreements to provide
financial support for the development of these projects. Lakes determines whether there is probable future
economic benefit prior to recording any asset related to the Indian casino project. Lakes’ management initially
evaluates the following factors involving critical milestones that affect the probability of developing and operating a
casino:

* Has the U.S. Government’s Bureau of Indian Affairs federally recognized the tribe as a tribe?
* Does the tribe hold or have the right to acquire land to be used for the casino site?
* Has the Department of the Interior put the land into trust for purposes of being used as a casino site?

* Has the tribe entered into a gaming agreement with the state in which the land is located, if required by the
state?

« Has the tribe obtained approval by the National Indian Gaming Commission of the management agreement?

» Do other legal and political obstacles exist that could block development of the project and, if so, what is the
likelihood of the tribe successfully prevailing?

* The financial projections of the project given the project’s geographic location and the feasibility of the
project’s success given such location;

* The structure and stability of the tribal government;

* The scope of the proposed project, including the physical scope of the contemplated facility and the expected
financial scope of the related development;

* An evaluation of the proposed project’s ability to be built as contemplated and the likelihood that financing
will be available; and

* The nature of the business opportunity to Lakes, including whether the project would be a financing,
development and/or management opportunity.

Lakes accounts for its notes receivable from the tribes as in-substance structured notes. Under their terms, the
notes do not become due and payable unless the projects are completed and operational, and distributable profits are
available from their operations. However, in the event its development activity is terminated prior to completion,
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LAKES ENTERTAINMENT, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Lakes generally retains the right to collect in the event of completion by another developer. Because the stated rate
of the notes receivable alone is not commensurate with the risk inherent in these projects (at least prior to
commencement of operations), the estimated fair value of the notes receivable is generally less than the amount
advanced. At the'date of each advance, the difference between the estimated fair value of the note receivable and the
actual amount advanced is recorded as an intangible asset, and the two assets are accounted for separately.

Subsequent to its initial recording at estimated fair value, the note receivable portion of the advance is adjusted
to its current estimated fair value (Note 6) at each balance sheet date until the casino opens using then current
assumptions including typical market discount rates, and expected repayment terms as may be affected by estimated
future interest rates and opening dates, with the latter affected by changes in project-specific circumstances such as
ongoing litigation, the status of regulatory approval and other factors previously noted. The notes receivable are not
adjusted to a fair value estimate that exceeds the face value of the note plus accrued interest, if any. Due to
uncertainties surrounding the projects, no interest income is recognized during the development period, but changes
in estimated fair value of the notes receivable still held as of the balance sheet date are recorded as unrealized gains
or losses in Lakes’ consolidated statement of earnings (1oss).

Upon opening of the casino, any difference between the then estimated fair value of the notes receivables and
the amount contractually due under the notes is amortized into income using the effective interest method over the
remaining term of the note. Notes receivable are stated at the amount of unpaid principal and are net of unearned
discount and, if applicable, an allowance for impaired notes receivable.

Lakes monitors the credit quality of notes receivable through ongoing review of the casino’s financial position,
operating results and projected operating results that are available to Lakes in its capacity as manager of the casino.
In addition, Lakes continuously monitors the economic, political, regulatory and competitive conditions that may
adversely impact casinos’ projected operating results.

Notes receivable related to open casinos are periodically evaluated for impairment. Lakes considers a note
receivable to be impaired when, based on current information and events, it is determined that Lakes will not be able
to collect all amounts due according to the note receivable contract. Impairment is measured based on the present
valué of expected future cash flows discounted at the note receivable’s effective interest rate. Interest income for
impaired notes receivable will be accrued on the net carrying amount of the impaired note receivable under the
effective interest method with significant changes to expected cash flows reflected in the impairment charge on
notes receivable.

The allowance for impaired notes receivable is established through a charge to expense. Any note receivable
principal considered to be uncollectible by management is charged against the allowance for impaired notes
receivable.

Intangible assets related to Indian casino projects (Note 7). Intangible assets related to the acquisition of the
management, development, consulting or financing contracts are periodically evaluated for impairment based on
the estimated cash flows from the contract on an undiscounted basis. In the event the carrying value of the intangible
assets, in combination with the carrying value of land held for development and other assets associated with the
Indian casino projects described below, exceeds the undiscounted cash flow, an impairment is recorded. Such an
impairment is measured based on the difference between the fair value and carrying value of the assets. Lakes
amortizes the intangible assets related to the acquisition of the management, development, consulting or financing
contracts under the straight-line method over the lives of the contracts commencing when the related casino opens.
In addition to the intangible asset associated with the cash advances to tribes described above, these assets include
actual costs incurred to acquire Lakes interest in the projects from third parties.

Land held for development (Note 7). Included in land held for development is land held for possible transfer
to Indian tribes for use in certain of the future casino resort projects. In the event that this land is not transferred to
the tribes, the Company has the right to sell it. Lakes evaluates these assets for impairment in combination with
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intangible assets related to the acquisition of the management, development, consulting or financing contracts and
other assets related to the Indian casino projects as discussed above.

Other (Note 7). Other assets include amounts due from related parties that are directly related to the
development and-opening of Lakes’ Indian casino project in addition to deferred management fees and interest due
from the Shingle Springs Tribe. Also included in this category are costs incurred related to the Indian casino
projects, which have not yet been included as part of the notes receivable because of timing of the payment of these
costs. : -

In addition, Lakes incurs certain non-reimbursable costs related to the projects that are not included in notes
receivable, which are expensed as incurred. These costs include salaries, travel and certain legal costs.

Share-based compensation expense (Note 14). Restricted stock units are valued at the Company’s stock
price on the date of grant and amortized through expense over the requisite service period on a straight-line method.
Lakes uses the Black-Scholes option pricing method to establish the fair value of share-based option awards. Lakes
determination of fair value of share-based option awards on the date of grant using an option-pricing model is
affected by the following assumptions regarding complex and subjective variables. Any changes in these
assumptions may materially affect the estimated fair value of the share-based .award.’

* Expected dividend yield — As the Company has not historically paid dividends, the dividend rate variable in
the Black-Scholes model is zero.

* Risk-free interest rate — The risk free interest rate assumption is based on the U.S. Treasury yield curve in
effect at the time of grant and with maturities consistent with the expected term of options.

* Expected term — The expected term of employee stock options represents the weighted-average period that
the stock options are expected to remain outstanding. It is based upon an analysis of the historical behavior of
option holders during the period from September 1995 to January 2, 2011. Management believes historical
data is reasonably representative of future exercise behavior.

* Expected volatility — The volatility assumption is based on the historical weekly price data of Lakes’ stock
.over a two-year period. Management evaluated whether there were factors during that period which were
unusual and which would distort the volatility figure if used to estimate future volatility and concluded that
there were no such factors.

* Forfeiture rate — As share-based compensation expense recognized is based on awards ultimately expected
to vest, expense for grants is reduced for estimated forfeitures, at the time of grant and revised, if necessary,
in subsequent periods if actual forfeitures differ from those estimates. Lakes’ management has reviewed the
historical forfeitures which have been minimal, and as such presently amortizes the grants to the end of the
vesting period and will adjust for forfeitures at the end of the term.

The following assumptions were used to estimate the fair value of stock options:

For the Fiscal Year

Ended
2010 2009
Expected dividend yield . ......... .. ... ... ... .. .. .. ... — —
Risk-free interestrate . . .. ... . it 2.59% 3.06%
Expected term (in years) . . .. ....ou .ttt 10 years 7.7 years
Expected volatility .. ..... ... ... . ... .. .. ., 88.08% 84.08%

Income taxes (Note 13). The determination of the Company’s income tax-related account balances requires
the exercise of significant judgment by management. Accordingly, the Company determines deferred tax assets and
liabilities based upon the difference between the financial statement and tax bases of assets and liabilities using
enacted tax rates in effect for the year in which the differences are expected to affect taxable income. Management
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assesses the likelihood that deferred tax assets will be recovered from future taxable income and establishes a
valuation allowance when management believes recovery is not likely.

The Company records estimated penalties and interest related to income tax matters, including uncertain tax
positions as a component of income tax expense.

Litigation costs. The Company does not accrue for future litigation costs, if any, to be incurred in connection
with outstanding lifigation and other dispute matters but rather records such costs when the legal and other services
are rendered.

Earnings (loss) per share. For all periods, basic earnings (loss) per share (“EPS”) is calculated by dividing
net earnings (loss) by the weighted average common shares outstanding. Diluted EPS in profitable years reflects the
effect of all potentially dilutive common shares outstanding by dividing net earnings (loss) by the weighted average
of all common and potentially dilutive shares outstanding. Potentially dilutive stock options of 2,031,084 and
739,143 shares in fiscal 2010 and fiscal 2009, respectively, were not included in a computation of diluted earnings
per share because the effects would have been anti-dilutive for the periods presented.

Reclassifications. Certain immaterial reclassifications have been made to the fiscal 2009 consolidated
financial statements to conform to the fiscal 2010 presentation.

New accounting standards. In January 2010, the FASB issued Accounting Standards Update (“ASU”)
2010-6, Improving Disclosures About Fair Value Measurements, which requires reporting entities to make new
disclosures about recurring or nonrecurring fair-value measurements including significant transfers into and out of
Level 1 and Level 2 fair-value measurements and information on purchases, sales, issuances, and settlements on a
gross basis in the reconciliation of Level 3 fair value measurements. ASU 2010-6 was effective for Lakes’ fiscal
year beginning January 4, 2010, except for Level 3 reconciliation disclosures which will be effective for the fiscal
year beginning January 3, 2011. The adoption of ASU 2010-6 did not have a material impact on Lakes’ financial
statements for the fiscal year ended January 2, 2011, and the adoption of Level 3 reconciliation disclosures is not
expected to have a material impact on Lakes’ financial statements for the fiscal year beginning January 3, 2011.

In July 2010, the FASB issued ASU No. 2010-20, Disclosures about the Credit Quality of Financing
Receivables and the Allowance for Credit Losses. ASU No. 2010-20 requires a greater level of disaggregation
in disclosures relating to the credit quality of the Company’s financing receivables and allowance for loan losses.
ASU 2010-20 also requires enhanced disclosures around nonaccrual and past due financing receivables, impaired
loans and loan modifications. The standard is effective for the first interim or annual reporting periods ending on or
after December 15, 2010, and did not have a material impact on Lakes’ financial statements for the year ended
January 2, 2011. In January 2011, the FASB announced that it was deferring the effective date of new disclosure
requirements for troubled debt restructurings prescribed by ASU 2010-20. The effective date for those disclosures
will be concurrent with the effective date for proposed ASU, Receivables (Topic 310): Clarifications to Accounting
for Troubled Debt Restructurings by Creditors. Currently, that guidance is anticipated to be effective for interim and
annual periods ending after June 15, 2011.

3. Investment securities

At January 3, 2010, the Company’s investment portfolio was comprised of investments in ARS, all held by
UBS. See also Note 11 for a discussion of Lakes’ credit line agreement with UBS which was fully repaid during
fiscal 2010. At January 3, 2010, the Company also had the nontransferable right to sell the ARS, at par value to UBS
at any time during the period of June 30, 2010, through July 2, 2012. The par value of the Company’s ARS was
$24.3 million as of January 3, 2010. '

During the year ended January 2, 2011, the Company exercised the Rights and the remaining ARS were
purchased by UBS (Note 4). There were no remaining ARS as of January 2, 2011.
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As of January 3, 2010, investments in securities with original maturity dates beyond three months consist of the
following (in thousands):

Gross Estimated
unrealized fair
Cost losses value
Auction rate SECUITHES . . . . . . . oottt $24,325.  $(2,489) $21,836

4. Financial instruments

The Company’s financial instruments consist of cash and cash equivalents, accounts receivable, investments in
securities, notes receivable and other long-term assets related to Indian casino projects, equity and cost method
investments, accounts payable, contract acquisition costs payable and lines of credit.

For the Company’s cash and cash equivalents, accounts receivable, accounts payable and current portion of
contract acquisition costs payable, the carrying amounts approximate fair value because of the short duration of
these financial instruments. The methods used in estimating the fair value of the Company-s notes receivable from
the Shingle Springs Tribe and the Iowa Tribe of Oklahoma (Note 6), investment in unconsolidated investees
(Note 10), other long-term assets related to Indian casino projects (Note 7) and long-term contract acquisition costs
payable (Note 12) are discussed in the referenced notes to the consolidated financial statements.

Investments in ARS, Rights, and in notes receivable from Indian Tribes for projects under development are
measured at estimated fair value on a recurring basis using unobservable (Level 3) inputs that reflect management’s
estimates about the assumptions that market participants would use in pricing the asset or liability, including
estimated cash flows and valuation metrics. The determination of fair value for these items is described in Note 5.

5. Fair value measurements

The following is a list of the most significant factors affecting the estimated cash flows and discount rates used
in the Company’s valuation models by asset type:

* ARS — Credit ratings of the ARS and collateral securities, default rates, other market and liquidity
circumstances.

* Rights — Credit worthiness of UBS including its credit swap rate.

* Notes receivable from Indian Tribes under development — Probability of the casino opening based on the
status of critical project milestones and the expected opening date, estimated pre- and post-opening interest
rates, contractual interest rate and other terms, yield rates on US Treasury Bills and other financial
instruments, the risk/return indicators of equity investments in general, specific risks associated with
operating the casino and similar projects, and scenario weighting alternatives.

The Company’s financial assets that are carried at estimated fair value based on level 3 inputs are summarized
below (in thousands):

January 2,  January 3,

2011 2010
ARS (NOte 3) . $ — $21,836
Rights (NOte 3) . . ... — 2,481
Notes receivable from Indian Tribes under development (Note 6) ... ... ... 11,129 13,254

$11,129 $37,571
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Changes in the carrying value of these asset types follows (in thousands):

Notes
receivable
from
Indian Tribes
under
ARS Rights development Total
Balances, December 28,2008 ................ $22243  $4301 )$10,703 $ 37,247
Total realized and unredlized gains (losses):
Gains (losses) included in earnings. . . . .. PR 2,043 (1,820) — 223
Unrealized gains on notes receivable, net . . . . — — 1,875 1,875
Settlements (@t par) . ............oinii... (2,450) — — (2,450)
Advances, net of allocation to intangible, other. . — — 676 676
Balances, January 3,2010 .. ................. 21,836 2,481 13,254 37,571
Total realized and unrealized gains (losses): : :
Gains (losses) included in earnings as : ,
interestincome . . . ....... .. i 2,489 (2,481) — 8
Net unrealized gains on notes receivable . . . — — 1,598 1,598
Sales (AL PAL). . .ot e (24,225) — — (24,225)
Redemptions (atpar) ..................... (100) — — (100)
Towa Tribe notes receivable transfer to notes
receivable that are not carried at fair value . . . — — (4,360) 4,360)
Advances, net of allocation to intangible, other. . —_— — 637 637
Balances, January 2, 2011 ... ................ $ — 5 — $11,129 $ 11,129

To value the Company’s ARS portfolio, the Company utilized valuation models based on management’s
estimates of expected cash flow streams and collateral values, default risk underlying the security, discount rates

~ and overall capital market liquidity. The valuation of the Company’s ARS portfolio was subject to uncertainties and

evolving market conditions that were difficult to predict. Factors that may have impacted the estimated fair value
included changes to credit ratings of the ARS as well as to the assets collateralizing the securities, rates of default of
the underlying assets, underlying collateral value, discount rates, and evolving market conditions affecting the
liquidity of the ARS. :

The Rights were a free standing asset separate from the ARS, and represented the Company’s contractual right
to require UBS to purchase the Company’s ARS at par value during the period of June 30, 2010 through July 2,
2012. In order to determine the estimated fair value of the Rights, the Company utilized valuation models based on
management’s estimates of expected cash flow streams, intrinsic value, and the credit worthiness of UBS.

To value the Company’s notes receivable from Indian tribes under development, the Company utilizes
valuation models based on management’s estimates of expected cash flow streams, probabilities of casinos opening
and the expected opening dates, projected pre- and post-opening date interest rates, and discount rates. The
estimated casino opening date used in the valuations of the notes receivable related to Indian casino projects that are
not yet under construction reflects the weighted-average of three scenarios: a base case (which is based on the
Company’s forecasted casino opening date) and one and two years out from the base case. Once a casino project is
under construction, the weighted-average scenarios are no longer used and only the planned opening date is used in
the valuation. The projected pre- and post-opening interest rates are based upon the one year U.S. Treasury Bill spot-
yield curve per Bloomberg and the specific assumptions on contract term, stated interest rate and casino opening
date. The discount rate for the projects is based on the yields available on certain financial instruments at the
valuation date, the risk level of equity investments in general, and the specific operating risks associated with open
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and operating gaming enterprises similar to each of the projects. In estimating this discount rate, market data of
other public gaming related companies is also considered. The probability estimate applied to each project is based
upon a weighting of various possible scenarios with one scenario assuming the casino never opens. The other
scenarios assume. the casino opens but at different opening dates. The probability-weighting applied to each
scenario is intended to effectively capture the element of risk in these projects and is based upon the status of each
project, review of the critical milestones achieved and likelihood of achieving the Temaining milestones.

As a result of the Terminatjon Agreement with the Iowa Tribe, the note receivable from the Iowa Tribe of
Oklahoma is no longer adjusted to its estimated fair value on a quarterly basis, but rather it is evaluated periodically
for impairment pursuant to ASC 310.

Land held for development. Land held for development (Notes 7 and 9) is measured at estimated fair value on
a nonrecurring basis using unobservable (Level 3) inputs that utilize the market approach technique and reflect
management’s estimates about the assumptions that market participants would use in pricing the asset. Significant
inputs include recent transactions of comparable properties as well as consideration of its highest and best use.

6. Long-term assets related to Indian casino projects — notes receivable

The majority of the assets related to Indian casino projects are in the form of notes receivable due from the
Indian tribes pursuant to the Company’s development, financing, consulting and management agreements. The
repayment terms of the loans are specific to each Indian tribe and are dependent upon the successful development
and operating performance of each gaming facility. Repayment of the loans is required only if distributable profits
are available from the operation of the related casinos. In addition, repayment of the loans and the development,
financing, consulting and management fees under contracts are subordinated to certain other financial obligations
of the respective operations. Generally, the order of priority of payments from the casinos’ cash flows is as follows:
a certain minimum monthly priority payment to the Indian tribe; repayment of senior debt associated with
construction and equipping of the casino with interest accrued thereon; repayment of various debt with interest
accrued thereon due to Lakes; development, financing, consulting and management fees to Lakes, with the
remaining funds distributed to the Indian tribe. ’
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Information with respect to the long-term notes receivable, net of current portion, activity is summarized in the

following table (in thousands):

*

**)

Shingle
Springs Jamul Towa
. Tribe(*) Tribe Tribe(**) Total

Balance, December 28, 2008 . ........ e $53,153 $ 7,116 $3,587 $ 63,856

AQVANCES . .« v o e et 20 2,941 . 235 3,196
Repayments . . . ... .... i (3,723) — — (3,723)

Accretion of note receivable discount . . ........... 3,321 — — 3,321
Allocation of advances to intangible assets . ........ — (2,412) (88) (2,500)

Unrealized gains (1osses) .. .........cooouevnn.. — 2,116 (241) 1,875

Balance, January 3,2010 ........... ... .. ... .. 52,771 9,761 3,493 66,025

Advances . . .. o e s 2,580 3,131 — 5,711
REPAYMENtS . . ..o vit it iiaiiinnaen e (5,531) To— (3,022 (8,553)

Accretion of note receivable discount . .......... 2,986 T— ) 97 3,083
Allocation of advances to intangible assets . ... ... — (2,498) — (2,498)

Unrealized gains. . .. ... — 735 863 1,598

Balance, January 2,2011 ........ ... ... ... ..., 52,806 11,129 1,431 65,366
Less current portion of notes receivable. . ... ... 974) — (1,431) (2,405)
Less allowance for impaired notes receivable. ... (20,975) — — (20,975)
Long-term notes receivable, net, January 2, 2011 . ... $30,857 $11,129 $ — $41,986

The Company’s management estimated the fair value of the notes receivable from the Shingle Springs Tribe in
conjunction with the opening of the Red Hawk Casino on December 17, 2008. Pursuant to Lakes’ accounting
‘policy, upon opening of the casino, the difference between the then estimated fair value of the notes
receivables and the amount contractually due under the notes is being amortized into income using the
effective interest method over the remaining term of the note. These notes are no longer adjusted to estimated
fair value on a quarterly basis, but rather they are evaluated for impairment. As of January 2, 2011, the notes
receivable were deemed impaired and an allowance for impaired notes receivable of $21.0 million was
established which is included in the net carrying amount (see discussion below).

In conjunction with the Termination Agreement with the Towa Tribe entered into in May 2010 and pursuant to
Lakes’ accounting policy, the notes receivable from the Iowa Tribe are no longer adjusted to estimated fair
value on a quarterly basis, but rather they are evaluated for impairment pursuant to ASC 310.

A summary of the activity in the allowance for impaired notes receivable follows:

Balance, January 3, 2010 . ... ...t A
Recoveries .. ............... S OO —
Charge-offs . . ... —
Impairment charge on notes receivable .. ... il 20,975

Balance, January 2, 2011 .. ..o it e $20,975

Shingle Springs Tribe. At January 2, 2011, Lakes evaluated the notes receivable from the Shingle Springs

Tribe for impairment and concluded that it was probable that substantial amounts due would not be repaid within the
contract term and therefore determined that the notes receivable were impaired. This determination was based on
the lack of previously expected improvements in operating results due to the continued significant economic
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pressures in the northern California market and increased competition from a neighboring casino expansion in the
market the property serves, all of which have negatively impacted cash flows for the property, as well as the deferral
of all principal payments during the fourth quarter of fiscal 2010 due to insufficient net revenues from which to
- make these payments. Prior to the fourth quarter of fiscal 2010, Lakes had not experienced a three-month period in
which all principal payments were deferred. As a result of these factors, Lakes determined it was probable that
substantial amounts due would not be repaid within the contract term. As of January 2,-2011, an allowance of
$21.0 million was established through an impairment charge on the notes receivable and is included in the
consolidated statement of earnings for fiscal 2010. The outstanding principal on the notes receivable from the
Shingle Springs Tribe was $67.7 million as of January 2, 2011, which is comprised of $66.7 million related to pre-
construction advances and $1.0 million of advances related to the minimum guaranteed monthly payment. The
carrying amount of the notes receivable, which is net of unearned discount of $14.9 million and allowance for
impairment of $21.0 million, was $31.8 million as of January 2, 2011. The carrying amount as of J anuary 2, 2011
represents the present value of expected future cash flows.

Although Lakes has concluded that it is probable that substantial amounts due from the Shingle Springs Tribe
will not be repaid within the contract term, the Shingle Springs Tribe will remain legally obligated to repay any
remaining amounts due to Lakes subsequent to the conclusion of the contract. :

Lakes entered into a development and management agreement with the Shingle Springs Tribe in 1999 to
develop and manage the Red Hawk Casino which is located adjacent to US Highway 50, approximately 30 miles
east of Sacramento, California. The Shingle Springs Tribe obtained $450 million of senior note financing and
$77 million for furniture, furnishings and equipment financing, and under the terms of the development agreement,
Lakes made pre-construction advances to the Shingle Springs Tribe of $74.4 million, including interest accrued
during the pre-construction period. The Red Hawk casino opened on December 17, 2008.

The opening of the Red Hawk Casino triggered the repayment terms of the notes receivable which are
scheduled to be repaid over the original seven-year term at the stated interest rate of Prime plus 2% (5.25% as of
January 2, 2011). If, however, net revenues (as defined in the management and development agreement) from the
project are insufficient, payments are deferred. Lakes classifies principal amounts expected to be received within
the next fiscal year, if any, as current portion of notes receivable from casino projects on the Consolidated Balance
Sheets. The order of priority of payments from the Red Hawk Casino’s cash flows has been as follows: a certain
minimum monthly guaranteed payment to the Shingle Springs Tribe, various debt with interest accrued thereon
(including Lakes’ pre-construction advances), management fee due to Lakes, and other obligations, if any, and the
remaining funds, if any, distributed to the Shingle Springs Tribe. In order to assist the Red Hawk Casino in
increasing cash levels, Lakes will defer allowed payments of principal on the preconstruction advances, if any,
beginning March 2011 until December 2013. These deferrals, if any, do not constitute forgiveness of contractual
principal amounts due to Lakes. Due to the temporary nature of the principal payment suspension and no
forgiveness of principal is being granted, any such deferrals would not meet the criteria for a troubled debt
restructuring under ASC 310-40 Troubled Debt Restructurings by Creditors. -

Management estimates the fair value of this financial instrument as of January 2, 2011, to be approximately
$26.6 million using a discount rate of 22.5% and a remaining estimated term of 121 months. Management estimated
the fair value of the notes receivable with the Shingle Springs Tribe as of January 3, 2010, to be approximately
$50.8 million using a discount rate of 19.0% and a remaining term of 72 months.

The management contract includes provisions that allow the Shingle Springs Tribe to buy-out the management
contract after four years from the opening date. The buy-out amount is based upon the previous year of management
fees earned multiplied by the remaining number of years under the contract, discounted back to the present value at
the time the buy-out occurs. If the Shingle Springs Tribe elects to buy out the contract, all outstandin g amounts owed
to Lakes would immediately become due and payable.
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- Jamul Tribe. The Jamul Casino is planned to be built on the Jamul Tribe’s existing six acres of reservation
land. Reservation land qualifies for gaming without going through a land-in-trust process. Under the form of tribal-
state compact first signed by the State of California (the “State”) with the Jamul Tribe in 1999, the Jamul Tribe is
allowed to operate up to 350 Class III slot machines without licenses from the State. This form of compact also
allows California tribes to operate additional Class II electronic gaming devices. Under these tribal-state compacts,
there is a State-wide limitation on the aggregate number of Class III slot machine licenses that are available to tribes.
Certain tribes have entered into new tribal-state compacts or amendments to the 1999, form-of tribal-state compact
that allow them to operate an unlimited number of Class II electronic gaming devices without the need for obtaining
additional licenses, subject to the payment of additional fees to the state, including in recent cases, fees based on a
percentage of slot “net win.” Currently, the Jamul Tribe has not amended its tribal-state compact. If the compact is
not renegotiated and amended, the Jamul Tribe believes it could either operate under their existing compacts which
allow for up to 350 Class III gaming devices and an unlimited number of Class II electronic gaming devices or it
could choose to operate only class II electronic gaming devices without a compact. At this time, the Jamul Tribe is
proceeding with only class II electronic gaming devices. This number of gaming devices is adequate under either
approach to equip the planned development; and therefore, Lakes believes the avallabxhty of additional slot licenses
should not prevent the project from progressing.

The Jamul Casino project has been significantly delayed due to various political and regulatory issues,
including those related to access from State Highway 94 to the proposed casino site. In addition, the California
Department of Transportation (“CalTrans”) issued a letter in 2008 to the Jamul Tribe indicating that it would not
allow access to a casino operation from State Highway 94. In January 2011, the Jamul Tribe and CalTrans entered
into an agreement which will permit CalTrans to review and process the Jamul Tribe’s encroachment permit
application relating to the access, and provided that if the Jamul Tribe’s application meets certain legal require-
ments, CalTrans will issue the encroachment permit. The Jamul Tribe is currently performing various environ-
mental and traffic studies necessary for the permit application.

The local opposition to this project has not been resolved and Lakes’ current expectation is that issues
associated with this opposition could cause further delays, even if resolution of site access issues is achieved. These
factors, in combination with the current general economic environment and probable difficulty of financing projects
of this nature at desirable rates, have caused Lakes to estimate the probability of eventual opening of this project at
50%, and adjust the estimated opening date of this project to January 2016. Lakes’ management has also decreased
the discount rate to 20.0% for this project, due to the leveling financial markets during 2010, which decreased the
estimate of the required yield on the notes. As a result, Lakes recorded an unrealized gain on its notes receivable of
$0.9 million during fiscal 2010.

Under the terms of its contracts, Lakes continues to make advances to the Jamul Tribe because Lakes believes
the project will eventually succeed. Lakes made advances to the Jamul Tribe of $3.1 million and $2.9 million during
fiscal 2010 and fiscal 2009, respectively. However, significant risk exists related to this project moving forward to
completion, and Lakes continues to record significant impairment charges against its investment in this project. The
Jamul Tribe has the two basic requirements to eventually build a successful project — federal recognition as an
Indian Tribe and Indian land eligible for gaming and Lakes currently expects to continue its involvement with this
project. :
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The terms and assumptions used to value the notes receivable at estimated fair value related to the Jamul Tribe
are as follows (dollars in thousands):

As of January 2, 2011 As of January 3, 2010

Face value of note (principal and interest) . ...................... $61,108 $54,911
: ($39,638 principal and ($36,507 principal and
$21,470 interest) $18,404 interest)
Estimated months until casino opens (weighted average of three ’ ’
SCENATIOS) « « o v v v ettt et e 66 months 66 months
Projected interest rate until casinoopens . .. ..................... 7.29% 8.00%
Projected interest rate during the loan repayment term. .. ............ 10.19% 10.40%
Discount rate . ... ... ..ot 20.00% 21.00%
Repayment terms of note . . . . . . e 120 months 120 months
Probability rate of casino opening (weighting of four scenarios) . ... .. .. 50% 50%

lowa Tribe As aresult of the Termination Agreement with the Iowa Tribe-whereby the Iowa Tribe agreed to
pay Lakes a total of $4.5 million of which $1.0 million was paid in May 2010 and the remaining $3.5 million is
required to be paid in 15 monthly installments commencing on June 15, 2010.

As a result of the Termination Agreement with the Iowa Tribe, the carrying value of the notes receivable was
adjusted to its estimated fair value of as of April 4, 2010 and the difference between the then estimated fair value and
the amount contractually due under the Termination Agreement with the Iowa Tribe is being amortized into interest
income using the effective interest method over the remaining term. The note receivable is no longer adjusted to
estimated fair value, but rather it is evaluated periodically for impairment pursuant to ASC 310. The payment terms
of the Termination Agreement with the Iowa Tribe and a discount rate of 6.0% were used as the assumptions for the
determination of estimated fair value as of April 4, 2010.

Lakes recorded an unrealized gain (loss) of $0.9 million and ($0.2) million for the fiscal years ended January 2,
2011 and January 3, 2010, respectively, which is included in net unrealized gains from notes receivable in the
consolidated statements of earnings. At January 2, 2011, the carrying value of the note receivable is $1.4 million,
which approximates fair value.

The terms and assumptions used to value Lakes’ notes receivable from the Iowa Tribe at estimated fair value as
of January 3, 2010 are as follows (dollars in thousands):

As of January 3, 2010

Face value of note (principal and interest). .............. $6,218
(34,970 principal and $1,248 interest)
Estimated months until casino opens .................. 36 months
Projected interest rate until casino opens. .. ............. 7.03%
Projected interest rate during the loan repayment term . . ... 9.59%
Discountrate . . ...t 16.00%
Repayment terms of note . . .. ... ... J 24 months
Probability rate of casino opening .................... 75%
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7. Other long-term assets related to Indian casino projécts

Intangible assets. Information with respect to the intangible assets related to the acquisition of management,
development, consulting or financing contracts by project is summarized as follows (in thousands):

Shingle

Pokagon Springs Jamul Towa
Band Tribe(*) Trib_e(**_) Tribe(**) Total
Balance, December 28,2008 .......... $24,060 $22216 $ — : $1,310 $47,586
Allocation of advances. ............ — — 2,412 88 2,500
Acquisition of contract rights . . .. .. .. — 7,807 — — 7,807
Amortization . . .................. (6,714) (3,695) — 8) (10,417)
Impairment losses ................ — — (2,412) — (2,412)
Balance, January 3,2010............. 17,346 26,328 — 1,390 45,064
Allocation of advances. ............ — — 2,498 — 2,498
Amortization . . .................. (6,715) (4,422) = N ) (11,139)
Impairment losses ................ —_ (16,664) (2,498) (1,388) (20,550)
Balance, January 2, 2011........ P $10,631 $ 5242 $ — $ — $15873

(*) Due to the carrying amount of the intangibles associated with the Shingle Springs Tribe exceeding the
expected future cash flows from the management agreement for the Red Hawk Casino, impairment losses of
$16.7 million were recognized during fiscal 2010. This determination was based on the continued significant
economic pressures in the northern California market and increased competition from a neighboring casino
expansion in the market the property serves, all of which have negatively impacted expected future cash
flows for the property.

(**) Due to the continued uncertainty surrounding the Jamul Casino project, Lakes recognized an impairment of
~ $2.5 million and $2.4 million related to the intangible assets associated with this project during fiscal 2010
and 2009, respectively.

(***) Due to the Iowa Tribe of Oklahoma’s decision not to move forward with Lakes for the development and
management of the Toway Casino Resort, Lakes recognized an impairment of $1.4 million related to the
intangible assets associated with the Ioway Casino Resort during fiscal 2010. There have been no subsequent
impairment losses related to the Joway Casino resort.

Based on current estimates of project opening dates and length of management and consulting contracts, the
Company expects to recognize amortization expense related to these intangibles as follows (in thousands):

Fiscal year

200 e e e $ 7,784
200 e e 4,962
2003 e e e 1,057
2004 e e e 1,057
2005 o e e 1,013
TS5 ¢ i =) o —

$15,873

Land held for development. Land held for development in this category is held for possible transfer to Indian
tribes for use in certain of the future casino resort projects. In the event that this land is not transferred to the tribes,
the Company has the right to sell it. Lakes currently owns approximately 96 acres of land held for development
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located adjacent to the Jamul Casino project location, which is carried at $1.0 million as of January 2, 2011 and
January 3, 2010.

As of January 2, 2011 and January 3, 2010, Lakes also owns approximately 114 acres of land held for
development located in Oklahoma. As of January 3, 2010, Lakes had invested $0.8 million in land held for
development, which was being held for future transfer to the Iowa Tribe. As a result of the Iowa Tribe’s decision on
April 2, 2010 not to move forward with Lakes on the Ioway Casino Resort, management performed an assessment
of the land fair value and concluded that the carrying value of the land was impaired. As a result, Lakes adjusted the
carrying value of this land to its estimated fair value of $0.2 million, recorded an impairment loss of $0.7 million
during fiscal 2010, and reclassified the land to Land held for development (not related to Indian casino projects).

Other.  Asof January 2,2011 and January 3, 2010 other assets included amounts due from Mr, Kevin M. Kean
(Note 17). Financial instruments related to Mr. Kean have a carrying value of $1.8 million and $2.3 million, net of
current portion, as of January 2, 2011 and January 3, 2010, respectively. In addition other long-term assets include
financial instruments related to deferred management fees and interest due from the Shingle Springs Tribe of
$3.4 million and $1.5 million as of January 2, 2011 and January 3, 2010, respectively. Management estimates the
fair value of these financial instruments related to Mr. Kean and the Shingle Springs Tribe to be $4.2 million as of
January 2, 2011 using a discount rate of 18.0%. Management estimated the fair value of these financial instruments
related to Mr. Kean and the Shingle Springs Tribe to be $2.3 million as of January 3, 2010, using a discount rate of
19.0%.

8. Property and equipment, net

The following table summarizes the components of property and equipment, at cost (in thousands):

January 2, January 3,

2011 2010
Building ........ e $ 6,497 $ 6,497
Furniture and equipment . .............. ... ..., 1,517 2,947

8,014 9,444
Less accumulated depreciation . .. .......... ... ... . ..., (2,911) (4,110)

$ 5,103 $ 5,334

9. Land held for development

At January 2, 2011 and January 3, 2010, Land held for development primarily relates to land and pre-
construction costs, primarily architecture and engineering costs associated with a Company-owned planned casino
project in Vicksburg, Mississippi. Lakes has the option to develop the project on an approximately 400-acre site on
the Mississippi River, located on Magnolia Road in Vicksburg, Warren County, Mississippi, for which Lakes holds
land and land purchase options. A total of $9.4 million has been invested as of January 2, 2011 and January 3, 2010.
However, uncertainty exists surrounding the development of this project due to continued weakness in the economic
environment and credit markets. Based on the assessments performed during fiscal 2010 and 2009, management has
deemed the carrying value of the land held for development as impaired. As a result, the assets associated with the
Vicksburg project are carried on the consolidated balance sheets at their estimated fair value of $3.3 million and
$4.9 million as of January 2, 2011 and January 3, 2010, respectively. Lakes recognized impairment losses of
approximately $1.6 million and $0.5 million during fiscal 2010 and 2009, respectively, which is included in
Impairment losses-other on the consolidated statements of earnings.
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10. Investment in unconsolidated ihvestees

Equity method-investment. At January 3, 2010, the Company had a 16.67% ownership interest in Kansas
Gaming Partners, LLC (“Kansas Partners”) which wholly owns Chisholm Creek Casino Resort, LLC (“Chisholm
Creek™), an entity formed to develop and manage a casino in south central Kansas. During fiscal 2009, Lakes
entered into an agreement to perform certain management and development services related to this potential casino.
As of January 3, 2010, Lakes had invested approximately $8.4 million in Kansas Partners which is included in the
Investment in Unconsolidated Investees in the consolidated balance sheets. During April 2010, Chisholm Creek
withdrew its application to be the Lottery Facility Gaming Manager in the South Central Gaming Zone in Kansas,
and as a result, Lakes also terminated its involvement with this project. Accordingly, Lakes received approximately
$8.3 million representing a refund of Lakes’ 2009 capital contribution related to the deposit of a privilege fee with
the State of Kansas for the Chisholm Creek project. As of January 2, 2011, the Company has no amounts recorded in
the consolidated balance sheets related to an ownership interest in Kansas Partners.

Cost method investments. Lakes has an investment in Rock Ohio Ventures for the potential development of
two casinos in Ohio. This investment is accounted for using the cost method since Lakes-does not have the ability to
significantly influence the operating and financial decisions of the entity. At January 2, 2011 and January 3, 2010,
Lakes had invested a total of approximately $2.4 million in Rock Ohio Ventures, which is included in the Investment
in Unconsolidated Investees in the consolidated balance sheets. Lakes has the right, but not the obligation, to make
additional investments up to 10% of equity required by Rock Ohio Ventures to develop the potential casinos in Ohio
in return for a corresponding equity interest in those casinos (Note 16). The fair value of the Company’s investment
in Rock Ohio Ventures was not estimated as of January 2, 2011, as there were no events or changes in circumstances
that may have a significant adverse effect on the fair value of the investment, and Lakes’ management determined
that it was not practicable to estimate the fair value of the investments. During 2011, Lakes has contributed
additional capital of approximately $6.0 million.

At January 3, 2010, Lakes had an investment of approximately $1.9 million in an entity to be formed in
collaboration with Penn for the potential development of two casinos in Ohio. This investment was included in the
Investment in Unconsolidated Investees in the consolidated balance sheets and was accounted for using the cost
method since Lakes did not have the ability to significantly influence the operating and financial decisions of the
entity. During the fiscal year ended January 2, 2011, the Company entered into a Termination Agreement with Penn
in which the Company divested its interest in the entity to be formed in collaboration with Penn in exchange fora
$25 million payment from Penn. Accordingly, a gain on divestiture of cost method investment of $23.1 million was
recorded in the consolidated statements of earnings for the fiscal year ended January 2, 2011. As of January 2,2011,
the Company has no amounts recorded in the consolidated balance sheets related to this investment.

11. Debt

Line of credit payable. During 2008, Lakes entered into a client agreement (the “Credit Line”) with UBS
under which any borrowings were secured by Lakes’ ARS held at UBS. As of January 3, 2010, approximately
$16.3 million was outstanding under the Credit Line. During fiscal 2010, a portion of the proceeds from the sale of
ARS were used to repay the remaining balance of the Credit Line at that time. The Credit Line was closed upon
repayment and no additional amounts are available.

Non-revolving line of credit payable. Also during 2008, Lakes entered into a two-year interest only
$8.0 million non-revolving line of credit loan agreement (the “Loan Agreement”) with Centennial Bank (formerly
First State Bank). Effective October 28, 2010, the Loan Agreement’s maturity date was extended from October
2010 to October 2012. The Loan Agreement is collateralized by primarily all of Lakes’ interest in the real property
it owns in Minnetonka, Minnesota. Amounts borrowed under the Loan Agreement bear interest at 8.95%. Lakes’
Chief Executive Officer, Lyle Berman, personally guaranteed the Loan Agreement on behalf of Lakes. As of
January 3, 2010, Lakes owed $2 million under the Loan Agreement. During fiscal 2010, the $2 million in advances
on the Loan Agreement were repaid and no amounts were outstanding as of January 2, 2011.
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12. Contract acquisition costs payable

Pokagon Band.  The Company is obligated to an unrelated third party as part of an agreement associated with
the Company obtaining the management contract with the Pokagon Band. As of January 3, 2010, the carrying
amount of the liall)ility, was $5.3 million, net of a discount of $1.5 million and was previously payable quarterly over
the remaining 22 months of the five-year management agreement for the Four Winds Casino Resort. During the
fiscal year ended January 2, 2011, the Company made a prepayment of $3.4 million on a portion of the obligation at
an 18% discount. As of January.2, 2011, the remaining carrying amount of the liability, which approximates its

- estimated fair value, was $0.7 million, net of a discount of $0.1 million. Amounts payable during the next 12 fiscal
months totaling $0.4 million, net of related discount, are included in current contract acquisition costs payable as of
January 2, 2011. :

During 2006, the Lyle Berman Family Partnership (the “Partnership”) purchased a portion of the obligation
discussed above from the unrelated third party. The Partnership receives approximately $0.3 million per year of the
payment stream related to this obligation during the five-year term of the management contract of the Four Winds
Casino Resort. Lyle Berman, Lakes” Chairman and Chief Executive Officer, does not have an ownership or any
other beneficial interest in the Partnership. However, Neil I. Sell, a director of Lakes, is one of the trustees of the
irrevocable trusts for the benefit of Lyle Berman’s children who are partners in the Partnership.

Shingle Springs Tribe. During 2009, the Company became obligated to pay Mr. Jerry Argovitz and Mr. Kevin
Kean each $1 million per year (prorated based on a 365 day year) during the remainder of the seven-year initial term
of the Red Hawk Casino management contract, which commenced in December 2008. These obligations resulted
from Mr. Argovitz’s and Mr. Kean’s elections under existing agreements with Lakes to relinquish their respective
other rights related to the Red Hawk Casino project. As of January 2, 2011 and J anuary 3, 2010, the remaining
carrying amount of the liability, which approximates its estimated fair value, was $6.5 million and $7.2 million, net
of a $3.5 million and $4.8 million discount, respectively. Amounts payable during the next 12 fiscal months totaling
$0.9 million, net of related discount, are included in current contract acquisition costs payable as of January 2, 2011.

13. Income taxes

The provision for income taxes for fiscal 2010 and 2009, consist of the following (in thousands):
For the Fiscal Year

Ended
2010 2009

Current: .

Federal. . . ... .. o $(1,844) $2413

StAte . o o 1,093 912

(751) 3,325

Deferred:

Federal. . ... ... . 2,974 (1,217)

State .. ... ... e e e e e (1,069) (688)

$ 1,154 $1,420
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Reconciliations of the statutory federal income tax rate to the Company’s actual rate based on earnings (loss)
before income taxes for fiscal 2010 and 2009, are summarized as follows:

For the Fiscal

Year Ended
2000 2009
Statutory federal tax rate. . . ... ... .. i . . (35.0)% 35.0%
State income taxes, net of federal income taxes . . . ........... ... o 2.8 1.9
Change in valuation allowance . ........... ... ..t iiiinnennnn . 107.0 (10.3)
Permanent tax differences . .. ... i 0.5 1.4
Net operating loss and capital loss carryforwards. . .. ........ ... ... ... .. ..., 03 (224)
Resolution of prior year tax matters. . .. .. .o co vt vi it 0.6) 103
Share-based compensation. . .. ......... .ttt e 2.8 —
Uncertain tax position. . .. ...ttt e Lo (628) 141
Other, Net. . . ..ot e e (03 15
' _9.1% 21.7%

The Company’s deferred income tax (liabilities) and assets are as follows (in thousands):

January 2, January 3,

2011 2010
Current deferred tax asset: .
Accruals, reserves and other. . . . ... ... i $ 334 $ 373 .
Net operating loss carryforWaIds ................................ — 1,387
Valuation allowancCes . . . . ...t it in et e ei i e (334) (1,649)
' $ — $ 11
Non-current deferred taxes:
DeVElOPMENt COSLS . « « v v v v ettt e e $ 11,221 $ 14,363
Deferred interest on notes receivable. . . ....... .. .. i oL 31,056 31,506
Unrealized gains on notes receivable. . ............... e (25,086) (24,718)
Allowance for impaired notes receivable. . ............... ... ... ... 8,121 —
Stock cOMPENSAtION EXPEISE. . . . . o vt v v v vttt 1,636 2,002
Amortization and impairment of intangibles . ...................... 14,156 4,843
Uncertain tax position . .. ... ... ...ttt 3,189 5,937
Net operating loss carryforwards. .. ........... ... i 521 —
O her. . . e (10) 523
Valuation allowances . ........ T (44,804) (32,662)
$ — § 1,794

As of January 2, 2011, management has evaluated all evidence and has determined that cumulative net losses
generated over the past three years outweigh the current positive evidence that management believes exists
surrounding its ability to generate income from its long-term assets related to Indian casino projects. Therefore
management determined that a 100% valuation allowance against deferred tax assets was appropriate at January 2,
2011. Approximately $0.1 million will be credited to additional paid in capital for tax windfall benefits related to
share-based compensation from prior years.
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As of January 2, 2011, Lakes had approximately $9.1 million of state net operating loss carryforwards. Lakes’
state net operating loss will expire at various times depending on specific state laws.

On March 17, 2011, Lakes and the Louisiana Department of Revenue entered into a Settlement Agreement
whereby Lakes agreed to pay the Louisiana Department of Revenue $9.0 million in full and final payment. In return,
the Louisiana Department of Revenue agreed to dismiss the suit and forever discharge Lakes from all proceedings
and liabilities relating to this matter. As of January 2, 2011, income tax payable includes $9.0 million related to this
Settlement Agreement. As of January 3, 2010, Lakes had recorded a liability for uncertain tax positions related to
this matter of $6.9 million plus an additional $10.1 million for the possible payment of interest and fees related to
these tax liabilities. These tax liabilities are considered unrecognized tax benefits which would affect Lakes’
effective tax rate when recognized. Interest related to such uncertain tax positions included as a component of
income tax expense, amounted to approximately $0.5 million and $0.8 million for fiscal 2010 and 2009,
respectively. A tax benefit was recognized in fiscal 2010 of $8.5 million for the adjustment to the liability for
uncertain tax positions. There were no changes in the components of the tax liability during fiscal 2009.

A reconciliation of the unrecognized tax benefits for fiscal 2010 is as follows:

Balance at January 3, 2010. . . ... ... .. $6,917
Additions for tax positions of prior YEAIS .o 1,083
Balance at January 2, 2011(¥) ... ... $8,000

(*) Of the $9.0 million Settlement Agreement discussed above, $8.0 million relates to taxes and $1.0 million relates
to fees. ' -

Lakes files a consolidated U.S. federal income tax return, as well as income tax returns in various states. The
U.S. federal income tax returns for the years 2007 — 2010 and state income tax returns in various states for the
years 2006 — 2010 remain subject to examination.

14. Stock options and restricted stock units:

Lakes has a 1998 Stock Option and Compensation Plan and a 1998 Director Stock Option Plan (the “1998
plans”), that were approved to grant up to an aggregate of 5.0 million shares and 0.5 million shares, respectively, of
incentive and non-qualified stock options to officers, directors, and employees. No additional options will be
granted under the 1998 plans. In June of 2007, Lakes’ shareholders approved the 2007 Lakes Stock Option and
Compensation Plan (the “2007 Plan”), which authorized a total of 500,000 shares of Lakes’ common stock. In
August of 2009, Lakes’ shareholders amended the 2007 Plan to increase the number of shares of Lakes common
stock authorized for awards from 500,000 to 2,500,000. Stock options granted under the 1998 plans and the 2007
Plan typically vest in equal installments over three-year, four-year and five-year periods, beginning on the first
anniversary of the date of each grant and continue on each subsequent anniversary date until the option is fully
vested. The employee must be employed by Lakes on the anniversary date in order to vest in any shares that year.
Vested options are exercisable for ten years from the date of grant; however, if the employee is terminated
(voluntarily or involuntarily), any unvested options as of the date of termination will be forfeited.

Consolidated share-based compensation expense, which includeé stock options and restricted stock units, was
$0.5 miilion and $0.4 million for fiscal 2010 and 2009, respectively.

For fiscal 2010 and 2009, no income tax benefit (Note 13) was recognized in Lakes’ consolidated statements of
earnings (loss) and comprehensive earnings (loss) for share-based compensation arrangements. Management
assessed the likelihood that the deferred tax assets relating to future tax deductions from share-based compensation
will be recovered from future taxable income and determined that a valuation allowance is necessary to the extent
that management currently believes it is more likely than not that tax benefits will not be realized. Management’s
determination is based primarily on historical losses and earnings volatility.
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Stock options. The following table summarizes stock option activity for fiscal 2010 and fiscal 2009:

Number of common shares

Lakes Weighted-
options Available avg, exercise
» outstanding Exercisable for grant price

Balance at December 28, 2008............ 2,862,964 2,498,864 - 343,150 $6.60
Authorized. .. ...... N — — 2,000,000 —
Granted . . .. ..o 201,000 — (201,000) 3.24
Forfeited/cancelled/expired e (487,923) — 85,350 5.75
Option exchange modification(*) ........ (1,827,400) — 75,500 7.25
Option exchange post modification(*). . . . . 1,046,587 —  (1,046,587) 3.40
Exercised. .. ..o (91,041) — — 3.80
Restricted stock unit activity, net ........ — — (135,000)

Balance at January 3, 2010(**) ........... 1,704,187 442,3'50 1,121,413 $3.93
Granted . . ... .o i 587,000 — (587,000) 1.89
Forfeited/cancelled/expired.. . . . . e (260,103) — 154,803 6.67
Restricted stock unit activity, net ........ — — 9,999

Balance at January 2, 2001(*¥**). . ......... 2,031,084 904,076 699,215 $2.99

(*)  On September 22, 2009, Lakes offered eligible employees, including current employees, executive officers
and members of the Board of Directors of Lakes, the opportunity to exchange eligible outstanding stock
options granted under the 1998 Stock Option and Compensation Plan, the 1998 Director Stock Option Plan
and the 2007 Stock Option and Compensation Plan that were issued with exercise prices equal to or greater
than the closing per share price on September 22, 2009 of $3.40, for new stock options to purchase fewer
shares of Lakes common stock at an exercise price equal to the closing price of Lakes common stock on the
NASDAQ Global Market on September 22, 2009 of $3.40.

The replacement stock option grants have a new term of 10 years and a renewed vesting period ranging from
two to five years depending upon the original stock option grant date. Lakes accepted eligible options from
41 participants in Lakes’ stock option modification, and the stock option modification did not result in any
additional share-based compensation expense during fiscal 2009:

(**) Options outstanding do not include 135,000 of outstanding restricted stock units summarized below.
However, common shares available for grant takes into account restricted stock unit activity (see below).

(**#¥) Options outstanding do not include 79,996 of outstanding restricted stock units summarized below. However,
common shares available for grant takes into account restricted stock unit activity (see below).

As of January 2, 2011, the options outstanding had a weighted-average remaining contractual life of 7.5 years,
weighted-average exercise price of $2.99 and an aggregate intrinsic value of $0.6 million. The options exercisable
have a weighted-average exercise price of $3.43, a weighted-average remaining contractual life of 5.4 years and an
aggregate intrinsic value of zero as of January 2, 2011.

The total intrinsic value of options exercised during fiscal 2009 was $13,000. As of January 2, 2011, Lakes’
unrecognized share-based compensation related to stock options was approximately $1.3 million, which is expected
to be recognized over a weighted-average period of 2.7 years. The weighted-average grant-date fair value of stock
options granted during fiscal 2010 and fiscal 2009 was $1.89 and $2.45, respectively, per share.

Lakes issues new shares of common stock upon exercise of options.
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Restricted stock units. The following table summarizes Lakes’ restricted stock unit activity for fiscal 2010
and fiscal 2009:

Weighted-average

Restricted grant-

Non-vested shares: stock units date fair value
December 28, 2008. . . .. ... . . = $ —
Granted .................... R 140,000 - 3.25
Forfeited. . .......... T (5,000) 3.25
January 3, 2010 .. ... .. ... .. ... e 135,000 $3.25
Vested ........ e e e e e e e e e (45,005) 3.25
Forfeited. . . ... . . . (9,999) 3.25
January 2, 2011 ... ... 79,996 $3.25

As of January 2,2011, Lakes’ unrecognized share-based compensation was approximately $0.2 million related
to non-vested shares, which is expected to be recognized over a weighted-average of 1.1 ‘years.

15. Employee retirement plan:

Lakes has a qualified defined contribution employee savings plan for all full-time employees. The savings plan
allows eligible participants to defer, on a pre-tax basis, a portion of their salary and accumulate tax-deferred
earnings as a retirement fund. Lakes currently matches employee contributions up to a maximum of 4% of
participating employees’ gross wages. The Company contributed approximately $0.2 million during fiscal 2010
fiscal 2009, respectively. Company contributions are vested over five years.

16. Commitments and contingencies:

General. The general economic conditions in the United States may have or continue to have a negative
impact on the local economic conditions near the casinos Lakes manages and may negatively impact Lakes’
management fees and the availability of credit to finance Lakes’ development projects.

Tribal commitments. The construction of Lakes’ Indian casino projects will depend on the tribes’ ability to
obtain financing for the projects. Lakes may elect to provide a guarantee of tribal debt financing or otherwise
provide support for the tribal obligations related to any of the projects. Any guarantees by Lakes or similar off-
balance sheet liabilities will increase the Company’s potential exposure in the event of a default by any of these
tribes. No such guarantees or similar off-balance sheet liabilities existed at January 2, 2011.

Obligations to related parties. See Note 17.

Operating leases. The Company entered into a ten year non-cancelable operating lease for its aircraft on
December 31, 2007. The Company has an optional one-year renewal term and the operating lease agreement allows
the Company the option of purchasing the aircraft at its estimated fair value at 60 months and 84 months into the
term of the lease. Approximate future minimum lease payments due under this lease are $3.1 million, of which
$0.4 million is payable in fiscal 2011 and each respective year thereafter. Rent expense under the Company’s
aircraft operating lease, exclusive of real estate taxes, insurance, and maintenance expense was $0.4 million and
$0.5 million for fiscal 2010 and fiscal 2009, respectively.

Rock Ohio Ventures, LLC. Our initial capital requirement for a 10% ownership in Rock Ohio Ventures was
$2.4 million. If Lakes chooses not to fund any additional amounts, it will maintain an ownership position in Rock
Ohio Ventures in a pro rata amount of what its $2.4 million payment is to the total amount funded to develop casino
operations. As of January 2, 2011, we have contributed approximately $2.4 million as required as of that date
(Note 10). During 2011, Lakes has contributed additional capital of approximately $6.0 million.
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Employment agreements. Lakes has entered into employment agreements with certain key employees of the
Company. The agreements provide for certain benefits to the employee as well as severance if the employee is
terminated without cause or due to a “constructive termination” as defined in the agreements. The severance
amounts depend.upon the term of the agreement and can be up to three years of base salary and three years of bonus
calculated as the average bonus earned in the previous two years. If such termination occurs within two years of a
change of control as defined in the agreements by the Company without cause or due to a constructive termination,
the employee will receive a lump sum payment equal to two times the annual base salary and bonus/incentive
compensation along with insurance costs, 401k matching contributions and certain other benefits. In the event the
employee’s employment terminates for any reason, including death, disability, expiration of an initial term, non-
renewal by the Company with or without cause, by the employee with notice, due to constructive termination, all
unvested stock options vest at the date of termination and remain exercisable for two years. The agreements provide
for a base salary, bonus, stock options and other customary benefits.

Louisiana Department of Revenue tax litigation matter. At January 2, 2011, the Louisiana Department of
Revenue maintained a position that Lakes owes additional Louisiana corporation income tax for the period ended
January 3, 1999 and the tax years ended 1999 through 2001 and additional Louisiana corporation franchise tax for
the tax years ended 2000 through 2002. This determination was the result of an audit of Louisiana tax returns filed
by Lakes for the tax periods at issue and related to the reporting of income earned by Lakes in connection with the
managing of two Louisiana-based casinos. On March 17, 2011, Lakes and the Louisiana Department of Revenue
entered into a Settlement Agreement whereby Lakes agreed to pay the Louisiana Department of Revenue
$9.0 million in full and final payment for all taxes, interest and fees relating to this matter. In return, the Louisiana
Department of Revenue agreed to dismiss the suit and forever discharge Lakes from all proceedings and liabilities
relating to this matter. Lakes issued such payment during March 2011, so this matter is now resolved. Lakes has
recorded a liability for the settlement amount, which is included as part of income taxes payable on the
accompanying consolidated balance sheets. ‘

Miscellaneous legal matters. Lakes and its subsidiaries are involved in various other inquiries, adminis-
trative proceedings, and litigation relating to contracts and other matters arising in the normal course of business.
While any proceeding or litigation has an element of uncertainty, and although unable to estimate the minimum
costs, if any, to be incurred in connection with these matters, management currently believes that the likelihood of
an unfavorable outcome is remote, and is not likely to have a material adverse effect upon Lakes’ consolidated
financial statements. Accordingly, no provision has been made with regard to these matters.

17. Related party transactions:

KAR Entities. In 1999 Kean Argovitz Resorts — Jamul, LLC (“KAR-Jamul”) and KAR-Shingle Springs
(together, the “KAR Entities”) held rights in development and management contracts for the Jamul and Shingle
Springs casino projects and Lakes initially acquired interests in those casino projects by entering into joint ventures
with the KAR Entities.

In 2003, Lakes purchased the respective joint venture interests of the KAR Entities. In connection with the
purchase transactions, Lakes entered into separate agreements with Kevin M. Kean and Jerry A. Argovitz, the two
individual owners of the KAR Entities.

During 2009, Mr. Kean elected to receive $1 million per year (prorated based on a 365 day year) during the
remainder of the seven-year initial term of the management contract with the Shingle Springs Tribe related to the
Red Hawk Casino under the terms of his agreement with the Company. As a result of this election, Mr. Kean will not
be entitled to receive consulting fees equal to 15% of the management fees earned by the Company from the Red
Hawk Casino operations. The payments to Mr. Kean are a cost of acquiring contract rights and are therefore
recorded as an intangible asset (Note 7), which will be amortized through the end of the management contract term.
This obligation is included in contract acquisition costs payable (Note 12).
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Lakes has previously made loans to Mr. Kean, of which $2.3 million and $2.8 million were included in Other
assets in the accompanying consolidated balance sheets as of January 2, 2011 and January 3, 2010, respectively.
Lakes continues to monitor the collectibility of these receivables on a quarterly basis and has concluded that
repayment is probable as Mr. Kean has agreed that 50% of the amounts payable to him under the agreement with
Lakes shall be applied toward repayment of his indebtedness to Lakes.

Also under the agreement with Mr. Kean, Mr. Kean may elect to serve as a consultant to Lakes during the term
of the Jamul casino management and development contract if he is found suitable by relevant gaming regulatory
authorities. In such event, Mr. Kean will be entitled to receive annual consulting fees equal to 20% of the fees
received by Lakes from the Jamul casino during the term of such management contract. If Mr. Kean is not found
suitable by relevant gaming regulatory authorities or otherwise elects not to serve as a consultant, he will be entitled
to receive annual payments of $1 million from the Jamul Casino project from the date of election through the term of
the respective casino management and development contract.

During 2009, Mr. Argovitz elected to receive $1 million per year (prorated based on a 365 day year) during the
remainder of the seven-year initial term of the management contract with the Shingle Springs Tribe related to the
Red Hawk Casino under the terms of his agreement with the Company. As a result of this election, Mr. Argovitz will
not be entitled to obtain a 15% equity interest in the Company’s entity that holds the rights to the management fees
earned by the Company from the Red Hawk Casino operations. The payments to Mr. Argovitz are a cost of
acquiring contract rights and therefore recorded as an intangible asset (Note 7), which will be amortized through the
end of the management contract term. This obligation is included in contract acquisition costs payable (Note 12).

Also, under the agreement with Mr. Argovitz, if Mr. Argovitz is found suitable by relevant gaming regulatory
authorities, he may elect to re-purchase a 20% equity interest in the Lakes entity that holds the rights to the
management and development contract with the Jamul casino. If he is not found suitable or does not elect to
purchase the equity interest in the Lakes Subsidiary, Mr. Argovitz may elect to receive annual payments of
$1 million from the Jamul casino project from the date of election through the term of the casino management and
development contract.

Lyle Berman Family Partnership. Lakes has an obligation to make quarterly payments during the term of the
management contract of the Four Winds Casino Resort (Note 12) to an unrelated third party. During June of 2006
the Lyle Berman Family Partnership (the “Partnership”) purchased a portion of the unrelated third party receivable
and will receive approximately $0.3 million per year of this obligation during the five-year term of the management
contract of the Four Winds Casino Resort. Lyle Berman, Lakes’ Chairman and Chief Executive Officer, does not
have an ownership or other beneficial interest in the Partnership. Neil I. Sell, a director of Lakes, is one of the
trustees of the irrevocable trusts for the benefit of Lyle Berman’s children that are the partners in the Partnership.

18. Segment information

Lakes’ segments reported below (in millions) are the segments of the Company for which separate financial
information is available and for which operating results are evaluated by the chief operating decision-maker in
deciding how to allocate resources and in assessing performance.

The Indian Casino Projects segment includes operations and assets related to the development, financing and
management of gaming-related properties for the Shingle Springs Tribe, Pokagon Band, Jamul Tribe and Towa
Tribe. The Non-Indian Casino Projects segment includes operations and assets related to the development,
financing and management of gaming-related properties in Mississippi and Ohio. The total assets in “Corporate
and Eliminations” below primarily relate to Lakes’ short-term investments, deferred tax assets, and the Lakes’
corporate office building. Costs in “Corporate and Eliminations” below have not been allocated to the other
segments because these costs are not easily allocable and to do so would not be practical.
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Indian Non-Indian

Casino Casino Corporate &

Projects Projects Eliminations Consolidated

Fiscal 2010
Revenue ................. e $ 245 $ — $ 01 $ 246
Impairment charges on notes receivable . ............ - 21.0 L — — 21.0
Impairment losses —other. ... ........... ... .... 21.2 16 ° S— 22.8
Equity in loss of unconsolidated investee . ... ........ — 0.1) — ©.1)
Earnings (loss) from operations .. ................. (28.2) 0.1 12.7) (40.8)
Total @SSELS - . . v v i e 68.7 6.9 51.0 126.6
Investment in unconsolidated investee .............. — 24 — 2.4
Depreciation Xpense. . .. ......cve ettt - — 0.3 03
Amortization of intangible assets related to Indian
CASINO PrOJECES. . . v v vt i 11.1 = — 111
Fiscal 2009 o -
Revenue ..................... e $ 26.1 $ — $ 0.1 $ 26.2
Impairment losses —other. . .. ................... 3.7 0.5 — 42
Equity in loss of unconsolidated investee . .. ......... — 0.2) — 0.2)
Earnings (loss) from operations . .................. 13.1 (1.3) (12.8) (1.0)
TOtal ASSELS . . v v ot 119.0 18.4 36.3 _173.7
Investment in unconsolidated investee .............. — 12.4 — 124
Depreciation €Xpense. : .. ....vviiutr e — — 03 0.3
Amortization of intangible assets related to Indian
CasiNoO PrOJECES. . . oo oo v it 10.4 — — 104
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

Not applicable.

ITEM 9A. CONTROLS AND PROCEDURES
Disclosure Controls and Procedures

Under the supervision and with the participation of our management, including our Chief Executive Officer
and Chief Financial Officer, we conducted an evaluation of our disclosure controls and procedures, as such term is
defined under Rules 13a-15(e) or 15d-15(e) promulgated under the Securities Exchange’ Act of 1934, as amended
(the “Exchange Act”), as of the end of the period covered by this report. Based on this evaluation, our Chief
Executive Officer and Chief Financial Officer concluded that our disclosure controls and procedures are effective
(1) in recording, processing, summarizing and reporting, on a timely basis, information required to be disclosed by
us in the reports that we file or submit under the Exchange Act and (2) to ensure that information required to be
disclosed in the reports we file or submit under the Exchange Act is accumulated and communicated to our
management, including our Chief Executive Officer and Chief Financial Officer, to allow timely decisions
regarding required disclosure.

Management’s Annual Report on Internal Control over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over financial
reporting (as defined in Rules 13a-15(f) and 15d-5(f) under the Exchange Act). Our management assessed the
effectiveness of our internal control over financial reporting as of January 2, 2011. In making this assessment, our
management used the criteria set forth by the Committee of Sponsoring Organizations of the Treadway Com-
mission (“COSO”) in Internal Control-Integrated Framework. Our management has concluded that, as of J anuary 2,
2011, our internal control over financial reporting is effective based on these criteria. '

Our management, including our Chief Executive Officer and Chief Financial Officer, does not expect that out
internal control over financial reporting will prevent all errors and all fraud. A control system, no matter how well
conceived and operated, can provide only reasonable, not absolute, assurance that the objectives of the control
system are met. Further, the design of a control system must reflect the fact that there are resource constraints, and
the benefits of controls must be considered relative to their costs. Because of the inherent limitations in all control
systems, no evaluation of controls can provide absolute assurance that all control issues and instances of fraud, if .
any, within Lakes have been detected. Lakes’ internal controls over financial reporting, however, are designed to
provide reasonable assurance that the objectives of internal control over financial reporting are met.

Changes in Internal Controls over Financial Reporting

There have been no changes (including corrective actions with regard to significant deficiencies or material
weaknesses) in our internal control over financial reporting during the fourth quarter of fiscal 2010 that have
materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.

ITEM 9B. OTHER INFORMATION

None.

PART 111

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

Lakes has adopted a code of ethics that applies to Lakes” employees, including its principal executive officer,
principal financial officer, principal accounting officer or controller, and persons performing similar functions.
Lakes will provide, free of charge, a copy of this code of ethics upon written request sent to our Secretary at 130
Cheshire Lane, Suite 101, Minnetonka, MN 55305.
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The other information required by this Item 10 is incorporated herein by reference to the discussions under the
sections captioned “Proposal for Election of Directors”, “Executive Compensation — Executive Officers of Lakes
Entertainment”, “Section 16(a) Beneficial Ownership Reporting Compliance”, “Corporate Governance — Cor-
porate Governance Committee of the Board of Directors” and “Corporate Governance — Audit Committee of the
Board of Directors” to be included in Lakes’ definitive Proxy Statement to be filed with the Securities and Exchange
Commission for its Annual Meeting of Shareholders scheduled to be held in June 2011.

ITEM 11. EXECUTIVE COMPENSATION

The information required by this Item 11 is incorporated herein by reference to the discussions under the
sections captioned “Executive Compensation”, “Director Compensation” and “Corporate Governance — Com-
pensation Committee Interlocks and Insider Participation” to be included in the Lakes’ definitive Proxy Statement
to be filed with the Securities and Exchange Commission for its Annual Meeting of Shareholders scheduled to be
held in June 2011.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
AND RELATED STOCKHOLDER MATTERS

The information required by this Item 12 is incorporated herein by reference to the discussion under the section
captioned “Voting Securities and Principal Holders Thereof” to be included in Lakes’ definitive Proxy Statement to
be filed with the Securities and Exchange Commission for its Annual Meeting of Shareholders scheduled to be held
in June 2011. '

EQUITY COMPENSATION PLAN INFORMATION

At Lakes’ annual shareholder meeting, which was held on June 6, 2007, Lakes’ shareholders approved the
2007 Lakes Stock Option and Compensation Plan (the “2007 Plan™), which authorized a total of 500,000 shares of
Lakes’ common stock. In August of 2009, Lakes’ shareholders amended the 2007 Plan to increase the number of
shares of Lakes common stock authorized for awards from 500,000 to 2,500,000.

The 2007 Plan is designed to integrate compensation of our executives and employees, including officers and
directors with our long-term interests and those of our shareholders and to assist in the retention of executives and
other key personnel. The 2007 Plan has been approved by our shareholders. Lakes has a 1998 Stock Option and
Compensation Plan and a 1998 Director Stock Option Plan (the “1998 plans”), that were approved by our shareholders
to grant up to an aggregate 5,000,000 shares and 500,000 shares, respectively, of incentive and non-qualified stock
options to officers, directors and employees. No additional options will be granted under the 1998 plans.

The following table provides certain information as of January 2, 2011 with respect to our equity compensation
plans:

Number of Securities
Number of Remaining Available
Securities to be i for Future Issuance
Issued Upon Under Equity
Exercise of Weighted-Average Compensation Plans
Outstanding Exercise Price of (Excluding
Options, Warrants OQutstanding Options, Securities Reflected
Plan Category and Rights warrants and Rights in First Column)
Equity compensation plans approved by.
shareholders:
1998 Employee Plan. . .................... 319,300 $5.53 —
1998 Director Plan . . ..................... 36,000 $3.49 —
2007 Plan. .. ....coiiiiiii e 1,755,780 $2.74(%) 699,215
Total ... 2,111,080 699,215

(*) Represents the weighted-average exercise price of outstanding securities and is calculated by taking into
account the 79,996 shares of common stock subject to outstanding restricted stock units that become issuable as
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those units vest, for no consideration. The weighted-average exercise price of outstanding securities calculated
without taking into account the 79,996 shares of common stock subject to outstanding restricted stock units that
become issuable as those units vest for no consideration is $2.87.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR
INDEPENDENCE

The informatien required by this Item 13 is incorporated herein by reference to the discussion under the
sections captioned “Certain Relationships and Related Transactions”, “Corporate Governance — Board of Direc-
tors” and “Corporate Governance — Audit Committee of the Board of Directors” to be included in the Lakes’
definitive Proxy Statement to be filed with the Securities and Exchange Commission for its Annual Meeting of
Shareholders scheduled to be held in June 2011. :

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information required by this Item 14 is incorporated herein by reference to the discussion under the
subsections captioned “Independent Registered Public Accounting Firm — Audit and Non-Audit Fees” and
“Independent Registered Public Accounting Firm — Pre-Approval of Audit and Non-Audit Services” to be
included in Lakes’ definitive Proxy Statement to be filed with the Securities and Exchange Commission for its
Annual Meeting of Shareholders scheduled to be held in June 2011, ’ '

PART 1V

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

(a)(1) Consolidated Financial Statements:

Page

Report of Independent Registered Public Accounting Firm. . . ...............0. e . 37
Consolidated Balance Sheets as of January 2, 2011 and January 3,2010 ........................ 38
Consolidated Statements of Earnings (Loss) for the fiscal years ended January 2, 2011 and January 3, :

2000, . e 39

- Consolidated Statements of Shareholders’ Equity for the fiscal years ended January 2, 2011 and

January 3, 2010 .. ... 40
Consolidated Statements of Cash Flows for the fiscal years ended January 2, 2011 and January 3,

2010, 41
Notes to Consolidated Financial Statements. . ... ................uuuuirn . 42

(a)(2) None

(a)(3) Exhibits:
Exhibits Description

2.1 Agreement and Plan of Merger by and among Hilton, Park Place Entertainment Corporation, Gaming
Acquisition Corporation, Lakes Gaming, Inc., and Grand Casinos, Inc. dated as of June 30, 1998.
(Incorporated herein by reference to Exhibit 2.2 to Lakes’ Form 10 Registration Statement as filed with
the Securities and Exchange Commission (the “Commission”) on October 23, 1998 (the “Lakes
Form 107)). :

3.1 Articles of Incorporation of Lakes Entertainment, Inc. (as amended through May 4, 2004). (Incorporated
herein by reference to Exhibit 3.1 to Lakes’ Report on Form 10-Q for the fiscal quarter ended April 4,
2004.)

- 32 Lakes Entertainment, Inc. Certificate of Designation of Series A Convertible Preferred Stock dated
February 21, 2006. (Incorporated herein by reference to Exhibit 3.1 to Lakes’ Current Report on Form 8-K
filed with the Commission on February 22, 2006.). :
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Exhibits
33

4.1

10.1

10.2

10.3

10.4

10.5

10.6

10.7

10.8

10.9

10.10

10.11

10.12

10.13

Description

First Amended By-laws of Lakes Entertainment, Inc. (Incorporated herein by reference to Exhibit 10.1 to
the Lakes’ Current Report on Form 8-K filed with the Commission on April 17, 2009.)

Rights Agreement, dated as of May 12, 2000, between Lakes Gaming, Inc. and Norwest Bank Minnesota,
National Association, as Rights Agent. (Incorporated herein by reference to Exhibit 4.1 to Lakes’
Form 8-K filed May 16, 2000.)

Inteliectual Property License Agreement by and between Grand Casinos, Inc. and Lakes Gaming, Inc.,
dated as of December 31, 1998. (Incorporated herein by reference to Exhibit 10.5 to Lakes’ Form 8-K
filed January 8, 1999.)

Lakes Gaming, Inc. 1998 Stock Option and Compensation Plan. (Incorporated herein by reference to
Annex G to the Joint Proxy Statement/Prospectus of Hilton Hotels Corporation and Grand dated and filed
with the Commission on October 14, 1998 (the “Joint Proxy Statement”) which is attached to the Lakes
Form 10 as Annex A.)*

Lakes Gaming, Inc. 1998 Director Stock Option Plan. (Incorporated herein by reference to Annex H to the
Joint Proxy Statement which is attached to the Lakes Form 10 as Annex A.)*

Memorandum of Agreement Regarding Gaming Development and Management Agreements dated as of
the 15th day of February, 2000, by and between the Jamul Indian Village and Lakes KAR — California,
LLC, a Delaware limited liability company. (Incorporated herein by reference to Exhibit 10.68 to Lakes’
Report on Form 10-K for the fiscal year ended January 2, 2000.)

Operating Agreement of Lakes Kean Argovitz Resorts — California, LLC dated as of the 25th day of
May, 1999, by and between Lakes Jamul, Inc. and Kean Argovitz Resorts — Jamul, LLC. (Incorporated
herein by reference to Exhibit 10.69 to Lakes’ Report on Form 10-K for the fiscal year ended January 2,
2000.)

Promissory Note dated as of the 15th day of February, 2000, by and among the Jamul Indian Village and
Lakes KAR — California, LLC, a Delaware limited liability company. (Incorporated herein by reference
to Exhibit 10.70 to Lakes’ Report on Form 10-K for the fiscal year ended January 2,2000.) -

Security Agreement dated as of the 25th day of May, 1999, by and between Lakes Jamul, Inc., a Minnesota
corporation and Lakes Kean Argovitz Resorts — California, LLC, a Delaware limited liability company.
(Incorporated herein by reference to Exhibit 10.71 to Lakes” Report on Form 10-K for the fiscal year
ended January 2, 2000.)

Management Agreement between the Shingle Springs Band of Miwok Indians and Kean Argévitz
Resorts — Shingle Springs, LLC, dated as of the 11th day of June, 1999. (Incorporated herein by
reference to Exhibit 10.72 to Lakes’ Report on Form 10-K for the fiscal year ended January 2, 2000.)

Development Agreement between the Shingle Springs Band of Miwok Indians and Kean Argovitz
Resorts — Shingle Springs, LLC, dated as of the 11th day of June, 1999. (Incorporated herein by
reference to Exhibit 10.73 to Lakes’ Report on Form 10-K for the fiscal year ended January 2, 2000.)

Management Agreement dated as of the 29th day of July, 1999, by and among Lakes Shingle Springs, Inc.,
a Minnesota corporation and Lakes KAR — Shingle Springs, LLC, a Delaware limited liability company.
(Incorporated herein by reference to Exhibit 10.74 to Lakes’ Report on Form 10-K for the fiscal year
ended January 2, 2000.)

Operating Agreement of Lakes KAR — Shingle Springs, LLC dated as of the 29th day of July, 1999, by
Lakes Shingle Springs, Inc. and Kean Argovitz Resorts — Shingle Springs, LL.C. (Incorporated herein by
reference to Exhibit 10.75 to Lakes’ Report on Form 10-K for the fiscal year ended January 2, 2000.)

Assignment and Assumption Agreement between Kean Argovitz Resorts — Shingle Springs, LLC, a
Nevada limited liability company, and Lakes KAR — Shingle Springs, LLC, a Delaware limited liability
company, dated as of the 11th day of June, 1999. (Incorporated herein by reference to Exhibit 10.76 to
Lakes’ Report on Form 10-K for the fiscal year ended January 2, 2000.)

Assignment and Assumption Agreement and Consent to Assignment and Assumption, by and between
Lakes Gaming, Inc., a Minnesota corporation, and Kean Argovitz Resorts — Shingle Springs, LLC, a
Nevada limited liability company, dated as of the 11th day of June, 1999. (Incorporated herein by
reference to Exhibit 10.77 to Lakes’ Report on Form 10-K for the fiscal year ended January 2, 2000.)
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Exhibits
10.14

10.15

10.16

10.17

10.18

10.19

10.20

10.21

10.22

10.23

10.24

10.25

10.26

Description

Security Agreement dated as of the 29th day of July, 1999, by and between Lakes Shingle Springs, Inc., a
Minnesota corporation, and Lakes KAR — Shingle Springs, LLC, a Delaware limited liability company.
(Incorporated herein by reference to Exhibit 10.78 to Lakes’ Report on Form 10-K for the fiscal year
ended January 2, 2000.)

Promissory Note dated as of the 29th day of July, 1999, by and among Kean Argovitz Resorts — Shingle
Springs, LLC, a Nevada limited liability company, and Lakes Shingle Springs, Inc., a Minnesota
corporation. (Incorporated herein by reference to Exhibit 10.79 to Lakes’ Report on Form 10-K for
the fiscal year ended January 2, 2000.)

Pledge Agreement dated as of the 29th day of July, 1999, by and between Kean Argovitz Resorts —
Shingle Springs, LLC, a Nevada limited liability company and Lakes Shingle Springs, Inc., a Minnesota
corporation. (Incorporated herein by reference to Exhibit 10.80 to Lakes’ Report on Form 10-K for the
fiscal year ended January 2, 2000.)

Buyout and Release Agreement (Shingle Springs Project) dated as of January 30, 2003, by and among
Kean Argovitz Resorts — Shingle Springs, L.L.C., Lakes KAR — Shingle Springs, L.L.C., Lakes
Entertainment, Inc., 2 Minnesota corporation, and Lakes Shingle Springs, Inc. (Incorporated herein
by reference to Exhibit 10.64 to Lakes’ Report on Form 10-K for the fiscal year ended December 29,
2002.)

Consent and Agreement to Buyout and Release (Argovitz — Shingle Springs Project) dated as of
January 30, 2003, by and among Jerry A. Argovitz, Lakes KAR — Shingle Springs, L.L.C., Lakes
Entertainment, Inc. and Lakes Shingle Springs, Inc. (Incorporated herein by reference to Exhibit 10.65 to
Lakes’ Report on Form 10-K for the fiscal year ended December 29, 2002.)

Consent and Agreement to Buyout and Release (Kean — Shingle Springs Project) dated as of January 30,
2003, by and among Kevin M. Kean, Lakes KAR — Shingle Springs, L.L.C., Lakes Entertainment, Inc.
and Lakes Shingle Springs, Inc. (Incorporated herein by reference to Exhibit 10.66 to Lakes’ Report on
Form 10-K for the fiscal year ended December 29, 2002.) -

Shingle Springs Consulting Agreement dated as of January 30, 2003, by and between Kevin M. Kean and
Lakes KAR — Shingle Springs, L.L.C. (Incorporated herein by reference to Exhibit 10.67 to Lakes’
Report on Form 10-K for the fiscal year ended December 29, 2002.)

Buyout and Release Agreement (Jamul Project) dated as of January 30, 2003, by and among Kean
Argovitz Resorts — Jamul, LL.C., Lakes Kean Argovitz Resorts — California, L.L.C., Lakes

. Entertainment, Inc., a Minnesota corporation, and Lakes Jamul, Inc. (Incorporated herein by

reference to Exhibit 10.68 to Lakes’ Report on Form 10-K for the fiscal year ended December 29, 2002.)

Consent and Agreement to Buyout and Release (Argovitz — Jamul Project) dated as of January 30, 2003,
by and among Jerry A. Argovitz, Lakes Kean Argovitz Resorts — California, L.L.C., Lakes
Entertainment, Inc., a Minnesota corporation, and Lakes Jamul, Inc. (Incorporated herein by
reference to Exhibit 10.69 to Lakes’ Report on Form 10-K for the fiscal year ended December 29, 2002.)

- Consent and Agreement to Buyout and Release (Kean — Jamul Project) dated as of January 30, 2003, by

and among Kevin M. Kean, Lakes Kean Argovitz Resorts — California, L.L.C., Lakes Entertainment,
Inc., a Minnesota corporation, and Lakes Jamul, Inc. (Incorporated herein by reference to Exhibit 10.70 to
Lakes’ Report on Form 10-K for the fiscal year ended December 29, 2002.)

* Jamul Consulting Agreement dated as of January 30, 2003, by and between Kevin M. Kean and Lakes

Kean Argovitz Resorts — California, L.L.C. (Incorporated herein by reference to Exhibit 10.71 to Lakes’
Report on Form 10-K for the fiscal year ended December 29, 2002.)

First Amended and Restated Memorandum of Agreement Regarding Gaming Development and
Management Agreement between Shingle Springs Band of Miwok Indians, a Federally Recognized
Tribe and Lakes KAR Shingle Springs, LLC, a Delaware Limited Liability Company, dated October 13,
2003, as amended June 16, 2004, as approved by the National Indian Gaming Commission on July 19,
2004. (Incorporated herein by reference to Exhibit 10.1 to Lakes’ Report on Form 10-Q for the fiscal
quarter ended October 3, 2004.)

Dominion Account Agreement by and between the Pokagon Band of Potawatomi Indians and Great Lakes
Gaming of Michigan, LLC, a Minnesota limited liability company (F/K/A Great Lakes of Michigan,
LLC), dated as of December 22, 2004. (Incorporated herein by reference to Exhibit 10.77 to Lakes’
Report on Form 10-K for the fiscal year ended January 2, 2005.)
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10.27

10.28

10.29

10.30

10.31

10.32

10.33

10.34

10.35

10.36

10.37

10.38

10.39

Description

Reaffirmation of Guaranties and Mortgages by and among Pokagon Properties, LLC, a Delaware limited
liability company and Filbert Land Development, LLC, an Indiana limited liability company and Great
Lakes Gaming of Michigan, LLC, a Minnesota limited liability company (F/K/A Great Lakes of
Michigan, LLC), dated as of December 22, 2004. (Incorporated herein by reference to Exhibit 10.80
to Lakes’ Report on Form 10-K for the fiscal year ended January 2, 2005.)

Pawnee Note by the Pawnee Trading Post Gaming Corporation, a wholly-owned subsidiary of the Pawnee
Tribal Development Corporation, in favor of Lakes Pawnee Consulting, LL.C, a Minnesota limited
liability company, dated January 12, 2005. (Incorporated herein by reference to Exhibit 10.88 to Lakes’
Report on Form 10-K for the fiscal year ended January 2, 2005.) i

Security Agreement by and between the Pawnee Trading Post Gaming Corporation, a wholly-owned
subsidiary of the Pawnee Tribal Development Corporation, and Lakes Pawnee Consulting, LLC, a
Minnesota limited liability company, dated January 12, 2005. (Incorporated herein by reference to
Exhibit 10.90 to Lakes’ Report on Form 10-K for the fiscal year ended January 2, 2005.)

Operating Note by the Pawnee Trading Post Gaming Corporation, a wholly-owned subsidiary of the
Pawnee Tribal Development Corporation, in favor of Lakes Pawnee Management, LLC, a Minnesota
limited liability company, dated January 12, 2005. (Incorporated herein by reference to Exhibit 10.92 to
Lakes’ Report on Form 10-K for the fiscal year ended January 2, 2005.)

Security Agreement by and between the Pawnee Trading Post Gaming Corporation, a wholly-owned
subsidiary of the Pawnee Tribal Development Corporation, and Lakes Pawnee Management, LLC, a
Minnesota limited liability company, dated January 12, 2005. (Incorporated herein by reference to
Exhibit 10.94 to Lakes’ Report on Form 10-K for the fiscal year ended January 2, 2005.)

Pawnee Note by the Pawnee Travel Plaza Gaming Corporation, a wholly-owned subsidiary of the Pawnee
Tribal Development Corporation, in favor of Lakes Pawnee Consulting, LLC, a Minnesota limited
liability company, dated January 12, 2005. (Incorporated herein by reference to Exhibit 10.97 to Lakes’
Report on Form 10-K for the fiscal year ended January 2, 2005.)

Security Agreement by and between the Pawnee Travel Plaza Gaming Corporation, a wholly-owned
subsidiary of the Pawnee Tribal Development Corporation, and Lakes Pawnee Consulting, LLC, a
Minnesota limited liability company, dated January 12, 2005. (Incorporated herein by reference to
Exhibit 10.99 to Lakes’ Report on Form 10-K for the fiscal year ended January 2,-2005.)

Operating Note by the Pawnee Travel Plaza Gaming Corporation, a wholly-owned subsidiary of the
Pawnee Tribal Development Corporation, in favor of Lakes Pawnee Management, LLC, a Minnesota
limited liability company, dated January 12, 2005. (Incorporated herein by reference to Exhibit 10.101 to
Lakes’ Report on Form 10-K for the fiscal year ended January 2, 2005.)

Security Agreement by and between the Pawnee Travel Plaza Gaming Corporation, a wholly-owned
subsidiary of the Pawnee Tribal Development Corporation, and Lakes Pawnee Management, LLC, a
Minnesota limited liability company, dated January 12, 2005. (Incorporated herein by reference to
Exhibit 10.103 to Lakes’ Report on Form 10-K for the fiscal year ended January 2, 2005.)

Pawnee Note by the Pawnee Chilocco Gaming Corporation, a wholly-owned subsidiary of the Pawnee
Tribal Development Corporation, in favor of Lakes Pawnee Consulting, LLC, a Minnesota limited
liability company, dated January 12, 2005. (Incorporated herein by reference to Exhibit 10. 106 to Lakes’
Report on Form 10-K for the fiscal year ended January 2, 2005.)

Security Agreement by and between the Pawnee Chilocco Gaming Corporation, a wholly-owned
subsidiary of the Pawnee Tribal Development Corporation, and Lakes Pawnee Consulting, LLC, a
Minnesota limited liability company, dated January 12, 2005. (Incorporated herein by reference to
Exhibit 10.108 to Lakes’ Report on Form 10-K for the fiscal year ended January 2, 2005.)

Operating Note by the Pawnee Chilocco Gaming Corporation, a wholly-owned subsidiary of the Pawnee
Tribal Development Corporation, in favor of Lakes Pawnee Management, LLC, a Minnesota limited
liability company, dated January 12, 2005. (Incorporated herein by reference to Exhibit 10.110 to Lakes’
Report on Form 10-K for the fiscal year ended January 2, 2005.)

Security Agreement by and between the Pawnee Chilocco Gaming Corporation, a wholly-owned
subsidiary of the Pawnee Tribal Development Corporation, and Lakes Pawnee Management, LLC, a
Minnesota limited liability company, dated January 12, 2005. (Incorporated herein by reference to
Exhibit 10.112 to Lakes’ Report on Form 10-K for the fiscal year ended January 2, 2005.)
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Description

Gaming Development Consulting Agreement (Cimarron Casino) by and among the Iowa Tribe of
Oklahoma, a federally-chartered corporation, the Towa Tribe of Oklahoma, a federally-recognized Indian
tribe, and Lakes Iowa Consulting, LLC, a Minnesota limited liability company, dated January 27, 2005.
(Incorporated herein by reference to Exhibit 10.122 to Lakes’ Report on Form 10-K for the fiscal year
ended January 2, 2005.)

Iowa Corp Note (Cimarron Casino) by the Iowa Tribe of Oklahoma, a federally-chartered corporation,
and Lakes Iowa Consulting,- LLC, a Minnesota limited liability company, dated January 27, 2005.
(Incorporated herein by reference to Exhibit 10.123 to Lakes’ Report on Form 10-K for the fiscal year
ended January 2, 2005.) : -

Domirion Account Agfeement (Cimarron Casino) by and between the Iowa Tribe of Oklahoma, a
federally-chartered corporation, and Lakes Iowa Consulting, LLC, a Minnesota limited liability company,
dated January 27, 2005. (Incorporated herein by reference to Exhibit 10.124 to Lakes’ Report on
Form 10-K for the fiscal year ended January 2, 2005.)

Security Agreement (Cimarron Casino) by and among the Iowa Tribe of Oklahoma, a federally-chartered
corporation, the Iowa Tribe of Oklahoma, a federally-recognized Indian tribe, and Lakes Iowa Consulting,
LLC, a Minnesota limited liability company, dated January 27, 2005. (Incorporated herein by reference to
Exhibit 10.125 to Lakes’ Report on Form 10-K for the fiscal year ended J anuary 2, 2005.)

Tribal Agreement (Cimarron Casino) by and between the Iowa Tribe of Oklahoma, a federally-recognized
Indian tribe, and Lakes Iowa Consulting, LLC, a Minnesota limited liability company, dated January 27,
2005. (Incorporated herein by reference to Exhibit 10.126 to Lakes’ Report on Form 10-K for the fiscal
year ended January 2, 2005.)

Management Agreement for a Gaming Facility and Related Ancillary Facilities (Cimarron Casino) by and
among the Jowa Tribe of Oklahoma, a federally-chartered corporation, the Towa Tribe of Oklahoma, a

federally-recognized Indian tribe, and Lakes Towa Management, LLC, a Minnesota limited liability

company, dated January 27, 2005. (Incorporated herein by reference to Exhibit 10.127 to Lakes’ Report
on Form 10-K for the fiscal year ended January 2, 2005.)

Operating Note (Cimarron Casino) by the Jowa Tribe of Oklahoma, a federally-chartered corporation, in
favor of Lakes Iowa Management, LLC, a Minnesota limited liability company, dated January 27, 2005.
(Incorporated herein by reference to Exhibit 10.128 to Lakes’ Report on Form 10-K for the fiscal year
ended January 2, 2005.)

" Dominion Account Agreement (Cimarron Casino) by and between the Iowa Tribe of Oklahoma, a

federally-chartered corporation, and Lakes Iowa Management, LLC, a Minnesota limited liability
company, dated January 27, 2005. (Incorporated herein by reference to Exhibit 10.129 to Lakes’
Report on Form 10-K for the fiscal year ended January 2, 2005.)

Security Agreement (Cimarron Casino) by and among the Iowa Tribe of Oklahoma, a federally-chartered
corporation, the Iowa Tribe of Oklahoma, a federally-recognized Indian tribe, and Lakes Iowa
Management, LLC, a Minnesota limited liability company, dated January 27, 2005. (Incorporated
herein by reference to Exhibit 10.130 to Lakes’ Report on Form 10-K for the fiscal year ended
January 2, 2005.)

Indemnity Agreement (Cimarron Casino) by and among the Iowa Tribe of Oklahoma, a federally-
chartered corporation, the Iowa Tribe of Oklahoma, a federally-recognized Indian tribe, and Lakes Iowa
Management, LLC, a Minnesota limited liability company, dated January 27, 2005. (Incorporated herein
by reference to Exhibit 10.131 to Lakes’ Report on Form 10-K for the fiscal year ended January 2, 2005.)

Tribal Agreement (Cimarron Casino) by and between the Iowa Tribe of Oklahoma, a federally-recognized
Indian tribe, and Lakes Iowa Management, LLC, a Minnesota limited liability company, dated January 27,
2005. (Incorporated herein by reference to Exhibit 10.132 to Lakes’ Report on Form 10-K for the fiscal
year ended January 2, 2005.)

Gaming Development Consulting Agreement (New Project) by and among the Iowa Tribe of Oklahoma, a
federally-chartered corporation, the Iowa Tribe of Oklahoma, a federally-recognized Indian tribe, and
Lakes Iowa Consulting, LLC, a Minnesota limited liability company, dated January 27, 2005.
(Incorporated herein by reference to Exhibit 10.133 to Lakes’ Report on Form 10-K for the fiscal
year ended January 2, 2005.)
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Description

Towa Corp Note (New Project) by the Jowa Tribe of Oklahoma, a federally-chartered corporation, in favor
of Lakes Iowa Consulting, LLC, a Minnesota limited liability company, dated January 27, 2005.
(Incorporated herein by reference to Exhibit 10.134 to Lakes’ Report on Form 10-K for the fiscal
year ended January 2, 2005.)

Dominion Account Agreement (New Project) by and between the Iowa Tribe of Oklahoma, a federally-
chartéred corporation, and Lakes Iowa Consulting, LLC, a Minnesota limited liability company, dated
January 27, 2005. (Incorporated herein by reference to Exhibit 10.135 to Lakes” Report on Form 10-K for
the fiscal year ended January 2, 2005.)

Security Agreement (New Project) by and among the Iowa Tribe of Oklahoma, a federally-chartered
corporation, the Iowa Tribe of Oklahoma, a federally-recognized Indian tribe, and Lakes lowa Consulting,
LLC, a Minnesota limited liability company, dated January 27, 2005. (Incorporated herein by reference to
Exhibit 10.136 to Lakes’ Report on Form 10-K for the fiscal year ended January 2, 2005.)

Tribal Agreement (New Project) by and between the Jowa Tribe of Oklahoma, a federally-recognized
Indian tribe, and Lakes Iowa Consulting, LLC, a Minnesota limited liability company, dated January 27,
2005. (Incorporated herein by reference to Exhibit 10.137 to Lakes’ Report on Form 10-K for the fiscal
year ended January 2, 2005.) '

Management Agreement for a Gaming Facility and Related Ancillary Facilities (New Project) by and
among the Iowa Tribe of Oklahoma, a federally-chartered corporation, the Towa Tribe of Oklahoma, a
federally-recognized Indian tribe, and Lakes lowa Management, LLC, a Minnesota limited liability
company, dated January 27, 2005. (Incorporated herein by reference to Exhibit 10.138 to Lakes’ Report
on Form 10-K for the fiscal year ended January 2, 2005.)

Operating Note (New Project) by the Iowa Tribe of Oklahoma, a federally-chartered corporation, in favor
of Lakes Iowa Management, LLC, a Minnesota limited liability company, dated January 27, 2005.
(Incorporated herein by reference to Exhibit 10.139 to Lakes’ Report on Form 10-K for the fiscal year
ended January 2, 2005.) ~

Dominion Account Agreement (New Project) by and between the Iowa Tribe of Oklahoma, a federally-
chartered corporation, and Lakes lowa Management, LLC, a Minnesota limited liability company, dated
January 27, 2005. (Incorporated herein by reference to Exhibit 10.140 to Lakes’ Report on Form 10-K for
the fiscal year ended January 2, 2005.)

Security Agreement (New Project) by and among the Iowa Tribe of Oklahoma, a federally-chartered
corporation, the Iowa Tribe of Oklahoma, a federally-recognized Indian tribe, and Lakes Iowa
Management, LLC, a Minnesota limited liability company, dated January 27, 2005. (Incorporated
herein by reference to Exhibit 10.141 to Lakes’ Report on Form 10-K for the fiscal year ended
January 2, 2005.)

Indemnity Agreement (New Project) by and among the lowa Tribe of Oklahoma, a federally-chartered
corporation, the Iowa Tribe of Oklahoma, a federally-recognized Indian tribe, and Lakes Towa
Management, LLC, a Minnesota limited liability company, dated January 27, 2005. (Incorporated
herein by reference to Exhibit 10.142 to Lakes’ Report on Form 10-K for the fiscal year ended
January 2, 2005.)

Tribal Agreement (New Project) by and between the Iowa Tribe of Oklahoma, a federally-recognized
Indian tribe, and Lakes Iowa Management, LL.C, a Minnesota limited liability company, dated January 27,
2005. (Incorporated herein by reference to Exhibit 10.143 to Lakes’” Report on Form 10-K for the fiscal
year ended January 2, 2005.)

Letter agreement by and between Meiroflag Polo, LLC and Grand Casinos Nevada I, Inc., dated
March 17, 2005. (Incorporated herein by reference to Exhibit 10.144 to Lakes’ Report on Form 10-K
for the fiscal year ended January 2, 2005.)

First Amendment to Loan and Security Agreement by and among Lakes California Land Development,
Inc., Lakes Entertainment, Inc., Lakes Shingle Springs, Inc., Lakes Jamul, Inc., Lakes KAR Shingle
Springs, LLC, Lakes Kean Argovitz Resorts-California, LLC and collectively, Lakes Pawnee Consulting,
LLC, Lakes Pawnee Management, LLC, Lakes Kickapoo Consulting, LLC, Lakes Kickapoo
Management, LLC, Lakes Iowa Consulting, LLC, Lakes Iowa Management, LLC, and Kevin Kean, a
resident of the state of Nevada, dated June 2, 2005. (Incorporated herein by reference to Exhibit 10.145 to
Lakes’ Report on Form 10-K for the fiscal year ended January 2, 2005.)
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Description

Consulting Agreement by and among Kevin M. Kean, Lakes Kickapoo Consulting, LLC, a Minnesota
limited liability company and Lakes Kickapoo Management, LLC, a Minnesota limited liability company,
dated June 2, 2005. (Incorporated herein by reference to Exhibit 10.146 to Lakes’ Report on Form 10-K
for the fiscal year ended January 2, 2005.)

Consulting Agreement by and among Kevin M. Kean, Lakes Pawnee Consulting, LLC a Minnesota
limited liability company, and Lakes Pawnee Management, LLC, a Minnesota limited liability company,
dated June 2, 2005. (Incorporated herein by reference to Exhibit 10.147 to Lakes’ Report on Form 10-K
for the fiscal year ended January 2, 2005.) -

Consulting Agreement by and among Kevin M. Kean, Lakes Iowa Consulting, LLC, a Minnesota limited
liability company, and Lakes Iowa Management, LLC, a Minnesota limited liability company, dated
June 2, 2005. (Incorporated herein by reference to Exhibit 10.148 to Lakes’ Report on Form 10-K for the
fiscal year ended January 2, 2005.)

Registration Rights Agreement dated as of February 15, 2006 between Lakes Entertainment, Inc. and
PLKS Holdings, LLC including schedules and exhibits thereto. (Incorporated herein by reference to
Exhibit 10.3 to Lakes’ Current Report on Form 8-K filed with the Commission on February 22, 2006.)

Common Stock Purchase Warrant dated February 15, 2006 by Lakes Entertainment, Inc. in favor of PLKS
Holdings, LLC. (Incorporated herein by reference to Exhibit 10.4 to Lakes’ Current Report on Form 8-K
filed with the Commission on February 22, 2006.) .

Employment Agreement dated as of February 15, 2006 between Lakes Entertainment, Inc (including its
subsidiaries and affiliates) and Lyle Berman. (Incorporated herein by reference to Exhibit 10.11 to Lakes’
Current Report on Form 8-K filed with the Commission on February 22, 2006.)*

Employment Agreement dated as of February 15, 2006 between Lakes Entertainment, Inc. (including its
subsidiaries.and affiliates) and Timothy J. Cope. (Incorporated herein by reference to Exhibit 10.12 to
Lakes’ Current Report on Form 8-K filed with the Commission on February 22, 2006.)* -

Lease Intended as Security dated as of December 3, 1999 between Banc of America Leasing & Capital,
LLC and Lakes Gaming, Inc. (now known as Lakes Entertainment, Inc.), as amended on February 11,
2000, May 12, 2000 and May 1, 2005. (Incorporated herein by reference to Exhibit 10.168 to Lakes’
Report on Form 10-K for the year ended January 1, 2006.)

Conditional Release and Termination Agreement dated as of May 20, 1999 by and between Lakes
Gaming, Inc. (now known as Lakes Entertainment, Inc.), and Casino Resources Corporation, a Minnesota

“corporation as amended on July 1, 1999. (Incorporated herein by reference to Exhibit 10.169 to Lakes’

Report on Form 10-K for the year ended January 1, 2006.)

Third Amended and Restated Management Agreement by and between the Pokagon Band of Potawatomi
Indians and Great Lakes Gaming of Michigan, LLC, a Minnesota limited liability company (F/K/A Great
Lakes of Michigan, LLC, dated as of January 25, 2006. (Incorporated herein by reference to
Exhibit 10.170 to Lakes’ Report on Form 10-K for the year ended January 1, 2006.)

Third Amended and Restated Development Agreement by and between the Pokagon Band of Potawatomi
Indians and Great Lakes Gaming of Michigan, LLC, a Minnesota limited liability company (F/K/A Great
Lakes of Michigan, LLC) dated as of J anuary 25, 2006. (Incorporated herein by reference to
Exhibit 10.171 to Lakes’ Report on Form 10-K for the year ended January 1, 2006.)

Third Amended and Restated Pledge and Security Agreement dated as of January 25, 2006 among Great
Lakes Gaming of Michigan, LLC, Lakes Entertainment, Inc. and Pokagon Band of Potawatomi Indians.
(Incorporated herein by reference to Exhibit 10.172 to Lakes’ Report on Form 10-K for the year ended
January 1, 2006.)

Third Amended and Restated Account Control Agreement dated as of January 25, 2006 among Great
Lakes Gaming of Michigan, LLC, Lakes Entertainment, Inc., Pokagon Band of Potawatomi Indians and
U.S. Bank National Association (without exhibits). (Incorporated herein by reference to Exhibit 10.173 to
Lakes’ Report on Form 10-K for the year ended January 1, 2006.)

Third Amended and Restated Lakes Development Note by the Pokagon Band of Potawatomi Indians in
favor of Great Lakes Gaming of Michigan, LLC dated as of January 25, 2006. (Incorporated herein by
reference to Exhibit 10.174 to Lakes’ Report on Form 10-K for the year ended January 1, 2006.)
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First Amended and Restated Lakes Facility Note by the Pokagon Band of Potawatomi Indians in favor of
Great Lakes Gaming of Michigan, LLC dated as of January 25, 2006. (Incorporated herein by reference to
Exhibit 10.175 to Lakes’ Report on Form 10-K for the year ended January 1, 2006.)

First Amended and Restated Security Agreement by and between the Pokagon Band of Potawatomi
Indians and Great Lakes Gaming of Michigan, LLC dated as of January 25, 2006. (Incorporated herein by

reference to Exhibit 10.176 to Lakes’ Report on Form 10-K for the year ended January 1, 2006.)

First Amended and Restated Lakes Working Capital Advance Note by the Pokagon Band of Potawatomi
Indians in favor of Great Lakes Gaming of Michigan, LLC dated as of January 25, 2006. (Incorporated
herein by reference to Exhibit 10.177 to Lakes’ Report on Form 10-K for the year-ended January 1, 2006.)

First Amended and Restated Lakes Minimum Payments Note by the Pokagon Band of Potawatomi
Indians in favor of Great Lakes Gaming of Michigan, LLC dated as of January 25, 2006. (Incorporated
herein by reference to Exhibit 10.178 to Lakes’ Report on Form 10-K for the year ended January 1, 2006.)

Third Amended and Restated Non-Gaming Land Acquisition Line of Credit Agreement by and between
the Pokagon Band of Potawatomi Indians and Great Lakes Gaming of Michigan, LLC dated as of
January 25, 2006. (Incorporated herein by reference to Exhibit 10.179 to Lakes’ Report on Form 10-K for
the year ended January 1, 2006.) .

Third Amended and Restated Transition Loan Note by the Pokagort Band of Potawatomi Indians in favor
of Great Lakes Gaming of Michigan, LLC dated as of January 25, 2006. (Incorporated herein by reference
to Exhibit 10.180 to Lakes’ Report on Form 10-K for the year ended January 1, 2006.)

Third Amended and Restated Indemnity Agreement by and between Pokagon Band of Potawatomi
Indians and Great Lakes Gaming of Michigan, LLC dated as of January 25, 2006. (Incorporated herein by
reference to Exhibit 10.181 to Lakes’ Report on Form 10-K for the year ended January 1, 2006.)

Second Amended and Restated Unlimited Guaranty by and among Lakes Entertainment, Inc., Lakes
Gaming and Resorts, LLC and Pokagon Band of Potawatomi Indians dated as of January 25, 2006.
(Incorporated herein by reference to Exhibit 10.182 to Lakes’ Report on Form 10-K for the year ended
January 1, 2006.)

Second Amended and Restated Assignment and Assumption Agreement by and among Lakes
Entertainment, Inc., Lakes Gaming and Resorts, LLC and Pokagon Band of Potawatomi Indians
dated as of January 25, 2006. (Incorporated herein by reference to Exhibit 10.183 to Lakes’ Report
on Form 10-K for the year ended January 1, 2006.)

Reaffirmation of Guaranties and Mortgages by and among Pokagon Properties, LLC, Filbert Land
Development, LLC and Great Lakes Gaming of Michigan, LLC dated as of January 25, 2006.

* (Incorporated herein by reference to Exhibit 10.184 to Lakes’ Report on Form 10-K for the year

ended January 1, 2006.)

Development Financing and Services Agreement dated as of January 17, 2006 but effective as of
March 30, 2006 among Lakes Jamul Development LLC, Jamul Gaming Authority and Jamul Indian
Village (with exhibits A and B). (Incorporated by reference to Exhibit 10.1 to Lakes’ Current Report on
Form 8-K filed with the Commission on April 5, 2006.)

Security Agreement (Lakes Jamul — Development) dated as of January 17, 2006 but effective as of
March 30, 2006 among Lakes Jamul Development LLC, Jamul Gaming Authority and Jamul Indian
Village. (Incorporated by reference to Exhibit 10.2 to Lakes’ Current Report on Form 8-K filed with the
Commission on April 5, 2006.)

Settlement Agreement executed as of March 17, 2006 and dated as of March 15, 2006 between Lakes
Entertainment, Inc. and Deephaven Capital Management LLC. (Incorporated by reference to Exhibit 10.1
to Lakes’ Current Report on Form 8-K filed with the Commission on March 23, 2006.)

Letter of Settlement dated March 11 and 17, 2006 but effective as of April 3, 2006 between Lakes
Entertainment, Inc. and the Kickapoo Traditional Tribe of Texas. (Incorporated by reference to
Exhibit 10.1 to Lakes’ Current Report on Form 8-K filed with the Commission on April 7, 2006.)
Letter Agreement dated April 6, 2006 between Lakes Entertainment, Inc. and the Kickapoo Traditional
Tribe of Texas. (Incorporated by reference to Exhibit 10.2 to Lakes’ Current Report on Form 8-K filed
with the Commission on April 7, 2006.)
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Letter Agreement dated April 6, 2006 between Lakes Entertainment, Inc. and Kevin M. Kean.
(Incorporated by reference to Exhibit 10.3 to Lakes’ Current Report on Form 8-K filed with the
Commission on April 7, 2006.)

Purchase Agreement dated as of June 15, 2006 among Great Lakes Gaming of Michigan, LLC, Pokagon
Band of Potawatomi Indians, Pokagon Gaming Authority, Pokagon Properties, LLC, Filbert Land
Development, LLC and Banc of America Securities LLC. (Incorporated by reference to
Exhibit 10.10 to Lakes’ Current Report on Form 8-K filed with the Commission on June 28, 2006.)

Notes Dominion Account Agreement dated as of June 22, 2006 among Great Lakes Gaming of Michigan,
LLC, Pokagon Gaming Authority, U.S. Bank National Association and Fifth Third Bank. (Incorporated
by reference to Exhibit 10.11 to Lakes’ Current Report on Form 8-K filed with the Commission on
June 28, 2006.)

Security Agreement Acknowledgment dated as of June 22, 2006 between Lakes Gaming of Michigan,
LLC and Pokagon Gaming Authority. (Incorporated by reference to Exhibit 10.12 to Lakes’ Current
Report on Form 8-K filed with the Commission on June 28, 2006.)

Intercreditor and Subordination Agreement dated as of June 22, 2006 among Great Lakes Gaming of
Michigan, LLC, U.S. Bank National Association, as Trustee, and U.S. Bank National Association, as
Collateral Agent. (Incorporated by reference to Exhibit 10.13 to Lakes’ Current Report on Form 8-K filed
with the Commission on June 28, 2006.) .

First Amendment dated June 1, 2006 to the Third Amended and Restated Management Agreement dated
January 25, 2006 among Great Gaming of Michigan, LLC, Pokagon Band of Potawatomi Indians, and
Pokagon Gaming Authority. (Incorporated by reference to Exhibit 10.14 to Lakes’ Current Report on
Form 8-K filed with the Commission on June 28, 2006.)

First Amendment dated June 1, 2006 to the Third Amended and Restated Development Agreement dated
January 25,2006 among Great Gaming of Michigan, LLC, Pokagon Band of Potawatomi Indians, and
Pokagon Gaming Authority. (Incorporated by reference to Exhibit 10.15 to Lakes’ Current Report-on
Form 8-K filed with the Commission on June 28, 2006.)

Assignment and Assumption Agreement dated May 25, 2006 among Pokagon Band of Potawatomi
Indians, Pokagon Gaming Authority, Great Lakes Gaming of Michigan, LLC, Lakes Entertainment, Inc.
f/k/a Lakes Gaming, Inc, Lakes Gaming and Resorts, LLC, Pokagon Properties, LLC and Filbert Land
Development, LLC. (Incorporated by reference to Exhibit 10.16 to Lakes’ Current Report on Form 8-K

filed with the Commission on June 28, 2006.)

Release and Indemnification Agreement dated as of June 22, 2006 among Lakes Entertainment, Inc.,
Great Lakes Gaming of Michigan, LLC, Banc of America Securities LLC, Banc of America Leasing &
Capital, LLC, Bank of America, N.A., Fifth Third Bank, Wells Fargo Bank Northwest, National
Association and U.S. Bank National Association. (Incorporated by reference to Exhibit 10.17 to
Lakes’ Current Report on Form 8-K filed with the Commission on June 28, 2006.)

Intercreditor and Subordination Agreement dated as of June 22, 2006 between Great Lakes Gaming of
Michigan, LLC and Wells Fargo Bank Northwest, National Association, as FF&E Agent. (Incorporated
by reference to Exhibit 10.1 to Lakes’ Current Report on Form 8-K/A filed with the Commission on
October 6, 2006.) :

Form of Master Participation Agreement dated as of March 2, 2007 by and between Great Lakes Gaming
of Michigan, LLC and each Loan participant. (Incorporated by reference to Exhibit 10.1 to Lakes’ Current
Report on Form 8-K filed with the Commission on March 8, 2007.)

Certificate to Master Participation Agreement dated March 2, 2007 by and between Great Lakes Gaming
of Michigan, LLC and the President and Fellows of Harvard College. (Incorporated by reference to
Exhibit 10.2 to Lakes’ Current Report on Form 8-K filed with the Commission on March 8, 2007.)

Certificate to Master Participation Agreement dated March 2, 2007 by and between Great Lakes Gaming
of Michigan, LLC and Regiment Capital Ltd. (Incorporated by reference to Exhibit 10.3 to Lakes’ Current
Report on Form 8-K filed with the Commission on March 8, 2007.) :

Certificate to Master Participation Agreement dated March 2, 2007 by and between Great Lakes Gaming
of Michigan, LLC and RiverSource High Yield Bond Fund. (Incorporated by reference to Exhibit 10.4 to
Lakes’ Current Report on Form 8-K filed with the Commission on March 8, 2007.)
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Description

Certificate to Master Participation Agreement dated March 2, 2007 by and between Great Lakes Gaming
of Michigan, LLC and RiverSource Income Opportunities Fund. (Incorporated by reference to
Exhibit 10.5 to Lakes’ Current Report on Form 8-K filed with the Commission on March 8, 2007.)

Certificate to Master Participation Agreement dated March 2, 2007 by and between Great Lakes Gaming
of Michigan, LLC and RiverSource Variable Portfolio — High Yield Bond Fund. (Incorporated by
reference to Exhibit 10.6 to Lakes’ Current Report on Form 8-K filed with the Commission on March 8,
2007.)

Certificate to Master Partiéipation Agreement dated March 2, 2007 by and between Great Lakes Gaming
of Michigan, LLC and RiverSource Variable Portfolio — Income Opportunities Fund. (Incorporated by
reference to Exhibit10.7 to Lakes’ Current Report on Form 8-K filed with the Commission on March 8,
2007.)

Certificate to Master Participation Agreement dated March 2, 2007 by and between Great Lakes Gaming
of Michigan, LLC and Diversified Investors High Yield Bond Fund. (Incorporated by reference to
Exhibit 10.8 to Lakes’ Current Report on Form 8-K filed with the Commission on March 8, 2007.)

Certificate to Master Participation Agreement dated March 2, 2007 by and between Great Lakes Gaming
of Michigan, LLC and Plymouth County Retirement Association. (Incorporated by reference to
Exhibit 10.9 to Lakes’ Current Report on Form 8-K filed with the Commission on March 8, 2007.)

Certificate to Master Participation Agreement dated March 2, 2007 by and between Great Lakes Gaming
of Michigan, LLC and High Income Portfolio. (Incorporated by reference to Exhibit 10.10 to Lakes’
Current Report on Form 8-K filed with the Commission on March 8, 2007.)

Certificate to Master Participation Agreement dated March 2, 2007 by and between Great Lakes Gaming
of Michigan, LLC and Boston Income Portfolio. (Incorporated by reference to Exhibit 10.11 to Lakes’
Current Report on Form 8-K filed with the Commission on March 8, 2007.)

Certificate to Master Participation Agreement dated March 2, 2007 by and between Great Lakes Gaming
of Michigan, LLC and T. Rowe Price High Yield Fund, Inc. (Incorporated by reference to Exhibit10.12 to
Lakes’ Current Report on Form 8-K filed with the Commission on March 8, 2007.)

Certificate to Master Participation Agreement dated March 2, 2007 by and between Great Lakes Gaming
of Michigan, LLC and Bank of America, N. A. (Incorporated by reference to Exhibit 10.13 to Lakes’
Current Report on Form 8-K filed with the Commission on March 8, 2007.)

Certificate to Master Participation Agreement dated March 2, 2007 by and between Great Lakes Gaming
of Michigan, LLC and Andover Capital Partners LP. (Incorporated by reference to Exhibit 10.14 to Lakes’
Current Report on Form 8-K filed with the Commission on March 8, 2007.)

Certificate to Master Participation Agreement dated March 2, 2007 by and between Great Lakes Gaming
of Michigan, LLC and Baldwin Enterprises, Inc. (Incorporated by reference to Exhibit 10.15 to Lakes’
Current Report on Form 8-K filed with the Commission on March 8, 2007.)

Paying Agency Agreement dated March 2, 2007 by and between Great Lakes Gaming of Michigan, LLC
and Bank of America, N. A. (Incorporated by reference to Exhibit 10.16 to Lakes’ Current Report on
Form 8-K filed with the Commission on March 8, 2007.)

Deposit Account Control Agreement dated March 2, 2007 by and between Great Lakes Gaming of
Michigan, LLC and Bank of America, N. A. (Incorporated by reference to Exhibit 10.17 to Lakes’ Current
Report on Form 8-X filed with the Commission on March 8, 2007.)

Employment Agreement dated March 5, 2005 by and between Lakes Entertainment, Inc. and Mark
Sicilia.(Incorporated by reference to Exhibit 10.226 to Lakes’ Report on Form 10-K for the year ended
December 31, 2006).* '

Second Amendment dated January 23, 2007 to First Amended and Restated Memorandum of Agreement
Regarding Gaming Development and- Management Agreement between the Shingle Springs Band of
Miwok Indians and Lakes KAR — Shingle Springs, LL.C. (Incorporated by reference to Exhibit 10.1 to
Lakes’ Current Report on Form 8-K filed with the Commission on March 23, 2007.)

May 4, 2007 Letter Agreement between Lakes Entertainment, Inc. and PLKS Holdings, LLC.
(Incorporated by reference to Exhibit 10.1 to Lakes’ Current Report on Form 8-K filed with the
Commission on May 10, 2007.)
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Description -

Third Amendment dated as of May 27, 2007 to First Amended and Restated Memorandum of Agreement
Regarding Gaming Development and Management Agreement between the Shingle Springs Band of
Miwok Indians and Lakes KAR — Shingle Springs, LLC. (Incorporated by reference to Exhibit 10.1 to
Lakes’ Current Report on Form 8-K filed with the Commission on June 14, 2007.)

Purchase Agreement dated as of June 22, 2007 among Lakes KAR — Shingle Springs, LLC, Shingle
Springs Band of Miwok Indians, Shingle Springs Tribal Gaming Authority, Morgan Stanley & Co.
Incorporated and Wells Fargo Securities, LLC. (Incorporated by reference to Exhibit 10.1 to Lakes’
Current Report on Form 8-K filed with the Commission on July 5, 2007.)

Notes Dominion Account Agreement dated June 28, 2007 among Lakes KAR — Shingle Springs, LLC
and the Bank of New Yerk Tiust Company, N.A. (Incorporated by reference to Exhibit 10.2 to Lakes’
Current Report on Form 8-K filed with the Commission on July 5, 2007.)

Security Agreement Acknowledgement dated June 28, 2007 between Lakes KAR — Shingle Springs,
LLC and the Shingle Springs Tribal Gaming Authority. (Incorporated by reference to Exhibit 10.3 to
Lakes’ Current Report on Form 8-K filed with the Commission on July 5, 2007.)

Intercreditor and Subordination Agreement dated June 28, 2007 among Lakes KAR — Shingle Springs,
LLC and the Bank of New York Trust Company, N.A. (Incorporated by reference to Exhibit 10.4 to Lakes’
Current Report on Form 8-K filed with the Commission on July 5, 2007.)

Assignment and Assumption Agreement dated April 20, 2007 among the Shingle Springs Board of
Miwok Indians, Shingle Springs Tribal Gaming Authority and Lakes KAR — Shingle Springs, LLC
(Incorporated by reference to Exhibit 10.5 to Lakes’ Current Report on Form 8-K filed with the
Commission on July 5, 2007.) ‘

2007 Stock Option and Compensation Plan (Incorporated by reference to Appendix B to Lakes’ Proxy
Statement filed with the Commission on April 26, 2007).*

Joint Venture Agreement dated April 29, 2008 between Lakes Ohio Development, LLC and
Myohionow.com, LLC (Incorporated by reference to Exhibit 10.1 to Lakes’ Current Report on
Form 8-K filed with the Commission on May 5, 2008) '

Intercreditor and Subordination Agreement, dated as of September 30, 2008, with Bank of Utah, as FF&E
agent (Incorporated by reference to Exhibit 10.1 to Lakes’ Current Report on Form 8-K filed with the
Commission on October 6, 2008)

First Amendment to Intercreditor and Subordination Agreement, dated as of September 30, 2008, with

" The Bank of New York Mellon Trust Company, N.A., as Collateral Agent (Incorporated by reference to

Exhibit 10.2 to Lakes’ Current Report on Form 8-K filed with the Commission on October 6, 2008)

Credit Line Agreement dated October 3, 2008 between Lakes Entertainment, Inc. and UBS Financial
Services Inc. together with Addendum dated October 3, 2008 and Second Addendum dated September 26,
2008 (Incorporated by reference to Exhibit 10.1 to Lakes’ Current Report on Form 8-K filed with the
Commission on October 9, 2008) i

Line of Credit Loan Agreement dated October 28, 2008 between Lakes Entertainment, Inc. and First State
Bank (Incorporated by reference to Exhibit 10.1 to Lakes’ Current Report on Form 8-K filed with the
Commission on November 3, 2008)

Secured Line of Credit Promissory Note dated October 28, 2008 between Lakes Entertainment, Inc. and
First State Bank (Incorporated by reference to Exhibit 10.2 to Lakes’ Current Report on Form 8-K filed
with the Commission on November 3, 2008)

Mortgage, Security Agreement and Absolute Assignment of Leases and Rents dated October 28,2008 in
favor of Lakes Entertainment, Inc. and First State Bank (Incorporated by reference to Exhibit 10.3 to
Lakes’ Current Report on Form 8-K filed with the Commission on November 3, 2008)

Unconditional Guarantee dated October 28, 2008, by Lyle Berman in favor of First State Bank
(Incorporated by reference to Exhibit 10.4 to Lakes’ Current Report on Form 8-K filed with the
Commission on November 3, 2008)

Auction Rate Securities Rights Agreement dated October 20, 2008, effective November 3, 2008
(Incorporated by reference to Exhibit 10.1 to Lakes’ Current Report on Form 8-K filed with the
Commission on November 7, 2008)
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10.146

10.147

10.148

10.149

10.150

10.151

10.152

10.153

10.154

Description

Lakes Entertainment, Inc. Information Statement dated November 17, 2008 (Incorporated by reference to
Exhibit 99.1 to Lakes’ Current Report on Form 8-K filed with the Commission on November 17, 2008)

First Amendment to Employment Agreement with Lyle Berman dated as of March 4, 2009, effective
February 15, 2009. (Incorporated herein by reference to Exhibit 10.1 to Lakes’ Current Report on
Form 8-K filed with the Commission on March 10, 2009.)*

First- Amendment to Employment Agreement with Tim Cope dated as of March 4, 2009 effective
February 15, 2009. (Incorporated herein by reference to Exhibit 10.2 to Lakes’ Current Report on
Form 8-K filed with the Commission on March 10, 2009.)*

First Amended By-Laws of Lakes Entertainment, Inc. as of April 13, 2009 (Incorporated herein by
reference to Exhibit‘10.1 to Lakes’ Current Report on Form 8-K filed with the Commission on April 17,
2009.) i

Limited Liability Company Agreement of Kansas Gaming Partners LLC dated September 24, 2009 by
and between Kansas Gaming Holdings LLC, CVG Kansas Gaming LLC, and Lakes Kansas Casino
Management, LLC. (Incorporated herein by reference to Exhibit 10.1 to Lakes’ Current Report on
Form 8-K filed with the Commission on September 30, 2009.)

Development Services and Management Agreement dated September 24, 2009 by and between Chisholm
Creek Casino Resort, LLC and Lakes Kansas Casino Management, LLC. (Incorporated herein by
reference to Exhibit 10.2 to Lakes’ Current Report on Form 8-K filed with the Commission on
September 30, 2009.)

Joint Funding Arrangement and Development Option for Gaming Facﬂltles in Ohio dated October 28,
2009 by and between Lakes Entertainment, Inc. and Penn Ventures, LLC. (Incorporated herein by
reference to Exhibit 10.1 to Lakes Current Report on Form 8-K filed with the Commission on
November 4, 2009.)

Operatmg Agreement of Rock Ohio Ventures LLC dated October 29, 2009 by and between Lakes Ohio
Development, LLC, Rock Ohio Ventures I LLC, and Rock Ohio Ventures II LLC. (Incorporated herein by
reference to Exhibit 10.2 to Lakes’ Current Report on Form 8-K filed with the Commission on
November 4, 2009.) :

Development Services and Management Agreement dated January 5, 2010 between Lakes Tunica Casino
Management, LLC and Abston-McKay Ventures, LLC. (Incorporated herein by reference to Exhibit 10.1
to Lakes’” Current Report on Form 8-K filed with the Commission on January 8, 2010.)

Finders Agreement dated March 9, 2010 between Lakes Ohio Development, LLC and Quest Media
Group, LLC. (Incorporated herein by reference to Exhibit 10.1 to Lakes’ Current Report on Form 8-K
filed with the Commission on March 11, 2010)

First Amendment to Agreement dated April 6, 2010 by and between Lakes Ohio Development, LLC and
Quest Media Group, LLC. (Incorporated herein by reference to Exhibit 10.1 to Lakes’ Current Report on
Form 8-K filed with the Commission on April 9, 2010)

Business Termination Agreement dated May 12, 2010 by and between the Iowa Tribe of Oklahoma, Lakes
Joway Consulting, LLC and Lakes Iowa Management, LLC. (Incorporated herein by reference to
Exhibit 10.1 to Lakes’ Current Report on Form 8-K filed with the Commission on May 18, 2010)

Termination Agreement dated July 13, 2010 by and between Lakes Entertainment, Inc. and Penn
Ventures, LLC. (Incorporated herein by reference to Exhibit 10.1 to Lakes’ Current Report on
Form 8-K filed with the Commission on July 15, 2010)

First Amendment to Development Services and Management Agreement dated October 20, 2010 between
Abston-McKay Ventures, LLC and Lakes Tunica Casino Management, LLC. (Incorporated herein by
reference to Exhibit 10.1 to Lakes’ Current Report on Form 8-K filed with the Commission on October 22,
2010)

Change in Terms Agreement dated October 28, 2010 between Lakes Entertainment, Inc. and Centennial
Bank. (Incorporated herein by reference to Exhibit 10.1 to Lakes’ Report on Form 10-Q filed with the
Commission on November 10, 2010)

Settlement Agreement dated March 17, 2011 between Lakes Entertainment, Inc. and Cynthia Bridges ,
Secretary of the Department of Revenue, State of Louisiana. (Incorporated herein by reference to
Exhibit 10.1 to Lakes’ Current Report on Form 8-K filed with the Commission on March 23, 2011)
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Exhibits Description

- 21 Subsidiaries of the Company.
23.1 Consent of Independent Registered Public Accounting Firm dated March 31, 2011,

© 311 Certification of Chief Executive Officer under Section 302 of the Sarbanes-Oxley Act.
312 Certification of Chief Financial Officer under Section 302 of the Sarbanes-Oxley Act.

32.1 Certification of Chief Executive Officer and Chief Financial Officer under Section 906 of the Sarbanes-
Oxley Act.

* Management Compensatory Plan or Arrangement
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SIGNATURES

i Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has
duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

Dated as of March 31, 2011

Name

/s/ Lyle Berman

Lyle Berman

/s/ Timothy J. Cope

Timothy J. Cope

/s/ Ray Moberg

Ray Moberg

/s/  Neil 1. Sell

Neil 1. Sell

/s/ Larry C. Barenbaum

Larry C. Barenbaum

/s/ Richard White

Richard White

LAKES ENTERTAINMENT, INC.
Registrant '

By:/s/ LYLE BERMAN

Name: Lyle Berman
Title:  Chairman of the Board and
Chief Executive Officer

Pursuant to the requirements of the .Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the registrant and in the capacities indicated as of March 31, 2011.

Title

Chairman of the Board and Chief Executive Officer

(Principal Executive Officer)

President, Chief Financial Officer and Director
(Principal Financial and Accounting Officer)
Director
Director

Director

Director
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Exhibit 31.1

CERTIFICATIONS
I, Lyle Berman, certify that:
1. T have reviewed this annual report on Form 10-K of Lakes Entertainment, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state
a material fact necessary to make the statements made, in light of the circumstances under which such statements
were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this annual
report, fairly present in all material respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this report; :

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over
financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a) designed such disclosure controls and procedures or caused such disclosure controls and procedures to
be designed under our supervision to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared,;

b) designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of -
financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles;

) evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the
period covered by this report based on such evaluation; and

d) disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fourth quarter that has materially affected, or is reasonably likely
to materially affect, the registrant’s internal control over financial reporting; and -

5. The registrant’s other certifying officers and I have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit committee of registrant’s board of
directors (or persons performing the equivalent functions):

a) all significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process,

summarize and report financial information; and

b) any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

‘By:/s/ Lyle Berman

Lyle Berman
Chief Executive Officer

March 31, 2011



Exhibit 31.2

CERTIFICATIONS
I, Timothy J. Cope, certify that:
1. I have reviewed this annual report on Form 10-K of Lakes Entertainment, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state
a material fact necessary to thake the statement made, in light of the circumstances under which such statements
were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this annual
report, fairly present in all material respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d- 15(e)) and internal control over
financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d- 15(f)) for the registrant and have:

a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures
to be designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in

~which this report is being prepared;

b) designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles;

¢) evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures as of the end of the
period covered by this report based on such evaluation; and

d) disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fourth quarter that has materially affected, or is reasonably likely
to materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officers and I have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit committee of registrant’s board of
directors (or persons performing the equivalent functions):

a) all significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process,
summarize and report financial information; and ‘

b) any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

By: /s/ Timothy J. Cope

Timothy J. Cope
President and Chief Financial Officer

March 31, 2011



Exhibit 32.1

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

In connection with the Annual Report of Lakes Entertainment, Inc. (the “Company”) on Form 10-K for the
period ended January 2, 2011 as filed with the Securities and Exchange Commission on the date hereof (the
“Report”), I, Lyle Berman, Chief Executive Officer of the Company, and Timothy J. Cope, Chief Financial Officer

of the Company, certify, pursuant to 18 U.S.C. § 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley
Act of 2002, that: ‘ ,

1. The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange
Act of 1934; and

2. The information contained in the Report fairly presents, in all material respects, the financial condition
and results of operations of the Company.

/s/ Lyle Berman

Lyle Berman
Chief Executive Officer

March 31, 2011

/s/ Timothy J. Cope

Timothy J. Cope
President and Chief Financial Officer

March 31, 2011
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