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Our Plans Begin to Unfold and Take Shape

We entered 2008 full of optimism with a sound
business plan to grow the Company operating results,
open the Red Hawk Casino near Sacramento,
California and enhance shareholder value.

While we ended the year with disappointing bottom
line results, we made notable progress during the
year, significantly increasing management fees while
decreasing selling, general and administrative
expenses compared to the prior year. This past year
was the first full year of operations at the Four Winds
Casino Resort which we developed and now manage
on behalf of the Pokagon Band of Potawatomi Indians
in Michigan. As the premier casino hotel in the
greater Chicago-land market, we are pleased to
report that the operations continued to improve
throughout the year and met our expectations in spite
of the uncertain economy. In California, we
successfully opened the Red Hawk Casino on behalf
of the Shingle Springs Band of Miwok Indians. The
casino hosts approximately 2,100 slot machines and
gaming devices, 75 gaming tables, ten different food
and beverage outlets, retail space, a child care facility
and arcade, and approximately 3,200 covered
parking spaces. With a dedicated interchange that
directly connects the Casino to U.S. Route 50, the
Red Hawk Casino provides easy access for the
approximately four million people living within the
greater Sacramento market. We believe that the Red
Hawk Casino is well positioned to achieve a strong
return on investment in the future and create
shareholder value.

The Cimarron Casino in Oklahoma, which we
manage on behalf of the lowa Tribe of Oklahoma,
continues to produce solid results with a year over
year increase in revenue and operating results. We
are cautiously optimistic that all federal approvals will
be received to allow the planning and design work to
begin on a second casino project with the lowa Tribe,
approximately thirty miles east of Oklahoma City.

We are also continuing to pursue a casino project
with the Jamul Indian Village near San Diego,
California. This is a project that has been delayed
due to various political and regulatory issues related
to access to the proposed casino site.

Although these issues and the increasingly uncertain
financial and credit markets caused us to reduce the
value of our assets associated with this project, we
are currently planning to continue with the project.
Along with the Jamul Tribe and the California
Department of Transportation, we recently
determined a direction that will allow us to continue

with the process of moving toward the successful
development of this casino.

The Vicksburg, Mississippi casino development project
remains on hold as we look for alternative strategies
for this site including potentially selling it.

During the year, we formed a joint venture with a
partner to pursue the development of our own casino
resort project in the State of Ohio, a project that if
successful, could have given considerable value to our
Company and its shareholders. Unfortunately, after a
hard fought political campaign, the voters of Ohio did
not approve the MyOhio Casino Resort initiative and
the costs we incurred related to this venture
contributed to our disappointing 2008 bottom line
results.

Finally, during the fourth quarter of 2008, we
completed the distribution of all of our Company’s
shares of WPTE Enterprises, Inc. (“‘WPTE”) through a
stock dividend. As a result of this dividend, our
shareholders were provided with an opportunity to
monetize the value of WPTE shares. Lakes can now
provide more transparency in SEC filings as
operations of WPTE after November 21, 2008 are not
included in Lakes’ results of operations and historical
results up to that date are included only as
discontinued operations. As a result of this transaction
we feel that both Lakes and WPTE are now better
positioned to operate independently going forward.

Although we were not successful with our Ohio efforts
and we recognized significant non-cash write-downs in
the fourth quarter related to the decline in value of our
Jamul and Vicksburg assets, we are pleased with the
progress we made in executing our business plan by
opening the Red Hawk Casino and operating both the
Four Winds Casino Resort and the Cimarron Casino.
In 2009, we remain focused on successfully managing
our current operations and we will continue to work
hand-in-hand with our Tribal partners to bring our
development projects to fruition. We continue to
explore various new business opportunities to drive
long-term value for you, our shareholders.

Thank you for your support. We look forward to seeing
you at our annual shareholder meeting.
ﬁW\—/

0/5 Lyle Berman

Chairman of the Board & CEO

‘Tim Cope

President & CFO
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Private Securities Litigation Reform Act

The Private Securities Litigation Reform Act of 1995 providesa*safe harbor” for forward-looking statements.
Certain information included in this Annual Report on Form 10-K and other materials filed or to befiled by Lakes
with the United States Securities and Exchange Commission (“SEC”) as well as information included in ora
statements or other written statements made or to be made by Lakes contain statements that are forward-1ooking,
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 involvesimportant 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 uncertainties include, but are not limited to, need for potential future financing to meet L akes
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 which must be satisfied 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 businesses, and reliance on Lakes
management. For more information, review Lakes filings with the Securities and Exchange Commission. For
further information regarding the risks and uncertainties, see the “Risk Factors’ section in Item 1A of this Annual
Report on Form 10-K.

PART |

ITEM 1. BUSINESS
Business Overview

Lakes Entertainment, Inc., a Minnesota corporation (“Lakes’, “we”, or “our”), develops, finances and
manages Indian-owned casino properties. We currently have development and management or financing agree-
ments with four separate tribes for casino operations in Michigan, California, and Oklahoma for atotal of five
separate casino projects. We are currently managing the Cimarron Casino for the lowa Tribe of Oklahoma, the Four
Winds Casino Resort for the Pokagon Band of Potawatomi | ndians (the “ Pokagon Band”) and the Red Hawk Casino
for the Shingle Springs Band of Miwok Indians (the “ Shingle Springs Tribe”). The remaining projectsareinvarious
stages of development, 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 gamesfor licensing to
both Tribal and non-Tribal casinos. During 2008, Lakes formed ajoint venture with Myohionow.com, LL C for the
purpose of developing a casino resort in Clinton County, Ohio. However, on November 4, 2008, the referendum to
amend the Ohio constitution to permit the proposed casino did not pass. Lakes owned approximately 61% of the
outstanding common stock of WPT Enterprises, Inc. (“WPTE"), a separate publicly-held media and entertainment
company until November 21, 2008 when all of these shares were distributed to Lakes shareholders through a
noncash dividend. See Note 15 to our consolidated financial statementsincluded in Item 8 of this Annual Report on
Form 10-K for information on our segments.

Indian Casino Business. Lakes' primary businessisto 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 is currently managing the Cimarron Casino for the lowa Tribe of Oklahoma, a federally recognized
Indian Tribe, and the lowa Tribe of Oklahoma, afederally-chartered corporation (collectively, the“lowaTribe”) in
Perkins, Oklahoma, under a seven-year management contract, which commenced in 2006. The Cimarron Casino
features approximately 375 electronic gaming machines.
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L akes developed, and has afive-year contract to manage, the Four Winds Casino Resort for the Pokagon Band
in New Buffalo Township, Michigan near Interstate 94. L akes began managing the Four Winds Casino Resort when
it opened to the public on August 2, 2007. The Four Winds Casino Resort islocated near thefirst Interstate 94 exitin
southwestern Michigan and approximately 75 miles east of Chicago. Thefacility features approximately 3,000 slot
machines, 80 table games, a 15-table poker room, a 160-room hotel, five restaurants, three bars, achild 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
public on December 17, 2008. The Red Hawk Casino features approximately 2,100 slot machines, 75 table games,
Six restaurants, six bars, retail space, a parking garage, a child care facility and arcade. To provide direct freeway
access to the Red Hawk Casino, an affiliate of the Shingle Springs Tribe constructed a dedicated inter-change on
U.S. Highway 50.

L akes continues to explore other casino development opportunities with Indian tribes and, through various
subsidiaries, has entered into the following contracts for the development and management or financing of other
casinos:

 Lakeshas contracts to devel op 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.

 Because of theseissuesand theincreasingly uncertain financial and credit markets, during the fourth quarter
of 2008, Lakes reduced the value of its assets associated with this project. Although the value of Lakes
assets related to the Jamul Casino project have been significantly reduced, Lakes currently expects to
continue with the project.

» Lakes has a consulting agreement and management contract with the lowa Tribe in connection with
developing, equipping and managing a casino resort which is planned to be built near Route 66 and
approximately 25 miles northeast of Oklahoma City, Oklahoma (the “loway Casino Resort”). The lowa
Tribe is currently leasing and acquiring land from tribal members, which is held in trust for the individual
tribal members by the United States Government. In January 2009, the Bureau of Indian Affairs (the“BIA”™)
granted approval on the purchase of a 60-acre allotment. The remaining transactions for the final 14 acres
still require BIA approval. Lakes submitted its management contract with the lowa Tribe for the loway
Casino Resort to the National Indian Gaming Commission (the“NIGC”) for review in 2005. The NIGC has
stated that it is waiting for the BIA to approve all land leases before it will issue an opinion on the
management contract.

Non-Indian Casinos. Lakesalso explores opportunities to devel op and operate casinosthat are not owned by
Indian tribes. We have received various regulatory approvals to develop a casino on approximately 400 acres near
Vicksburg, Mississippi. A total of $9.4 million has been invested as of December 28, 2008. Lakes is continuing to
evaluate all alternatives associated with its Vicksburg project, including whether to proceed with development of
thisproject or potentially sell it. Asaresult of the uncertainty surrounding the devel opment of this project and dueto
changes in the economic environment and credit markets, Lakes adjusted the assets associated with the Vicksburg
project to their estimated fair value of $5.4 million as of December 28, 2008 and recognized an impairment of
approximately $4.0 million during the fourth quarter of 2008.

During 2008, Lakes formed a joint venture with Myohionow.com, LLC for the purpose of developing a
$600 million casino resort in Clinton County, Ohio. However, on November 4, 2008, the referendum to amend the
Ohio constitution to permit the proposed casino did not pass. L akes funded approximately $29 million related to this
casino resort initiative effort. Lakes does not expect to recover these amounts.

Devel opment and Marketing of Table Games. A division of Lakes develops, buys, patents and licensesrights
for new table game concepts to market/distribute and license to casinos. We continue to test and market anumber of
gamesincluding WPT “All In Hold' EmTM,” “Rainbow Poker,” “Four The Money,” and “Bonus Craps.” The WPT
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“All In Hold EmTM” game is 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 land in California and Oklahoma related to its Indian casino
projects with the Jamul Tribe and the lowa Tribe, in Minnesota related to our corporate offices, and in Mississippi
related to a potential Lakes-owned casino project.

Investment in Auction Rate Securities.  As of December 28, 2008, we had $6.2 million in cash and cash
equivalents and $22.2 million of long-term investments in securities recorded at estimated fair value. All of our
investments in securities are auction rate securities (“ARS”), held by UBSFinancial Services, Inc. (“UBS’) and are
classified as trading securities as of December 28, 2008. Previously, our ARS were classified as investments
available-for-sale. As a result of liquidity issues surrounding our ARS, our ARS are classified as long-term
investments in securities in our consolidated balance sheet as of December 28, 2008.

The types of ARS investments that we own are backed by student loans, the majority of which are guaranteed
under the Federal Family Education Loan Program (“FFELP”). None of our investments in ARS qualify, or have
ever been classified in our consolidated financial statements, as cash or cash equivalents.

On November 3, 2008, we accepted an offer from UBS giving us nontransferabl e rightsto sell our ARS, held
by UBS at par value to UBS at any time during the period of June 30, 2010, through July 2, 2012. The par value of
our ARSis$26.8 million. See Note 4 and Note 5 to our consolidated financial statementsincluded in Item 8 of this
Annual Report on Form 10-K for further discussion of our ARS. During 2008, we entered into a client agreement
(the “Credit Line") with UBS which enabled us to draw $18.2 million and is secured by our ARS held at UBS.
Amounts borrowed under the Credit Line are due and payable on demand and bear interest at afloating interest rate
equal to the sum of the prevailing daily 30-day LIBOR plus 100 basis points.

Discontinued Operations. As discussed above, on October 1, 2008, Lakes' Board of Directors declared a
noncash dividend consisting of all of the shares of WPTE then owned by Lakes. Lakes previously owned
12,480,000 or approximately 61% of the outstanding common stock of WPTE, a separate publicly-held media
and entertainment company. The record date for the dividend was October 24, 2008, which established the
shareholders of record entitled to the dividend, thereby allowing the determination of theratio of WPTE sharesto be
distributed per Lakes share. The date of distribution was November 21, 2008. Operations of WPTE after the date of
distribution are not included in Lakes' consolidated results of operations, and historical operating results of WPTE
up to that date are presented as discontinued operations.

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 L akes 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 | ndian-owned casinosin L ouisiana previously managed by Grand Casinos. L akes managed the largest
casino resort in Louisiana, Grand Casino Coushatta, until the management contract expired in 2002. Lakes also had
amanagement contract for Grand Casino Avoyelles, which was terminated through an early buy out of the contract
effective in 2000. L akes began managing the Cimarron Casino in 2006, the Four Winds Casino Resort in 2007 and
the Red Hawk Casino in 2008.

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,
whichisheldintrust by the United Statesfor 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
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features approximately 3,000 slot machines, 80 table games, a 15-table poker room, a 160-room hotel, five
restaurants, three bars, a child care facility and arcade, retail space and a parking garage.

In 1999, L akes and the Pokagon Band executed a devel opment agreement and management contract governing
their relationship during the development, construction and management of the casino. The terms set forth in the
devel opment 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, L akes received notification from the NIGC that it approved
Lakes management agreement with the Pokagon Band to devel op and manage the Four Winds Casino Resort. On
June 22, 2006 the Pokagon Band closed on a $305 million senior note financing agreement and a $75 million
commitment for furniture, furnishings and equipment (“FF&E Commitment”) to fund the Four Winds Casino
Resort project.

OnMarch 2, 2007 (the“ Settlement Date”), L akes contracted with agroup of investorsfor their participation in
the loans made by L akes to the Pokagon Band for the development of the Four 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 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) included in Item 8 of this Annual
Report on Form 10-K. 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 L akes,
and other obligations, with the remaining funds distributed to the Pokagon Band. The Pokagon Band may buy out
the management contract after two years from the opening date. The buy-out amount is cal culated based upon the
previous twelve months of management fees earned multiplied 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
electsto buy out the contract, any outstanding amounts owed to L akes would becomeimmediately 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 2,100 slot machines, 75 table games,
Six restaurants, six bars, retail space, a parking garage, a child care facility and arcade.

During July 2004, the NIGC notified Lakes that it approved the development and management contracts
between the Shingle Springs Tribe and Lakes, permitting Lakes to manage a Class Il and Class |1l casino. On
June 28, 2007, an affiliate of the Shingle Springs Tribe closed on a $450 million senior note financing to fund the
Red Hawk Casino and adedicated inter-change off U.S. Highway 50 to provide direct accessto 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, furnishings 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 complete the Red Hawk Casino project. Under the development agreement, as amended,
L akes made pre-construction advances to the Shingle Springs Tribe in the form of atransition loan of $49.5 million.
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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 remained outstanding as of December 28, 2008.

The amended devel opment agreement provided for Lakesto 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 yearsfrom the opening date. As compensation for our management services,
we receive a management fee equal to between 21% and 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 $77 million furniture, furnishings and equipment financing
and aminimum priority payment to the Shingle Springs Tribe. Generally, the order of priority of paymentsfromthe
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 based upon the previous 12 months 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 outstanding amounts owed to Lakes
immediately become due and payable.

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
BIA. The amended compact runs through 2029 and allows for a maximum of 5,000 class 111 slot machines at one
gaming facility. The amended compact requires the Shingle Springs Tribe to share 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.

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 Resortsin 1999 and formed ajoint
venture in which the contracts were held between Lakes and Kean Argovitz Resorts — Jamul, LLC (“KAR —
Jamul™). This devel opment agreement and 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, L akes entered into separate agreements with the two individual owners of
KAR — Jamul. See Note 14 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 delayed dueto various political and regulatory issuesrelated to accessfrom
State Highway 94 to the proposed casino site. The Jamul Tribe first requested approval on a driveway road
connection to State Highway 94, but was denied a permit by San Diego County (the “County”). In addition, the
California Department of Transportation (“CalTrans") issued aletter to the Jamul Tribe indicating that it would not
allow access to a casino operation from State Highway 94.

The Jamul Tribe then submitted an application to the BIA for recognition of an access drive acrossitsland to
create an alternative means of access to the site over an Indian reservation road (“I1RR”). In September 2008, the
BIA notified the Jamul Tribe that the alternative means of access to the site had been approved asan IRR. The IRR
would allow the Jamul Tribe to construct a second potential access point without the need for a permit from the
County. The Jamul Tribe notified CalTrans of this additional access option but CalTrans by its lack of response
indicated that it viewsthis access point no differently than the proposed driveway road connection to State Highway
94, The Jamul Tribe hasfiled afederal complaint requesting the Federal Court to order Cal Transto ceaseits efforts
to impede the Jamul Tribe from using its lands for economic development purposes. Cal Trans responded to the
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complaint with a motion to dismiss based upon 11th amendment rights of sovereign immunity. A preliminary
hearing on theissuewas held on December 19, 2008, and the judge dismissed Cal Trans' motion. Cal Transanswered
Jamul’s complaint and denied the allegations. The parties met during February 2009 to discuss the situation.
CalTransindicated that they do not intend to block access to the reservation, however, the Jamul Tribe must proceed
with an Environmental Impact Study which CalTrans would then consider for approval and issuance of the
necessary permits. The Jamul Tribe is considering a stay of its federal lawsuit.

Lakesbelievesthat the Jamul Tribewill ultimately prevail inthis situation, but based on the typical duration of
obtaining approvals of this nature, Lakes believes that a near-term resolution of the accessissueis 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 Lakesto lower its estimation of probability of eventual opening of this
project to 50%, and adjust the projected opening date of this project to January 2014. Lakes has increased the
discount rate to 23.5% for this project, due to the worsening financial markets and the wider spread over treasuries,
which increased the estimate of the required yield on the notes. Asaresult, Lakesrecorded an unrealized losson its
notesreceivable of $15.6 million, animpairment related to the intangible assets of $14.1 million and an impairment
related to the land held for development of $5.9 million during fiscal 2008.

Although thevalue of Lakes' assets related to the Jamul Casino project have been significantly reduced, L akes
currently expectsto continue with the project. L akes acknowledgesthat significant risk existsrelated to this project.
However, the Jamul Tribe has the two basic requirements to eventually build a successful project — federal
recognition asan Indian Tribeand Indian land eligible for gaming. Thesefactors, in combination with the likelihood
that the access issues may be resolved favorably and the possibility of positive changes in the economic
environment, could cause the outlook for this project to improve significantly. As a result, Lakes has concluded
that it isnot currently in Lakes best interest to terminate its involvement with the Jamul Casino project altogether,
and forego the possibility of eventual recovery of its advances as well as fees associated with its financing and
development agreement related to this project. Lakes will continue to monitor the status of this project.

The casino resort isto 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 aflat fee of $15 million for our development design services, and aflat fee of
$15 million for our construction oversight services, payable evenly over thefirst 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 of up to
$350 million 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 Tribewill pay interest over atenyear
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 to reflect the economics of the revised casino plan as discussed below, but is not currently
believed to require approval by the State of California (“State”) or the NIGC. Additionally, there can be no
assurance that third party financing will 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 arecord 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 occasionsin an attempt to addressthe State’s comments related to compact requirements. Throughout fiscal
2007, Lakes and the Jamul Tribe were evaluating 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 Il electronic gaming devices. The proposed gaming facility has been reduced in size and scope because
resolving the State'scomments on the Jamul Tribe' s existing compact or aproposed new contract isexpected to take
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moretimethaniscurrently acceptable to the Jamul Tribe. The current planisfor asmaller scale gaming facility that
will become a solely class |1 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 lowa Tribe. The agreements became
effective as of January 27, 2005. Lakes will consult on development of the loway Casino Resort, a new first class
casino with ancillary amenities and facilities to be located on Indian land approximately 25 miles northeast of
Oklahoma City along Route 66, until regulatory approvals are received for the management contract for the loway
Casino Resort and currently manages operations at the Cimarron Casino, located in Perkins Oklahoma.

Each project has its own gaming consulting agreement (“lowa Consulting Agreement”) and a management
contract (“lowaManagement Contract”), independent of the other project. Key termsrelating to the agreements for
the projects are as follows:

The loway Casino Resort. For its gaming development consulting services under the lowa Consulting
Agreement related to the loway Casino Resort, Lakes will receive a development fee of $4 million paid upon the
opening of the loway Casino Resort, and a flat monthly fee of $500,000 for 120 months commencing upon the
opening of the loway Casino Resort. Lakes has agreed to make advances to the lowa Tribe, subject to a project
budget to be agreed upon by Lakes and the lowa Tribe and certain other conditions. The development loan will be
for preliminary development costs under the loway Casino Resort budget. Lakes has also agreed to use reasonable
efforts to assist the lowa Tribe in obtaining permanent financing for any projects developed under the lowa
Consulting Agreement.

The lowaManagement Contract for the loway Casino Resort is subject to the approval of the NIGC and certain
other conditions. For its performance under the lowa Management Contract, Lakes will be entitled to receive a
management fee of approximately 30% of net income, as defined in the agreement, for each month during the term
of the lowaManagement Contract. The lowaManagement Contract termisseven yearsfrom thefirst day that Lakes
is able to commence management of the loway Casino Resort’s gaming operations under al legal and regulatory
reguirements (the “ Commencement Date”), provided that the lowa Tribe hasthe right to buy out the remaining term
of the lowaManagement Contract after the loway Casino Resort has been in continuous operation for four years, for
an amount based on the then present value of estimated future management fees. If the lowa Tribe elects to buy out
the contract, all outstanding amounts owed to Lakes immediately become due and payable. Subject to certain
conditions, L akes agrees to make advances for the loway Casino Resort’sworking capital requirements, if needed,
during the first month after the Commencement Date. The advances are to be repaid through an operating note
payable from revenues generated by future operations of the loway Casino Resort bearing interest at two percent
over the prime rate. Lakes also agrees to fund any shortfall in certain minimum monthly loway Casino Resort
payments to the lowa Tribe by means of non-interest bearing advances under the same operating note.

The lowa Tribe is currently leasing and acquiring land from tribal members, which is held in trust for the
individual tribal members by the United States Government. In January 2009, the BIA granted approval on the
purchase of a 60-acre allotment. The remaining transactions for the final 14 acres still require BIA approval. Lakes
submitted its management contract with the lowa Tribe for the loway Casino Resort to the NIGC for review in 2005.
The NIGC has stated that it iswaiting for the BIA to approve al land leases before it will issue an opinion on the
management contract. Subject to obtaining necessary regulatory approvals and availability of financing for the
project, the loway Casino Resort could open as early as the fall of 2010.

Cimarron Casino. Lakes has entered into a separate gaming consulting agreement (the “Cimarron Con-
sulting Agreement”) and management contract (the “ Cimarron Management Contract”) with the lowa Tribe with
respect to the Cimarron Casino. Lakes has been operating under the Cimarron Management Contract since mid-
2006 after it was approved by the NIGC. Prior to that time, Lakes operated under the Cimarron Consulting
Agreement and earned a flat monthly fee of $50,000. The annual fee under the Cimarron Management Contract is
30% of net income in excess of $4 million. The Cimarron Casino features approximately 375 electronic gaming
machines.

Gaming Development Consulting Agreements and Management Contracts with three wholly-owned subsid-
iaries of the Pawnee Tribal Development Corporation (“ Pawnee TDC)” referred to collectively as the “ Pawnee
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Nation”. Lakes advanced approximately $4.5 million ($1.8 million and $2.7 million in 2006 and 2005, respec-
tively) to the Pawnee Nation under then existing agreements. As aresult of the decision by the Pawnee Nation and
Lakes to terminate their relationship and Lakes evaluation of the notes as uncollectible, Lakes wrote-off the
advances as of December 31, 2006.

Agreements With Ownersof KAR Entities.  We have advanced atotal of $4.3 million as of December 28, 2008
to KAR-Jamul and Kean Argovitz Resorts — Shingle Springs, LLC (“KAR-Shingle Springs’) (together, the“KAR
Entities”) and the two owners, which is carried on the consolidated balance sheet included in Item 8 of this Annual
Report on Form 10-K as a component of other assets related to Indian casino projects. See Note 14 to our
consolidated financial statements included in Item 8 of this Annual Report on Form 10-K.

Non-Indian Casino Business

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

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 acreslocated 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 itsdevel opment plan for agaming project to be built
on this site. Lakes' approved plan alows for an operation consisting of a 60,000 sgquare 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 allowsfor 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 December 28, 2008. Lakes is continuing to evaluate all aternatives associated with its Vicksburg
project, including whether to proceed with development of this project or potentialy sell it. As a result of the
uncertainty surrounding the devel opment of this project and due to changesin the economic environment and credit
markets, Lakes has adjusted the assets associated with the Vicksburg project to their estimated fair value of
$5.4 million as of December 28, 2008 and recognized an impairment of approximately $4.0 million during the
fourth quarter of 2008.

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 WPT's
“All InHold EmTM,” “Rainbow Poker,” “ Four The Money,” and “Bonus Craps’. The WPT’s“All InHold EmTM”
gameiscurrently operating in several casinosacrossthe United States. The revenuesfrom thisdivision are currently
not significant and Lakes is currently evaluating whether to continue with this business.

Competition

The gaming industry ishighly competitive. Gaming activitiesinclude 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 al 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 competeswith other gaming companiesfor opportunitiesto acquirelegal 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 resourcesthan Lakes. Further expansion of gaming
could also significantly affect Lakes business.

According to the NIGC tribal datareports, in California, Michigan and Oklahoma, the key areastargeted inthe
near-term by Lakes, Indian gaming is well-developed. California has by far the largest Indian gaming industry of
any state, generating an estimated $7-8 billion in gaming revenuesin 2007, which was an increase of approximately
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2% from the prior year, and represents nearly one-third of all Indian gaming revenue in the United States. There
were 58 compacted Indian gaming facilities in California in 2007.

Indian gaming facilities in Michigan can offer al forms of Class Il 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 Indianain
2008 generating approximately $1.2 billion in gaming revenue with a total of 9,427 slot machines and 341 table
games.

In November 2004, the State of Oklahoma approved a state gaming compact that all ows participating tribesto
operate various forms of Class Il and Class |11 gaming devices and non house-banked card games.

According to the NIGC tribal data reports, from the end of 2006 through 2007, there were 382 Indian gaming
operations nationwide from which, during this same period, tribal gaming revenuesincreased $1.1 billion, or 4.5%,
to $26.0 billion. The NIGC reports gaming revenues on a regiona basis and Region V, which contains Kansas,
Oklahoma and Texas, showed the largest revenue increase of 20.1%. Region |1, which contains California and
Northern Nevada, increased 1.6% to $7.8 billion in 2007 and isthe highest grossing region. The Region || increases
are due primarily to the emergence of casinos in California

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 regul atory
agency or agenciesin each jurisdiction (the “ Regulatory Authorities’). Theselaws, regulations and ordinances vary
from jurisdiction to jurisdiction, but generally pertain to the responsibility, financia 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 alicense, permit or approval may be denied for any cause that
the Regulatory Authorities deem reasonable. Most Regulatory Authorities also have theright 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 loseitslicenses 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
approvalsof Lakesor itssubsidiaries. 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.

Finesfor violations may belevied against the holder of alicense, 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 approvalswill 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 alicense, permit, or approval of Lakes or any of itsemployees
or security holdersin 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
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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 subject 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 legisative
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 description of such person’s gaming experience, and alist of jurisdictions in which such person holds
gaming licenses. Background investigations of key employees also may be required. Lakes Articles of
Incorporation contain provisions requiring directors and 5% Shareholders to provide such information.

The IGRA currently requires 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
compliancewith the IGRA at any time inthe future. The NIGC will not approve amanagement contract if adirector
or a5% Shareholder of the management company (i) isan el ected 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 the tribe; (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 amanagement contract if the management company or any of itsagents
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 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;
(i) tribal accessto 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 such development and construction costs;
and (v) acontract 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 |, Class Il, and Class Ill. Class |
includes al traditional or social games played by a tribe in connection with celebrations or ceremonies. Class ||
gaming includes games such as bingo, pull-tabs, punch boards, instant bingo and card games that are not played
against the house. Class |11 gaming includes casino-style gaming including table games such as blackjack, crapsand
roulette, as well as gaming machines such as dlots, video poker, lotteries, and pari-mutuel wagering.

The IGRA prohibits substantialy all forms of Class Il gaming unless the tribe has entered into a written
agreement with the state in which the casino islocated 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. Tribesin severa states have sought federal
court ordersto compel such negotiations under the IGRA; however, the Supreme Court of the United Statesheld in

11


%%TRANSMSG*** Transmitting Job: C48412 PCN: 011000000 ***%%PCMSG|11     |00010|Yes|No|03/12/2009 16:58|0|0|Page is valid, no graphics -- Color: N|


1996 that the Eleventh Amendment to the United States Constitution immunizes states from suit by Indian tribesin
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
islocated 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 shall be made by any person with any
tribe of Indians, or individual Indians not citizens of the United States, for the payment or delivery of any money or
other thing of value in consideration of services for said Indians relative to their lands unless such contract or
agreement be executed and approved” by the Secretary or hisor her designee. An agreement or contract for services
relative to Indian lands that fails to conform with the requirements of Section 81 will be void and unenforceable.
Any money or other thing of value paid to any person by any Indian or tribe for or on hisor their behalf, on account
of such services, in excess of any amount approved by the Secretary or his or her authorized representative will be
subject to forfeiture.

Indian tribes are sovereign nations with their own governmental systems which have primary regulatory
authority over gaming on land within the tribe’ sjurisdiction. Because of their sovereign status, Indian tribes possess
immunity from lawsuits to which the tribes have not otherwise consented or otherwise waived their sovereign
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 Indiansrelative to their lands, approved by the Secretary. L akes has obtained immunity waiversfrom each of the
tribesto 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, al contracts involving services to Indians relative to their
lands have been approved by the Secretary or, it has been determined that such approval is not necessary given the
nature of the contract. 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

Lakesand 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 intellectua property, which did not provide a significant financial
contribution to Lakes in fiscal 2008.
Trademarks

Lakes ownstwo United Statesregistrationsfor 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.
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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 10 to 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 ALL-IN HOLD'EM POKER™.

L akes also has an exclusive worldwide, royalty-bearing license to use the name “World Poker Tour”, atutorial
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 aslong as Lakes pays minimum annual performance royalty payments, as
defined in the license agreements.

Real Estate Holdings

Lakes has parcels of land in Californiaand Oklahomarelated to its Indian casino projects with the Jamul Tribe
and the lowa Tribe, in Minnesota related to its corporate offices, and in Mississippi related to its planned Lakes-
owned casino.

Employees

At December 28, 2008, Lakes had approximately 50 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 Lakesteam has individual specialists on staff mirroring each of the functiona areas found in a casino project.
The functional areas include gaming operations, construction and development, finance/accounting, legal/regu-
latory, security, systems/information technology, food & beverage, retail, marketing and human resources.

Lakes' management believes this team represents a valuable asset that provides a competitive advantage in
creating and enhancing rel ationshipswith Indian tribesin the Indian casino businessand in the pursuit of non-Indian
casino opportunities.

Website and Available I nformation

Our website islocated 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 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 asreasonably practicable after such formsarefiled with or
furnished to the SEC. Copies of these documents are available to our shareholders at our website or upon written
reguest to our President and Chief Financial Officer at 130 Cheshire Lane, Suite 101, Minnetonka, MN 55305.
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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 consumer spending which could adversely
affect the financial performance of the casinos we manage and our financial condition and results of
operations.

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.

Our primary source of revenue is generated from our management agreements with Indian Tribes, which
have finite terms.

The primary source of our revenuesin 2008 was generated from our management agreement at the Four Winds
Casino Resort, a contract which expires in August 2012. With the profits we anticipate from its remaining life, as
well asour other management contracts at the Cimarron Casino and at the Red Hawk Casino, which a so havefinite
terms (Cimarron Casino management contract expires in March 2013 and the Red Hawk Casino management
contract expiresin December 2015), we will need to develop and realize new business opportunities to sustain our
growth.

The completion of our planned Indian and non-Indian casino development projects may be significantly
delayed or prevented due to a variety of factors, many of which are beyond our control.

The opening of each of our proposed facilities under devel opment will be contingent upon, among other things,
the completion of construction, hiring and training of sufficient personnel and receipt of all regulatory licenses,
permits, allocations and authorizations. The scope of the approvals required to construct and open these facilities
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 such facilities or otherwise affect the design and features of the proposed casinos.

No assurances can be given that once a schedule for such construction and development activities is
established, such development activities will begin or will be completed on time, or any other time, or that the
budget for these projects will not 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. Certain of our casino projects have
been significantly delayed as a result of such litigation, and there is no assurance that the litigation can be
successfully resolved or that our casino projects will not 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 geologica 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, allocations and authorizations from regulatory authorities could increase the
total cost, delay or prevent the construction or opening of any of these planned casino devel opments or otherwise
affect their design.

Any significant delay in, or non-completion of, our planned Indian and non-Indian casino development
projects could have a material adverse effect on our profitability.

Delaysin the completion of our current devel opment projects, or thefailure of such projectsto be completed at
all, may cause our operating resultsto fluctuate significantly and may adversely affect our profitability. In addition,
once developed, no assurances can be given that these casinos, or our casinosthat are currently open, will operate on
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aprofitable basis or to attract asufficient number of guests, gaming customers and other visitorsto make thevarious
operations profitable independently. With each project we are subject to the risk that our investment may be lost if
the project cannot obtain adequate financing to complete development and open the casino successfully. In some
cases, we may be forced to provide more financing than we originally planned in order to complete development,
increasing therisk to usin the event of adefault by the casino. In addition, because our future growth in revenuesand
our ability to generate profits will depend to a large extent on our ability to increase the number of our managed
casinos or develop new business opportunities, the delays in the completion or the non-completion of our current
development projects may adversely affect our ability to realize future growth in revenues and future profits.

The termination of our management, development, consulting or financing agreements with Indian tribes,
coupled with possible inability to identify new projects or other business opportunities, may have a
material adverse effect on our results of operations and financial condition.

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
obtain NIGC approval for the project, the loss of requisite gaming licenses, or an exercise by an Indian tribe of its
buy out option. Without the realization of new business opportunities or new management, development, consulting
or financing agreements, termination of our current management, development, consulting or financing agreements
could have a material adverse effect on our results of operations and financial condition.

If our current casino development projects are not completed or fail to successfully compete once com-
pleted, we may lack the funds to compete for and develop future gaming or other business opportunities
which may have a material adverse effect on our results of operations.

The gaming industry ishighly competitive. Gaming activitiesinclude 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, and card rooms. The casinosto
be managed or owned by us compete, and will in the future compete, with al these forms of gaming, and will
compete with any new forms of gaming that may be legalized in additional jurisdictions, aswell aswith other types
of entertainment.

We al so compete with other gaming companies for opportunitiesto acquire legal gaming sitesin emerging and
established gaming jurisdictions and for the opportunity to manage casinoson 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.

We could be prevented from completing our current casino development projects or pursuing future
development projects due to changes in the laws, regulations and ordinances (including tribal or local
laws) that apply to gaming facilities or our inability or the inability of our key personnel, significant
shareholders or joint venture partners, to obtain or retain gaming regulatory licenses.

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. 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 usto accurately predict the effects that an
adoption of or changesin 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
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gaming regulatory licenses could prevent us from expanding into new markets, prohibit us from generating
revenues in certain jurisdictions, and subject us to sanctions and fines.

The political and regulatory environment in which we operate, including with respect to gaming activities on
Indian land, is discussed in greater detail in this Annual Report on Form 10-K under the caption “Business-
Regulation” in Item 1.

If the NIGC elects to modify the terms of our management contracts with Indian tribes or void such
contracts altogether, our revenues from management contracts may be reduced or eliminated.

The NIGC hasthe power to require modifications to Indian management contracts under certain circumstances
or to void such contracts or ancillary agreements including loan agreements if the management company fails to
obtain requisite approval s or to comply with applicable laws and regulations. The NIGC hastheright to review each
contract and has the authority to reduce the term of a management contract or the management fee or otherwise
reguire modification of the contract, which could have an adverse effect on us. Currently, management contracts for
the Cimarron Casino, the Four Winds Casino Resort, and the Red Hawk Casino have been approved by the NIGC.
The other management contracts have not received final approval by the NIGC and may require modification prior
to receiving approval.

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

We have made, and may make, substantial loansto Indian tribesfor the construction, devel opment, equipment
and operations of casinosto 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. 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 casino
operations. Accordingly, in the event of a default by an Indian tribe under such obligations, our loans and other
claims against the Indian tribewill not be repaid until such default hasbeen 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 delays in the completion of a casino
development project with that Indian tribe or even force us to abandon a casino development project
altogether 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 proposed
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 tribe officials or administrations, changes in policiesto
which an Indian tribeis subject, or other factors that may lead to the deterioration of our relationship with an Indian
tribe may cause delays in the completion of a development project with that Indian tribe or prevent the project’s
completion altogether, which may have an adverse effect on the results of our operations. As previously announced,
our professiona relationships with the tribal officials of the Kickapoo Tribe and the Pawnee Nation deteriorated.
The casino development projects were adversely impacted, which has resulted in the termination of the Kickapoo
Tribe casino project in 2005 and the Pawnee Nation casino projects in 2007.

If we are unable to liquidate our investments to provide liquidity when and as needed, and 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.

On October 3, 2008, Lakes entered into the Credit Line with UBS. Lakes has drawn all amounts available
under the Credit Line. Asof December 28, 2008, approximately $18.2 million isoutstanding under the Credit Line.
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Asdiscussed in Item VIII, Part |1 of this Annual Report on Form 10-K, Lakes closed on an $8.0 million Loan
Agreement on October 28, 2008, to fulfill its near-term liquidity needs. Asof December 28, 2008, L akes has drawn
$2 million from the Loan Agreement. Lakes cash forecast requirements do not include construction-related costs
that will be incurred when projects begin construction. The construction of our pending casino projects will depend
on the ability of the tribes and/or Lakesto obtain additional financing for the 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 compl ete these 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 required to guarantee the tribes’ debt financing or otherwise provide support for the tribes 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 isin 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 limited 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.

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 ahility to make principal and interest payments on and to refinance our indebtedness will depend on our
ability to generate cashin thefuture. This, to acertain extent, is subject to general economic, financial, competitive,
legidative, regulatory and other factorsthat are beyond our control. If our business does not generate sufficient cash
flow from operations or if future borrowings are not available to usin 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 termsor at all or to effect
any other action relating to our indebtedness on satisfactory termsor at all, our business may be adversely impacted.

We may be adversely impacted by economic factors beyond our control and may incur additional
impairment charges to our investment portfolio.

As of December 28, 2008, we had $26.8 million of principal invested in ARS.

On November 3, 2008, Lakes accepted an offer from UBS giving Lakes rights to sell its ARS at par value to
UBS at any time during the period of June 30, 2010, through July 2, 2012 (the “Rights’). The par value of Lakes
ARS is approximately $26.8 million.

UBS sobligation under the Rights are not secured by its assets and do not require UBSto obtain any financing
to support its performance obligations under the Rights. UBS has disclaimed any assurance that it will have
sufficient financial resources to satisfy its obligations under the Rights. The estimated fair value of our ARS
holdings at December 28, 2008, was $22.2 million, and the estimated fair value of the Rights asset associated with
the settlement between Lakes and UBS was $4.3 million.

If UBS does not perform on its obligation to buy Lakes ARS during the period of June 30, 2010, through
July 2, 2012, uncertainties in the capital and credit markets continue or these markets deteriorate further, or we
experience any ratings downgrades on any ARS investmentsin our portfolio, then we may incur losseson our ARS
or the associated Rights, which would negatively affect our financial condition, cash flow and/or reported earnings.

If one or more of our Indian casino projects fail, the recorded assets related to those projects will be
impaired and there may be a material adverse impact on our financial results.

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 pursuant to our financing agreements with varying
degrees of collection risk, and with repayment often dependent on the operating performance of each gaming
property. These loans, except for the current portion on open projects, are included as notes receivable on the
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consolidated bal ance sheet, under the category “long-term assetsrelated to Indian casino projects’. At December 28,
2008, we had $118.0 million in assets related to Indian casino projects, of which $63.9 million was in the form of
notes receivable. The notes receivable represented approximately 39% of our total assets. See Note 6 to the
consolidated financial statements included in Item 8 of this Annual Report on Form 10-K. The loans are made to
Indian tribesfor pre-construction financing related to gaming properties being devel oped by us. All of the loansare
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 the management contracts. 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.

Included in long-term assets related to Indian casino projects are intangibl e assets related to the acquisition of
management contracts, land held for development and other costs incurred in connection with opening the Indian
casinos of $47.6 million, $1.8 million and $4.8 million, respectively, at December 28, 2008. It is possiblethat one or
more of our Indian casino projects will not open, or fail after opening, which will render the majority of the assets
related to the failed Indian casino project impaired. See our accounting policy within Note 2 of the consolidated
financial statements included in Item 8 of this Annual Report on Form 10-K.

During September 2005, legislation was proposed to amend the Gambling Devices Act of 1962 which
could negatively affect projected management/consulting fees to be received from the Jamul Casino
project.

During September 2005, the Department of Justice proposed legislation that would amend the Gambling
Devices Act of 1962 (commonly referred to as the Johnson Act). The proposal seeks to clarify the difference
between Class Il and Class Il gaming devices. It prohibits Indian tribes from operating gaming devices that
resemble slot machines without atribal-state compact. The legislation proposes to amend the Johnson Act in three
significant ways. First, the definition of “gaming device” in Section 1171 of the Johnson Act would be amended to
clarify how the element of chance can be provided in a gaming device. Second, Section 1172 of the Johnson Act
would be amended to clarify that certain “qualifying” technologic aids could be transported and used in Indian
country. Third, a new Section (d) would be added to Section 1175 of the Johnson Act to provide an express
exception to allow technological devices to be used in Class |l gaming.

This proposed legislation concerning the Johnson Act amendments has never been introduced as a bill in
Congress. If such legislationisintroduced and subsequently passed, it could affect our planned casino operationsfor
the Jamul Tribe and could affect management/consulting fees to be received by us under this project, because
Class |1 gaming devices are currently planned to be used at the Jamul Casino. If the Department of Justice proposed
legislation isever passed, there isno assurance that substitute allowable Class |1 gaming devices would result in the
same projected operating results as the Class || gaming devices currently planned to be used by the Jamul Casino
project. If this were to occur, it could have a material adverse effect on our results of operations and financial
conditions.

In October 2007, the NI GC issued revised proposed regulations concerning classification of gaming
devices which could negatively affect projected management/consulting fees to be received from the
Jamul Casino project.

In May 2006, in response to the Department of Justice decision not to proceed with its proposed legislation to
amend the Johnson Act, the NIGC proposed new regul ations concerning the classification of gaming devices. These
proposed regulations, if adopted, could restrict the types of gaming devices permitted as Class || games under
IGRA, and such restrictions could limit the type of gaming devices planned to be used at the Jamul Casino. If the
NIGC proposed regulations are adopted as published, there isno assurance that substitute allowable Class |1 gaming
devices would result in the same projected operating results asthe Class |1 gaming devices currently planned to be
used for the Jamul Casino. If thiswereto occur it could have amaterial adverse effect on our results of operations
and financial conditions. In February 2007, after receiving numerous negative comments to the proposed
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regulations from tribes and industry companies, the NIGC withdrew its proposed rules and indicated it would
attempt to review and modify the proposed regulations and publish a new version at a later date.

On October 24, 2007, the NIGC published its revised proposed rules concerning the classification of games
and companion proposed rules related to technical standards for Class || gaming devices, revised definitions for
determining Class |11 gaming devices and minimum internal control standards (“MICS") for Class || gaming. In
October 2008, following substantial criticism from tribes and industry companies, the NIGC officially withdrew its
proposed rules that would create a system for game classification as well as modify the definition for determining
Class |11 gaming devices, but did publish final rules pertaining to technical standardsand MICSfor Class|l gaming.
Neither of the final rules published by the NIGC attempted to distinguish Class || gaming systems from Class |11
gaming devices. At the present time, the NIGC hasindicated that it has no intention to propose regulations similar to
thewithdrawn proposed rulesthat would create a system for game classification aswell as modify the definition for
determining Class 111 gaming devices, but there is no guarantee that the NIGC will not in the future seek such
regulatory changes. If such regulatory changes were proposed, however, lawsuits challenging the revised proposed
regulationsarelikely if final regulations substantially similar to the revised proposed regul ations are adopted. These
lawsuits could delay the implementation of the revised proposed regulations for some time or completely if the
lawsuits are successful.

Our entry into new businesses may result in future losses.

We have announced that part of our strategy involves diversifying into other businesses such as devel oping and
owning our own non-tribal casino and the development and marketing of our own table games. Such businesses
involve business risks separate from the risks involved in casino devel opment 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 regul atory approvalsrequired to
conduct the new businesses. There is no assurance that diversification activities will successfully add to our future
revenues and income.

We are dependent on the ongoing services of our Chairman and Chief Executive Officer, Lyle Berman,
and the loss of his services 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 amaterial adverse effect on us. We have obtained a $20 million key man
life insurance policy on him.

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 dutiesto us. In addition, our Bylaws provide
for mandatory indemnification of directors and officers to the fullest extent permitted by Minnesota law. These
provisionsreduce the likelihood of derivative litigation against our directors and may discourage shareholdersfrom
bringing a lawsuit against directors for a breach of their duty.

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

Our Avrticles 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 provisionsthat could adversely affect the rights of holders of our common stock and reduce the value of our
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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 athird party to acquire us, even if amajority 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;

e litigation surrounding one or more of our casino developments;

« the announcement of new products or product enhancements by us or our competitors;
e 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,

e changes in earnings or (loss) per share estimates by market analysts or speculation in the press or analyst
community; and

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

We have issued numerous options to acquire our common stock that could have a dilutive effect on our
common stock.

As of December 28, 2008, we had options outstanding to acquire 2.9 million shares of our common stock,
exercisable at prices ranging from $2.86 to $16.84 per share, with a weighted average exercise price of approx-
imately $6.60 per share. During the terms of these options, the holders may have the opportunity to profit from an
increase in the market price of our common stock with resulting dilution to the holders of shares who purchased
sharesfor aprice higher than the respective exercise or conversion price. In addition, the increase in the outstanding
shares of our common stock as a result of the exercise or conversion of these options could result in a significant
decrease in the percentage ownership of our common stock by the purchasers of its common stock.

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
December 28, 2008, these shares consist of approximately 5.3 million shares beneficially owned by our executive
officers and directors.

ITEM 1B. UNRESOLVED STAFF COMMENTS

None

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 the remaining space to outside tenants.
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ITEM 3. LEGAL PROCEEDINGS
El Dorado County, California Litigation

Variouslitigation initiated by local government and an activist group intended to block the construction of and
access to the Red Hawk Casino was successfully defended and concluded on July 16, 2008, and the casino
subsequently opened to the public on December 17, 2008.

Louisiana Department of Revenue Litigation Tax Matter

The Louisiana Department of Revenue maintains a position that L akes owes additional L ouisiana corporation
income tax for the period ended January 3, 1999 and the tax years ended 1999 through 2001 and additional
L ouisiana corporation franchise tax for the tax years ended 2000 through 2002. This determination isthe result of an
audit of Louisianatax returnsfiled by Lakesfor thetax periods at issue and relates to the reporting of income earned
by Lakesin connection with the managing of two L ouisiana-based casinos. On December 20, 2004, the Secretary of
the Department of Revenue of the State of Louisiana filed a petition to collect taxes in the amount of $8.6 million,
excluding interest, against Lakes in the 19th Judicial District Court, East Baton Rouge Parish, Louisiana (Docket
No. 527596, Section 23). In the petition to collect taxes the Department of Revenue of the state of L ouisiana asserts
that additional corporation income tax and corporation franchise tax are due by Lakes for the taxable periods set
forth above. Lakes maintains that it has remitted the proper Louisiana corporation income tax and Louisiana
corporation franchise tax for the taxable periods at issue. On February 14, 2005, Lakes filed an answer to the
petition to collect taxes asserting all proper defenses and maintaining that no additional taxes are owed and that the
petition to collect taxes should be dismissed. Management intendsto vigorously contest thisaction by the Louisiana
Department of Revenue. Depositions of the L ouisiana Department of Revenue are tentatively scheduled to occur in
March 2009. Lakes may be required to pay up to the $8.6 million assessment plus interest and fees if Lakesis not
successful in this matter. We have recorded a liability for an estimated settlement related to this examination
including accrued interest and fees, 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.

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

None.
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PART 11

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

Lakes common stock currently trades onthe 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 Second Third Fourth
Quarter Quarter Quarter Quarter

Year Ended December 28, 2008:

High. ..o $739 $682 $864 $6.97

LOW . oo 3.95 3.86 4,37 2.04
Year Ended December 30, 2007:

High. ... $11.86 $13.47 $12.42 $10.02

LOW .ot 8.00 10.24 9.37 5.70

On March 10, 2009, the last reported sale price for the common stock was $2.10 per share. As of March 10,
2009, Lakes had approximately 865 shareholders of record.

L akes has never paid any cash dividends with respect to its common stock and the current policy of the Board
of Directorsisto retain any earningsto provide for the growth of Lakes. The payment of cash dividendsinthe future,
if any, will be at the discretion of the Board of Directorsand will depend upon such factorsasearningslevels, capital
requirements, Lakes' overall financial condition, and any other factors deemed relevant by the Board of Directors.

On October 1, 2008, Lakes Board of Directors declared a noncash dividend consisting of all of the shares of
WPTE then owned by L akes. Lakes previously owned 12,480,000 shares, or approximately 61%, of the outstanding
common stock of WPTE, a separate publicly-held media and entertainment company. The record date for the
dividend was October 24, 2008, which established the shareholders of record entitled to the dividend, thereby
alowing the determination of the ratio of WPTE shares to be distributed per Lakes share. The dividend ratio for
shareholders of record on the record date was approximately 0.479 shares of WPTE common stock for each share of
L akes common stock. L akes shareholders received whole shares of WPTE common stock in book entry form and
cash paymentsfor fractional shares. The date of distribution was November 21, 2008. Operations of WPTE after the
date of distribution are not included in Lakes' consolidated results of operations, and historical operating results of
WPTE up to that date are presented as discontinued operations.

No repurchases of Lakes common stock were made during the fourth quarter of Lakes' fiscal year ended
December 28, 2008.

22


%%TRANSMSG*** Transmitting Job: C48412 PCN: 022000000 ***%%PCMSG|22     |00010|Yes|No|03/12/2009 16:58|0|0|Page is valid, no graphics -- Color: N|


Performance Graph

The following line-graph presents and compares cumulative, five-year shareholders returns (based on
appreciation of the market price of our common stock) on an indexed basis with (i) a broad equity market index
and (ii) an appropriate published industry or line-of-businessindex, a peer group index constructed by us, or issuers
with similar market capitalizations. The following presentation compares our common stock price during the period
from December 28, 2003, to December 28, 2008, to the NASDAQ Global Stock Market and the Russell 2000 Index.

We do not believe that we can reasonably identify apeer group and we believe thereisno published industry or
line-of -business index that provides a meaningful comparison of shareholder returns. Therefore, we have elected to
use the Russell 2000 Index in compiling our stock performance graph because we believe the Russell 2000 Index
provides a better comparison of shareholder returns for companies with market capitalizations similar to that of
ours.

The comparisons in the graph are required by the Securities and Exchange Commission (“SEC”) and are not
intended to forecast or be indicative of possible future performance of our common stock.

COMPARISON OF 5 YEAR CUMULATIVE TOTAL RETURN*
Among Lakes Entertainment, Inc., The NASDAQ Composite Index
And The Russell 2000 Index
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* $100 invested on 12/28/03 in stock & index-including reinvestment of dividends. Fisca year ending
December 28, 2008.

Cumulative Total Return
12/03 3/04 6/04 9/04 12/04 3/05 6/05 9/05 12/05 3/06

Lakes Entertainment, Inc. . ... 100.00 157.89 143.28 129.78 201.73 222.91 190.71 124.46 82.35 134.74
NASDAQ Stock Market

US). oo 100.00 100.18 103.16 96.49 110.08 101.53 104.08 109.76 112.88 120.64
Russell 2000 .............. 100.00 106.26 106.76 103.71 118.33 112.01 116.85 122.33 123.72 140.96

6/06 9/06 12/06 3/07 6/07 /07 12/07 3/08 6/08 0/08  12/08

Lakes Entertainment,

InC. .............. 149.72 119.63 133.62 138.08 146.25 118.02 85.82 54.74 81.49 81.67 52.12
NASDAQ Stock

Market (U.S)....... 112.68 117.54 126.51 127.08 136.04 141.77 138.13 118.70 119.92 106.41 80.47
Russell 2000 ......... 133.88 134.47 146.44 149.29 155.88 151.06 144.15 129.88 130.64 129.18 95.44

23


%%TRANSMSG*** Transmitting Job: C48412 PCN: 023000000 ***%%PCMSG|23     |00009|Yes|No|03/12/2009 16:58|0|0|Page/graphics valid 03/12/2009 17:00 -- Color: N|


ITEM 6. SELECTED FINANCIAL DATA

The Selected Financial Data presented below should be read in conjunction with the consolidated financial
statements and notes thereto included elsewhere in this Annual Report on Form 10-K, and in conjunction with
“Management’s Discussion and Analysis of Financial Condition and Results of Operations” included in Item 7 of
this Annual Report on Form 10-K.

Selected consolidated statement of earnings (loss) data and consolidated balance sheet data are derived from
our consolidated financial statements.

For the Fiscal Year Ended or as of:

Dec. 28, Dec. 30, Dec. 31, Jan. 1, Jan. 2,
2008 2007 2006 2006 2005

@ (2) 3O ©) QIO

(In millions, except per share amounts)

Results of Continuing Operations:

Total revenues. .. ..o oo $ 24 $ 7 $1 $ — $ —
Earnings (loss) from continuing operations. . . . . (69) @) 34 (20) a7
Net earnings (loss) from continuing operations

applicable to common shareholders. . . ... ... (78) 9 15 9 (5)

Net earnings (loss) from continuing operations

Share — DasiC. . .o ve e (310) (038) 066 (039 (0.22)

Net earnings (loss) from continuing operations
applicable to common shareholders per

share—diluted .. ..................... (310) (0.38) 0.61 (0.39) (0.22)
Balance Sheet:
Cash and cash equivalents — unrestricted . . . . . . $ 6 $ 5 $ 1 $ 8 $ 24
Total @ssets . .. ... 165 215 310 185 172
Total long-term liabilities. . ................ 7 7 110 10 —
Shareholders equity . .................... 118 207 205 178 183

(1) Results for the fiscal year ended December 28, 2008 included the following significant items:
 impairment losses of $4.0 million associated with the Vicksburg project;
« unrealized losses of $15.6 million related to the notes receivabl e associated with the Jamul Casino project;

* impairment losses of $14.1 million related to the intangible assets associated with the Jamul Casino
project;

* impairment losses of $5.9 million related to the land held for development associated with the Jamul
Casino project;

 expenses of $28.7 million incurred on the Ohio casino resort initiative;
 gains of $4.3 million associated with Lakes Rights asset; and

¢ |osses of $4.5 million associated with the transfer of Lakes' ARS from available-for-sale securities to
trading securities.
(2) Results for the fiscal year ended December 30, 2007 included the following significant items:

* unrealized gains of $8.9 million related to the notes receivabl e associated with the Shingle Springs Tribe;

* interest income of $4.9 million resulting from the repayment of land previously purchased on behalf of the
Shingle Springs Tribe; and

* loss on extinguishment of debt of $3.8 million related to the repayment of Lakes $105 million credit
agreement.
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(3) Results for the fiscal year ended December 31, 2006 included the following significant items:

« realized and unrealized gains of $36 million related to the notes receivable associated with the Pokagon
Band;

« unrealized gainsof $11.6 million related to the notes receivabl e associated with the Shingle Springs Tribe;
* interest expense of $9.3 million as a result of debt outstanding during 2006; and

* |oss on extinguishment of debt of approximately $6.8 million, resulting from Lakes debt repayment to
PLKS Funding, LLC, an affiliate of Prentice Capital Management, LP (“PLKS").

(4) Results for the fiscal year ended January 2, 2005 included the following significant items:
 impairment losses of $5.8 million on long-term assets related to the Nipmuc Nation project; and

» other income of $11.3 million related to a settlement with Grand Casinos which resulted from a 1998 tax
sharing agreement.

(5) The balance sheet information as of December 31, 2006, January 1, 2006, and January 2, 2005, and the
statement of operations information for the fiscal years ended January 1, 2006 and January 2, 2005 are not
covered by the report of the current independent registered public accounting firm.

ITEM 7. MANAGEMENT’'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

Overview

We develop, finance and manage Indian-owned casino properties. We currently have development and
management or financing agreements with four separate tribes for casino operations in Michigan, California, and
Oklahoma for a total of five separate casino projects as follows:

» We are currently managing the Cimarron Casino for the lowa Tribe in Perkins, Oklahoma, under a seven-
year management contract, which commenced in 2006. The Cimarron Casino features approximately
375 electronic gaming machines.

» Wedeveloped, and have afive-year contract to manage, the Four Winds Casino Resort for the 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, 80 table games, a 15-table poker room, a 160-room hotel, five
restaurants, three bars, a child care facility and arcade, retail space and a parking garage.

« We developed, and have 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,
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 2,100 slot
machines, 75 table games, six restaurants, six bars, retail space, a parking garage, a child care facility and
arcade. To provide direct freeway access to the Red Hawk Casino, an affiliate of the Shingle Springs Tribe
constructed a dedicated inter-change on U.S. Highway 50.

* We have contracts to devel op 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. In addition, there islocal opposition to
this project that could cause further delays even if access issues are resolved. These factors, in combination
with the current general economic environment and the increasingly uncertain financial and credit markets
caused us to reduce the value of our assets associated with this project during the fourth quarter of 2008.
Although the value of our assets related to the Jamul Casino project were significantly reduced, we currently
expect to continue with the project. We acknowledge that significant risk exists related to this project.
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However, the Jamul Tribe has the two basic requirements to eventually build a successful project - federal
recognition asan 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 altogether. We will continue
to monitor the status of this project.

* We have a consulting agreement and management contract with the lowa Tribe in connection with
developing, equipping and managing a casino resort which is planned to be built near Route 66 and
approximately 25 miles northeast of Oklahoma City, Oklahoma (the “loway Casino Resort”). The lowa
Tribeis currently leasing and acquiring land from tribal members, which is held in trust for the individual
tribal members by the United States Government. In January 2009, the BIA granted approval on the purchase
of a 60-acre allotment. The remaining transactions for the final 14 acres still require BIA approval. Lakes
submitted its management contract with the lowa Tribe for the loway Casino Resort to the NIGC for review
in 2005. The NIGC has stated that it iswaiting for the BIA to approve all land leases before it will issue an
opinion on the management contract.

We have also explored, and continue to explore, other development projects with Indian tribes. We also explore
other non-Indian casino development projects and other business activities.

On October 1, 2008, Lakes' Board of Directors declared a noncash dividend consisting of all of the shares of
WPTE then owned by Lakes. Lakes previously owned 12,480,000 or approximately 61% of the outstanding
common stock of WPTE, a separate publicly-held media and entertainment company The record date for the
dividend was October 24, 2008, which established the shareholders of record entitled to the dividend, thereby
alowing the determination of the ratio of WPTE shares to be distributed per Lakes share. The date of distribution
was November 21, 2008. Operations of WPTE after the date of distribution are not included in Lakes' consolidated
results of operations, and historical operating results of WPTE up to that date are presented as discontinued
operations.

Results of continuing operations

Thefollowing discussion and analysis should be read in conjunction with the consolidated financia statements
and notes thereto included elsawhere in this Annual Report on Form 10-K for the year ended December 28, 2008.

Fiscal year ended December 28, 2008 (“fiscal 2008") compared to fiscal year ended December 30, 2007
(“fiscal 2007")

Revenues. Total revenueswere $24.3 million for fiscal 2008 compared to $6.7 million for fiscal 2007. Lakes
revenue increase of $17.6 million was primarily associated with casino management fees resulting from afull year
of contribution of management fees from the Four Winds Casino Resort. Fiscal 2008 revenues also included a full
year contribution of casino management fees from the Cimarron Casino and a partial month of casino management
fees from the Red Hawk Casino, which opened to the public on December 17, 2008. Lakes' revenues during fiscal
2007 primarily related to five months of casino management fees from the Four Winds Casino Resort, which opened
to the public in August 2007, along with a full year contribution of casino management fees from the Cimarron
Casino.

Sdling, general and administrative expenses.  Selling, genera and administrative expenses were $15.3 million
for fiscal 2008 compared to $17.8 million for fiscal 2007. The decrease of approximately $2.5 million from fiscal 2007
was primarily due to areduction in share-based compensation expense and professional fees . For fiscal 2008, Lakes
sdlling, generd and administrative expenses included payroll and related expenses of $8.6 million (including share-
based compensation), travel expenses of $3.0 million and professond fees of $2.2 million. For fiscal 2007, Lakes
sdlling, generd and administrative expenses consisted primarily of payroll and related expenses of $10.3 million
including share-based compensation expense for all share-based payment awards, travel-related costs of $2.5 million
and professional fees of $3.3 million.

Ohio initiative costs.  Ohio initiative costs were $28.7 million for fiscal 2008. Lakes incurred these costs
related to the proposed Ohio casino resort initiative in Clinton County, Ohio. On November 4, 2008, the referendum
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to amend the Ohio constitution to permit the proposed casino did not pass. Lakes does not expect to recover these
Costs.

Impairment losses. Impairment losses were $24.0 million in fiscal 2008 and $0.3 million in fiscal 2007.
Impairment losses in fiscal 2008 related to long-term assets associated with the Jamul Casino project were
$20.0 million Based on anumber of factors discussed in our Business Section and on the previous page, we lowered
our estimation of the probability of eventual opening of this project to 50%, we adjusted the projected opening date
to 2014, and we increased the discount rate to 23.5%. As a result, we recognized an impairment of $14.1 million
related to the intangible assets associated with the Jamul project during the fourth quarter of 2008. In addition we
adjusted the land held for development related to this project to its estimated fair value of $1.0 million as of
December 28, 2008, and recognized an impairment of $5.9 million during the fourth quarter of 2008. Lakes has
received various regulatory approvals to develop a non-Indian owned casino on approximately 400 acres near
Vicksburg, Mississippi. A total of $9.4 million has been invested as of December 28, 2008. Lakes is continuing to
evaluate all alternatives associated with its Vicksburg project, including whether to proceed with development of
thisproject or potentially sell it. Asaresult of the uncertainty surrounding the devel opment of this project and dueto
changes in the economic environment and credit markets, Lakes has adjusted the assets associated with the
Vicksburg project to their estimated fair value of $5.4 million as of December 28, 2008, and recognized an
impairment of approximately $4.0 million during the fourth quarter of 2008.

Impairment losses in fiscal 2007 of $0.3 million related to a casino project with the Pawnee Nation, which
resulted from termination of the relationship between Lakes and the Pawvnee Nation.

Amortization of intangible assetsrelated to Indian casino projects.  Amortization of intangible assetsrelated
to Indian casino projects was $6.9 million for fiscal 2008 compared to $2.8 million for fiscal 2007. Theincreasein
fiscal 2008 related primarily to a full year of amortization associated with the Four Winds Casino Resort.
Amortization of intangible assets related to the Indian casino projects for fiscal 2007 related primarily to five
months of amortization associated with the Four Winds Casino Resort, which began when it opened to the public on
August 2, 2007.

Net realized and unrealized gains (losses) on notesreceivable.  Net realized and unrealized gains (losses) on
notes receivablewere ($17.8) million and $7.2 million for fiscal 2008 and fiscal 2007, respectively. Net realized and
unrealized gains are the result of adjustment of notes receivable related to Indian casino projects to their estimated
fair value based upon project status. Net unrealized losses in fiscal 2008 related primarily to our notes receivable
from the Jamul Tribe and the Shingle Springs Tribe.

Based on the current status and uncertainty of the Jamul Casino’s access issues described in the evaluation of
critical milestones below, we believe that a near-term positive resolution of the access issues 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 this
project at desirablerates, have caused L akesto lower its estimation of probability of eventual opening of this project
to 50%, and adjust the projected opening date of this project to January 2014. Lakes hasincreased the discount rate
to 23.5% for this project, due to the worsening financial markets and the wider spread over treasuries, which
increased the estimate of the required yield on the notes. Asaresult, we recorded an unrealized |0ss on these notes
receivable of approximately $15.6 million during fiscal 2008.

Lakes recorded an unrealized loss of $1.9 million for fiscal 2008 on notes receivable from the Shingle Springs
Tribe. The unrealized loss was primarily related to the worsening financial markets, as discussed above, which
increased the discount rate to 18.5% for this project in the fourth quarter of 2008. The unrealized loss recorded by
Lakes of $6.6 million during the fourth quarter of 2008 more than offset the unrealized gains on the notes receivable
of $4.7 million that were incurred earlier in fiscal 2008, which resulted from continued progress towards the
December 17, 2008 opening of the Red Hawk Casino.

Fiscal 2007 net unrealized gainswere primarily associated with our notes receivable from the Shingle Springs
Tribe and were the result of the close of third party financing by an affiliate of the Shingle Springs Tribe in June of
2007, which resulted in an increased probability of opening of the casino development project with the Shingle
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Springs Tribe aswell as continued progress on the construction of the Red Hawk Casino project. The result was an
unrealized gain of approximately $8.9 million during fiscal 2007. Partially offsetting this gain was an unrealized
loss of approximately $2.7 million related to a decrease in fair value of the notes receivable from the Jamul Tribe
which resulted primarily from an increase in the discount rate due to a decrease in estimated operating results from
the casino operation once open.

Other income (expense). Other income (expense) for fiscal 2008 primarily includes a $4.3 million gain
associated with Lakes' Rightsfrom the November 2008 settlement with UBS. The gain was offset by a$4.5million
loss associated with the transfer of Lakes' ARS from available-for-sale securitiesto trading securities. The transfer
to trading securities reflects management’s intent to exercise its Rights during the period June 30, 2010 to July 3,
2012.

In conjunction with the close of the Shingle Springs Tribe's $450 million senior note financing, the Shingle
Springs Tribe repaid us for land we had previously purchased on its behalf and the related accrued interest. The
repayment resulted in interest income of approximately $4.9 million in June of 2007. In March 2007, Lakes
contracted with a group of investors for their participation in the loans made by Lakes to the Pokagon Band (and
assumed by the Pokagon Gaming Authority) at an agreed upon price of 98% of the face value of the loans as of the
settlement date of March 2, 2007. This participation arrangement was accounted for as a sale during 2007. Lakes
then existing $105 million credit agreement was repaid with proceeds from the Pokagon notes receivable
participation transaction. Thisrepayment resulted in aloss on extinguishment of debt of approximately $3.8 million
during March of 2007. In February 2007, we registered for resal e the shares underlying the warrant issued to PLKS.
As aresult, the related warrant liability was adjusted to its estimated fair value at that time, which resulted in a
decrease to interest expense of approximately $2.3 million for fiscal 2007.

Income Taxes. Theincome tax provision was $9.1 million in fiscal 2008 compared to $2.4 million in fiscal
2007, both consisting of changes in the valuation allowance associated with deferred tax assets and interest on the
Louisiana tax audit matter. In fiscal 2008, the provision also included $3.1 million associated with tax benefits
related to stock options exercises. The effective tax rates for fiscal 2008 and fiscal 2007 were 13.2% and 45.1%,
respectively.

In conjunction with Lakes' dividend of WPTE shares (Note 3), Lakesrealized ataxable gain from the transaction
of approximately $5 million offset by capital loss carryforwards (and utilized approximately $1.9 million of deferred
tax assets) during fiscal 2008. Management has concluded that it ismorelikely than not that the tax benefits associated
with Lakes remaining capital loss carryforwards will not be realized in the foreseesble future. As aresult, a 100%
valuation alowance has been provided against the remaining deferred tax assets as of December 28, 2008. Lakes
income tax provision in fiscal 2008 and 2007 included approximately $1.0 million of interest on a Louisiana tax audit
matter. In fisca 2007 the provision was offset by the recognition of an income tax benefit of approximately
$1.7 million related to the settlement of an IRS tax audit matter

Additionally, in accordance with SFAS No. 109, Accounting for |ncome Taxes (* SFASNo. 109" ), we eval uated
the ability to utilize deferred tax assets arising from net operating loss carryforwards, and other ordinary items and
determined that avaluation allowance was appropriate at December 28, 2008 and December 30, 2007. We eval uated
all evidence and determined net losses (excluding net realized and unrealized gains on notes receivable, which are
not considered verifiable evidence of future taxable income) generated over the past five years outweighed the
current positive evidence that we believe exists surrounding our ability to generate significant income from our
long-term assetsrelated to Indian casino projects. Therefore, we have recorded a 100% val uation allowance against
these items at December 28, 2008, and December 30, 2007.

Outlook. During fiscal 2009, Lakes expects significant revenues from the management of Indian casino
properties, including from the Four Winds Casino Resort, from the Cimarron Casino and from the Red Hawk
Casino, which opened in December of 2008. However, due to the relatively short operating history of the casinoswe
currently manage, we do not plan to provide revenue guidance.

We planfor 2009 selling, general and administrative expensesto remain relatively consistent with 2008 results.
In addition, we currently expect amortization of intangible assets related to Indian casino projects to increase in
2009 as a result of amortization expense associated with the Red Hawk Casino in 20009.
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Fiscal 2007 compared to fiscal year ended December 31, 2006 (“fiscal 2006”)

Revenues. Total revenues were $6.7 million for fiscal 2007 compared to $0.6 million for fiscal 2006 an
increase of $6.1 million. Lakes casino management fees were $6.6 million during fiscal 2007 compared to casino
management and consulting fees of $0.6 million during fiscal 2006. Lakes casino management fees during fiscal
2007 related to fees from the management of the Four Winds Casino Resort for approximately five months and the
Cimarron Casino for thefull fiscal year. Lakes' casino management and consulting fees during fiscal 2006 primarily
related to fees from the Cimarron Casino.

SHling, general and administrative expenses.  Selling, general and administrative expenses were $17.8 million
for fiscal 2007 compared to $16.9 million for fiscal 2006. The increase primarily related to additional costs associated
with increased devel opment and management activitiesrelated to Lakes Indian casino projects. For fiscal 2007, Lakes
sdling, general and administrative expenses consisted primarily of payroll and related expenses of $10.3 million
including share-based compensation expense for all share-based payment awards, travel-related costs of $2.5 million
and professional fees of $3.3 million.

Amortization of intangible assetsrelated to Indian casino projects.  Amortization of intangible assets related
to Indian casino projects was $2.8 million for fiscal 2007. This amortization related primarily to the intangible
assets associated with the Four Winds Casino Resort, which began when it opened to the public on August 2, 2007.
Amortization of intangible assets related to the Indian casino projects for fiscal 2006 was not material.

Net realized and unrealized gains on notesreceivable. Net realized and unrealized gains on notes receivable
were $7.2 million and $51.7 million for fiscal 2007 and fiscal 2006, respectively. Net realized and unrealized gains
are the result of adjustment of notes receivable related to Tribal casino projects to their estimated fair value based
upon current Tribal casino project status. Net realized and unrealized gainsin fiscal 2007 related primarily to our
notes receivable from the Shingle Springs Tribe, which were partially offset by unrealized losses from our notes
receivable from the Jamul Tribe. The unrealized gains associated with our notes receivable from the Shingle Springs
Tribe were primarily the result of the close of third party financing by an affiliate of the Shingle Springs Tribe in
June of 2007, which resulted in an increased probability of opening of the casino development project with the
Shingle Springs Tribe aswell as continued progress on the construction of this project. The result was an unrealized
gain of approximately $8.9 million during fiscal 2007. The decrease in fair value of the notes receivable from the
Jamul Triberelates primarily to anincreasein the discount rate due to adecrease in estimated operating resultsfrom
the casino operation once open. The result was an unrealized loss of approximately ($2.7) million during fiscal
2007.

Net unrealized gains in fiscal 2006 related primarily to our notes receivable from the Shingle Springs Tribe,
Pokagon Band, Jamul Tribe and Kickapoo Tribe. Of the $51.7 million in net unrealized gains on notes receivable
during fiscal 2006, approximately $36.0 million was related to the casino development project with the Pokagon
Band. The unrealized gains on the Pokagon notes receivable resulted from a combination of favorable events
occurring during fiscal 2006, including the NIGC's approval of the management contract between us and the
Pokagon Band. Additionally, an affiliate of the Pokagon Band closed on a $305 million senior note financing in
addition to a $75 million financing commitment for furniture, furnishings and equipment to fund the Four Winds
Casino Resort project. Construction on this project also began during June of 2006. All of these favorable events
increased the probability of opening of the project and contributed to an increaseinfair value of our notesreceivable
from the Pokagon Band which resulted in unrealized gains on notes receivable related to this project of
approximately $20.0 million through the end of the third quarter of fiscal 2006.

In addition, during March of 2007 we contracted with agroup of investorsfor their participation intheloanswe
made to the Pokagon Band (and assumed by the Pokagon Gaming Authority) at an agreed upon price of 98% of the
face value of the notes receivable as of the settlement date. Accordingly, as of December 31, 2006, the Pokagon
notes receivable were adjusted to the negotiated participation price which resulted in unrealized gains of
approximately $16.3 million during the fourth quarter of fiscal 2006. This participation arrangement was accounted
for as a sale during fiscal 2007. The sale has no effect on our management contract for the Four Winds Casino
Resort.
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Also contributing to net unrealized gains on notes receivable during fiscal 2006 were unrealized gains related
to our casino development project with the Shingle Springs Tribe. These unrealized gains of approximately
$11.6 million were primarily related to favorable events occurring during fiscal 2006 which increased the estimated
probability of opening of the project. Most notably, during September of 2006, the Shingle Springs Tribe reached an
agreement with El Dorado County (the “County”) that will provide the County with certain funding from the
planned Shingle Springs Tribe casino operations. In exchange, the County agreed to seek dismissal of al of its
existing litigation against the Shingle Springs Tribe and formally support the Shingle Springs Tribe interchange and
casino projects.

Based on meetings between the Jamul Tribe and the State of California, Lakes and the Jamul Tribe re-
evaluated the Jamul Tribe' salternativesfor itscasino project. The proposed gaming facility hasbeen reduced in size
and scope. Asaresult, during the fourth quarter of fiscal 2006, werecorded unrealized losses on our notesreceivable
related to the Jamul Tribe project of approximately $6.3 million, which reduced the overall fiscal 2006 net
unrealized gains on notes receivable related to this project to approximately $2.0 million.

The remainder of the net unrealized gains on notes receivabl e consisted of unrealized gainsrelated to thefiscal
2006 settlement with the Kickapoo Tribe in the amount of approximately $6.2 million and net unrealized |osses of
approximately $4.2 million as a result of the decrease in fair value of notes receivable due to the decreased
probability of opening of two casino development projects with the Pawnee Nation.

Other income (expense).  Other income (expense) for fiscal 2007 was $2.0 million compared to ($15.0) million
for fiscal 2006. In conjunction with the close of the Shingle Springs Tribe's $450 million senior note financing, the
Shingle Springs Tribe repaid us for land we had previously purchased on its behalf and the related accrued interest.
The repayment resulted in interest income of approximately $4.9 million in June of 2007. In March 2007, Lakes
contracted with a group of investors for their participation in the loans made by Lakes to the Pokagon Band (and
assumed by the Pokagon Gaming Authority) at an agreed upon price of 98% of the face value of the loans as of the
settlement date of March 2, 2007. This participation arrangement was accounted for asasale during 2007. Lakes' then
existing $105 million credit agreement was repaid with proceeds from the Pokagon notes receivable participation
transaction. This repayment resulted in aloss on extinguishment of debt of approximately $3.8 million during March
of 2007. In February 2007, we registered for resale the shares underlying the warrant issued to PLKS. Asaresult, the
related warrant liability was adjusted to its estimated fair value at that time, which resulted in a decrease to interest
expense of approximately $2.3 million for fiscal 2007.

In the second quarter of 2006, we refinanced substantially all of our long-term debt. Asaresult, we wrote-off
the unamortized portion of the debt discount related to theissuance of common stock warrants ($4.3 million) aswell
as unamortized closing costs ($2.5 million), resulting in a loss on extinguishment of debt of approximately
$6.8 million. Interest expense was impacted as a result of an increase in the estimated fair value of our warrant
liability of approximately $1.1 million during 2006.

Income Taxes. The income tax provision was $2.4 million in fiscal 2007 compared to $3.8 million in fisca
2006. The effective tax ratesfor fiscal 2007 and fiscal 2006 were 45.1% and 20.2%, respectively. Lakes incometax
provision in fiscal 2007 consists primarily of a valuation allowance against deferred tax assets related to capital
lossesfor the portion that were not expected to berealized and approximately $1.1 million of interest onaL ouisiana
tax audit matter (Note 13 to the consolidated financial statements included in Item 8 of this Annual Report on
Form 10-K). These items were partially offset by the recognition of an income tax benefit of approximately
$1.7 million related to the settlement of an IRS tax audit matter (Note 10 to the consolidated financia statements
included in Item 8 of this Annual Report on Form 10-K). Lakes' fiscal 2006 income tax provision consists primarily
of approximately $2.0 million related to the IRS tax audit matter, approximately $2.4 million related to the reversal
of deferred tax assets related to the losses that were reversed during the period related to the Kickapoo Tribe and
approximately $1.1 million of interest on a Louisiana tax audit matter. These items were partially offset by the
recognition of a benefit of approximately $2.0 million related to the write-off of long-term assets related to the
Chilocco and Travel Plaza casino development projects with the Pawnee Nation during fiscal 2006.

Additionally, in accordance with SFAS No. 109, Accounting for Income Taxes (“ SFASNo. 109" ), we eval uated
the ability to utilize deferred tax assets arising from net operating loss carryforwards, and other ordinary items and
determined that avaluation allowance was appropriate at December 30, 2007 and December 31, 2006. We eval uated
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all evidence and determined net losses (excluding net realized and unrealized gains on notes receivable, which are
not considered verifiable evidence of future taxable income) generated over the past five years outweighed the
current positive evidence that we believe exists surrounding our ability to generate significant income from our
long-term assetsrelated to Indian casino projects. Therefore, we have recorded a 100% val uation allowance against
theseitems at December 30, 2007, and December 31, 2006, as management has concluded that isit more likely than
not that the tax benefits will not be realized in the foreseeable future.

Liquidity and Capital Resources

As of December 28, 2008, we had $6.2 million in cash and cash equivalents and $22.2 million of long-term
investments in securities recorded at estimated fair value. We currently believe that our cash and cash equivalents
balance, our cash flows from operations and the financing sources discussed below will be sufficient to meet our
working capital requirements during the next 12 months. However, our operating results and performance depend
significantly on the current economic conditions and their impact on consumer spending in the casinos we manage.
Declines in consumer spending may cause our revenue generated from the management of Indian casinos to be
adversely impacted. Current economic conditions may impact our inability to finance projects under development.

As discussed in the overview above, on October 1, 2008, Lakes' Board of Directors declared a noncash
dividend consisting of al of the shares of WPTE then owned by Lakes. The date of distribution was November 21,
2008. WPTE cash and investments have not been used in our business. The exclusion of WPTE from our
consolidated financial statements will not have an impact on Lakes' cash position.

All of our investments in securities are ARS, held by UBS and are classified as trading securities as of
December 28, 2008. As a result of liquidity issues surrounding our ARS, our ARS are classified as long-term
investmentsin securitiesin our consolidated balance sheet as of December 28, 2008. The types of ARSinvestments
that we own are backed by student loans, the majority of which are guaranteed under the Federal Family Education
Loan Program (* FFELP"). None of our investmentsin ARS qualify, or have ever been classified in our consolidated
financial statements, as cash or cash equivalents.

On November 3, 2008, we accepted an offer from UBS giving us nontransferable rights to sell our ARS (the
“Rights’), held by UBS at par value to UBS at any time during the period of June 30, 2010, through July 2, 2012.
The par value of our ARSis$26.8 million. We expect to sell our ARS under the Rights. However, if the Rights are
not exercised before July 2, 2012 they will expire and UBSwill have no further rights or obligation to buy our ARS.
UBS's obligation under the Rights are not secured by its assets and do not require UBS to obtain any financing to
support its performance obligations under the Rights. UBS has disclaimed any assurance that it will have sufficient
financial resources to satisfy its obligations under the Rights.

During 2008, we entered into aCredit Linewith UBSwhich enabled usto draw $18.2 million and is secured by
our ARS held at UBS. Amounts borrowed under the Credit Line are due and payable on demand and bear interest at
a floating interest rate equal to the sum of the prevailing daily 30-day LIBOR plus 100 basis points. As of
December 28, 2008, approximately $18.2 million was outstanding under the Credit Line.

Also in October 2008, we closed on a two-year interest only $8.0 million non-revolving line of credit loan
agreement (the “Loan Agreement”) with First State Bank. The Loan Agreement is collateralized by primarily all of
our interest inreal property we ownin Minnetonka, Minnesota. Amounts borrowed under the Loan Agreement bear
interest at 8.95%. As of December 28, 2008, Lakes has drawn $2 million under the Loan Agreement.

During 2008, L akes has recognized significant revenues from the management of Indian casino properties, and
going forward Lakes expects this trend to continue as Lakes is managing the Cimarron Casino, the Four Winds
Casino Resort and now the Red Hawk Casino, which opened on December 17, 2008. However, because of the
relatively short operating history of the casinos we manage, and the uncertainty in the economic environment no
assurance can be given that this will occur. Lakes' agreements with tribal partners require that we provide certain
financing for project development in the form of loans, which has been amajor use of cash over the past three years,
in addition to on-going corporate costs and costs incurred during 2008 for the Ohio casino resort initiative. These
loansto our tribal partners are interest bearing; however, the loans and related interest are not due until thecasinois
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built and has established profitable operations. In the event that the casinos are not built, our only recourse is to
attempt to liquidate assets of the development, if any, excluding any land in trust.

Lakes formed ajoint venture with Myohionow.com, LLC for the purpose of developing a $600 million casino
resort in Clinton County, Ohio. However, on November 4, 2008, the referendum to amend the Ohio constitution to
permit the proposed casino did not pass. Lakes funded approximately $29 million related to this casino resort
initiative effort in 2008. L akes does not expect to recover these amounts. Further, L akes does not expect to incur any
costs in the foreseeable future related to the proposed casino resort initiative.

Lakes cash forecast requirements do not include construction-related coststhat will beincurred when pending
and future devel opment projects begin construction. The construction of our pending casino projectswill depend on
the ability of the tribes and/or Lakes 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 compl ete these projects, which could have a material adverse effect on our future
results of operations, cash flows and financia condition. In order to assist the tribes, we may be required to
guarantee thetribes’ debt financing or otherwise provide support for thetribes' 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
thesetribes. Additionally, we may berequired to pay taxes of up to approximately $8.6 million plusinterest and fees
related to atax matter. See Note 13 to the Consolidated Financial Statements in Item 8 of this Annual Report on
Form 10-K.

If our casino development projects with the lowa Tribe and the Jamul Tribe are not constructed or if
constructed, do not achieve profitable operations in the highly competitive market for gaming activities, it islikely
that we would incur substantial or complete losses on our notes receivable from Indian tribes and related intangible
assets associated with the acquisition of the management, development, consulting and financing contracts. In
addition, we may lack the funds to compete for and devel op 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.

The following table summarizes the remaining contractual obligations as of December 28, 2008 (in millions):

Payment Due by Period

Less Than More Than

Contractual obligations Total 1 Year 1-3Years  3-5Years 5 Years
Remaining casino development

commitment(1)

Jamul Tribe(2). ... $ — $— $— $— $—

Shingle Springs Tribe(3) . ............ — — — — —

Pokagon Band(4). .. ................ 7.3 21 35 17 —

lowa Tribe — loway Project(5) ........ — — — — —
Non-revolving line of credit loan

agreement(6) . . ... ... 20 — 20 — —
Operating leases(7) .. ................. 4.6 04 0.9 0.9 24

$13.9 $2.5 $6.4 $2.6 $2.4

(1) We may be required to provide a guarantee of tribal debt financing or otherwise provide support for the tribal
obligations related to any of the projects (see (2) and (4) below). Any guarantees by us or similar off-balance
sheet liabilities will increase our potential exposure in the event of a default by any of these tribes. No such
guarantees or similar off-balance sheet liahilities existed at December 28, 2008.

(2) Effective March 30, 2006, we entered into a development financing and services agreement with the Jamul
Tribe. Aspart of the agreement, wewill use our best effortsto obtain financing of up to $350 million from which
advances will be made to the Jamul Tribeto pay for the design and construction of a casino project. The current
plan isfor a smaller scale gaming facility that will become a solely class I electronic gaming device facility
which will not require a compact with the State of California. The agreement between Lakes and the Jamul
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Tribe is being modified to reflect the new economics of the revised casino plan but is not currently believed to
require approval by the State of California or the NIGC.

(3) We may be required to pay Mr. Kean and Mr. Argovitz under their respective agreements with Lakes resulting
from the opening of the Red Hawk Casino on December 17, 2008. See Note 14 to our consolidated financial
statements included in Item 8 of this Annual Report on Form 10-K.

(4) Upon opening of the Four Winds Casino Resort, we became obligated to pay approximately $11 million to an
unrelated third party as part of an agreement associated with us obtaining the management contract with the
Pokagon Band, payable in quarterly installments over five years. We are also obligated to pay approximately
$3 million over 24 monthsto aseparate, unrelated third party on behalf of the Pokagon Band in accordance with
the management contract, which also became payable upon the opening of the casino. (See Note 14 to the
consolidated financial statements in Item 8 of this Annual Report on Form 10-K).

(5) We have agreed to make advances to the lowa Tribe subject to a project budget to be agreed upon by us and the
lowa Tribe and certain other conditions. The development loan will befor preliminary devel opment costs under
the loway project budget. We have also agreed to use reasonable efforts to assist the lowa Tribe in obtaining
permanent financing for any projects developed under the lowa consulting agreement.

(6) In October 2008, Lakes closed on a two-year interest only $8.0 million non-revolving line of credit loan
agreement (the “Loan Agreement”) with First State Bank. Amounts borrowed under the Loan Agreement bear
interest at 8.95%. See Note 9 to the Consolidated Financial Statements in Item 8 of this Annual Report on
Form 10-K.

(7) Lakesleasesan airplane under a non-cancel able operating lease that expires on March 1, 2018 and has certain
other operating leases.

We have received various regulatory approvals to develop our own casino near Vicksburg, Mississippi. We
have incurred cumulative development and land development costs of approximately $9.4 million relating to the
development of such casino in Vicksburg, Mississippi. 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. Asa
result of the uncertainty surrounding the development of this project and due to changes in the economic
environment and credit markets, Lakes has adjusted the assets associated with the Vicksburg project to their
estimated fair value of $5.4 million as of December 28, 2008 and recognized an impairment of approximately
$4.0 million during the fourth quarter of 2008.

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 sheset
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, litigation costs, income taxes, share-based compensation and derivative financial instruments. We
base our estimates and judgments on historical experience and on various other factorsthat 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. Actua results may differ from these estimates.

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,
Indian-owned casino gaming facilities is recognized as it is earned pursuant to each respective agreement. See
further discussion below under the caption “Accounting for long-term assets related to Indian casino projects.”

Share-based compensation expense:  We use the Black-Schol es option pricing method to establish fair value
of options. Our determination of fair value of share-based payment 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
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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.

Incometaxes. We account for income taxes under the provisions of SFAS No. 109, Accounting for Income
Taxes (* SFASNo. 109”). The determination of the 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 financia statement and tax bases of assets and liabilities using enacted tax ratesin effect
for theyear in which the differences are expected to affect taxableincome. We assessthelikelihood that deferred tax
assetswill be recovered from future taxable income and establish aval uation all owance when management believes
recovery is not likely.

We also account for uncertainty in income taxes recognized in financia statements under the provisions of
FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes. Lakes records estimated penalties and
interest related to income tax matters, including uncertain tax positions as a component of income tax expense.

Derivative financial instruments: From time to time we may elect to enter into derivative transactions to
hedge exposures to interest rate fluctuations. We do not enter into derivative transactions for speculative purposes.
Long-term assets related to Indian casino projects:

Notesreceivable. We haveformal procedures governing our evaluation of opportunitiesfor 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. Weinitially eval uate the following factorsinvolving critical
milestones that affect the probability of developing and operating a casino:

e 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?

» Hasthe tribe entered into a gaming agreement with the state in which the land islocated, if required by the
state?

 Hasthetribe obtained approval by the National Indian Gaming Commission of the management agreement?

» Do other legal and political obstacles exist that could block devel opment of the project and, if so, what isthe
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

» 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 EITF No. 96-12, Recognition of Interest Income and Balance Sheet Classification of
Structured Notes (“EITF No. 96-12"). 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 isterminated prior to completion, we generaly retain theright to collect in the event
of completion by another devel oper. Because the stated rate of the notes receivable alone is not commensurate with

34


%%TRANSMSG*** Transmitting Job: C48412 PCN: 034000000 ***%%PCMSG|34     |00009|Yes|No|03/12/2009 16:58|0|0|Page is valid, no graphics -- Color: N|


the risk inherent in these projects (at least prior to commencement of operations), the estimated fair value of the
notesreceivableisgenerally lessthan 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 isrecorded as an intangible asset, and the
two assets are accounted for separately.

Subsequent toitsinitial recording at estimated fair value, the note receivabl e portion of the advanceis adjusted
toitscurrent estimated fair value at each balance sheet date using then current assumptionsincluding 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 notesreceivable are not adjusted to afair 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 till held as of the balance sheet date are recorded as unrealized gains or losses in our consolidated
statement of earnings (loss) and comprehensive earnings (10ss).

Upon opening of the casino, any difference between the then estimated fair value of the notes receivables and
the amount contractually due under the noteswill be amortized into income using the effective interest method over
the remaining term of the note. Such notes would then be evaluated for impairment pursuant to SFAS No. 114
Accounting by Creditors for Impairment of a Loan.

Intangible assets related to Indian casino projects. Intangible assets related to the acquisition of the
management, devel opment, consulting or financing contracts are accounted for using the guidancein SFASNo. 142,
Goodwill and Other Intangible Assets (“SFAS No. 142"). Pursuant to that guidance, the assets are periodically
evaluated for impairment based on the estimated cash flowsfrom 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, 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 assets. In accordance with SFAS No. 142, we amortize the intangible assets related
to the acquisition of the management, devel opment, consulting or financing contracts under the strai ght-line method
over the term of the contracts which commence when the related casinos open. In addition to the intangible asset
associated with the cash advancesto tribes described above, these assets include actual costsincurred to acquire our
interest in the projects from third parties.

Land held for development.  Included inland held for development island held for possible transfer to Indian
tribesfor use in certain of the future casino resort projects. In the event that thisland is not transferred to the tribes,
we havetheright 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. 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. When paid, these
amounts are allocated between notes receivable and intangible assets related to the acquisition of management,
development, consulting or financing contracts and will be evaluated for changes in fair value or impairment,
respectively, as described above. These amounts vary from period to period dueto timing of payment of these costs.
Also included in this category are receivables from related parties that are directly related to the devel opment and
opening of Lakes' Indian casino projects. See Note 14 to the consolidated financial statementsincluded in Item 8 of
this Annual Report on Form 10-K.

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.
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The consolidated balance sheets as of December 28, 2008 and December 30, 2007 include long-term assets
related to Indian casino projects of $108.9 million and $157.5 million, respectively, which primarily related to three
Separate projects. The amounts are as follows by project (in thousands):

December 28, 2008

Shingle
Pokagon Springs Jamul lowa
Band Tribe Tribe Tribe Other Total

Notes receivable(*) . ........... $ — $44,002 $7116 $3587 $ — $ 54,705
Intangible assets related to Indian

casino projects. . ............ 24,060 22,216 — 1,310 — 47,586
Land held for development . . . ... — — 960 850 — 1,810
Other(**) ................... 60 767 847 388 2,719 4,781

$24,120 $66,985 $8,923 $6135 $2,719  $108,882

December 30, 2007

Shingle
Pokagon Springs Jamul lowa
Band Tribe Tribe Tribe Other Total

Notes receivable, at estimated fair

vaue. . ... $ —  $53592 $21,406 $3,797 $ — $ 78,795
Intangible assets related to Indian

casino projects. . ........... 30,775 21,923 11,972 1,240 — 65,910
Land held for development .. ... — — 6,783 848 — 7,631
Other(**) .................. 60 767 1,061 569 2,719 5176

$30,835 $76,282 $41,222 $6,454 $2,719 $157,512

(*)  Thenotesreceivablefrom the Shingle Springs Tribewere recorded at their estimated fair value upon opening
of the Red Hawk Casino on December 17, 2008 and notes receivable from all Indian casino projects under
development have been recorded at their estimated fair value pursuant to our accounting policy for long-term
assets related to Indian casino projects as previously described. Approximately $9.2 million of the notes
receivable from the Shingle Springs Tribe are due within the next fiscal year and have been classified as a
current asset in the consolidated balance sheet as of December 28, 2008.

(**) Includes notes receivables from related parties of $4.3 million as of December 28, 2008 and December 30,
2007. See Note 14 to our consolidated financial statements included in Item 8 of this Annual Report on
Form 10-K for further details.

The key assumptions, estimates and criteria used in the determination of the estimated fair value of the notes
receivable are primarily unobservablelevel threeinputs, 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: abase case (which isbased on our forecasted casino opening date) and one and
two years out from the base case. Once acasino project isunder construction, the weighted-average scenarios are no
longer used and only the planned opening date isused in the valuation. Theinterest rates are based upon the oneyear
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 companiesis considered. The probability applied to each project is
based upon aweighting 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 isintended 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.
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The following table provides the key assumptions used to value the notes receivable from the Jamul Tribe at
estimated fair value (dollars in thousands):

Jamul Tribe:

As of December 28, 2008 As of December 30, 2007

Face value of note (principal and
interest) ... $49,171 $42,426

($33,567 principal and $15,604 interest) ($30,114 principal and 12,312 interest)

Estimated months until casino opens
(weighted-average of three

scenarios)(*) .« ..o 64 months 29 months
Projected interest rate until casino

OPENS . o vttt e 6.45% 9.12%
Projected interest rate during the loan

repaymentterm .. .............. 8.32% 10.46%
Discount rate(*) ................. 23.50% 20.00%
Repayment termsof note . . ......... 120 months 120 months
Probability rate of casino opening

(weighting off our scenarios)(*). . . . . 50% 85%

(*) Lakes believesthat a near-term resolution of the access issue described in the evaluation of critical milestones
below is not probable. In addition, the local opposition to this project has not been resolved and Lakes' current
expectation isthat issues associated with this opposition could cause further delays, even if resolution of access
issuesis 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 lower its estimation of
probability of eventual opening of this project to 50%, and adjust the projected opening date of this project to
January 2014. Lakes has increased the discount rate to 23.5% for this project, due to the worsening financial
markets and the wider spread over treasuries, which increased the estimate of the required yield on the notes.
See aso the discussion below included under the caption “Description of each Indian casino project and
evaluation of critical milestones — Jamul Tribe”.

The following table represents a sensitivity analysis prepared by Lakes of 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
As of December 28, 2008 As of December 30, 2007

Estimated fair value of notesreceivable ................. $7,116 $21,406
5% lessprobable ......... ... . ... ... $6,428 $20,151
Oneyeardelay...........co i, $6,177 $19,540
Both 5% less probable and one year delay. .. ........... $5,582 $18,395
5% increased probability. . ....... ... ... .. . L. $7,804 $22,661
ONEYEAr SOONET . . . ottt ettt et e e $8,204 $23,450

Both 5% increased probability and one year sooner. ... ... .. $9,001 $24,826

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 the
Jamul Tribe 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.

37


%%TRANSMSG*** Transmitting Job: C48412 PCN: 037000000 ***%%PCMSG|37     |00013|Yes|No|03/12/2009 17:22|0|0|Page is valid, no graphics -- Color: N|


The following represents the nature of the advances to the tribes for projects under development (the Jamul
Tribe and the lowa Tribe), which represent the principal amount of the notes receivable, as of December 28, 2008
and December 30, 2007.

As of December 28, 2008
Jamul lowa

Advances Principal Balance Tribe Tribe Total
Note receivable, pre-construction(a) . . .. .....oviiiii i $32,617 $3,746  $36,363
Notereceivable, land(b) . . ... ... ..o 950 988 1,938

$33,567 $4,734  $38,301

As of December 30, 2007

Jamul lowa
Advances Principal Balance Tribe Tribe Total
Note receivable, pre-construction(a) . . .. ...ovvvieiei i $29,164  $3,490 $32,654
Notereceivable, land(b) . . . ... 950 986 1,936

$30,114  $4,476  $34,590

(@) Wefund certain costsincurred to devel op the casino project. These costsrelate to construction costs, legal fees
in connection with various regul atory 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 December 28, 2008 and December 30, 2007 (in thousands):

December 28, December 30,

Jamul Tribe 2008 2007
Monthly stipend. . .. ... $ 5,687 $ 5,069
CONStrUCLION . . ..t 2,102 1,210
Legal . . 4,598 4,342
Environmental . ....... ... . 2,292 2,288
DESIgN. . vt 14,324 12,782
Gaming lICeNSe . . .. ..o 917 779
LObbyYiSt .. 2,697 2,694
$32,617 $29,164

Evaluation of impairment related to long-term assets related to Indian casino projects, excluding the
notes receivable, which are recorded at their estimated fair value:

Management periodically evaluates the intangible assets, land held for devel opment 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 losswould 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 afeasibility study aswell 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
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from the day thefirst Indian casino opened in 1991 through the expiration of the Coushatta management contract in
2002. Additionally, we have been managing the Cimarron Casino since 2006, the Four Winds Casino Resort since
August of 2007, and the recently opened Red Hawk Casino since December of 2008. 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 belocated 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 onwhichto
base our revenue expectations. The forecasts were prepared by usnot for purposes of thevaluation at hand but rather
for purposes of our and the tribes' business planning.

The primary assumptionsincluded within management’sfinancial model for the Jamul Casino project areasfollows:
Jamul Tribe

Lakesand the Jamul Tribe have consulted with third party advisorsasto the architectural feasibility of aplanto
build acasino 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 Il electronic gaming device facility which will not reguire a
compact. The agreement between L akes 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 approva by the State or the NIGC.

December 28, 2008 December 30, 2007

No. of Class Il electronic gaming devices ....................... 1,000 1,000
No. of Tablegames. . . . ... 20 20
No. of Pokertables. .. ... . 5 5
Win/Class Il electronic gaming devices/day — 1styear ............. $ 172 $ 172
Win/Table game/day — dstyear .............coiirinenann... $ 471 $ 471
Win/Poker table/day — 1styear. . ...t $ 312 $ 312

The Jamul Casino project has been delayed due to various political and regulatory issues related to access to the
proposed casino site. Because of theseissues and the increasingly uncertain financial and credit markets, during the fourth
quarter of 2008, Lakes reduced the value of its assets associated with this project. Although the value of Lakes assets
related to the Jamul Casino project were sgnificantly lowered, Lakes currently expects to continue with the project.

Description of each Indian casino project and evaluation of critical milestones:

Pokagon Band

Businessarrangement. 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 feeis subordinated to the Pokagon Gaming Authority’s senior indebtednessrelating 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 cal culated based upon the previous 12 months of management fees earned
multiplied 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 receive a
management fee equal to between 21% and 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 feeis subordinated to the repayment of $450 million senior note financing of an affiliate of the Shingle
Springs Tribe, the repayment of $77 million furniture, furnishings and equipment financing and aminimum priority
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payment to the Shingle Springs Tribe. Generally, the order of priority of payments from the Red Hawk Casino’s
cash flowsis asfollows: 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 provisionsthat 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 12 months 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 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 Springsin 1999 and formed ajoint venture, in which the contracts were held, between usand
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).

Under the agreement with Mr. Kean, he may elect to serve as a consultant to us during the term of the casino
management contract if he isfound suitable by relevant gaming regulatory authorities. In such event, Mr. Kean will be
entitled to receive annual consulting fees equal to 15% of the management fees received by us from the Red Hawk
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 annua payments of $1 million
from the Red Hawk Casino project from the date of el ection through the term of the management contract (but not during
any renewal term of such management contract). Under the agreement with Mr. Argovitz, if he is found suitable by
relevant gaming regulatory authorities he may elect to re-purchase hisrespective original equity interest in our subsidiary
and then be entitled to obtain a 15% equity interest in our entity that holdsthe rights to the management contract with the
Red Hawk Casino project. If he is not found suitable or does not elect to purchase equity interests in our subsidiary,
Mr. Argovitz would receive annual payments of $1 million from the Red Hawk Casino project from the date of election
through the term of the casino management contract (but not during any renewal term of such management contract). As
of December 28, 2008, neither Mr. Kean nor Mr. Argovitz had provided evidence of suitability by relevant gaming
authorities or elected to receive annual payments of $1 million as described above.

Jamul Tribe

The Jamul Casino project has been delayed due to various palitical and regulatory issues related to access from
State Highway 94 to the proposed casino site. The Jamul Tribefirst requested approval on adriveway road connection to
State Highway 94, but was denied a permit by San Diego County (the“County”). In addition, Cal Transissued aletter to
the Jamul Tribe indicating that it would not allow access to a casino operation from State Highway 94.

The Jamul Tribe then submitted an application to the BIA for recognition of an access drive acrossits land to
create an alternative means of accessto the site over an IRR. In Segptember 2008, the BIA notified the Jamul Tribe that
the alternative means of access to the site had been approved as an IRR. The IRR would allow the Jamul Tribe to
congtruct a second potential access point without the need for a permit from County. The Jamul Tribe notified
CalTrans of this additional access option but Cal Trans by itslack of response indicated that it views this access point
no differently than the proposed driveway road connection to State Highway 94. The Jamul Tribe has filed a federa
complaint requesting the Federal Court to order Cal Transto ceaseits efforts to impede the Jamul Tribe from using its
landsfor economic devel opment purposes. Cal Trans responded to the complaint with a motion to dismiss based upon
11th amendment rights of sovereign immunity. A preliminary hearing on the issue was held on December 19, 2008,
and the judge dismissed Ca Trans' motion. CalTrans answered Jamul’s complaint and denied the allegations. The
parties met during February 2009 to discussthe situation. Cal Transindicated that they do not intend to block accessto
the reservation, and the Jamul Tribe is considering a stay if its federa lawsuit and they will proceed with an
Environmenta Impact Study which Ca Transwould then consider for approval and issuance of the necessary permits.

Lakes believes that a near-term resol ution of the accessissue 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
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could cause further delays, even if resolution of access issuesis 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 L akes to lower its estimation of probability of eventual opening of this project to 50%, and adjust the
projected opening date of this project to January 2014. Lakes has increased the discount rate to 23.5% for this
project, dueto theworsening financial markets and the wider spread over treasuries, which increased the estimate of
the required yield on the notes. As a result, Lakes recorded an unrealized loss on its notes receivable of
approximately $15.6 million, an impairment related to the intangible assets of $14.1 million and an impairment
related to the land held for development of $5.9 million during fiscal 2008.

Businessarrangement.  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
approved by the State in 2004, the Jamul Tribe completed aTribal Environmental Impact Statement/Report that was
approved by the Jamul Tribe's General Council with arecord 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. Throughout fiscal 2007, Lakes and
the Jamul Tribe were evaluating 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 |1 electronic gaming
devices. The proposed gaming facility has been reduced in size and scope because the State’'s comments on the
Jamul Tribe's existing compact or a proposed new contract is expected to take more time than is currently
acceptable to the Jamul Tribe. 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. The agreement between Lakes and the
Jamul Tribe (discussed below) 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.

Effective March 30, 2006, L akes entered into a devel opment 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 of up to $350 million, 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 of $15 million for its
development design services, and aflat fee of $15 million for its construction oversight services, payable evenly
over thefirst fiveyears after the opening date of the Jamul Casino. In connection with Lakes' financing of the Jamul
Casino, the Jamul Tribeisrequired to pay interest over aten-year period on sums advanced by Lakes equal to the
rate charged to Lakesfor obtaining the necessary funds plusfive percent. Amounts previously advanced by L akesto
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
maodified with resulting lower fees to Lakes. Thereis aso no assurance that third party financing will be available
with acceptable terms. If Lakes is unable to obtain the appropriate amount of financing for this project, the project
may not be completed as planned.

Lakesacquired itsinitial interest in the devel opment agreement and management contract for the Jamul casino
from KAR — Jamul in 1999 and formed a joint venture in which the contracts were held between Lakes and
KAR — Jamul. This development agreement and a 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 (Mr. Kean and Mr. Argovitz). The term of the contract is expected to be
five or seven years. Under the current agreement with Mr. Kean, he may elect to serve as a consultant to Lakes
during the term of the casino 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 feesreceived by
L akes 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, hewill be entitled to receive
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annual payments of $1 million from the Jamul Casino project during the term of the respective casino 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 development financing and
services agreement with the Jamul Tribe. If heis not found suitable or does not elect to purchase equity interestsin
the Lakes subsidiary, Mr. Argovitz may elect to receive annua payments of $1 million from the Jamul Casino
project from the date of election through the term of the respective casino agreement (but not during any renewal
term of such agreement).
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Our 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 2008, fiscal 2007 and fiscal 2006.
Both the positive and negative evidence was reviewed during our evaluation of the critical milestones.

Critical Milestone

December 28, 2008

December 30, 2007

December 31, 2006

Federal recognition of the | Yes Yes Yes
tribe
Possession of usable land Yes Yes Yes

corresponding with needs
blased on Lakes project
plan

Usable land placed in trust
by Federal government

Not necessary, as land is
reservation land.

Not necessary, as land is
reservation land.

Not necessary, as land is
reservation land.

Usable county agreement, | N/A N/A N/A
if applicable
Usable state compact that | N/A — the Jamul Tribe's N/A — the Jamul Tribe's Yes

allows for gaming
consistent with that
outlined in Lakes' project
plan

current plan is to operate a
solely class |1 electronic
gaming device facility,
which does not require a
compact with the State.

current plan is to operate a
solely class || 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 |1 €electronic
gaming device facility,
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 || electronic
gaming device facility,
which does not need to be
approved by the NIGC.

N/A as the Jamul Tribe and
Lakes entered into a
development financing and
services agreement in March
20%6, which e%oebs n(r)]t need
to be approv the
NIGC(’.jIpp Y

Resolution of all litigation
and legal obstacles

No, see discussion below
regarding the federal
complaint filed by the Jamul
Tribe against CalTrans.

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

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-
tern.

No, however, preliminary
discussions with investment
bankers regarding assisting
in obtaining financing have
taken place.

No, however, preliminary
discussions with investment
bankers regarding assisting
in obtaining financing have
taken place.

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 |1 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 bale“ g\/e?] to
require approval by the
State or the NIGC.

Yes. The current plan is for
the gaming facility to be a
solely class 11 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 bale“k?/ecrl\ to
require approval by the
State or the NIGC.

Yes. The Jamul Tribe and
the State of California have
had a series of recent
meetings to discuss what
requirements the State has
to either allow the project to
be built as currently planned
or to enter into a new
compact similar to those
approved in 2004 for other
tribes in the State. Based on
these discussions, the Jamul
Tribe is evaluating which of
any of these requirements
are acceptable or in lieu of g
compact, building a casino
based solely on class ||
electronic gaming devices.

Our evaluation and conclusion regarding the above critical milestones and progress.  Although the value of
Lakes assets related to the Jamul Casino project have been significantly reduced, Lakes currently expects to
continuewith the project. Lakes acknowledgesthat significant risk existsrelated to 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 €ligible for gaming. These factors, in combination with the likelihood that the access issues
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may be resolved favorably and the possibility of positive changes in the economic environment, could cause the
outlook for this project to improve significantly. As aresult, Lakes has concluded that it is not currently in Lakes
best interest to terminate its involvement with the Jamul Casino project altogether, and forego the possibility of
eventual recovery of itsadvances aswell asfeesassociated with itsfinancing and devel opment agreement related to
this project. Lakes will continue to monitor the status of this project.

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 devel opment 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 aland-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.

lowa Tribe

Business arrangement. On March 15, 2005, Lakes entered into consulting agreements and management
contracts with the lowa Tribe of Oklahoma, afederally recognized Indian Tribe, and The lowa Tribe of Oklahoma, a
federally-chartered corporation (collectively, the“lowaTribe"). The agreements became effective as of January 27,
2005. Lakes will consult on development of the loway Casino Resort, a new first class casino with ancillary
amenities and facilities to be located on Indian land approximately 25 miles northeast of Oklahoma City along
Route 66, until regulatory approvals are received for the management contract for the loway Casino Resort and
currently manages operations at the Cimarron Casino, located in Perkins Oklahoma.

Each of the projects has a gaming consulting agreement (“lowa Consulting Agreement”) and a management
contract (“lowaManagement Contract”), independent of the other project. Key termsrelating to the agreements for
the projects are as follows:

loway Casino Resort.  For itsgaming development consulting services under the lowa Consulting Agreement
related to the loway Casino Resort, Lakeswill receive adevelopment fee of $4 million paid upon the opening of the
loway Casino Resort, and a flat monthly fee of $500,000 for 120 months commencing upon the opening of the
project. Lakes has also agreed to make advances to the lowa Tribe, subject to a project budget to be agreed upon by
Lakes and the lowa Tribe and certain other conditions. The development loan will be for preliminary devel opment
costs under the loway Casino Resort budget. L akes has also agreed to use reasonabl e efforts to assist the lowa Tribe
in obtaining permanent financing for any projects developed under the lowa Consulting Agreement.

The lowaManagement Contract for the |loway Casino Resort is subject to the approval of the NIGC and certain
other conditions. For its performance under the lowa Management Contract, Lakes will be entitled to receive
management fees of approximately 30% of netincome, as defined in the agreement, for each month during theterm
of the lowaManagement Contract. The lowaManagement Contract termisseven yearsfrom thefirst day that Lakes
is able to commence management of the loway Casino Resort gaming operations under all legal and regulatory
reguirements (the “ Commencement Date"), provided that the lowa Tribe hasthe right to buy out the remaining term
of the lowaManagement Contract after the loway Casino Resort has been in continuous operation for four years, for
an amount based on the then present value of estimated future management fees. If the lowa Tribe elects to buy-out
the contract, all outstanding amounts owed to Lakes become immediately due and payable if not aready paid.
Subject to certain conditions, Lakes agreed to make advances for the loway Casino Resort’s working capital
requirements, if needed, during the first month after the Commencement Date. The advances are to be repaid
through an operating note payable from revenues generated by future operations of the loway Casino Resort bearing
interest at two percent over the prime rate. Lakes also agrees to fund any shortfall in certain minimum monthly
loway Casino Resort payments to the lowa Tribe by means of non-interest bearing advances under the same
operating note.

Cimarron Casino. Lakes has entered into a separate gaming consulting agreement (the “Cimarron Con-
sulting Agreement”) and management contract (the “ Cimarron Management Contract”) with the lowa Tribe with
respect to the Cimarron Casino. Lakes has been operating under the Cimarron Management Contract since mid-
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2006 after it was approved by the NIGC. Prior to that time, Lakes operated under the Cimarron Consulting
Agreement and earned a flat monthly fee of $50,000. The annual fee under the Cimarron Management Contract is
30% of net income in excess of $4 million. The Cimarron Casino features approximately 375 electronic gaming
machines.

Arrangement with Consultant.  Lakes has an agreement with Kevin Kean that will compensate him for his
consulting services (relating to the lowa Tribe) rendered to Lakes. Under this arrangement, subject to Mr. Kean
obtaining certain regulatory approvals, Mr. Kean will receive 20% of Lakes fee compensation that is received
under the lowa Consulting Agreement, lowa Management Contract and Cimarron Management Contract with the
lowa Tribe (i.e., six percent of the incremental total net income or 20% of Lakes' 30% share). This agreement
providesthat paymentswill be dueto Mr. Kean when Lakesis paid by the lowa Tribe, assuming he has been found
suitable by the NIGC.
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Our evaluation of the loway Casino Resort.

The following table outlines the status of each of the following

primary milestones necessary to complete the loway Casino Resort as of the end of fiscal 2008, fiscal 2007 and
fiscal 2006. Both the positive and negative evidence was reviewed during our evaluation of the critical milestones:

December 28, 2008

December 30, 2007

December 31, 2006

Federal recognition of the tribe

Yes

Yes

Yes

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

Yes, the lowa Tribe has members
that own a 74-acre alotment on US
Route 66 midway between the
access points to Warwick and
Chandler, Oklahoma from [44. The
lowa Tribe has obtained the rights
to purchase and/or |lease
substantialy all of this parcel from
the allottees. Approval from the
BIA was obtained in January 2009
for 60 acres of the 74-acre
allotment. The remaining 14 acres
still require BIA approva. An
additional 100 acres of fee land has
been optioned to provide the
necessary site area for the
beginning of the project before the
casino resort development can
begin.

Yes, the lowa Tribe has members
that own a 74-acre allotment on US
Route 66 midway between the
access points to Warwick and
Chandler, Oklahoma from 144. The
lowa Tribe has obtained the rights
to purchase and/or lease
substantialy all of this parcel from
the allottees. An additional

100 acres of fee land has been
optioned to provide the necessary
site area for the beginning of the
project before the casino resort
development can begin.

Yes, the lowa Tribe has members
that own a 74-acre alotment on US
Route 66 midway between the
access points to Warwick and
Chandler, Oklahoma from 144. The
lowa Tribe has obtained the rights
to purchase and/or lease this parcel
from the allottees. An additional
100 acres of fee land has been
optioned to provide the necessary
site area for the beginning of the
project.

Usable land placed in trust by
Federal government

Yes, the lowa Tribe is currently
leasing and acquiring land from
tribal members, which is held in
trust for the individual tribal
members by the United States
Government. These transactions
will need to be approved by the
BIA.

Yes, the lowa Tribe is currently
leasing and acquiring land from
tribal members, which is held in
trust for the individual tribal
members by the United States
Government. These transactions
will need to be approved by the
BIA.

Yes, the lowa Tribe is currently
leasing and acquiring land from
tribal members, which is held in
trust for the individual tribal
members by the United States
Government. These transactions
will need to be approved by the
BIA.

Usable county agreement, if N/A N/A N/A
applicable
Usable state compact that allows | Yes Yes Yes

for gaming consistent with that
outlined in Lakes' project plan

NIGC approval of management
contract in current and desired
form

No, submitted to the NIGC for
review on April 22, 2005. An EA
was prepared and on September 12,
2007, the NIGC issued their notice
of approval of a Finding Of No
Significant Impact (“FONSI”) for
the EA. The 30 day public
comment period for the FONSI
ended on November 2, 2007
without any comment from the
public. The expiration of the
comment period now allows the
NIGC to approve the management
contract. The NIGC has stated that
it is waiting for the BIA to approve
all land leases before it will issue
an opinion on the management
contract. There have been no
comments on the consulting
agreement from the NIGC and is
therefore considered operative.

No, submitted to the NIGC for
review on April 22, 2005. An EA
was prepared and on September 12,
2007, the NIGC issued their notice
of approval of a Finding Of No
Significant Impact (“FONSI”) for
the EA. The 30 day public
comment period for the FONSI
ended on November 2, 2007
without any comment from the
public. The expiration of the
comment period now alows the
NIGC to approve the management
contract. The NIGC has stated that
it iswaiting for the BIA to approve
all land leases before it will issue
an opinion on the management
contract. There have been no
comments on the consulting
agreement from the NIGC and is
therefore considered operative.

No, submitted to the NIGC for
review on April 22, 2005. An EA is
currently being prepared and is
necessary for the management
contract to be approved.
Completion of the EA is expected
by Spring 2007. There have been
no comments on the consulting
agreement from the NIGC and is
therefore considered operative.

Resolution of all litigation and
legal obstacles

None at this time.

None at this time.

None at this time.

Financing for construction

No, however, preliminary
discussions with lending institutions
have occurred.

No, however, preliminary
discussions with lending institutions
have occurred.

No, however, preliminary
discussions with lending institutions
have occurred.

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

No others known at this time by
Lakes.

No others known at this time by
Lakes.

No others known at this time by
Lakes.
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Our evaluation and conclusion regarding the above critical milestonesand progress.  Long-term assets have
been recorded as it is considered probable that the loway Casino Resort will result in economic benefit to us
sufficient to recover our investment. Based upon the above status of all primary milestones and the projected feesto
be earned under the consulting agreements and management contracts, no impairment has been recorded.

The lowa Tribe is currently leasing and acquiring land from tribal members, which is held in trust for the
individual tribal members by the United States Government. In January 2009, the BIA granted approval on the
purchase of a 60-acre allotment. The remaining transactions for the final 14 acres till require BIA approval. Lakes
submitted its management contract with the lowa Tribe for the loway Casino Resort to the NIGC for review in 2005.
The NIGC has stated that it iswaiting for the BIA to approve al land leases before it will issue an opinion on the
management contract. Subject to obtaining the necessary regulatory approvals and availability of financing for the
project, the loway Casino Resort could open as early as the fall of 2010.

Pawnee Nation of Oklahoma

Business arrangement. In 2005, Lakes entered into gaming development and consulting agreements and
separate management contracts with the wholly-owned subsidiaries of Pawnee Tribal Development Corporation
(collectively referred to as the “ Pawnee Nation™). Lakes advanced approximately $4.5 million ($1.8 million and
$2.7 million in 2006 and 2005, respectively) to the Pawnee Nation under then existing agreements. Asaresult of the
decision by the Pawnee Nation and Lakes to terminate their relationship and Lakes evaluation of the notes as
uncollectible, Lakes wrote-off the advances as of December 31, 2006.

Recently issued accounting pronouncements

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements (“SFAS No. 157”).
SFAS No. 157 defines fair value and establishes a framework for measuring fair value and expands disclosures
about fair value measurements. In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for
Financial Assetsand Financial Liabilities —including an amendment of FAS115 (“ SFASNo. 159" ). SFASNo. 159
allows entities to choose, at specified election dates, to measure eligible financial assets and liabilities at fair value
in situations when they are not required to be measured at fair value. Although SFAS No. 157 is effective now and
has been adopted for financial assets and liabilities carried at fair value, it will become effective in fiscal 2009 for
non-financial assetsand liabilities. We do not believe the adoption of the non-financial provisions of SFASNo. 157
or SFASNo. 159 will have amaterial impact on our future financial position, results of operationsor cash flows. See
Note 5 for discussion of the fair value election of our Rights asset.

In April 2008, the FASB issued FASB Staff Position 142-3, Determination of the Useful Life of Intangible Assets
(“FSP 142-3"). FSP 142-3 amends the factors that should be considered in developing renewa or extension
assumptions used to determine the useful life of a recognized intangible asset under SFAS No. 142, Goodwill and
Other Intangible Assets. FSP 142-3 iseffectivefor fiscal yearsbeginning after December 15, 2008. Theimplementation
of this standard did not have a material impact on our financia position, results of operations or cash flows.

In December 2007, the FASB issued SFAS No. 160, Noncontrolling Interests in Consolidated Financial Sate-
ments-an amendment of ARB No. 51 (* SFAS No. 160" ), which establishes accounting and reporting standards for the
noncontrolling interest in a subsidiary and for the deconsolidation of a subsidiary. SFAS No. 160 will be effective for
fiscal yearsbeginning after December 15, 2008, and early adoption is prohibited. The implementation of thisstandard is
not expected to have a material impact on our financia position, results of operations and operating cash flows.

Seasonality

We believe that the operations of all casinos managed by us are affected by seasona 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 authoritiesin any jurisdiction wherewe may conduct gaming
activities in the future. Changes in applicable laws or regulations could have an adverse effect on us.
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The gaming industry represents a significant source of tax revenues to regulators. From time to time, various
federal legidators and officials have proposed changesin tax law, or in the administration of such law, affecting the
gaming industry. It isnot possibleto determine the likelihood of possible changesin tax law or in the administration
of such law. Such changes, if adopted, could have amaterial adverse effect on our futurefinancial position, results of
operations and cash flows.

Off-balance sheet arrangements

We have no off-balance sheet arrangements that have or are reasonably likely to have acurrent 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

Our financia instruments include cash and cash equivalents and investments in securities. Our main
investment objectives are the preservation of investment capital and the maximization of after-tax returns on
our investment portfolio. Conseguently, we invest with only high-credit-quality issuers and limit the amount of
credit exposure to any one issuer.

Our cash and cash equivalents are not subject to significant interest rate risk due to the short maturities of these
instruments. As of December 28, 2008, the carrying value of our cash and cash equival ents approximates fair value.
We also hold investments in debt securities (consisting of ARS). The types of ARS investments that we own are
backed by student loans, the majority of which are guaranteed under FFELP. None of our investments in ARS
qualify, or have ever been classified in our consolidated financial statements, as cash or cash equivalents.

On November 3, 2008, we accepted an offer from UBS giving us nontransferable rightsto sell our ARSheld by
UBSat par valueto UBSat any time during the period of June 30, 2010, through July 2, 2012 (the“Rights”). The par
value of our ARS is approximately $26.8 million. We expect to sell our ARS under the Rights. However, if the
Rightsare not exercised before July 2, 2012 they will expireand UBSwill have no further rights or obligation to buy
our ARS. UBS's abligation under the Rights are not secured by its assets and do not require UBS to obtain any
financing to support its performance obligations under the Rights. UBS has disclaimed any assurance that it will
have sufficient financial resources to satisfy its obligations under the Rights. During 2008, we entered into a Credit
Linewith UBSwhich enabled usto draw $18.2 million and is secured by our ARS held at UBS. Amounts borrowed
under the Credit Line are due and payable on demand and bear interest at afloating interest rate equal to the sum of
the prevailing daily 30-day LIBOR plus 100 basis points.

If UBS does not perform on its obligation to buy Lakes ARS during the period of June 30, 2010, through July 2,
2012, and if uncertaintiesin the capital and credit markets continue, these markets deteriorate further, we experience
any ratings downgrades on any ARS investments in our portfolio, then we may incur losses on our ARS or the
associated Rights, which would negatively affect our financial condition, cash flow and/or reported earnings.

Our primary exposure to market risk associated with changes in interest rates involves our long-term assets
related to Indian casino projectsin the form of notes receivable due from our tribal partnersfor the development and
construction of Indian-owned casinos. The loans earn interest based upon a defined reference rate. The floating
interest rate will generate more or lessinterest income if interest ratesrise or fall. Our notes receivable from Indian
tribes bear interest generally at prime plus one percent or two percent, however, the interest is only payable if the
casino is successfully opened and distributable profits are available from casino operations. As of December 28,
2008, we had $63.9 million of notes receivable, with a floating interest rate (principal amount of $87.8 million).
Based on the applicable current reference rates and assuming all other factors remain constant, interest income for a
12 month period would be approximately $4.6 million. A reference rate increase of 100 basis pointswould result in
an increase in interest income of $0.9 million. A 100 basis point decrease in the reference rate would result in a
decrease of $0.9 million in interest income over the same 12 month period.
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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 December 28, 2008 and December 30, 2007, and the related consolidated statements of earnings
(loss) and comprehensive earnings (10ss), shareholders' equity, and cash flows for each of the yearsin the three-year
period ended December 28, 2008. We al so have audited the Company’sinternal control over financial reporting as of
December 28, 2008, based on the criteria established in Internal Control —Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission (“COSO"). The Company’s management is
responsiblefor thesefinancial statements, for maintaining effectiveinternal control over financial reporting, and for its
assessment of the effectiveness of internal control over financial reporting, included in the accompany Management’s
Annua Report on Internal Control over Financial Reporting. Our responsibility is to express an opinion on these
financia statements and an opinion on the Company’sinternal control over financia reporting, 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 audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement and whether effective internal control over financial
reporting was maintained in all material respects. Our audits of the financial statements includes examining, on atest
basis, evidence supporting the amounts and disclosuresin the financia statements, ng the accounting principles
used and significant estimates made by management, and evaluating the overall financial statement presentation. Our
audit of interna control over financial reporting included obtaining an understanding of internal control over financia
reporting, assessing the risk that a material weakness exists, and testing and evaluating the design and operating
effectiveness of internal control based on the assessed risk. Our audits also included performing such other procedures
aswe considered necessary in the circumstances. We believe that our audits provide areasonable basisfor our opinions.

A company’sinternal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposesin
accordance with generally accepted accounting principles. A company’s internal control over financia reporting
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s
assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financia reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
consolidated financial position of the Company as of December 28, 2008 and December 30, 2007, and the
consolidated results of its operations and cash flowsfor each of the yearsthe three-year period ended December 28,
2008, in conformity with accounting principles generally accepted in the United States. Also in our opinion, the
Company maintained, in all material respects, effective internal control over financial reporting as of December 28,
2008, based on criteria established in Internal Control — Integrated Framework issued by COSO.

/sl Piercy Bowler Taylor & Kern
Piercy Bowler Taylor & Kern
Certified Public Accountants

Las Vegas, Nevada

March 11, 2009
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LAKES ENTERTAINMENT, INC. AND SUBSIDIARIES

Consolidated Balance Sheets

December 28, December 30,
2008 2007

(I'n thousands)

ASSETS
Current assets:
Cash and cash eqUIVAIENTS. . . . .ottt $ 6,170 $ 539
INVESIMENES IN SECUMEIES . . . . . ot et e e e e e e e e e e e — 30,575
AccountS recaivable . . . . . . o 2,407 812
Current portion of notes receivable from Indiantribes . ... ......... .. ......... .. ... 9,151 —
Other CUMTENE ASSELS . . . o . o vt e e e e e e e e e e e e 1,232 98
Current assets of discontinued OPErations. . . . ...t — 32,511
Total CUMTENE @SSELS . . . . . vt ettt e e e e e e e e e e e e e e e 18,960 69,392
Property and equipment, net . . ... ... ... 10,985 15,171
Long-term assets related to Indian casino projects:
Notes receivable from Indian tribes, less current portion of $9.2 millionin2008 . .......... 54,705 78,795
Land held for development . . . ... .. 1,810 7,631
Intangible assets, net of accumulated amortization of $9.7 million and $2.8 million . ... ... .. 47,586 65,910
Ot . 4,781 5,176
Total long-term assets related to Indian casino projects . . . . ..o 108,882 157,512
Other assets:
Investments in securities, including put rights. . .. ... ... .. 26,544 —
Deferred tax @SSt . . . . ot — 4,878
Other [ong-term aSSetS . . . . .. oo 73 60
Noncurrent assets of discontinued operations . . .. ... ... . — 9,088
Total Other @SSELS . . . . . oo e 26,617 14,026
TOtal @SS S . . o o o $165,444 $256,101
LIABILITIES AND SHAREHOLDERS EQUITY
Current liahilities:
Accounts payable. . . ..o $ 531 $ 823
Incometaxes payable . . .. ... 16,241 16,369
Accrued payroll and related COSES. . . . . ... 1,745 1,800
Short-term debt . . . . . e 18,152 —
Current portion of contract acquisition costs payable, net of $0.5 and $1.2 million discount. . . . 2,089 1,903
Other acCrued EXPENSES. . . . . o o ot 1,383 772
Current liabilities of discontinued Operations . . .. ........... i, — 5,799
Total current liabilities. . . .. ..o e 40,141 27,466
Long-term liabilities:
Long-term debt . . . ... 2,000 —
Contract acquisition costs payable, net of current portion and $2.0 million and $2.5 million
AiSCOUNt . o o e 5,253 7,342
Total abilities. . . . ... 47,394 34,808
Commitments and contingencies
Minority interest in discontinued Operations. . . . . ... ... — 13,995
Shareholders' equity:
Series A convertible, nonvoting preferred stock, $.01 par value, with no dividend rights and no
liquidation preference; authorized 7,500 shares; 4,458 issued and outstanding at
December 30, 2007. . . . .ttt — 45
Common stock, $.01 par value; authorized 200,000 shares; 26,237 and 24,516 issued and
outstanding at December 28, 2008, and December 30, 2007, respectively .. ............ 262 245
Additional paid-incapital . ... ... 201,082 190,228
(Accumulated deficit) retained €arniNgS. . . . . ..ot (83,294) 16,766
Accumulated other comprehensive earnings . . . . .. ..ot — 14
Total shareholders equity. . . . .. .. 118,050 207,298
Total liabilities and shareholders equity ... ...t $165,444 $256,101

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

Consolidated Statements of Earnings (L oss) and Comprehensive Earnings (L 0ss)
For the Fiscal Years ended December 28, 2008, December 30, 2007, and December 31, 2006

2008 2007 2006
(In thousands, except per share data)
Revenues:
Management, consulting and development fees. . ... ........ ... ... ... $24269 $ 6645 $ 555
License fees . . . oo 61 95 86
Total FEVENUES . . . . o e 24,330 6,740 641
Costs and expenses:
Selling, general and administrative. . . ... 15,258 17,768 16,892
OO INItIAtiVE COSES. . . . v ottt e e e e e e e e e e e e e 28,749 — —
IMpairment 10SSES . . . . . ..o 23,962 331 1,223
Amortization of intangible assets related to Indian casino projects. . . ......... 6,856 2,806 —
DEpreciation . . . . ..o 336 370 365
Total COStS and EXPENSES . . . o o v e et 75,161 21,275 18,480
Net realized and unrealized gains (losses) on notesreceivable . .. ........... (17,836) 7,229 51,724
Gain (loss) from operations . . . ... ... (68,667) (7,306) 33,885
Other income (expense):
INtEreSt INCOME . . . . o e e e e e e e e e e e e e e e e e e 985 6,772 1,781
Interest expense, related party . . . ... .. — — (137)
OISt EXPENSE. .« .\ . o v ettt e (1,551) (951) (9,328)
Amortization of debt issuanCe CostS. . . . .. ... (5) (95) (590)
Losson extinguishment of debt. . . ... ... ... . L — (3,830) (6,821)
Other . . . 321 95 76
Total other income (expense), Net. . . . ... ...t (250) 1,991 (15,019)
Earnings (loss) before equity in net loss of unconsolidated investees,
discontinued operations and incometaxes. ... ........... ... (68,917) (5,315) 18,866
INCOME tAXES. . . . i i it e e \ , 3,826
Earnings (loss) before equity in net loss of unconsolidated investees and
discontinued Operations . . . ...« ... (78,025) (7,714) 15,040
Equity in loss of unconsolidated investees, netof tax. . ................... — — 3)
Earnings (loss) before discontinued operations . . . .............. ... . ... (78,025) (7,714) 15,037
Discontinued operations, net of tax . .. ......... ... ... (8,298) (5,890) 4,803
Net earnings (10SS) . . . . . oottt (86,323) (13,604) 19,840
Stock warrant inducement discount . . ... ... .. — 1,444 —
Net earnings (loss) applicable to common shareholders. .. ................ ($86,323) ($ 15,048) $ 19,840
Other comprehensive earnings (10ss):
Unrealized gains (loss) on securities, net of tax, from discontinued operations . . . — 63 (282)
Change in estimated fair value of derivative . . .. ....................... — 409 (409)
Comprehensive earnings (10SS) . . . . . oottt ($ 86,323) ($14,576) $ 19,149
Earnings (loss) applicable to common shareholders per share— basic —
CONtINUING OPErationNS. . . . oottt e e ($ 3100 (¢ 033 $ 066
Earnings (loss) applicable to common shareholders per share— basic —
discontinued operations . . ... ... ($ 033 ($ 025 $ 021
Earnings (loss) applicable to common shareholders per share—basic. ... .. .. ($ 343 (¢ 063 $ o087
Earnings (loss) applicable to common shareholders per share— diluted —
CONtINUING OPErationNS. . . . v v vttt e e e e e ($ 3100 (¢ 033 $ o061
Earnings (loss) applicable to common shareholders per share— diluted —
discontinued Operations . .. ... ... ($ 033 (¢ 025 $ o019
Earnings (loss) applicable to common shareholders per share—diluted . ... .. ($ 343 (¢ 063 $ 080
Weighted-aver age common shares outstanding—basic. . ................. 25,201 23,948 22,773
Dilutive effect of common stock equivalents . .. ........... .. ... ... . .... — — 1,881
Weighted-average common shares outstanding—diluted . ................ 25,201 23,948 24,654

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

Consolidated Statements of Shareholders Equity
For the Fiscal Years ended December 28, 2008, December 30, 2007, and December 31, 2006

Accumulated

other Total
Preferred stock Common stock Additional Retained  comprehensive shareholders
Shares Amount Shares Amount paid-in capital earnings  earnings (loss) equity

(In thousands)

2006
Balances, January 1,2006 . . ... ... — — 22,300 $223 $154,301 $13410 $10449  $178,383
Other comprehensive loss. . . . . .. — — — — — — (691) (691)
Gain on sde of investment. . . . .. — — — — — — (10,216) (10,216)
Issuance of preferred stock. . . . .. 4458 $45 — — — — — 45
Issuance of stock on options
exercised—net. .. ......... — — 649 6 3,637 — — 3,643
Subsidiary stock options issued to
consultants and employees . . . . — — — — 1 — — 1
Shareholder trading settlement . . . — — — — 2,805 — — 2,805
Effect of share-based
compensation .. ........... — — — — 6,388 — — 6,388
Tax benefit of stock option
EXErCISES. . v v — — — — 3,909 — — 3,909
Net change in equity related to
minority interest .. ......... — — — — 669 — — 669
Netearnings. . .............. = = — — — 19,840 — 19,840
Balances, December 31, 2006 . . . . . 4,458 45 22949 229 171,710 33,250 (458) 204,776
2007
Other comprehensive earnings . . . — — — — — — 472 472
Issuance of stock on options
exercised—net. .. ......... — — 317 3 1,872 — — 1,875
Subsidiary stock options issued to
consultants and employees . . . . — — — — 1 — — 1
Effect of share-based
compensation . ............ — — — — 4,414 — — 4,414
Cumulative effect of adoption of
new accounting principle . . . .. — — — — — (1,436) — (1,436)
Warrants issued in connection with
debt.................... — — — — 4,988 — — 4,988
Stock warrant conversion and
warrant inducement discount. . . — — 1,250 13 8,215 (1,444) — 6,784
Net change in equity related to
minority interest .. ......... — — — — (972) — — (972)
Netloss. .................. - (13,604) (13,604)
Balances, December 30, 2007 . . . .. 4458 45 24516 245 190,228 16,766 14 207,298
2008
Other comprehensive loss. . . . . . . — — — — — — (539) (539)
Retirement of preferred stock . . .. (4,458)  (45) — — 45 — — —
Issuance of stock on options
exercised—net. .. ......... — — 1721 17 7,116 — — 7,133
Effect of share-based
compensation .. ........... — — — — 1,145 — — 1,145
Tax benefit from stock option
EXErCISES. . v vt — — — — 3,100 — — 3,100
Net change in equity related to
minority interest . .......... — — — — (552) — 525 27)
Noncash distribution of WPTE
shares ..., — — — — — (13,737) — (13,737)
Netloss. .................. -  — — — — (86,323) — (86,323)
Balances, December 28, 2008 . . . .. — _— 26237 $262 $201,082 ($83294) $ —  $118,050

See notes to consolidated financia statements.

53


%%TRANSMSG*** Transmitting Job: C48412 PCN: 053000000 ***%%PCMSG|53     |00022|Yes|No|03/12/2009 16:58|0|0|Page is valid, no graphics -- Color: N|


LAKES ENTERTAINMENT, INC. AND SUBSIDIARIES
Consolidated Statements of Cash Flows

For the Fiscal Years ended December 28, 2008, December 30, 2007, and December 31, 2006

2008 2007 2006
(In thousands)
OPERATING ACTIVITIES:

Net €arniNgS (10SS) . .« . o o vt et e e ($86,323) ($ 13,604) $ 19,840
Earnings (loss) from discontinued operations . . . .. ... ... ... ... (8,298) (5,890) 4,803
Earnings (loss) from continuing operations. . . . . . . ... (78,025) (7,714) 15,037

Adjustments to reconcile net loss from continuing operations to net cash used in operating activities:

DEPreciation . . . . ..ottt 336 370 365
Amortization of debt issuance costsand discounts. . . ... ... ... 5 128 1,088
Decrease in estimated fair value of warrant liability . . . .. ......... .. ... .. .. ... .. ... — (2,272) 1,107
Amortization of intangible assets related to Indian casino projects . .. .................. 6,856 2,806 —
PUt ightS Qain . . . . o (4,301) — —
Mark to market of trading . . . . .. . ... 4,532 — —
Share-based COMPENSALION . . . . . . o o 549 2,301 2,692
Losson extinguishment of debt . . . . . ... . .. . . — 2,783 6,821
Equity in loss of unconsolidated investees . . . . .. ... ... — — 3
Net realized and unrealized (gains) losseson notesreceivable . . . . .................... 17,836 (8,290) (51,724)
Deferred INCOME LaXES . . . . . . . o it e e e e e e e 4,878 1,370 604
IMpairment 10SSES. . . . . . . o 23,962 331 1,223
Changes in operating assets and liabilities:
Accountsreceivable. . . . . ... (1,596) (24) (303)
Other CUrrent aSSetS . . . . . . ot (1,135) 4) 101
Incometaxespayable. . . . .. ... .. (128) 731 3,126
Accounts payable . . . . ... 115 (190) (185)
ACCIUBH EXPENSES . o o v o e e ot e e e 357 149 327
Contract acquisition costs payable. . . . . . .. . (1,903) (756) —
Net cash used in continuing OPEerations . . . .. .. ... ... .. .. it (27,662) (8,281) (19,718)
Net cash provided by (used in) discontinued operations . . . . .. ........................ (20,772) (8,002) 2,879
Net cash used in operating activities . . . . . . .. .. e (48,434) (16,283) (16,839)
INVESTING ACTIVITIES:

Purchase of SECUNtIES . . . . . . . . o (7,650) (64,734)  (48,200)

Sale/redemption Of SECUMtIES . . . . . . . . . 11,450 62,759 19,600

Proceeds from sale of land held for development . . . . .. .. ... .. . . ... — 9,407 —

Collections on notes receivable. . . . . . . .. . . . e 1,762 6,888 3,019

Increases in long-term assets related to Indian casino projects. . . .. ... ... . (6,229) (17,560) (41,657)

Advances on notesreceivable. . . . . ... (1,117) (3,000) —

Purchase of property and equipment . . .. ... ... ... ... (142) (1,417) (2,576)

Proceeds from unconsolidated affiliates . . ... ...... ... . .. .. ... ... — — 10

Increase (decrease) in other long-term assets . . . ... .. ... .. .. ... 38 (18) 85

Net cash used in continUiNg OPErations . . . . . . . . .ottt (1,888) (7,675)  (69,719)
Net cash provided by discontinued operations . . . .. ... .. .. 20,772 3,386 38
Net cash provided by (used in) investing activities . . . . .. ... .. .. . . .. 18,884 (4,289) (69,681)

FINANCING ACTIVITIES:

(Increase) decrease inrestricted Cash . . . . . . . . . — 12,737 (12,740)

Proceeds from debt . . . . .. . .. e 20,503 — 109,860

Repayment of long-term debt . . . . . . ... . . (351) (105,000) (35,000)

Cash proceeds from issuance of common and preferred stock . . ... ............ ... .. .... 7133 10,103 3,688

Tax benefit from stock Option EXErcises . . . . . . . ..t 3,100 — —

Debt issuanCe COSES . . . . . . . . o (61) — (5,042)

Restricted cash proceeds from long-termdebt . . ... .. ... ... ... — — 19,090

Shareholder trading settlement . . . . . . . . .. — — 2,805

Cash proceeds from sale of notesreceivable . . .. .. ... ... .. . ... — 102,114 —

Net cash provided by continuing operations . . . . . . .. ... .. 30,324 19,954 82,661
Net cash provided by discontinued operations . . . .. ......... ... ... .. ... .. — 107 3,706
Net cash provided by financing activities . . . .. ... ... ... . . . 30,324 20,061 86,367

Net increase (decrease) in cash and cash equivalents. . . . ............................ 774 3,998 (6,776)

Cash and cash equivalents— beginning of period . ......... ... . ... . . .. . . .. 5,396 1,398 8,175

Cash and cash equivalents—end of period . . . ... .. ... ... . .. $ 6170 $ 539 $ 1,399

SUPPLEMENTAL CASH FLOW INFORMATION:

Cash paid during the period for:

10 - $ 1511 $ — $ 7,547
INCOME TAXES .« .« . o o et e e e e e e e $ 1251 $ 79 % 34
Noncash investing and financing activities:
Acquisitions of long-term assets — advances related to Indian casino projects financed by vendors
with accounts payable . . . . .. ... $ 394 ($ 3273) ($ 2,347)
Acquisitions of property and equipment financed by vendors with accounts payable. . .. ... ... ($ 13) ($ 28) ($ 42)
Noncash distribution of WPTE, INC. StOCK. .+« . v v v vt et e e e e e e e $13737 $ — $ —

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 develops, finances and manages Indian-owned casino properties. Lakes currently has
development and management or financing agreements with four separate tribesfor casino operationsin Michigan,
Cadlifornia, and Oklahoma for a total of five separate casino projects, as follows:

e Lakesis currently managing the Cimarron Casino for the lowa Tribe of Oklahoma, a federally recognized
Indian Tribe, and the loway Tribe of Oklahoma, a federally-chartered corporation (collectively, the “lowa
Tribe") in Perkins, Oklahoma, under a seven-year management contract, which commenced in 2006. The
Cimarron Casino features approximately 375 electronic gaming machines.

e Lakes developed, and has afive-year contract to manage, the Four Winds Casino Resort for the Pokagon
Band of Potawatomi Indians (the “ Pokagon Band”) in New Buffalo Township, Michigan near Interstate 94.
L akes began managing the Four Winds Casino Resort when it opened to the public on August 2, 2007. The
facility features approximately 3,000 slot machines, 80 table games, a 15-table poker room, a 160-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 (the “Shingle Springs Tribe”) in El Dorado
County, California, adjacent to U.S. Highway 50, approximately 30 miles east of Sacramento, California.
L akes began managing the Red Hawk Casino when it opened to the public on December 17, 2008. The Red
Hawk Casino features approximately 2,100 slot machines, 75 table games, six restaurants, six bars, retail
space, a parking garage, a child care facility and arcade. To provide direct freeway access to the Red Hawk
Casino, an éffiliate of the Shingle Springs Tribe constructed a dedicated inter-change on U.S. Highway 50.

« Lakes has contracts to devel op 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. In addition, 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 the increasingly
uncertain financial and credit markets, caused Lakes to reduce the value of its assets associated with this
project during the fourth quarter of 2008. Although the value of Lakes' assets related to the Jamul Casino
project were significantly reduced, Lakes currently expectsto continue with the project. L akes acknowledge
that significant risk existsrelated to this project. However, the Jamul Tribe hasthe two basic requirementsto
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 its best interest to terminate itsinvolvement with the
Jamul Casino project altogether. Lakes will continue to monitor the status of this project.

e Lakes has a consulting agreement and management contract with the lowa Tribe in connection with
developing, equipping and managing a casino resort which is planned to be built near Route 66 and
approximately 25 miles northeast of Oklahoma City, Oklahoma (the “loway Casino Resort”). The lowa
Tribeis currently leasing and acquiring land from tribal members, which is held in trust for the individual
tribal members by the United States Government. In January 2009, the Bureau of Indian Affiars (the“BIA™)
granted approval on the purchase of a 60-acre allotment. The remaining transactions for the final 14 acres
still require BIA approval. Lakes submitted its management contract with the lowa Tribe for the loway
Casino Resort to the NIGC for review in 2005. The NIGC has stated that it iswaiting for the BIA to approve
al land leases before it will issue an opinion on the management contract.

Lakes has also explored, and is continuing to explore, other development projects with Indian tribes.
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LAKES ENTERTAINMENT, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Lakes also seeks opportunities to develop and operate new business opportunities including developing
company-owned casinos where applicable laws permit.

Lakes formed ajoint venture with Myohionow.com, LLC for the purpose of developing a $600 million casino
resort in Clinton County, Ohio. However, on November 4, 2008, the referendum to amend the Ohio constitution to
permit the proposed casino did not pass. Lakes funded $28.7 million for this casino resort initiative effort in 2008.
Lakes does not expect to recover these amounts.

Lakes owned approximately 61% of the outstanding common stock of WPT Enterprises, Inc. (“WPTE"), a
separate publicly-held media and entertainment company until November 21, 2008 when all of these shares were
distributed to Lakes' shareholders through a noncash dividend. Operations of WPTE after the date of distribution
are not included in Lakes' consolidated results of operations, and historical operating results of WPTE up to that
date are presented as discontinued operations (see Note 3).

Significant customers and concentrations of credit risk. Fees earned in 2008 and 2007 from the man-
agement of the Four Winds Casino Resort and fees earned in 2008, 2007 and 2006 from the management and
consulting of the Cimarron Casino werein excess of ten percent of total consolidated revenuesin the accompanying
consolidated statement of earnings (loss) and comprehensive earnings (10ss). In addition, the recent decline in
general economic conditions in the United States may negatively impact the local economic conditions near the
casinos we manage and may negatively impact 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
auction rate securities (“ARS”) investments (Note 4 and Note 5) and long-term assets related to Indian casino
projects in the form of 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 and development projects and are
primarily with the Shingle Springs Tribe. Lakes manages the risk on open projects and related accounts and notes
receivable by overseeing the day-to-day management of operations and evaluating collectability (need for
alowance for doubtful collection and possible charge-off) of the accounts and loans 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 advancesto 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
(Note 13 regarding tribal commitments).

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 assetsand
liabilities and disclosures at the date of the financial statements and the reported amounts of revenues and expenses
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 revenue and the realizability of notes
receivable and other long-term assets related to Indian casino projects, income tax liabilities, and deferred income
tax asset valuation allowances.

Year end. The Company has a52- or 53-week accounting period ending on the Sunday closest to December
31 of each year. The Company’sfiscal yearsfor the periods shown on the accompanying consolidated statements of
earnings (loss) and comprehensive earnings (loss) ended on December 28, 2008 (“fiscal 2008”), December 30, 2007
(“fiscal 2007"), and December 31, 2006 (“fiscal 2006").

Basis of presentation. The accompanying consolidated financial statements include the accounts of Lakes
and itswholly-owned subsidiaries. All significant inter-company balances and transactions have been eliminated in
consolidation.
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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 “Accounting for long-term assets related to Indian casino projects.”

Cash equivalents. Cash equivalents consist of money market funds with original maturities of three months
or less.

I nvestments in securities.  Prior to accepting the offer from UBS that gives the Company nontransferable
rights to sell its ARS (the “Rights’) (Note 4 and Note 5), the Company had classified all of its investments in
securities as available for sale, which were stated at estimated fair value, with unrealized gains and |osses reported
asacomponent of accumulated other comprehensive earnings (10ss). In connection with the Company’s acceptance
of the UBS offer in November 2008, the Company transferred its ARS from investments available-for-sale to
trading securities in accordance with Statement of Financial Accounting Standards (“ SFAS’) No. 115, Accounting
for Certain Investmentsin Debt and Equity Securities (“SFAS 115”). The transfer to trading securities reflects the
Company’sintent to exercise its Rights during the period June 30, 2010 to July 3, 2012. The Company’s ARS will
continue to be recorded at estimated fair value, however, gains and losses are reported as interest income in the
consolidated statements of operations rather than as other comprehensive income.

Fair values of financial instruments.  The carrying amounts for cash and cash equivalents approximate fair
value because of the short maturity, generally less than three months, of these instruments. The fair values of
investmentsin securities have been determined asdescribed in Note 5 bel ow. Notesreceivablefrom Indian tribesare
carried at estimated fair value determined as described below in the accounting policy under the heading “Long-
term assets related to Indian casino projects” The carrying amount of the Company’s long-term liabilities
(Note 9) approximate their estimated fair value at December 28, 2008 based upon other available financing.

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:

BUIAING. . . .o 40 years
Furniture and eqUIPMENt. . . . . ..ot 2-7 years
SO A . . e 3 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 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?

» Hasthe tribe entered into a gaming agreement with the state in which the land islocated, if required by the
state?

 Hasthetribe 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 isthe
likelihood of the tribe successfully prevailing?
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 The financial projections of the project given the project’s geographic location and the feasibility of the
project’s success given such location;

e 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 in accordance with the
guidance contained in Emerging Issues Task Force Consensus No. 96-12, Recognition of Interest Income and
balance Sheet Classification of Sructured Notes. Under their terms, the notes do not become due and payable unless
the projects are completed and operational, and distributabl e profits are avail able from their operations. However, in
the event its development activity is terminated prior to completion, 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 |east 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 isrecorded asan
intangible asset, and the two assets are accounted for separately.

Subsequent toitsinitial recording at estimated fair val ue, the note receivabl e portion of the advanceis adjusted
toitscurrent estimated fair val ue at each balance sheet date using then current assumptionsincluding 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 afair value estimate
that exceedsthe 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 lossesin Lakes' consolidated
statement of earnings (loss) and comprehensive earnings (10ss).

Upon opening of the casino, any difference between the then estimated fair value of the notes receivables and
the amount contractually due under the noteswill be amortized into income using the effective interest method over
the remaining term of the note. Such notes would then be evaluated for impairment pursuant to SFAS No. 114
Accounting by Creditors for Impairment of a Loan (“SFAS No. 114").

Intangible assets related to Indian casino projects (Note 7).  Intangible assets related to the acquisition of
the management, development, consulting or financing contracts are accounted for using the guidance in
SFAS No. 142 Goodwill and Other Intangible Assets (“SFAS No. 142"). Pursuant to that guidance, the assets
are periodically evaluated for impairment based on the estimated cash flows from the contract on an undiscounted
basis. Inthe 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 assets. In accordance with SFAS No. 142, Lakes
amortizes the intangible assets related to the acquisition of the management, devel opment, consulting or financing
contracts under the straight-line method over the lives of the contracts commencing 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 Lakes interest in the projects from third parties.
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Land held for development (Note 7).  Included in land held for development island held for possible transfer
to Indian tribes for use in certain of the future casino resort projects. In the event that thisland is not transferred to
the tribes, the Company has the right to sell it. Lakes evaluates these assets for impairment in combination with
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). 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. When paid,
these amounts will be alocated between notes receivable and intangible assets related to the acquisition of the
management, development, consulting or financing contracts and will be evaluated for changes in fair value or
impairment, respectively, as described above. These amounts vary from period to period due to timing of payment
of these costs. Also included in this category are receivables from related parties that are directly related to the
development and opening of Lakes Indian casino projects (Note 14).

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 11). Lakes uses the Black-Scholes option pricing method to
establish the fair value of options. Lakes determination of fair value of share-based payment 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.

e Expected dividend yield — Asthe Company does not pay dividends, the dividend rate variable in the Black-
Scholes model is zero.

¢ Risk freeinterest rate — The risk free interest rate assumption is based on the U.S. Treasury yield curvein
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 wei ghted-average period that
the stock options are expected to remain outstanding. It isbased upon an analysis of the historical behavior of
option holders during the period from September 1995 to December 28, 2008. Management believes
historical data is reasonably representative of future exercise behavior.

» Expected volatility — Thevolatility assumption is based on the historical weekly price data of Lakes' stock
over atwo-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, Statement of Financial Accounting Standards (“SFAS’) No. 123R, Share-Based Payment-Revised
2004 (“SFAS 123R”) requires that expense for grants is reduced for estimated forfeitures. SFAS 123R
requires forfeitures to be estimated at the time of grant and revised, if necessary, in subsequent periods if
actual forfeitures differ from those estimates. Lakes has reviewed the historical forfeitures which are
minimal, and as such will amortize the grantsto the end of the vesting period and will adjust for forfeitures at
the end of the term.
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The following assumptions were used to estimate the fair value of options:
For the Fiscal Year Ended

2008 2007 2006
Expected dividend yield. .. ........... ... ... L — — —
Risk-freeinterestrate ........... .. ... 3.78% 4.52% 4.73%
Expected term (inyears) . ... 8.2 years 8.2 years 8.2 years
Expected volatility. . .......... .. . 52.48% 51.29% 59.49%
Weighted-average grant-date fair value per share ......... $ 323 $ 431 $ 114

Income taxes (Note 10). The Company accounts for income taxes under the provisions of SFAS No. 109,
Accounting for Income Taxes (* SFASNo. 109" ). 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. The Company assesses the likelihood that deferred tax assetswill be recovered from future taxable income
and establishes a valuation allowance when management believes recovery is not likely.

The Company also accounts for uncertainty in income taxes recognized in financial statements under the
provisions of FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes. 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 litigation and other dispute matters but rather records such costs when the legal and other services
are rendered.

Derivative financial instruments: From time to time the Company may elect to enter into derivative
transactions to hedge exposures to interest rate fluctuations. The Company does not enter into derivative
transactions for speculative purposes.

Changesin the fair value of the instruments are reflected in accumulated other comprehensive earnings (10ss)
until the hedged item isrecognized in earnings. Changes in estimated fair value of the cash flow hedge determined
to arise from ineffectiveness of the instrument, as determined through the hypothetical derivative method, will be
immediately recorded in earnings.

Earnings (loss) applicable to common shareholders per share. For al periods, basic earnings (10ss)
applicable to common shareholders per share (EPS) is calculated by dividing net earnings (loss) applicable to
common shareholders by the weighted average common shares outstanding. Diluted EPSin profitable yearsreflects
the effect of al potentially dilutive common shares outstanding by dividing net earnings (loss) applicable to
common shareholders by the weighted average of all common and potentially dilutive shares outstanding.
Potentially dilutive stock options applicable to common sharehol ders per share of 2,862,964 and 4,345,650 shares
in fiscal 2008 and fiscal 2007, respectively, were not included in a computation of diluted loss applicable to
common shareholders per share because the effects would have been anti-dilutive for the periods presented.

Reclassifications. Certain reclassifications have been made to the fiscal 2007 and fiscal 2006 consolidated
financial statements to conform to the fiscal 2008 presentation.
3. Discontinued operations

On October 1, 2008, Lakes' Board of Directors declared a noncash dividend consisting of all of the shares of
WPTE then owned by Lakes. Lakes previously owned 12,480,000 or approximately 61% of the outstanding
common stock of WPTE, a separate publicly-held media and entertainment company. The record date for the
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dividend was October 24, 2008, which established the shareholders of record entitled to the dividend, thereby
allowing the determination of the ratio of WPTE shares to be distributed per Lakes share. The dividend ratio for
shareholders of record on the record date was approximately 0.479 shares of WPTE common stock for each share of
Lakes common stock. The date of distribution was November 21, 2008. Operations of WPTE after the date of
distribution are not included in Lakes' consolidated results of operations, and historical operating results of WPTE
up to that date are presented as discontinued operations.

Revenues, net earnings (loss) before income taxes and income taxes have been derived from historical
financial information and reported in discontinued operations as follows (in thousands):

For the Fiscal Year Ended

2008 2007 2006
REVENUES. . . o ottt e e e $14,068  $21,712  $29,231
Net earnings (loss) beforeincometaxes .. ..., ($ 8295 ($5960) $ 9,195
INCOME taXES . . . o o o (3) 70 (4,392)
Discontinued Operations. . .. ... .t ($ 8298 ($5890) $ 4,803

WPTE assets and liabilities are not included in the consolidated balance sheet as of December 28, 2008. The
assets, liabilities and minority interest related to WPTE included in the consolidated balance sheet as of
December 30, 2007 were as follows (in thousands):

Cash and cash eqUIVAIENES. . . . .. .o $ 3,852
Short-terM INVESIMIENE S . . . . . 22,971
Accounts receiVable, NEL . . .. . . 2,758
Other CUMENE 8SSELS . . . . ottt e e e e e e e e 2,930
Current assets of discontinued Operations. . .. ... ...t $32,511
Property and eqUIpmENt, NEL . . . .. ..ot e $ 1,462
IV MBS . . . o 2,923
Other 10NG-tEIM @SSELS . . . . .ttt et e e e e 503
INVESIMENES IN SBCUNTIES . . . . ot e e e e 4,200
Noncurrent assets of discontinued Operations. . .. ...ttt e e $ 9,088
ACCOUNES Payable . . . . oo $ 736
Accrued payroll and related COSES . . . . ... ot 988
DEfEred rEVENUE . . . . . ot e e e e 2,870
Other aCCTUEH BXPENSES. .« .« v v vttt et et e e e e e e e 1,205
Current liabilities of discontinued operations . . . . ... i e $ 5,799
Minority interest in discontinued Operations. . . ... i e $13,995

4. Investmentsin securities

The Company’sinvestment portfolio is comprised of investmentsin ARS. The types of ARS investments that
the Company owns are backed by student loans, the magjority of which are guaranteed under the Federal Family
Education Loan Program (“FFELP”). As a result of the liquidity issues surrounding the Company’s ARS, the
Company’s ARS have been classified as long-term investments in securities as of December 28, 2008. See also
Note 9 for a discussion of Lakes credit line agreement with UBS.
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On November 3, 2008, we accepted an offer from UBS giving us nontransferable rights to sell our ARS (the
“Rights”), held by UBS at par value to UBS at any time during the period of June 30, 2010, through July 2, 2012.
The par value of our ARS is $26.8 million. The Rights represent a free standing asset separate from the ARS.

UBS' obligation under the Rights are not secured by its assets and do not require UBS to obtain any financing
to support its performance obligations under the Rights. UBS has disclaimed any assurance that it will have
sufficient financial resources to satisfy its obligations under the Rights.

Upon acceptance of the offer from UBS, the Company recorded $4.3 million as the estimated fair value of the
Rightswith acorresponding credit to interest income in the consolidated statement of operations. The Rights do not
meet the definition of aderivative instrument under SFAS 133. Therefore, the Company has elected to measure the
Rights at estimated fair value under SFAS 159, which permits the Company to elect the fair value option for
recognized financial assets, in order to match the changes in the estimated fair value of the ARS. Asaresult, gains
and losseswill beincluded in earningsin future periods. The Company expects that future changesin the estimated
fair value of the Rights will approximate fair value movements in the related ARS.

Prior to accepting the UBS offer, the Company recorded its ARS as investments available-for-sale. The
Company recorded unrealized gains and losses on its available-for-sale securities, in accumulated other compre-
hensivelossin the shareholders’ equity section of its consolidated balance sheets. In connection with the acceptance
of the UBS offer in November 2008, resulting in the Company’s right to require UBS to purchase its ARS at par
value beginning on June 30, 2010, the Company transferred its ARS from investments available-for-sal e to trading
securities in accordance with SFAS 115. The transfer to trading securities reflects management’ sintent to exercise
its Rights during the period June 30, 2010 to July 3, 2012. Prior to the Company’s agreement with UBS, it was the
Company’s intent to hold the ARS until the market recovered. At December 28, 2008, the unrealized loss on the
Company’s ARS was $4.5 million and was transferred from other comprehensive loss in shareholders' equity to
trading securities, and the Company immediately recognized aloss of $4.5 million, included in interest income in
the consolidated statement of operations, for the amount of the unrealized loss not previously recognized in
earnings.

As of December 28, 2008 and December 30, 2007, investments in securities with original maturity dates
beyond three months consist of the following (in thousands):

Gross Estimated
Unrealized Fair
Cost L osses Value

December 28, 2008
Maturity considered greater than one year
Auction rate securities (trading securities) ............. ... ... . ... $26,775  ($4,532)  $22,243
December 30, 2007
Maturity considered less than one year
Auction rate securities (available-for-sale securities) . .. ............... $26,775 $ — $26,775

5. Fair value measurement

On December 31, 2007 (thefirst day of fiscal 2008), the Company adopted the methods of estimating fair value
asdescribed in Statement of Financial Accounting StandardsNo. 157, Fair Value Measurements (“ SFASNo. 157”),
to value certain of its financial assets. The adoption of SFAS No. 157 did not impact net income. FASB Staff
Position FAS 157-3, Determining the Fair Value of a Financial Asset When the Market for That Asset |sNot Active
(“FSPFAS157-3"), wasissued in October 2008, and wasretroactively effective for the quarter ended September 28,
2008. The implementation of FSP FAS 157-3 aso did not have a material impact on the Company’s valuation
techniques, financial position, results of operations or cash flows.
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The Company’sfinancial instruments are measured at estimated fair value using inputs from among the three
levels of the fair value hierarchy set forth in SFAS No. 157 as follows:

Level 1 inputs: Unadjusted quoted prices in active markets for identical assets or liabilities, which
prices are available at the measurement date.

Level 2 inputs. Include quoted prices for similar assets and liabilities in active markets, quoted prices
for identical or similar assets and liabilities in markets that are not active, inputs other than quoted prices that
are observable for the asset or liability (i.e. interest rates, yield curves, etc.) and inputs that are derived
principally from or corroborated by observable market data by correlation or other means (market corrob-
orated inputs).

Level 3 inputs:. Unobservable inputs that reflect management’s estimates about the assumptions that
market participants would usein pricing the asset or liability. Management devel ops these inputs based on the
best information available, including internally-developed data.

In estimating fair value, the Company utilizes val uation techniques that maximize the use of observable inputs
and minimize the use of unobservable inputs to the extent possible. However, currently none of the Company’s
financial assets that are presented at their estimated fair value are measured using level 1 or level 2 inputs.

As of December 28, 2008, the Company’s financial assets that are carried at estimated fair value are
summarized below (in thousands):

Auction rate securities (“ARS ) (¥) . oottt $22,243

PUL RGNS ) (X %) o et e 4,301

Notes receivable from Indian Tribes(**) .. ... .. o 10,703

Total assets at estimated fair value . .. ... $37,247
(*)  See Note 4.

(**) See Note 6.

(***) The Company has elected the fair value option as offered by SFAS No. 159, The Fair Value Option for Financial
Assets and Financial Liabilities—including an amendment of FAS 115 (“SFAS 159"), only for its Rights.
Therefore, materid financial assets and liabilities not carried at fair value are gill reported at carrying values.

Dueto the lack of observable market quotes on the Company’s ARS portfolio, the Company utilizes valuation
models that rely exclusively on Level 3 inputs, including those that are 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 is subject to uncertainties and evolving
market conditions that are difficult to predict. Factors that may impact the estimated fair value include 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 theliquidity of the ARS
(See dso Note 9 for a discussion of Lakes agreement with UBS Financial Services, Inc (“UBS")).

The Rights are a free standing asset separate from the ARS, and represent the Company’s contractual right to
reguire UBSto 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 that rely
exclusively on Level 3inputs, including management’ s estimates of expected cash flow streams, intrinsic value, and
the Company’s assessment of the credit worthiness of UBS.

In addition, dueto the lack of observable market quotes on the Company’s notes receivable from Indian tribes,
the Company utilizes valuation models that rely exclusively on Level 3 inputs including those that are based on
management’s estimates of expected cash flow streams, probabilities of casinos opening and the expected opening
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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 investmentsin 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 companiesis also considered. The probability applied to each project is based upon aweighting of various
possi bl e 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.

The following table summarizes the activity for the Company’s financial instruments that are reported at
estimated fair value utilizing Level 3 inputs (in thousands):

Notes
Receivable
from
ARS Rights Indian Tribes Total
Beginning balance — December 30, 2007. . .............. $26,775 $ — $ 78,795 $105,570
Total realized and unrealized gains (l0sses):
Gains (losses) included inearnings(*). . ............... (4532) 4,301 — (231)
Unrealized losses on notesreceivable . . . .............. — — (17,836) (17,836)
Advances, net of allocation to intangible, other. . .......... — — 2,897 2,897
Transfersout of level 3(**) .......... ... . ... ... — — (53,153) (53,153)
Ending balance — December 28, 2008 (unaudited) . .. ... ... $22,243  $4,301 $ 10,703 $ 37,247
(*) See Note 4.

(**) The Company 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
(Note 2), 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. Subsequent to opening, the notesare no longer adjusted to
estimated fair vaue on a quarterly basis, but rather they are evaluated for impairment pursuant to
SFAS No. 114.

6. Long-term assetsrelated 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 loansis 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 flowsisasfollows:
a certain minimum monthly priority payment to the Indian tribe; repayment of senior debt associated with
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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.

Information with respect to the estimated fair value of notes receivable activity issummarized in thefollowing
table (in thousands):

Shingle
Pokagon Springs Jamul
Band Tribe Tribe Other Total
Baance, January 1,2006 .................. $ 44,028 $26,550 $12957 $3527 $ 87,062
Advances . ........ .. 24,731 4,405 7,650 3,050 39,836
Repayments and releases(*) . ... ........... (6,251) (6,251)
Allocation of advances to intangible assets. . . . (4,167) (1,632) (1,888) (590) (8,277)
Consultingcontracts . ................... — — — 214 214
Changes in estimated fair value(**) .. ....... 35,952 11,589 2,035 2,148 51,724
Balance, December 31,2006. ... ............ $100,544 $40,912 $20,754 $2,098 $ 164,308
Advances . ........ .. — 5,321 5,606 2,639 13,566
Sale of Pokagon Band notes receivable . . . ... (102,114) — — — (102,114)
Allocation of advances to intangible assets. . . . — (1,536) (2,212) (641) (4,389)
Consulting contracts . ................... — — — 195 195
Changes in estimated fair value(**) . ........ 1,570 8,895 (2,742) (494) 7,229
Balance, December 30,2007 . ... ............ $ —  $53592 $21406 $3797 $ 78,795
Advances, net . ............. ... — 1,880 3,452 260 5,592
Allocation of advances to intangible assats. . . . — (426) (2,116) (78) (2,620)
Consulting contracts ... ................. — — — (75) (75)
Current portion of notes receivable ......... — (9,151) — — (9,151)
Changes in estimated fair value(**), (***) .. .. — (1,893)  (15,626) (317) (17,836)
Balance, December 28,2008. ............... $ —  $44,002 $ 7,116 $3587 $ 54,705

(*) Repaymentsand releasesrelated to asettlement agreement with the Kickapoo Traditional Tribe of Texas (the
“Kickapoo Tribe") as discussed below in other notes receivable from Indian tribes.

(**) Thechangesin estimated fair value of notes receivable related to Indian casino projects under development
are recorded as unrealized gains (losses) within the audited consolidated statements of earnings (loss) and
comprehensive earnings (10ss).

(***) The Company 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
(Note 2), upon opening of the casino, the difference between the then estimated fair value of the notes
receivables of $53.2 million and the amount contractually due under the notes $74.4 million 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 pursuant to SFAS No. 114.

The key assumptions, estimates and criteria used in the determination of the estimated fair value of the notes
receivable are primarily unobservablelevel threeinputs, 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
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weighted-average of three scenarios: abase case (which is based on the Company’sforecasted 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. Theinterest rates are based
upon the oneyear 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 investmentsin 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 aweighting 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 isintended 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.

Pokagon Band. On March 2, 2007 (the “ Settlement Date"), Lakes contracted with a group of investors for
their participation in the loans made by L akes to the Pokagon Band for the development of the Four Winds Casino
Resort, which loans have been assumed by the Pokagon Gaming Authority. Asof the Settlement Date, thefacevalue
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 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 atwo 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 accompanying consolidated statements of earnings (loss) and comprehensive earnings (10ss).
Accordingly, based upon the previously recorded estimated fair value of the notes at December 31, 2006, Lakes
realized again of $0.5 million asaresult 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 terms and assumptions used to value Lakes notes receivable at estimated fair value as of December 31,
2006, were as follows:

As of December 31, 2006

Face value of note (principal and interest) . ................... $102,601
($71,176 principal and $31,425 interest)
Estimated months until casino opens (weighted average of three

SCENAIOS) .« v v v v vttt e 7 months
Projected interest rate until casinoopens. . ................... 9.00%
Projected interest rate during the loan repayment term . . ... .... .. 9.00%
DiSCoUNt Frale . . ..o 2.00%
Repayment termsof note .. ....... ... . . . 60 months
Probability rate of casino opening (weighting of four scenarios). ... 99%

Shingle Springs Tribe.  On June 28, 2007, an affiliate of the Shingle Springs Tribe closed on a $450 million
senior note financing to fund construction of the Red Hawk Casino and a dedicated inter-change 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, furnishings 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 equi pment necessary to compl ete the Red Hawk Casino project. Under the
development agreement, as amended (Note 7), L akes made pre-construction advances to the Shingle Springs Tribe
in the form of atransition loan of $49.5 million. In addition, Lakes made advances of $8.8 million associated with
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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 remained outstanding as of
December 28, 2008.

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 alow the Shingle Springs Tribe to buy-
out the management contract after four yearsfrom the opening date. The buy-out amount is based upon the previous
12 months 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 el ectsto buy out the contract, all
outstanding amounts owed to Lakes immediately become due and payable.

Lakesrecorded an unrealized loss of $1.9 million for fiscal 2008 on notes receivable from the Shingle Springs
Tribe. The unrealized loss was primarily related to the worsening financial markets, as discussed above, which
increased the discount rate to 18.5% for this project in the fourth quarter of 2008. The unrealized loss recorded by
Lakes of $6.6 million during the fourth quarter of 2008 more than offset the unrealized gains on the notes receivable
of $4.7 million that were incurred earlier in fiscal 2008, which resulted from continued progress towards the
December 17, 2008 opening of the Red Hawk Casino.

The termsand assumptions used to value Lakes' notesreceivable at estimated fair value at December 17, 2008,
the opening date, and as of December 30, 2007 and December 31, 2006 follows:

As of December 17, 2008 As of December 30, 2007 As of December 31, 2006

Face value of note (principal and

interest) ................. $74,372 $67,585 $55,942
($49,512 principal and  ($47,632 principal and  ($42,310 principal and
$24,860 interest) $19,953 interest) $13,632 interest)

Estimated months until casino
opens (weighted average of

three scenarios) . . .......... — 12 months 28 months
Projected interest rate until

CasinoopensS. . . ........... — 9.12% 9.98%
Projected interest rate during the

loan repayment term . . . ... .. 6.41% 10.16% 9.76%
Discountrate ............... 18.50% 15.00% 15.00%
Repayment terms of note . . . ... 84 months 84 months —
Projected repayment terms of

note . ................... — — 24 months

Probability rate of casino
opening (weighting of four
SCENANOS) . v oo 100% 95% 85%

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 aland-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 |11 slot machines without licenses from the State. This form of compact also
allows Californiatribesto operate additional Class |1 electronic gaming devices. Under these tribal -state compacts,
thereisaState-wide limitation on the aggregate number of Class|1 slot machinelicensesthat are avail ableto 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 |1 electronic gaming devices without the need for obtaining
additional licenses, subject to the payment of additional feesto 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
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not renegotiated and amended the Jamul Tribe believesit could either operate under their existing compacts which
alow for up to 350 Class |11 gaming devices and an unlimited number of Class Il electronic gaming devices or it
could choose to operate only class |1 electronic gaming devices without a compact. At thistime the Jamul Tribeis
proceeding with only class |1 electronic gaming devices. This number of gaming devices is adequate under either
approach to equip the planned development and therefore, Lakes believesthe availability of additional slot licenses
should not prevent the project from progressing.

However, 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. The Jamul Tribe first requested approval on adriveway
road connection to State Highway 94, but was denied a permit by San Diego County (the “ County”). In addition,
CalTransissued aletter to the Jamul Tribe indicating that it would not allow access to a casino operation from State
Highway 94.

The Jamul Tribe then submitted an application to the BIA for recognition of an access drive acrossitsland to
create an alternative means of access to the site over an Indian Reservation Road (“IRR”). In September 2008, the
BIA notified the Jamul Tribe that the alternative means of access to the site had been approved asan IRR. The IRR
would allow the Jamul Tribe to construct a second potential access point without the need for a permit from the
County. The Jamul Tribe notified CalTrans of this additional access option but CalTrans by its lack of response
indicated that it viewsthis access point no differently than the proposed driveway road connection to State Highway
94, The Jamul Tribe hasfiled afederal complaint requesting the Federal Court to order Cal Transto ceaseits efforts
to impede the Jamul Tribe from using its lands for economic development purposes. Cal Trans responded to the
complaint with a motion to dismiss based upon 11th amendment rights of sovereign immunity. A preliminary
hearing on theissuewas held on December 19, 2008, and the judge dismissed Cal Trans' motion. Cal Transanswered
Jamul’s complaint and denied the allegations. The parties met during February 2009 to discuss the situation.
CalTransindicated that they do not intend to block access to the reservation, however, the Jamul Tribe must proceed
with an Environmental Impact Study which CalTrans would then consider for approval and issuance of the
necessary permits. The Jamul Tribe is considering a stay of its federal lawsuit.

L akes believes that a near-term resol ution of the accessissue 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 lower its estimation of probability of eventual opening of this project to 50%, and adjust the
projected opening date of this project to January 2014. Lakes has increased the discount rate to 23.5% for this
project, dueto theworsening financial markets and the wider spread over treasuries, which increased the estimate of
the required yield on the notes. As a result, Lakes recorded an unrealized loss on its notes receivable of
$15.6 million, an impairment related to the intangible assets of $14.1 million and an impairment related to the
land held for development of $5.9 million during fiscal 2008.
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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 December 28, 2008 As of December 30, 2007 As of December 31, 2006

Face value of note (principal and

interest) ................. $49,171 $42,426 $32,952
($33,567 principal and  ($30,114 principal and  ($24,509 principal and
$15,604 interest) $12,312 interest) $8,443 interest)

Estimated months until casino
opens (weighted average of

three scenarios) . .. ......... 64 months 29 months 29 months
Projected interest rate until

casinoopens. . . ........... 6.45% 9.12% 9.98%
Projected interest rate during the

loan repayment term . . . ... .. 8.32% 10.46% 9.76%
Discountrate ............... 23.50% 20.00% 15.75%
Repayment terms of note ... . .. 120 months 120 months 120 months

Probability rate of casino
opening (weighting of four
SCENANoS) . v oo 50% 85% 85%

Although thevalue of Lakes' assets related to the Jamul Casino project have been significantly reduced, Lakes
currently expect to continue with the project. Lakes acknowledges that significant risk exists related to this project.
However, the Jamul Tribe has the two basic requirements to eventually build a successful project — federal
recognition asan Indian Tribeand Indian land eligible for gaming. Thesefactors, in combination with the likelihood
that the access issues may be resolved favorably and the possibility of positive changes in the economic
environment, could cause the outlook for this project to improve significantly. As a result, Lakes has concluded
that it is not currently in Lakes best interest to terminate its involvement with the Jamul Casino project altogether,
and forego the possibility of eventual recovery of its advances as well as fees associated with its financing and
development agreement related to this project. Lakes will continue to monitor the status of this project.

lowa Tribe. Included in notes receivable are amounts advanced under a consulting / financing agreement
(the “lowa Consulting Agreement) regarding the development and financing of the loway Casino Resort. In
additions to funding preliminary development costs, Lakes is to use reasonable efforts to assist the lowa Tribe in
obtaining permanent financing for any projects developed under the lowa Consulting Agreement. The lowa
Consulting Agreement is expected to continue until a proposed management agreement (the “lowa Management
Agreement”) related to the loway Casino Resort is approved by the NIGC (Note 7). Subject to certain conditions,
L akes has also agreed to make advancesfor the loway Casino Resort’sworking capital requirements, if needed. The
advances are to be repaid plusinterest at two percent over the prime rate from the operations of the loway Casino
Resort. Lakes has also agreed to fund any shortfall in defined minimum monthly cash flow to be available to the
lowa Tribe and repaid without interest from available cash flow, as defined.

69


%%TRANSMSG*** Transmitting Job: C48412 PCN: 069000000 ***%%PCMSG|69     |00012|Yes|No|03/12/2009 16:58|0|0|Page is valid, no graphics -- Color: N|


LAKES ENTERTAINMENT, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

The terms and assumptions used to value Lakes' notesreceivable at estimated fair value are asfollows (dollars
in thousands):

As of December 28, 2008 As of December 30, 2007 As of December 31, 2006

Face value of note (principal and

interest) ............ ... $5,660 $5,014 $1,979
($4,734 principal and  ($4,476 principal and  ($1,837 principal and
$926 interest) $538 interest) $142 interest)

Estimated months until casino opens
(weighted average of three

SCENAIios). . oo 20 months 21 months 18 months
Projected interest rate until casino

OPENS. . vt e 5.93% 9.12% 9.98%
Projected interest rate during the

loan repayment term. . ... .... .. 6.24% 9.17% 9.76%
Discount rate(*) . . .............. 18.50% 15.00% 15.00%
Repayment terms of note . . . ... ... 24 months 24 months 24 months
Probability rate of casino opening

(weighting of four scenarios). . . . . 85% 85% 85%

(*) Lakesincreased the discount rate to 18.5% for this project in the fourth quarter of 2008 primarily related to the
worsening financial markets and the wider spread over treasuries, which increased the estimate of the required
yield on the notes.

Other. During 2006, Lakes concluded its business arrangements with the wholly-owned subsidiaries of the
Pawnee Tribal Development Corporation (collectively referred to asthe “ Pawnee Nation™) and the Kickapoo Tribe.
During 2006, L akes wrote-off $4.5 million of advances (including $1.8 million made during 2006) related to the
Pawnee Nation relationship. In connection with the Kickapoo Tribe relationship, Lakes reversed in 2006 a
$6.2 million loss provision as a result of receiving cash payments from the tribe ($2.6 million) and obtaining
releases from vendors ($3.9 million). Finaly, in July 2007, Lakestransferred title to certain land owned by Lakesin
Texas to the Kickapoo Tribe and received $0.6 million.

7. Other long-term assets related to Indian casino projects

Intangible assets. Intangible assets consist of costs associated with the acquisition of the management,
development, consulting or financing contracts related to tribal gaming projects and are periodically evaluated for
impairment after they are initially recorded. The various contract terms are summarized as follows:

Pokagon Band. The management contract is for five years from the date the casino opened and calls for
L akesto receive amanagement fee equal to 24% of net income up to acertain 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, furnishings, and equipment financing agreement relating to the Four Winds Casino Resort
and isalso subject to aminimum guaranteed monthly payment to the Pokagon Band. Generally, the order of priority
of payments from the Four Winds Casino Resort’s cash flowsis asfollows: acertain minimum monthly guaranteed
payment to the Pokagon Band, repayment of various debt with interest accrued thereon, management fee to L akes,
and other obligations, with the remaining funds distributed to the Pokagon Band. The Pokagon Band may buy out
the management contract after two years from the opening date. The buy-out amount is cal culated based upon the
previous twelve months of management fees earned multiplied 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
electsto buy out the contract, any outstanding amounts owed to L akes would become immediately due and payable.

70


%%TRANSMSG*** Transmitting Job: C48412 PCN: 070000000 ***%%PCMSG|70     |00012|Yes|No|03/12/2009 16:58|0|0|Page is valid, no graphics -- Color: N|


LAKES ENTERTAINMENT, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Shingles Soring Tribe.  During July 2004, the NIGC notified Lakes that it approved the development and
management contracts between the Shingle Springs Tribe and Lakes, permitting Lakes to manage a Class |1 and
Class|II casino. The amended management contract isfor aperiod of seven yearsfrom the casino opening date. As
compensation for Lakes' management services, Lakes receives a management fee of between 21% and 30% of net
income (as defined by the management contract) of the operations annually for thefirst five years, with adeclining
percentage in years six and seven. Payment of Lakes management fee is subordinated to the repayment of
$450 million senior note financing of an affiliate of the Shingle Springs Tribe, repayment of $77 million furniture,
furnishings and equipment financing and a minimum priority payment to the Shingle Springs Tribe.

Jamul Tribe. Lakes has contracts to develop and finance a casino to be built on the reservation of the Jamul
Tribe. Lakes entered into a development financing and services agreement with the Jamul Tribe in March 2006
which eliminated the need for land contiguous to the reservation land to be taken into trust. Accordingly, Lakes
believes there is no requirement that the NIGC approve the development financing and services agreement.

During fiscal 2007, the Jamul Tribe received comments from the State of California (the “ State”) pursuant to
the Jamul Tribe's existing compact requirements. Lakes and the Jamul Tribe evaluated the Jamul Tribe's
alternatives of pursuing anew compact, complying with certain requirements in their existing compact or building
and operating a casino based solely on class Il electronic gaming devices. It was determined that the proposed
gaming facility be reduced in size and scope. The current plan isfor a smaller scale gaming facility that will be a
solely class |1 electronic gaming device facility which will not require a compact. The agreement between Lakes
and the Jamul Tribewill also be modified to reflect the new economics of the revised casino plan, but isnot currently
believed to require approval by the State or the NIGC. Asaresult of the issues discussed in Note 6 relating to this
project, as well as the current economic environment and deteriorating financia and credit markets, Lakes
recognized an impairment of $14.1 million related to the intangible assets during fiscal 2008.

lowa Tribe. Lakes has amanagement agreement with the lowa Tribe to refurbish and manage the Cimarron
Casino for an annual fee equal to 30% of net income from operations in excess of $4 million as defined in the
agreement, through March 2013. Under the lowa Consulting Agreement related to the loway Casino Resort on the
lowa Tribe's land in Oklahoma City, Oklahoma, Lakes will receive a devel opment fee of $4 million paid upon the
opening of the loway Casino Resort, and a flat monthly fee of $500,000 for 120 months commencing upon the
opening of the loway Casino Resort. The lowa Management Contract is subject to the approval of the NIGC and
certain other conditions. The NIGC has stated that it is waiting for the Bureau of Indian Affairs (the “BIA”) to
approve al land leases before it will issue an opinion on the loway Management Contract. The lowa Tribe is
currently leasing and acquiring land from tribal members, whichisheld intrust for theindividual tribal members by
the United States Government. In January 2009, the BIA granted approval on the purchase of a 60-acre allotment.
The remaining transactions for the final 14 acres still require BIA approval.

Under the lowa Management Contract, Lakes will be entitled to receive a management fee of approximately
30% of net income, as defined in the agreement, for each month of the seven year term commencing upon receipt of
all legal and regulatory approvals (the “Commencement Date”). After four years of continuous operations, the lowa
Tribe has the right to buy out the remaining term for an amount based on the then present value of estimated future
management fees. If the lowa Tribe elects to buy out the contract, all outstanding amounts owed to Lakes
immediately become due and payable.
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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
Band Tribe Tribe Other Total
Balance, January 1, 2006 . .. . ... ... $18,356 $18,755 $ 7,872 $1,105 $ 46,088
Allocation of advances. . . .................. 4,167 1,632 1,888 590 8,277
Acquisition of contract rights . . .............. 1,050 — — 74 1,124
Amortization .. ........ . . — — — (9) 9
Impairment losses*. . ........ ... ... ... — — — (1,201) (1,201)
Balance, December 31,2006 . ................. $23573 $20,387 $ 9,760 $ 559 $54,279
Allocation of advances. ... ................. — 1,536 2,212 641 4,389
Acquisition of contract rights . . .............. 10,000 — — 78 10,078
Amortization . .......... (2,798) — — (7 (2,805)
Impairment [0Sses .. ........ ..., — — — (31) (31)
Balance, December 30,2007 . ................. $30,775  $21,923 $11,972 $1240 $65910
Allocation of advances. .. .................. — 426 2,116 78 2,620
Acquisition of contract rights . . .............. — — — — —
Amortization . ......... . (6,715) (133) — (8) (6,856)
Impairment l0sses .. ............ . — — (14,088) — (14,088)
Balance, December 28,2008 . ................. $24,060 $22216 $ — $1310 $ 47,586

* During fiscal 2006, Lakes recognized a $1.2 million impairment charge related to its intangible asset related to
the acquisition of the management, development and consulting contracts with the Pawnee Nation’s Chilocco
Casino and Travel Plaza.

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

Fiscal year
2000 . $ 9,942
2000 L 9,984
200 . 10,109
2002 7,311
2008 L 3,360
I =:= 1= (A 6,880

$47,586

Land held for development. Land held for development is comprised of land held for possible transfer to
Indian tribes for use in certain of the future casino resort projects. In the event that thisland is not transferred to the
tribes, the Company has the right to sell it. As of December 28, 2008 and December 30, 2007, land held for
development related to Indian casino projectswas $1.8 million and $7.6 million, respectively. Lakes currently owns
approximately 96 acres of land held for devel opment located adjacent to the Jamul Casino project location at a cost
of approximately $6.8 million. Due primarily to the decrease in probability of the eventual opening of this project
(Note 6) the recorded value of this investment was reduced to its estimated fair value of $1.0 million as of
December 28, 2008, which resulted in an impairment charge of $5.9 million in the fourth quarter of 2008.
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Asof December 28, 2008, L akes owns approximately 139 acres of land held for devel opment |ocated adjacent

to the loway Casino Resort project location. Lakes hasinvested $0.8 million inland held for development, whichis
being held for future transfer to the lowa Tribe.

In June of 2007 in conjunction with the close of the Shingle Springs Tribe's$450 million senior note financing,
the Shingle Springs Tribe repaid us for land we had previously purchased on its behalf and the related accrued
interest. The repayment resulted in interest income of approximately $4.9 million in June of 2007.

Other. Asof December 28, 2008 and December 30, 2007 these assets consist primarily of amounts due from
KAR Entities (Note 14) that were advanced in connection with the acquisition of contractsrights related to the Red
Hawk Casino and the proposed Jamul Casino.

8. Property and equipment, net

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

December 28, December 30,

2008 2007
Building . ...... .. $ 6,497 $ 6,497
Furniture and equipment. . . .. ... .. 2,925 2,832
Development Property . ... ..ot 5,400 9,350
14,822 18,679

Less accumulated depreciation . . ......... .. (3,837) (3,508)
$10,985 $15,171

At December 28, 2008, development property 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 hasbeen invested as of December 28, 2008. Lakesiscontinuing to evaluate
all alternatives associated with the Vicksburg project, including whether to proceed with devel opment of this project
or potentially sell it. Asaresult of the uncertainty surrounding the development of this project and dueto changesin
the economic environment and credit markets, Lakes has adjusted the assets associated with the Vicksburg project
to their estimated fair value of $5.4 million as of December 28, 2008 and recognized an impairment of
approximately $4.0 million during the fourth quarter of 2008.

9. Long-term liabilities

Credit Line. During 2008, Lakes entered into a client agreement (the “ Credit Line”) with UBS which enabled
Lakesto draw $18.2 million and issecured by Lakes ARSheld at UBS. Amountsborrowed under the Credit Lineare
due and payable on demand and bear interest at afloating annual interest rate equal to the sum of the prevailing daily
30-day LIBOR plus 100 basis points. Amounts previoudly drawn under a margin account agreement were transferred
to the Credit Line and the entire remaining amount available under the Credit Line was drawn by Lakes upon its
execution. As of December 28, 2008, approximately $18.2 million was outstanding under the Credit Line.

Non-revolving line of credit loan agreement. Also in October 2008, Lakes closed on a two-year interest
only $8.0 million non-revolving line of credit loan agreement (the “Loan Agreement”) with First State Bank. 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, has personally guaranteed the Loan Agreement on behalf of Lakes. We estimate the value of such
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guarantee to be nominal because of the value of the other collateral. As of December 28, 2008, Lakes has drawn
$2 million under the Loan Agreement

Contract acquisition costs payable. Upon opening of the Four Winds Casino Resort, the Company became
obligated to pay approximately $11 million to an unrelated third party as part of an agreement associated with the
Company obtaining the management contract with the Pokagon Band. The obligation is payable quarterly over the term
of the five-year management agreement for the Four Winds Casino Resort. The Company is aso obligated to pay
approximately $3 million over 24 monthsto aseparate unrel ated third party on behalf of the Pokagon Band in accordance
with the management contract, which a so became payabl e upon the opening of the casino. These obligationsdo not have
stated interest rates and have payment terms which extend beyond 12 months. As a result, these obligations have been
recorded at their net present value with effective interest rates of 16.7% and 14.1%, respectively, and the difference
between the face amount and the net present value of the obligationsis recorded as a discount, which is being amortized
to interest expense as the payments are made pursuant to the respective agreements. As of December 28, 2008 and
December 30, 2007, contract acquisition costs payable were $7.3 million and $9.3 million, respectively.

During 2006, the Lyle Berman Family Partnership (the “Partnership”) purchased a portion of the $11 million
obligation discussed above from an unrel ated 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
beneficia interestin the Partnership. Neil I. Sell, adirector of Lakes, isone of thetrustees of theirrevocable trustsfor the
benefit of Lyle Berman’s children that are the partnersin the Partnership. See Note 14 for other related party transactions.

10. Income taxes

The provision (benefit) for income taxes attributable to earnings (loss) before discontinued operations for
fiscal 2008, fiscal 2007 and fiscal 2006 consist of the following (in thousands):

For the Fiscal Year Ended

2008 2007 2006
Current:

Federal . ... . $2,715 ($1,512) $2,157

= (< 1,515 1,323 1,065

4,230 (189) 3,222

Defarred . . ... 4,878 2,588 604

$9,108  $2,399  $3,826

Reconciliations of the statutory federal income tax rate to the Company’s actual rate based on earnings (l0ss)
before discontinued operations before income taxes for fiscal 2008, fiscal 2007 and fiscal 2006 are summarized as
follows:

For the Fiscal Year Ended
2008 2007 2006

Statutory federal tax rate .. ... ... (35.00% (35.0)% 35.0%
State income taxes, net of federal incometaxes. ..................... — (2.0) 15
Change invaluation allowance . . ......... ... .. ... 286 808 (239
Permanent tax differences(*). . ... ... ... 19.9 — —
Other, NEt. . . (0.3) 13 7.7

13.2% 45.1% 20.3%

(*) Permanent tax differences in fiscal 2008 primarily related to costs associated with the Ohio casino resort
initiative.

74


%%TRANSMSG*** Transmitting Job: C48412 PCN: 074000000 ***%%PCMSG|74     |00015|Yes|No|03/12/2009 16:58|0|0|Page is valid, no graphics -- Color: N|


LAKES ENTERTAINMENT, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

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

December 28, December 30,

2008 2007

Current deferred tax asset:
Accruals, reserves and Other . . ... .ot $ 707 $ 115
Valuation allowanCes. . ... ..o (707) (115)
$ — $ —

Non-current deferred taxes:
Unredized investment 10SSES . . . . oo oot $ 1,899 $ 8,145
Development COSES . . .. oot 12,690 —
Deferred interest on notesreceivable . . . ... ... 30,349 26,565
Unrealized gainson notesreceivable . . ........... ... ... ... . ... .. (23,453) (30,230)
Net operating loss carryforwards . . ... ... ..o 3,893 8,424
(6 10=: 4,238 2,495
Valuation allowanCes. . .. ...t e (29,616) (10,521)
Net non-current deferred tax asset. . .. ... oottt $ — $ 4,878

Management has evaluated all evidence and determined that historical net losses (excluding net realized and
unrealized gains on notes receivable) generated over the past five years, outweighed the current positive evidence
that the Company believes exists surrounding its ability to generate significant income from its long-term assets
related to Indian casino projects. Therefore, the Company has recorded a 100% valuation allowance against
deferred tax assets arising from net operating loss carryforwards and other ordinary items at December 28, 2008,
and December 30, 2007.

The Company also has deferred tax assets related to capital losses of approximately $1.9 million as of
December 28, 2008. In conjunction with Lakes dividend of WPTE shares (Note 3), Lakes realized ataxable gain
from the transaction of approximately $5 million which was offset by capital loss carryforwards (and utilized
approximately $1.9 million of deferred tax assets) during fiscal 2008. Management has concluded that it is more
likely than not that the tax benefits associated with the Company’s remaining capital 1osses will not be realized in
theforeseeablefuture. Asaresult, a100% val uation allowance has been provided against the remaining deferred tax
assets of $1.9 million as of December 28, 2008.

At December 28, 2008, Lakes had approximately $9.6 million of federal and $19.9 million of state net
operating losses. At December 28, 2008, Lakes federal and state net operating losses included approximately
$8.1 million related to stock option exercises, and accordingly, when realized, will reduce tax liabilities and
increase additional paid-in capital. Lakes federal net operating loss will begin to expire in 2023 and the state net
operating loss will expire at various times depending on specific state laws.

Effective January 1, 2007, Lakes adopted the provisions of Financial Accounting Standards Board I nterpre-
tation No. 48, Accounting for Uncertainty in Income Taxes (“FIN 48"). The adoption of FIN 48 resulted in an
increase of $1.4 millionin Lakes' liability for unrecognized tax benefits, which was accounted for as areduction of
retained earnings as of January 1, 2007. The adoption of FIN 48 did not materially affect net operating loss carry
forwards, related deferred tax assets and valuation allowance thereon, or income tax provision for fiscal 2007.

Lakes' recorded liability for uncertain tax positions was $6.9 million plus an additional $9.3 million for the
possible payment of interest and fees related to these tax liahilities. These tax liabilities are considered unrec-
ognized tax benefits which would affect Lakes' effective tax rate if recognized. Lakes records changes in accrued
interest related to uncertain tax positions asacomponent of income tax expense, which was approximately $1.0 and
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$1.1 for the years ended December 28, 2008 and December 30, 2007, respectively. There were no changes in the
components of the liability during fiscal 2008.

Liability for
Unrecognized Tax
Benefits
Balance at January 1, 2007 . . . ..ot e $10,114
Reductions for tax positions settled with taxing authorities(*) ... .............. (3,198)
Balance at December 30, 2007 .. ...t $ 6,916
Additions (reductions) of tax positions. . . ......... ... —
Balance at December 28, 2008 . .. ... $ 6,916

(*) The Company was under audit by the Internal Revenue Service (“IRS") for the fiscal years ended 2001 and
2000. The IRS challenged the treatment of income categorized as a capital gain. The assessment received from
theIRSwas approximately $3.2 million, plusinterest. On December 19, 2007, the Company and the IRS agreed
to a settlement, which reclassified 75% of the capital gain to ordinary income. As of December 30, 2007, the
unpaid net federal income tax liability was $1.0 million and was included in the accompanying consolidated
balance sheet. This amount represented settlement of all obligations to the IRS and was paid by Lakes in
January 2008.

Lakes files a consolidated U.S. federal income tax return, as well asincome tax returnsin various states. The
U.S. federa income tax returns for the years 2005 — 2008 and state income tax returns in various states for the
years 2004 — 2008 remain subject to examination.

11. Stock options:

Lakes has a Stock Option and Compensation Plan and a Director Stock Option Plan, which were carried
forward from Lakes' predecessor Grand Casinos. All options granted under these plans were carried forward with
the original terms and vesting and expiration dates. Additionally, Lakes hasa1998 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. In June of 2007, Lakes shareholders approved the 2007 Lakes Stock Option and
Compensation Plan (the “2007 Plan”), which authorized atotal of 500,000 shares of Lakes' common stock. Stock
options granted under the 1998 plans and the 2007 Plan vest in equal installments over 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 related to these stock options plans for fiscal 2008, fiscal
2007 and fiscal 2006, respectively, were as follows (in thousands):

Fiscal  Fiscal Fiscal
2008 2007 2006
Total cost of share-based payment plans. .. ...................... $549 $2,301  $2,692

For fiscal 2008, fiscal 2007 and fiscal 2006, no income tax benefit (Note 10) 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
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allowance is necessary to the extent that management currently believesit is more likely than not that tax benefits
will not be realized. Management’ s determination isbased primarily on historical lossesand earnings volatility, and
Lakes current stages of operational activities.

Additional information with respect to these stock option plans is summarized as follows:

Number of common shares

Lakes Weighted-

Options Available Avg. Exercise

OQutstanding Exercisable for Grant Price

Balanceat January 1,2006 . .................... 5,307,626 4,153,476 94,500 $ 6.03
Granted. . ... 64,000 — (64,000) 10.19
Forfeited/cancelled/expired. . . .. ............... (6,500) — 5,000 7.58
Exercised . ... (648,726) — — 5.62
Balance at December 31,2006 . ................. 4,716,400 3,712,350 35,500 $ 6.15
Authorized ........... . ... . — — 500,000 —
Granted. . ... 53,000 — (53,000) 7.17
Forfeited/cancelled/expired. . ... ............... (102,250) — 102,250 9.92
Exercised ......... ... ... (321,500) — — 5.95
Balance at December 30,2007 .................. 4,345,650 3,842,200 584,750 $ 6.08
Granted. . ... 274,000 — (274,000) 5.45
Forfeited/cancelled/expired. . . .. ............... (32,400) — 32,400 7.31
WHPTE dividend re-pricing modification(*) . .. ... .. (3,036,150) — 3,036,150 6.98
WPTE dividend re-pricing post modification(*) .... 3,036,150 —  (3,036,150) 6.44
Exercised . ... (1,724,286) — — 4.15
Balance at December 28,2008 . ................. 2,862,964 2,498,864 343,150 $ 6.60

(*) In connection with the distribution of all of Lakes' shares of WPTE, Lakes adjusted the exercise price on al
outstanding stock options. The adjustment in the exercise strike prices for outstanding stock options was done
to preserve the intrinsic value of the options after the dividend to equate to the value before the dividend. Asa
result, Lakes stock option modification did not result in any additional share-based compensation expense for
Fiscal 2008.

Options Outstanding at December 28, 2008

Weighted-Average Options Exer cisable at December 28, 2008
Number Remaining Weighted-Average  Aggregate Number Weighted- Aggregate

Range of Exercises Prices Outstanding Contractual Life  Exercise Price Intrinsic Value Exercisable Average Price Intrinsic Value
($2.86—3.63) . .. ......... 547,600 2.0 years $ 332 $352,335 547,600 $ 332 $352,335
(364—545). ............ 496,514 3.6 years 4.20 19,535 317,014 4.15 19,535
(546—726). ............ 178,500 7.6 years 6.49 — 72,500 6.61 —
(727—9.08) . .. .......... 1,353,000 4.8 years 7.54 — 1,352,625 7.54 —
(9.09—1090) .. .......... 109,750 4.1 years 10.04 — 83,775 10.20 —
(1091 —12.71) . .......... 18,000 7.0 years 11.52 — 9,600 11.56 —
(1272—1453) . .......... 89,600 6.0 years 13.04 — 65,250 13.04 —
(1454—1634) . .......... 30,000 6.2 years 16.01 — 18,000 16.01 —
(16.35—16.84) ... ........ 40,000 4.7 years 16.84 — 32,500 16.84 —
2,862,964 4.3 years $ 6.60 $371,870 2,498,864 $ 6.59 $371,870
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The aggregate intrinsic value in the preceding table represents the total pre-tax intrinsic value, based on Lakes
closing stock price of $3.96 on December 26, 2008, which would have been received by the option holders had all
option holdersexercised their optionsas of that date. Thetotal intrinsic value of options exercised during fiscal 2008
and fiscal 2007 was $3.5 million and $1.5 million, respectively. As of December 28, 2008, Lakes unrecognized
share-based compensation related to stock options was approximately $1.0 million, which is expected to be
recognized over aweighted-average period of 2.7 years. Theweighted-average grant-date fair value of stock options
granted during fiscal 2008, fiscal 2007 and fiscal 2006 was $3.23, $4.31 and $7.14, respectively, per share.

L akes issues new shares of common stock upon exercise of options.

12. Employee retirement plan:

L akes has asection 401(k) employee savingsplan for all full-time employees. The savings plan alowseligible
participants to defer, on a pre-tax basis, a portion of their salary and accumulate tax-deferred earnings as a
retirement fund. Lakes matches employee contributions up to a maximum of 4% of participating employees’ gross
wages. The Company contributed approximately $0.2 million during fiscal 2008 and $0.1 million during fiscal 2007
and fiscal 2006, respectively. Company contributions are vested over a period of five years.

13. Commitments and contingencies:

Tribal commitments. The construction of Lakes' Indian casino projects will depend on the tribes’ ability to
obtain financing for the projects. Lakes may be required to provide aguarantee 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 December 28, 2008.

Obligations to related parties. See Note 14.

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 | ease 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 $3.7 million, of which
$0.4 million is payable in fiscal 2009 and each respective year thereafter, respectively. Rent expense under the
Company’s aircraft operating lease, exclusive of real estate taxes, insurance, and maintenance expense was
$0.5 million, $0.7 million and $0.8 million for fiscal 2008, fiscal 2007 and fiscal 2006, respectively.

Employment agreements.  Lakes hasentered 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, al
unvested stock optionsvest 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 Revenuelitigation tax matter. The Louisiana Department of Revenue maintainsa
position that L akes owes additional L ouisiana 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
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through 2002. This determination isthe result of an audit of Louisianatax returnsfiled by Lakes for the tax periods
at issue and relates to the reporting of income earned by Lakes in connection with the managing of two Louisiana
based casinos. On December 20, 2004, the Secretary of the Department of Revenue of the State of Louisianafiled a
petition to collect taxes in the amount of $8.6 million, plusinterest, against Lakes for the taxable periods set forth
above. Lakes maintains that it remitted the proper Louisiana corporation income tax and Louisiana corporation
franchise tax for the taxable periods at issue. On February 14, 2005, Lakes filed an answer to the petition to collect
taxesasserting all proper defenses and maintaining that no additional taxeswere owed and that the petition to collect
taxes should be dismissed. Management intends to continue to vigorously contest this action by the Louisiana
Department of Revenue. Depositions of the L ouisiana Department of Revenue are tentatively scheduled to occur in
March 2009. However, Lakes may be required to pay up to the $8.6 million assessment plusinterest if Lakesisnot
successful in this matter. Lakes has determined that it is more likely than not that it will not be able to support its
position related to thistax matter. Assuch, Lakes hasrecorded aliability for an estimated settlement related to this
examination including accrued interest and fees, 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, management currently believesthat the likelihood
of an unfavorable outcomeisremote. Accordingly, no provision for loss has been recorded in connection therewith.

14. Related party transactions:

KAR Entities. In 1999, Lakes, through its subsidiaries Lakes Jamul, Inc. and Lakes Shingle Springs, Inc.
respectively, advanced $1.0 million to each of Kean Argovitz Resorts — Jamul, LLC (“KAR-Jamul”) and KAR-
Shingle Springs (together, the “KAR Entities”) and received promissory notes (collectively, the “1999 Notes”). At
thetime, the KAR Entities held rightsin devel opment and management contracts for the Jamul and Shingle Springs
casino projects. The loans were part of overall transactions in which Lakes initially acquired interests in those
casino projects by entering into joint ventures with the KAR Entities. Under the joint venture arrangements, Lakes
and the KAR Entities jointly formed the companies to develop the casinos (“Project Companies’) and the KAR
Entities assigned their rightsin the devel opment and management contracts to the Project Companies. Assuch, the
business purpose for the loans by Lakes was to acquire interests in the subject casinos projects, as the loans were a
condition to entering into the joint ventures.

In 2003, Lakes purchased the respective joint venture interests of the KAR Entities. At the time of the
purchase, the KAR Entities owed L akes $1.9 million under the 1999 Notes. As consideration for the purchase of the
KAR Entities' partnership interest in Jamul and Shingle Springs, Lakes forgave the amounts owed under the 1999
Notes of $1.9 million. Lakes recorded the $1.9 million as part of its intangible assets related to the Jamul and
Shingle Springs Indian casino projects. In connection with the purchase transactions, Lakes entered into separate
agreements with Kevin M. Kean and Jerry A. Argovitz, thetwo individual ownersof the KAR Entities. Under these
agreements, L akes forgave the notes receivable from the KAR Entities subject to the agreements of Messrs. Kean
and/or Argovitz to assume the obligations under the notes in certain circumstances.

Under the agreement with Mr. Kean, Mr. Kean may elect to serve as a consultant to Lakes during the term of
each casino management 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 management feesreceived by Lakes
from the Jamul casino operations and 15% of the management fees received by Lakes from the Red Hawk Casino
operations, less certain costs of these operations. If Mr. Kean is found suitable by relevant gaming regulatory
authorities and elects to serve as a consultant, he will be obligated to repay 50% of the notes receivable from the
KAR Entities. If Mr. Kean is not found suitable by relevant gaming regulatory authorities or otherwise el ects not to
serve asaconsultant, hewill be entitled to receive annual payments of $1 million from each of the Jamul Casino and
Red Hawk Casino projects from the date of election through the term of the respective casino management contracts
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(but not during any renewal term of such management contracts). As of December 28, 2008, Mr. Kean had neither
provided evidence of suitability by relevant gaming authorities nor el ected to receive annual payments of $1 million
as described above.

L akes hasan additional agreement with Mr. Kean that will compensate him for hisconsulting services (relating
to the lowa Tribe) rendered to Lakes. Under this arrangement, subject to Mr. Kean obtaining certain regulatory
approvals, Mr. Kean will receive 20% of Lakes fee compensation that is received under the lowa Consulting
Agreement, lowa Management Contract and Cimarron Management Contract with the lowa Tribe (i.e., Six percent
of the incremental total net income or 20% of Lakes 30% share). This agreement provides that payments will be
due to Mr. Kean when Lakes is paid by the lowa Tribe, assuming he has been found suitable by the NIGC.

Under the agreement with Mr. Argovitz, if Mr. Argovitz is found suitable by relevant gaming regulatory
authorities, he may elect to re-purchase his respective original equity interest in the Lakes' subsidiaries and he will
be entitled to obtain a 20% equity interest in the Lakes entity that holds the rights to the management contract with
the Jamul casino and a 15% equity interest in Lakes' management contract with the Shingle Springs casino. Upon
obtaining this interest, Mr. Argovitz will become obligated to repay 50% of the 1999 Notes. If he is not found
suitable or does not elect to purchase equity interests in the Lakes Subsidiaries, Mr. Argovitz may elect to receive
annua payments of $1 million from each of the Jamul and Shingle Springs casino projects from the date of election
through the term of the respective casino management contracts (but not during any renewal term of such
management contracts). As of December 28, 2008, Mr. Argovitz had neither provided evidence of suitability by
relevant gaming authorities nor elected to receive annual payments of $1 million as described above.

In addition, the KAR Entities owe Lakes $1.3 million as of December 28, 2008 and December 30, 2007. These
amounts represent the KAR Entities’ portion of non-reimbursed costs related to the Jamul and Shingle Springs
projects, and are collateralized by the KAR Entities' share of future revenues from the projects.

Lakes guaranteed aloan of $2 million to Kevin Kean and received collateral, which included a subordinated
interest in Mr. Kean's personal residence and shares of common stock. This guaranty was originally an obligation of
Grand Casinos (Lakes' predecessor) that was assumed by Lakes in connection with its December 31, 1998 spin-off
from Grand Casinos. In addition, Lakes received collateral from Kevin Kean consisting of Mr. Kean's economic
interest in the Shingle Springs and Jamul projects of 15% and 20%, respectively. In January 2001, Mr. Kean
defaulted under the loan. On March 26, 2001 Lakes paid $2.2 million in full repayment of Mr. Kean's loan. In
September 2001, Lakes foreclosed on Mr. Kean's personal residence and effected a sheriff’s sdle. As a result of
these transactions, the resulting net balance due from Mr. Kean was approximately $1.8 million, which is
collateralized by Mr. Kean's interest in the Jamul and Shingle Springs projects.

The Company determined that Mr. Kean’sobligation to Lakesissimilar to acollateral dependent loan and that
the asset impairment assessment guidance in SFAS No. 114 is appropriate. At the time of the default and at
December 28, 2008, the present value of expected future cash flows of Mr. Kean’s collateral discounted for the
inherent risks in those future cash flows exceeded the amount of Mr. Kean’s $1.8 million obligation. Therefore, no
impairment was recorded at the time of default or has been recorded subsequently.

L akes continues to monitor the collectibility of thisnote on aquarterly basis and as of December 28, 2008 and
December 30, 2007 has concluded that repayment was probable based upon Mr. Kean's remaining economic
interestsin the Jamul and Shingle Springs projects. Lakes also advanced Mr. Kean $0.1 million and $0.8 millionin
fiscal 2006 and fiscal 2005 respectively as consideration for assisting Lakes in obtaining and entering into
development and management contracts for new casino projects. These amounts are included as part of other long-
term assets related to Indian casino projects in the accompanying consolidated balance sheets. The advances are
evidenced by aloan that is secured by the future operations of certain casino projectsin which Mr. Kean isdirectly
involved in. The outstanding amount of thisloan was $1.0 million at December 28, 2008 and December 30, 2007,
respectively. Mr. Kean has agreed that 50% of the consulting fees or other payments payable to him under the
agreements with Lakes and its subsidiaries shall be applied toward repayment of his indebtednessto Lakes. In the
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LAKES ENTERTAINMENT, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

event of a default under the agreements, 100% of the fees and payments will be applied toward repayment of his
indebtedness to Lakes.

In addition, Lakes has an outstanding note from Kevin Kean of $0.1 million at December 28, 2008 and
December 30, 2007 which is aso collateralized by Mr. Kean's interest in future operations of casino projects in
which Mr. Kean and Lakes are both directly involved.

As of December 28, 2008, and December 30, 2007, Lakes has recorded $4.3 million in other assets related to
Indian casino projects resulting from the transactions described above.

Lyle Berman Family Partnership. Lakes hasan obligation to make quarterly payments during the term of
the management contract of the Four Winds Casino Resort (Note 9). 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 |. Sell, adirector of Lakes, isone of the trustees of the
irrevocable trusts for the benefit of Lyle Berman's children that are the partners in the Partnership.
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LAKES ENTERTAINMENT, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

15. Segment information:

Lakes' principal continuing operations consist of the development, financing and management of gaming-
related properties. 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 total assetsin “ Corporate
and Eliminations’ below primarily relate to Lakes' short-term investments, deferred tax assets, Lakes' corporate
office building and construction in progress related to a Company-owned casino project in Vicksburg, Mississippi.
Costsin “Corporate and Eliminations’ below have not been allocated to the other segments because these costs are
not easily alocable and to do so would not be practical.

Industry Segments

Indian
Casino Corporate & Discontinued
Projects Eliminations Operations Consolidated

December 28, 2008

Revenue .. ....... ... $ 242 $ 01 $ — $ 243
Impairment 10SSeS . . .. .. ..o 20.0 4.0 — 24.0
Ohio initiative costs. . . ... .. ..o — 28.7 — 28.7
Lossfromoperations. . . ..., (22.0) (46.7) — (68.7)
Discontinued operations. . ... .................. — — (8.3 (8.3
Total @SSEtS. . ..o 120.6 44.8 — 165.4
Depreciation and amortization expense. . .. ........ — 0.3 — 0.3
Amortization of intangible assets related to Indian

CaSINO PrOJECES. . v v v v o e 6.9 — — 6.9
December 30, 2007
ReVENUE . . . ..o $ 66 $ 01 $ — $ 6.7
Impairment 10SSeS . . .. ..o 0.3 — — 0.3
Earnings (loss) from operations . . . .............. 9.9 (17.2) — (7.3
Discontinued operations. . . .................... — — (5.9 (5.9
Total @SSEtS. . .. 158.2 56.3 41.6 256.1
Depreciation and amortization expense. . .. ........ — 04 — 04
Amortization of intangible assets related to Indian

CaSiNO PrOJECES. . . . v vt it 28 — — 2.8
December 31, 2006
ReVENUE . . ..o $ 05 $ 01 $ — $ 06
Impairment [0SSeS . . .. .. ..o 1.2 — — 12
Earnings (loss) from operations . . ... ............ 494 (15.5) — 33.9
Discontinued operations. . . .................... — — 4.8 4.8
Total @SSEtS. . . oo 242.8 67.0 51.3 361.1
Depreciation and amortization expense. . .. ........ — 04 — 04

16. Settlement Agreement with a beneficial owner:

Asof March 17, 2006, L akes entered into a settlement agreement with Deephaven Capital Management LLC
(“Deephaven™), an unrelated third party, pursuant to which Deephaven paid Lakes approximately $2.8 million as
repayment of short-swing profits under Section 16(b) of the Securities Exchange Act of 1934, as amended, in
connection with one or more funds managed by Deephaven trading in shares of Lakes common stock prior to
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LAKES ENTERTAINMENT, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

February 14, 2006. The payment was recorded as an increase in additional paid-in capital in the accompanying
consolidated balance sheet in fiscal 2006.
17. Selected quarterly financial information (unaudited):

Quarterly results of operations for the fiscal years ended December 28, 2008 and December 30, 2007 are
summarized as follows (in thousands, except per share amounts):

First Second Third Fourth
Quarter (1) Quarter(2) Quarter (3) Quarter (4)
2008
Netrevenues . ..., $ 4,600 $ 5,885 $ 8,383 $ 5,462
Loss from continuing operations. .. ........... (4,662) (2,404) (483) (61,118)
Loss from continuing operations applicable to
common shareholders . . .................. (5,182) (2,822) (3,029) (66,992)
Loss from continuing operations applicable to
common shareholders per basic share ... ... .. ($ 021) ($ 011) ($ 012) ($ 266

(1) Results included approximately $2 million of development costs associated with the Ohio casino resort
initiative.

(2) Results included approximately $4 million of development costs associated with the Ohio casino resort
initiative.

(3) Results included approximately $5 million of development costs associated with the Ohio casino resort
initiative.

(4) Results included approximately $18 million of development costs associated with the Ohio casino resort
initiative, impairment losses of $4.0 million associated with the Vicksburg project, unrealized losses of
$11.8 million on the notes receivabl e associated with the Jamul Casino project, unrealized losses of $6.6 million

on the notesreceivabl e from the Shingle Springs Tribe, and impairment losses of $20.0 million ontheintangible
assets and land held for development associated with the Jamul Casino project.

First Second Third Fourth
Quarter (1) Quarter(2) Quarter Quarter
2007
NELFEVENUES . . ..ot e e $ 479 $ 408 $2603 $3250
Earnings (loss) from continuing operations . . .. ........... (4,369) 5,125 (3,685) (4,377)
Net earnings (loss) from continuing operations applicable to
common shareholders. . . ............ ... . . ... . ... (8,439) 8,602 (3,873) (5,448)
Earnings (loss) from continuing operations applicable to
common shareholders per share:
BaSiC. ... ($ 036) $036 ($ 016) ($ 022
Diluted . ... (0.37) 0.33 (0.16) (0.22)

(1) Results included a loss on extinguishment of debt of $3.8 million related to the repayment of Lakes
$105 million credit agreement.

(2) Resultsincluded interest income of $4.9 million resulting from the repayment of land previously purchased on
behalf of the Shingle Springs Tribe.
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ITEM 9. CHANGESIN 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 Financia Officer, we conducted an evaluation of our disclosure controls and procedures, as such termis
defined under Rules 13a-15(€) 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.

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 2008 that have
materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.

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 December 28, 2008. In making this assessment,
our management used the criteria set forth by the Committee of Sponsoring Organizations of the Treadway
Commission (“COSO”) in Internal Control-Integrated Framework. Our management has concluded that, as of
December 28, 2008, our internal control over financial reporting is effective based on these criteria. Piercy Bowler
Taylor & Kern, the independent registered public accounting firm that has audited our consolidated financia
statements included in this Annual Report on Form 10-K, hasissued their attestation report on our internal control
over financia reporting, a copy of which is included in this Annual Report on Form 10-K.

Our management, including our Chief Executive Officer and Chief Financial Officer, does not expect that our
internal control over financial reporting will prevent all errorsand 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 financia reporting are met.

ITEM 9B. OTHER INFORMATION

None.

PART 111

Item 10. Directors and Executive Officers of the Registrant.

L akes has adopted a code of ethics that appliesto 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.

The other information required by thisltem 10 isincorporated 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
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Board of Directors’ to be included in Lakes definitive Proxy Statement for its 2009 Annual Meeting of
Shareholders to be filed with the Securities and Exchange Commission.

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
for its 2009 Annual Meeting of Shareholders to be filed with the Securities and Exchange Commission.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder
Matters.

Theinformation required by thisltem 12 isincorporated herein by reference to the discussion under the section
captioned “ Voting Securitiesand Principal Holders Thereof” to beincluded in Lakes' definitive Proxy Statement for
its 2009 Annual Meeting of Shareholders to be filed with the Securities and Exchange Commission.

EQUITY COMPENSATION PLAN INFORMATION

The Lakes Entertainment, Inc. 1998 Stock Option and Compensation Plan (the* 1998 Employee Plan”) and the
1998 Director Stock Option Plan (the “1998 Director Plan”) permit the grant of up to a maximum of
5,000,000 shares and 500,000 shares of common stock, respectively, as of the end of fiscal 2008. At Lakes
annual shareholder meeting, which was held on June 6, 2007, Lakes shareholders approved the 2007 L akes Stock
Option and Compensation Plan (the “2007 Plan™), which authorized atotal of 500,000 shares of Lakes' common
stock.

The 1998 Employee Plan and the 2007 Plan are designed to integrate compensation of our executives and
employees, including officers and directors (the 1998 Employee Plan excludes directors who are not also full-time
employees) with our long-term interests and those of our shareholdersand to assist in the retention of executivesand
other key personnel. Under the 1998 Director Plan, weissued equity awardsto members of our Board of Directors,
who are not also our employees or employees of our subsidiaries. The 1998 Employee Plan, 1998 Director Plan and
2007 Plan have al been approved by our shareholders.

The following table provides certain information as of December 28, 2008 with respect to our equity
compensation plans:

Number of Securities

Number of Remaining Available
Securities to be for Future Issuance
Issued Upon Under Equity
Exercise of Weighted-Average Compensation Plans
Outstanding Exercise Price of (Excluding
Options, Warrants  Outstanding Options, Securities Reflected
Plan Category and Rights warrants and Rights in First Column)
Equity compensation plans approved by
shareholders:
1998 Employee Plan. . . ................... 2,317,964 $6.67 32,150
1998 Director Plan . . . .................... 356,000 $7.12 —
2007 Plan. . ..o 189,000 $4.68 311,000
Total ... 2,862,964 $6.60 343,150
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Item 13. Certain Relationships and Related Transactions, and Director | ndependence

The information 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 for its 2009 Annual Meeting of Shareholders to be filed with the Securities and
Exchange Commission.

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 for its 2009 Annual Meeting of Shareholders to be filed with
the Securities and Exchange Commission.
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PART IV

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

(a)(1) Consolidated Financial Statements:

Page
Report of Independent Registered Public Accounting Firm. . ... .. ... ... .. .. . . . .. 50
Consolidated Balance Sheets as of December 28, 2008 and December 30,2007 . .. ................ 51
Consolidated Statements of Earnings (Loss) and Comprehensive Earnings (Loss) for the fiscal years

ended December 28, 2008, December 30, 2007 and December 31, 2006. . ... .........covn. .. 52
Consolidated Statements of Shareholders' Equity for the fiscal years ended December 28, 2008,

December 30, 2007 and December 31, 2006 . . . . ..ttt 53
Consolidated Statements of Cash Flows for the fiscal years ended December 28, 2008, December 30,

2007 and December 31, 2006 . . . . . .t 54
Notes to Consolidated Financial Statements. . .. ... ... e e 55

(8)(2) None
(a)(3) Exhibits:

Exhibits Description

21

31

3.2

3.3
4.1

10.1

10.2

10.3

104

10.5

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)).

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.)

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

By-laws of Lakes Gaming, Inc. (Incorporated herein by reference to Exhibit 3.2 to the Lakes Form 10.)

Rights Agreement, dated as of May 12, 2000, between L akes 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.)

Intellectual 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 referenceto Annex H tothe
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, aDelaware 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.)
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Exhibits
10.6

10.7

10.8

10.9

10.10

10.11

10.12

10.13

10.14

10.15

10.16

10.17

10.18

Description

Promissory Note dated as of the 15th day of February, 2000, by and among the Jamul Indian Village and
LakesKAR — 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., aMinnesota
corporation and L akes 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 Argovitz
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 L akes Shingle Springs, Inc.,
aMinnesota corporation and Lakes KAR — Shingle Springs, LLC, aDelaware 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
L akes 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
Nevadalimited liability company, and Lakes KAR — Shingle Springs, LLC, aDelaware 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.)

Security Agreement dated as of the 29th day of July, 1999, by and between L akes 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., a 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.)
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Exhibits
10.19

10.20

10.21

10.22

10.23

10.24

10.25

10.26

10.27

10.28

10.29

10.30

10.31

Description

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, L.L.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— Cdlifornia, 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., aMinnesota corporation, and Lakes Jamul, Inc. (Incorporated herein by reference to Exhibit 10.70to
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, aDelaware 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 L akes
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.)

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, awholly-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 10.88 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 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.)
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Exhibits
10.32

10.33

10.34

10.35

10.36

10.37

10.38

10.39

10.40

1041

10.42

1043

10.44

Description

Pawnee Note by the Pawnee Travel Plaza Gaming Corporation, awholly-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, awholly-owned subsidiary of the Pawnee
Tribal Development Corporation, in favor of Lakes Pawvnee 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.)

Gaming Development Consulting Agreement (Cimarron Casino) by and among the lowa Tribe of
Oklahoma, afederally-chartered corporation, the lowa Tribe of Oklahoma, afederally-recognized Indian
tribe, and Lakes lowa 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.)

lowa Corp Note (Cimarron Casino) by the lowa Tribe of Oklahoma, a federally-chartered corporation,
and Lakes lowa 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.)

Dominion Account Agreement (Cimarron Casino) by and between the lowa Tribe of Oklahoma, a
federally-chartered corporation, and Lakes|owa Consulting, LL C, aMinnesotalimited 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 lowa Tribe of Oklahoma, afederally-chartered
corporation, thelowa Tribe of Oklahoma, afederally-recognized Indian tribe, and L akeslowa Consulting,
LLC, aMinnesotalimited 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 January 2, 2005.)

Tribal Agreement (Cimarron Casino) by and between the lowa Tribe of Oklahoma, afederally-recognized
Indian tribe, and Lakes lowa Consulting, LLC, aMinnesota 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.)
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Exhibits
10.45

10.46

10.47

10.48

10.49

10.50

10.51

10.52

10.53

10.54

10.55

10.56

Description

Management Agreement for aGaming Facility and Related Ancillary Facilities (Cimarron Casino) by and
among the lowa Tribe of Oklahoma, a federally-chartered corporation, the lowa 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 10.127 to Lakes' Report
on Form 10-K for the fiscal year ended January 2, 2005.)

Operating Note (Cimarron Casino) by the lowa Tribe of Oklahoma, a federally-chartered corporation, in
favor of Lakes lowa Management, LLC, aMinnesota 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 lowa 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 10.129 to Lakes
Report on Form 10-K for the fiscal year ended January 2, 2005.)

Security Agreement (Cimarron Casino) by and among the lowa Tribe of Oklahoma, afederally-chartered
corporation, the lowa 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 10.130 to Lakes Report on Form 10-K for the fiscal year ended
January 2, 2005.)

Indemnity Agreement (Cimarron Casino) by and among the lowa Tribe of Oklahoma, a federally-
chartered corporation, the lowa Tribe of Oklahoma, afederally-recognized Indian tribe, and Lakes lowa
Management, LLC, aMinnesota 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 lowa Tribe of Oklahoma, afederally-recognized
Indian tribe, and L akes lowaManagement, LL C, aMinnesotalimited 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 Devel opment Consulting Agreement (New Project) by and among the lowa Tribe of Oklahoma, a
federally-chartered corporation, the lowa 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 10.133 to Lakes' Report on Form 10-K for the fiscal
year ended January 2, 2005.)

lowa Corp Note (New Project) by the lowa Tribe of Oklahoma, afederally-chartered corporation, in favor
of Lakes lowa 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 lowa Tribe of Oklahoma, a federally-
chartered corporation, and Lakes lowa 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 lowa Tribe of Oklahoma, a federally-chartered
corporation, thelowa Tribe of Oklahoma, afederally-recognized Indian tribe, and L akeslowa Consulting,
LLC, aMinnesotalimited liability company, dated January 27, 2005. (Incorporated herein by referenceto
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 lowa Tribe of Oklahoma, a federally-recognized
Indian tribe, and Lakes lowa Consulting, LLC, aMinnesota 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 lowa Tribe of Oklahoma, a federally-chartered corporation, the lowa 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.)
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Exhibits
10.57

10.58

10.59

10.60

10.61

10.62

10.63

10.64

10.65

10.66

10.67

10.68

10.69

Description

Operating Note (New Project) by the lowa Tribe of Oklahoma, afederally-chartered corporation, in favor
of Lakes lowa 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 lowa 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 lowa Tribe of Oklahoma, a federally-chartered
corporation, the lowa 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 10.141 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 lowa 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 10.142 to Lakes Report on Form 10-K for the fiscal year ended
January 2, 2005.)

Tribal Agreement (New Project) by and between the lowa Tribe of Oklahoma, a federally-recognized
Indian tribe, and L akes lowaManagement, LL C, aMinnesotalimited 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 Metroflag 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 Devel opment,
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 lowa Consulting, LLC, Lakes lowa Management, LLC, and Kevin Kean, a
resident of the state of Nevada, dated June 2, 2005. (Incorporated herein by reference to Exhibit 10.145to
Lakes Report on Form 10-K for the fiscal year ended January 2, 2005.)

Consulting Agreement by and among Kevin M. Kean, Lakes Kickapoo Consulting, LLC, a Minnesota
limited liability company and L akes Kickapoo Management, LL C, aMinnesotalimited 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 lowa Consulting, LLC, aMinnesotalimited
liability company, and Lakes lowa 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 L akes Entertainment, Inc. infavor 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.)*
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10.70

10.71

10.72

10.73

10.74

10.75

10.76

10.77

10.78

10.79

10.80

10.81

10.82

10.83

10.84

Description

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 L akes 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 M anagement Agreement by and between the Pokagon Band of Potawatomi
Indians and Great L akes Gaming of Michigan, LLC, aMinnesotalimited 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 Devel opment Agreement by and between the Pokagon Band of Potawatomi
Indians and Great L akes Gaming of Michigan, LLC, aMinnesotalimited liability company (F/K/A Great
Lakes of Michigan, LLC) dated as of January 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 10.173to
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 Indiansin
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.)

First Amended and Restated L akes Facility Note by the Pokagon Band of Potawatomi Indiansin favor of
Great Lakes Gaming of Michigan, LL C dated as of January 25, 2006. (Incorporated herein by referenceto
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 L akes 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 L akes 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 Pokagon Band of Potawatomi Indiansin 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 L akes 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.)
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10.85

10.86

10.87

10.88

10.89

10.90

10.91

10.92

10.93

10.94

10.95

10.96

10.97

10.98

Description

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.)

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 L akes 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 L akes 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 M anagement 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.)
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10.99

10.100

10.101

10.102

10.103

10.104

10.105

10.106

10.107

10.108

10.109

10.110

10.111

10.112

Description

First Amendment dated June 1, 2006 to the Third Amended and Restated Devel opment 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 L akes Gaming
of Michigan, LLC and each Loan participant. (Incorporated by reference to Exhibit 10.1to 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 L akes Gaming
of Michigan, LLC and Regiment Capital Ltd. (Incorporated by referenceto Exhibit 10.3to 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 L akes 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.)

Certificate to Master Participation Agreement dated March 2, 2007 by and between Great L akes 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 L akes 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 Participation 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 Exhibit 10.7 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.)
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10.114
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10.118

10.119

10.120

10.121

10.122

10.123

10.124

10.125

10.126

10.127

10.128

Description

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 Exhibit 10.12 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 referenceto 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 L akes 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 referenceto Exhibit 10.17 to Lakes' Current
Report on Form 8-K 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, LLC. (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.)

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 Triba 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 York Trust 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,
LLCandtheBank of New York Trust Company, N.A. (Incorporated by referenceto Exhibit 10.4to 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.)
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10.131

10.132

10.133

10.134

10.135

10.136

10.137

10.138

10.139

10.140

10.141

21

231
311
31.2
321

Description

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, asFF& 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|nc. 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).

Lineof Credit Loan Agreement dated October 28, 2008 between L akes 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).

L akes 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 Timothy J. 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.)*

Subsidiaries of the Company.

Consent of Independent Registered Public Accounting Firm dated March 11, 2009.

Certification of Chief Executive Officer under Section 302 of the Sarbanes-Oxley Act.

Certification of Chief Financial Officer under Section 302 of the Sarbanes-Oxley Act.

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

*  Management Compensatory Plan or Arrangement

** Confidential treatment has been requested as to certain portions of this exhibit pursuant to Rule 406 of the
Securities Act of 1933, as amended.
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SIGNATURES

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.

LAKES ENTERTAINMENT, INC.
Registrant

By: /s’ LYLE BERMAN

Dated as of March 12, 2009

Name: Lyle Berman
Titlee  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 12, 2009.

Name

/sl Lyle Berman
Lyle Berman

/sl Timothy J. Cope
Timothy J. Cope

/9 Morris Goldfarb
Morris Goldfarb

/s’ Ray Moberg
Ray Moberg

/s Neil I. Sl
Neil I. Sell

/sl Larry C. Barenbaum
Larry C. Barenbaum

/s Richard White
Richard White
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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

Director
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Exhibit 31.1

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

2. Based on my knowledge, thisreport does not contain any untrue statement of amaterial fact or omit to state
amaterial 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 | 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 controlsand procedures or caused such disclosure controls and proceduresto
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 financia 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 | 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) al significant deficiencies and material weaknessesin 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 12, 2009
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Exhibit 31.2

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

2. Based on my knowledge, thisreport does not contain any untrue statement of amaterial fact or omit to state
amaterial fact necessary to make 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 | 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 theregistrant, 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 financia 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 | 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) al significant deficiencies and material weaknessesin 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: /9 Timothy J. Cope
Timothy J. Cope
President and Chief Financial Officer

March 12, 2009
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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 December 28, 2008 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. Theinformation contained in the Report fairly presents, in al material respects, thefinancial condition
and results of operations of the Company.

/s Lyle Berman

Lyle Berman
Chief Executive Officer

March 12, 2009

/s Timothy J. Cope

Timothy J. Cope
President and Chief Financial
Officer

March 12, 2009
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Board of Directors

Lyle Berman
Chairman of the Board
Chief Executive Officer

Lakes Entertainment, Inc.

Timothy J. Cope
President
Chief Financial Officer
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Neil Sell

Partner

Maslon Edelman Borman
& Brand

Morris Goldfarb
Chairman of the Board
Chief Executive Officer
G-1ll Apparel Group, LTD

Larry Barenbaum
Chairman of the Board
Christopher & Banks
Corporation
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Ernst & Young, LLP
Partner - Retired

Richard White
Managing Director
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Stock Exchange Listing
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National Market
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Corporate Headquarters
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