Entertainment, Inc.

N\
TRI\BE OF

\tm.mtmn \
/




TO OUR
SHAREHOLDERS

This past year, 2005, was an exciting year for
our company as new business opportunities came
to fruition and we resolved a number of lingering
issues. We began the year by signing consulting,
development and management agreements with
three separate tribes for a combined total of six
new and different casino locations.

In January 2005, we
entered into agreements
to assist the Pawnee
Nation of Oklahoma with
three separate casino des-
tinations. The largest of
the casino resort develop-
ments will be located on
800 acres of Pawnee
Indian land in northern

‘ Oklahoma near the
Kansas border. The proj-
ect is master planned to become a first class desti-
nation casino resort offering all of the high quality
amenities a guest would expect to enjoy. The
Pawnee Nation currently operates a “Travel Plaza”

on U.S. Highway 412 and we are busily helping the
Tribe with expansion plans to include approxi-
mately 200 gaming devices and a full service
restaurant. We are also assisting the Pawnee
Nation with their existing “Trading Post” casino
located in the town of Pawnee, Oklahoma. Each of
the opportunities with the Pawnee Nation offers a
unique opportunity and we look forward to having
each of the new projects either open or under con-
struction this year.

In March 2005, our Company entered into
agreements with the lowa Tribe of Oklahoma to
assist the lowa Tribe with two separate casino des-
tinations in Oklahoma. One such opportunity is to
develop and manage for the lowa Tribe a new first
class casino resort on lowa tribal land approxi-
mately 25 miles northeast of Oklahoma City along
Route 66. We are currently working toward obtain-
ing all necessary approvals and we expect to begin
construction on this project in the fourth quarter of
2006. Lakes is also actively assisting the lowa Tribe
with the refurbishment of its existing Cimarron
Casino located in Perkins, Oklahoma. This casino is
expected to be completely remodeled with new
gaming and food services open by June 2006. Our
management contracts with both the Pawnee
Nation and the lowa Tribe are subject to approval
by the National Indian Gaming Commission.

We are very excited to be working in Oklahoma
with each of our Tribal partners. The Oklahoma
compact provides for a tremendous environment
for all gaming customers in the state and, when
coupled with the exceptional locations of both the
Pawnee and lowa projects, will be an exciting and
rewarding experience for our Company.

The other Indian gaming project that our
Company was involved with in 2005 was with the
Kickapoo Traditional Tribe of Texas. Lakes and the
Kickapoo Tribe signed consulting and manage-
ment agreements in January 2005 and by
November 2005 we had terminated our relation-
ship. It is unfortunate that this arrangement did
not work out but we feel that terminating the rela-
tionship was in the best interest of both parties.
We will continue to work together to satisfactorily
resolve all financial terms of the relationship.

In California, the casino development project
with the Shingle Springs Band of Miwok Indians
near Sacramento continues to be delayed by litiga-
tion against the California Transportation
Authority regarding the approval for a new
Highway 50 Interchange that would give the Band
public access to its rancheria. We are optimistic that
this litigation will be favorably resolved and the
Band will be able to pursue its goal of becoming
economically self-sufficient.

The Jamul Indian Village casino project near
San Diego, California is moving closer to becoming
a reality. Lakes and the Jamul Tribe have agreed to
proceed with construction on the Tribe’s existing
six acres of tribal land. The environmental work
required under the Tribe’s compact with the state
of California has started and planning and design
of the casino is underway. Construction could
begin as early as the end of 2006 with an opening
in early 2008.

The casino resort project in Michigan with the
Pokagon Band of Potawatomi Indians is rapidly
moving toward the start of construction. After
several years of various forms of litigation by local
opposition, the Pokagon Band finally received
approval of its request to place land in trust for
gaming and the land on which the casino resort
project will be built is now in trust. The Pokagon
Band is extremely excited about the prospect of
beginning construction on this project by the mid-
dle of 2006 with the casino opening in the middle
of 2007. We are very excited ourselves!

With regard to the Vicksburg project in
Mississippi, we continue to work with all applicable
parties to obtain the necessary permits and obtain
the various land parcels on which to build the
casino. We don’t expect to have access to the cap-
ital necessary to make this a viable project for the
Company until such time that one of our other
casino projects is open and therefore, this is now
planned to be a 2007 project.

We continue to have a great deal of confidence
in WPT Enterprises, Inc, a separate public company
of which we own approximately 62%. They have
found a home for the Professional Poker Tour with
the Travel Channel and they continue to move for-
ward with their fourth season of the World Poker
Tour television series. Their online poker busi-
ness continues to grow along with their interna-
tional TV distribution outlets.

Our table games business continues to grow.
We currently have the World Poker Tour All-In
Hold’em game in approximately 15 casinos and
we're working hard to expand the presence of this
table game in casinos across the country.

While our business prospects continue to grow
and become closer to providing a meaningful
source of revenue to the Company, we have also
resolved a number of corporate business issues.
During the past year we faced the unpleasant situ-
ation of becoming delisted by NASDAQ for failing
to timely file our 2004 Form 10-K and the subse-
quent Forms 10-Q for 2005. The inability to make
these filings in a timely manner was a result of the
ongoing discussions with the SEC pertaining to our
accounting model for our loans to the tribes for the
various casino projects. | am pleased to report that
in December 2005 we were able to satisfactorily
resolve all comments from the SEC and make all
applicable filings to bring our Company current
and in compliance with applicable NASDAQ
Marketplace rules. We immediately filed our
application for relisting with the NASDAQ National
Market and continue to work toward a successful
conclusion to our application process. In
December 2005, our Company took steps to obtain
additional capital to satisfy our short term liquidi-
ty needs by closing on a $20 million financing
facility from the Lyle Berman Family Partnership.
Shortly after the end of the year, in February 2006,
we terminated the Partnership Facility and
replaced it with a $50 million financing facility
with an affiliate of Prentice Capital Management,
LP. An initial draw of $25 million was made under
the new facility, another $10 million is immediate-
ly available, and the remaining amount is avail-
able under certain conditions. We continue to
explore additional financing alternatives to fund
our future operational and development needs.

As we enter 2006 our Company has changed
for the better. We have new casino projects in
Oklahoma that are moving toward construction,
we have made progress in each of our California
projects, and the Pokagons now have land in trust
on which construction is planned to begin. Our
discussions with the SEC have been resolved, we
are again a current filer and we have applied for
relisting on NASDAQ. We have obtained the nec-
essary capital to support our near term opera-
tional and development needs, and above all, we
have an experienced team of professionals at
Lakes that are dedicated to make this business a
success.

Please join us at our Annual Shareholders’
Meeting in April and thank you for your continued
support.

L (e

Lyle Berman
Chairman of the Board



operations under all legal and regulatory requirements (the “Commencement Date”), provided that the lowa
Tribe has the right to buy out the remaining term of the Iowa Management Contract after the Development
Project has been in continuous operation for 60 months, 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 payable if not already paid. Subject to certain conditions, the Company agrees to make
advances for the Development Project’s working capital requirements, if needed, during the first six months
after the Commencement Date. The advances are to be repaid through an operating note payable from
revenues generated by future operations of the Development Project bearing interest at two percent over the
prime rate. The Company also agrees to fund any shortfall in certain minimum monthly Development Project
payments to the Iowa Tribe by means of non-interest bearing advances under the same operating note.

Cimarron Casino. The Company has entered into a separate gaming consulting agreement (“Cimarron
Consulting Agreement”) and management contract (“Cimarron Management Contract”) with the lowa
Tribe with respect to the Cimarron Casino. Many of the material provisions of these two agreements are
similar to those for the Development Project, except that: (i) the Cimarron Consulting Agreement is
primarily for services related to the existing operations (with the possibility of further development); (ii) the
Company will provide up to a $1 million business improvement loan rather than a preliminary development
loan; (iii) the fee under the Cimarron Consulting Agreement will consist entirely of a limited flat monthly fee
of $50,000; and (iv) the annual fee under the Cimarron Management Contract will be 30% of net income in
excess of $4 million (reduced by any amounts earned by any Company affiliate for consulting services under
the Cimarron Consulting Agreement).

Arrangement with Consultant. The Company has executed an agreement stipulating that Kevin Kean
will be compensated for his consulting services (relating to the Iowa Tribe) rendered to the Company. Under
this arrangement, subject to Mr. Kean obtaining certain regulatory approvals, Mr. Kean will receive
20 percent of the Company’s fee compensation that is received under the Iowa Consulting Agreement,
Cimarron Consulting Agreement, lowa Management Contract and Cimarron Management Contract with the
Towa Tribe (i.e., six percent of the incremental total net income or 20 percent of the Company’s 30 percent
share). This agreement provides that payments will be due to Mr. Kean when the Company is paid by the
Towa Tribe.

Lakes’” Evaluation of the two lowa Tribe Projects:

The following table outlines the status of each of the following primary milestones necessary to complete
the Iowa Tribe projects as of January 1, 2006:

Development Project Cimarron Casino

Federal recognition of the tribe

Yes

Yes

Possession of usable land
corresponding with needs based
on the Company’s project plan

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, currently an open casino.

Usable land placed in trust by
Federal government

Yes, the Iowa 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, currently an open casino.
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Development Project

Cimarron Casino

allows for gaming consistent
with that outlined in the
Company’s project plan

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

NIGC approval of management
contract in current and desired
form

No, submitted to the NIGC for
review on April 22, 2005. An EA
will be prepared in order for the
management contract to be
approved.

No, submitted to the NIGC for
review on April 22, 2005. The
NIGC has provided comments
on the initial management
contract and the Iowa Tribe has

issued a response and a revised
management contract in January
2006.

None at this time.

Resolution of all litigation and
legal obstacles

None at this time, the acquisition
of other tribal land needs to be
approved by the BIA.

Financing for construction No, preliminary discussions with

lending institutions has occurred.

Permanent financing was
obtained from a lending
institution in December 2005 and
Lakes was repaid all amounts
outstanding under the business
improvement loan.

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.

Lakes’ evaluation and conclusion regarding the above critical milestones and progress:

Long-term assets have been recorded as it is considered probable that the two Iowa Tribe Projects will
result in economic benefit to Lakes sufficient to recover Lakes investment. Based upon the above status of all
primary milestones and the projected fees to be earned under the consulting agreements and management
contracts, no impairment has been recorded. The Cimarron Casino is currently open and refurbishment of the
casino could be completed as early as mid 2006. The Development Project could open as early as late 2007.

Kickapoo Tribe

Lakes entered into consulting agreements and management contracts with the Kickapoo Tribe effective
January 2005 to improve the performance of the gaming operations conducted at the Kickapoo Tribe’s
existing Lucky Eagle Casino in Eagle Pass, Texas, located approximately 140 miles southwest of San Antonio.
During the third quarter of fiscal 2005 the Company’s relationship with the Kickapoo Tribe deteriorated and
in November 2005, Lakes and the Kickapoo Tribe terminated their business relationship. Lakes recognized an
impairment charge of $0.1 million related to the intangible asset related to the acquisition of the management
contract during the third quarter of fiscal 2005. In addition during fiscal 2005, the Company recorded an
unrealized loss on notes receivable of $6.2 million related to the Kickapoo project. Included in the $6.2 million
are unrealized losses of approximately $3.9 million related to project costs incurred that Lakes may be
required to pay as a result of the terminated relationship, and approximately $2.3 million related to advances
made by Lakes on the note receivable from the Kickapoo Tribe. As of January 1, 2006, Lakes owns
approximately 18 acres of land near the Kickapoo site with a cost basis of approximately $0.7 million.
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The Company is negotiating with the Kickapoo Tribe to resolve all of the financial terms of the contracts
including repayment of the advances, payment of unpaid project costs incurred, a sale of the land owned by
Lakes to the Kickapoo Tribe, and to formally terminate the gaming operations consulting agreement,
management contract, and related ancillary agreements relating to the project.

Nipmuc Nation
Business arrangement:

In July 2001, Lakes entered into development and management agreements with the Nipmuc Nation for
a potential future casino resort in the eastern United States.

The Nipmuc Nation is a state-recognized tribe. In January 2001, the Nipmuc Nation received a draft,
preliminary factual finding from the Assistant Secretary — Indian Affairs (“AS — IA”) indicating that the
Nipmuc Nation was entitled to federal recognition. Based on these facts, as well as the Company’s evaluation
of 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, and the nature of the
business opportunity, Lakes entered into a development and management contract with the Nipmuc Nation in
July 2001.

The following table represents the status of each of the critical milestones as of December 28, 2003. Both
the positive and negative evidence was reviewed during Lakes’ evaluation of the critical milestones.

Critical Milestone December 28, 2003

Federal recognition of the tribe No, see discussion below.

Possession of usable land corresponding with Yes, Lakes had land options where the casino
needs based on the Company’s project plan could be built pending BIA approval and

placement into trust by the federal government.

Usable land placed in trust by Federal government | No, Lakes had land options on behalf of the
Nipmuc Nation where the casino would be built
pending BIA approval and placement into trust by
the federal government. This process would occur
after the pending resolution of federal recognition
of the tribe

Usable county agreement, if applicable N/A

Usable state compact that allows for gaming No, The Nipmuc Nation did not have a compact

consistent with that outlined in the Company’s with the state. The process for receiving a state

project plan compact would occur after resolution of federal
recognition

NIGC approval of management contract in current | No, The process of receiving NIGC approval of the
and desired form management contract would occur after the
Nipmuc Nation received federal recognition, usable
land was placed into trust with the federal
government and a state compact was signed.

Resolution of all litigation and legal obstacles None
Financing for construction No
Any other significant project milestones or No others known at this time by Lakes.

contingencies, the outcome of which could have a
material affect on the probability of project
completion as planned
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Lakes’ evaluation and conclusion regarding the above critical milestones and progress:

During the second quarter of 2004, the BIA issued its final determination denying the Nipmuc Nation’s
application for federal recognition. At that time, Lakes recorded an impairment charge of $5.8 million related
to long-term assets related to the Nipmuc Nation project. Lakes also recorded a realized loss on notes
receivable of $0.8 million related to the fair value of the note receivable from the Nipmuc Nation. Although
the Nipmuc Nation is appealing the determination with the BIA, Lakes made a decision to discontinue
funding the project

The Nipmuc Nation is a state recognized tribe. In January 2001, the Nipmuc Nation received a draft,
preliminary factual finding from the AS — IA indicating that the Nipmuc Nation was entitled to federal
recognition. This finding, however, did not have the approval of the Office of the Solicitor of the Department
of Indian Affairs, as required, and in fact, the Office of the Solicitor had approved the recommendation of the
BIA, which recommended a proposed negative finding. In September 2001, the Nipmuc Nation received the
official proposed negative finding, as evidenced by its publication in the October 1, 2001 Federal Register. As
required under law, the Nipmuc Nation was permitted to challenge the proposed negative finding, which the
Nipmuc Nation chose to do. The Nipmuc Nation engaged consultants and advisors, including the former
Senior Historian for the BIA Branch of Acknowledgement and Research to assist them in submitting a formal
response in September 2002. The response was organized in a manner to address the four remaining
deficiencies outlined in the BIA’s published proposed negative finding. Indications to Lakes from the Nipmuc
Nation and its consultants and advisors throughout the process of preparing the response were very positive
about obtaining a reversal of the proposed negative finding. During 2003, Lakes continued to believe it was
probable the Nipmuc Nation would become a federally recognized tribe because Lakes received advice from
independent third-party consultants and advisors that supported a favorable ruling. As a result of this analysis,
Lakes believed that, notwithstanding the proposed negative finding, it was probable that the Nipmuc Nation
would likely be granted federal recognition based on additional genealogical data and other information
submitted by the Nipmuc Nation to the BIA for reconsideration. During the second quarter of 2004, however,
the BIA issued its final determination denying the Nipmuc Nation’s application for federal recognition.

The other critical milestones relating to the project were pending the above federal recognition issue
discussed above but Lakes believed it was probable the Nipmuc Nation would eventually be successful in
obtaining a compact with the State if necessary, NIGC approval of the development and management
contract, land placed into trust by the BIA and third party financing.

Cloverdale Rancheria

On August 10, 2000, the Company entered into a joint venture for the purpose of financing and
developing gaming facilities on Indian-owned land in California. Under the agreement, Lakes formed a joint
venture limited liability company with MRD Gaming, a limited liability company (“MRD”). The venture
between Lakes and MRD held the contract to finance casino facilities with the Cloverdale Rancheria of Pomo
Indians (“Cloverdale Rancheria”).

The planned site for the potential new casino development is located on Highway 101 in Cloverdale,
California, approximately 60 miles north of San Francisco.

The following table represents the status of each of the critical milestones as of December 28, 2003. Both
the positive and negative evidence was reviewed during Lakes’ evaluation of the critical milestones.

Critical Milestone December 28, 2003

Federal recognition of the tribe Yes

Possession of usable land corresponding with No; However, the Cloverdale Rancheria had
needs based on the Company’s project plan reached an agreement with a member of the tribe,

to lease 12 acres of Indian land for the purpose of
conducting gaming. The tribe had the authority to
conduct gaming on the site; however, the lease was
subject to approval by the Secretary of the Interior.
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Critical Milestone December 28, 2003

Usable land placed in trust by Federal government | No, the land had not yet been put into trust. In a
decision in 1999, the Board of Indian Appeals in
the Department of the Interior had held that the
Secretary of the Interior had an obligation to
accept title to the tribal members property in the
name of the United States in trust for the tribal
member, subject to the tribal member being able to
convey marketable title to the United States. The
process was delayed as a result of price negotiation
between the tribe and the individual tribal member.

Usable county agreement, if applicable N/A

Usable state compact that allows for gaming No, according to the legal opinion, the Cloverdale
consistent with that outlined in the Company’s Rancheria had not yet entered into a gaming
project plan compact with the State of California. However, the

tribe intended to submit a request for a Class III
gaming compact identical in all material respects to
compacts entered into in 1999 by approximately 57
Indian tribes and subsequently ratified by the State
of California. Therefore, we believed that the
compact was likely to be approved. Indian tribes
have the right to operate Class II gaming
operations without a compact with the state.

NIGC approval of management contract in current | N/A, there was no management agreement

and desired form between the Company and the Cloverdale
Rancheria.

Resolution of all litigation and legal obstacles None

Financing for construction No

Any other significant project milestones or Yes, the form of the agreement between the joint

contingencies, the outcome of which could have a venture and the tribe received a ‘declination® letter

material affect on the probability of project from the NIGC thus allowing the project to go

completion as planned forward in accordance with the agreement.

Lakes’ evaluation and conclusion regarding the above critical milestones and progress:

During the fourth quarter of 2004, Lakes wrote-off its long-term assets related to the Cloverdale project
after determining that it was not probable that the casino project would open.

After further evaluation of the site, Lakes proposed to the Cloverdale Rancheria that the agreements be
changed to include a management contract to assist the Cloverdale Rancheria with a bigger and better project.
The Cloverdale Rancheria offered a counter proposal. Lakes and the Cloverdale Rancheria could not reach
agreement on a new management contract. The Cloverdale Rancheria then notified the venture between
Lakes and MRD during 2002 that the Cloverdale Rancheria wished to terminate the relationship between the
two parties. The partnership advised the Cloverdale Rancheria that the partnership believed the contract to be
enforceable. In a written response, the Cloverdale Rancheria acknowledged that although the partnership
loaned the Cloverdale Rancheria money and that it would endeavor to repay the money in a timely manner, it
believed there was no valid, enforceable contract. Subsequently, the Cloverdale Rancheria refused to respond
to a formal confirmation request of the money owed to Lakes and the Cloverdale Rancheria’s sovereign status
makes enforcement of Lakes’ asserted contractual rights difficult and uncertain.

As of December 28, 2003, Lakes had an outstanding note receivable of $0.3 million. Additionally, Lakes
had recorded an accrued expense of $0.6 million, which was on the consolidated balance sheet as of
December 28, 2003. The accrual represented a potential liability of Lakes to an unrelated third party which
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was payable upon the opening of the casino. During the fourth quarter of 2004 Lakes determined successful
completion of the casino development was not likely given increased local opposition to the planned casino
project. Specifically the County Board of Supervisors voted in February 2005 to oppose any casino project in
their County. Therefore, in 2004 the Company recorded an unrealized loss on notes receivable of $0.3 million
related to the fair value of its note receivable from the Cloverdale Rancheria. Lakes also wrote-off of an
accrued liability related to the project of $0.6 million, which was only payable if the casino opened.

Litigation Costs: The Company does not accrue for estimated future litigation defense costs, if any, to
be incurred by the Company in connection with outstanding litigation and other disputed matters but instead,
records such costs as the related legal and other services are rendered.

Income Taxes: In accordance with Statement of Financial Accounting Standards No. 109, Accounting
for Income Taxes (SFAS No. 109), Lakes evaluated the ability to utilize deferred tax assets arising from net
operating loss carry forwards, net deferred tax assets relating to Lakes’ accounting for advances made to
Indian tribes and other ordinary items and determined that a valuation allowance was appropriate at
January 1, 2006 and January 2, 2005. Lakes evaluated all evidence and determined the negative evidence
relating to net losses generated over the past four 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. The Company recorded a 100% valuation allowance against these items at
January 1, 2006 and January 2, 2005 based upon the above factors. The Company has established deferred tax
assets related to unrealized investment losses and related carryovers as of January 1, 2006 and January 2, 2005.
The Company believes it will have sufficient capital gains in the foreseeable future to utilize these benefits due
to significant appreciation in its investment in WPTE. The Company owns approximately 12.5 million shares
of WPTE common stock valued at approximately $83.5 million as of February 27, 2006 based upon the
closing stock price as reported by Nasdaq on February 27, 2006 of $6.69. Lakes’ basis in the WPTE common
stock is minimal.

Stock-based compensation: To date, we have accounted for equity-based employee compensation under
the recognition and measurement principles of Accounting Principles Board (“APB”) Opinion No. 25,
Accounting for Stock Issued to Employees and related Interpretations. However, Statement of Financial
Accounting Standards No. 123 (revised 2004), Share-Based Payment (SFAS No. 123R) was issued in
December 2004 and requires that compensation cost related to share-based employee compensation transac-
tions be recognized in the financial statements. Share-based employee compensation transactions within the
scope of SFAS No. 123R include stock options, restricted stock plans, performance-based awards, stock
appreciation rights and employee share purchase plans. We have not completed our evaluation or determined
the future impact of adopting SFAS No. 123R, which may be material to our results of operations when
adopted, effective for fiscal year 2006, beginning on January 2, 2006.

Other Recent Accounting Pronouncements: In May 2005, the FASB issued SFAS No. 154, Accounting
Changes and Error Corrections, a replacement of APB Opinion No. 20 and SFAS No. 3. SFAS No. 154
replaces APB Opinion No. 20, Accounting Changes and SFAS No. 3, Reporting Accounting Changes in
Interim Financial Statements and changes the requirement for the accounting for and reporting of a change in
accounting principles whenever the newly adopted standard does not include specific transition provisions. The
provisions of SFAS No. 154 will be effective for accounting changes made in the fiscal year beginning after
December 15, 2005. We do not presently expect to enter into any accounting changes in the foreseeable future
that would be affected by adopting SFAS No. 154 when it becomes effective.

Seasonality

The Company believes that the operations of all casinos to be managed by the Company will be affected
by seasonal factors, including holidays, weather and travel conditions. WPTE’s license revenues are affected
by the timetable for delivery of episodes to TRV.
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Regulation and Taxes

The Company and the casinos to be managed by the Company are subject to extensive regulation by state
gaming authorities. The Company will also be subject to regulation, which may or may not be similar to
current state regulations, by the appropriate authorities in any jurisdiction where it may conduct gaming
activities in the future. Changes in applicable laws or regulations could have an adverse effect on the
Company.

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

Off-Balance Sheet Arrangements

The Company has no off-balance sheet arrangements that have or are reasonably likely to have a current
or future effect on its 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

The Company’s financial instruments include cash and cash equivalents and marketable securities. The
Company’s main investment objectives are the preservation of investment capital and the maximization of
after-tax returns on its investment portfolio. Consequently, the Company invests with only high-credit-quality
issuers and limits the amount of credit exposure to any one issuer. The Company does not use derivative
instruments for speculative or investment purposes.

The Company’s cash and cash equivalents are not subject to significant interest rate risk due to the short
maturities of these instruments. As of January 1, 2006, the carrying value of the Company’s cash and cash
equivalents approximates fair value. The Company also holds short-term investments consisting of marketable
debt securities (principally consisting of commercial paper, corporate bonds, and government securities)
having a weighted average duration of one year or less. Consequently, such securities are not subject to
significant interest rate risk.

The Company’s primary exposure to market risk associated with changes in interest rates involves the
Company’s long-term assets related to Indian casino projects in the form of notes receivable due from its tribal
partners for 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 less interest income if interest rates rise
or fall.

Lakes’ notes receivable from Indian tribes related to properties under development 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. Lakes records its notes receivable at fair
value and subsequent changes in fair value are recorded as income or expense in the Company’s consolidated
statement of operations. As of January 1, 2006, Lakes had $87.1 million of notes receivable, at fair value with
a floating interest rate (principal amount of $105.7 million, excluding advances to the Kickapoo Tribe). Based
on the applicable current reference rates and assuming all other factors remain constant, interest income for a
twelve month period would be approximately $9.3 million. A reference rate increase of 100 basis points would
result in an increase in interest income of $1.1 million. A 100 basis point decrease in the reference rate would
result in a decrease of $1.1 million in interest income over the same twelve-month period.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTAL DATA

LAKES ENTERTAINMENT, INC. AND SUBSIDIARIES
INDEX TO CONSOLIDATED FINANCIAL STATEMENTS

Report of Independent Registered Public Accounting Firm ........... ... .. ... . ... ... . .....
Report of Independent Registered Public Accounting Firm ......... ... .. .. .. ... ... .. ...
Consolidated Balance Sheets as of January 1, 2006 and January 2, 2005 .......... ... . ... .....

Consolidated Statements of Loss for the fiscal years ended January 1, 2006, January 2, 2005 and
December 28, 2003 . .. .. i

Consolidated Statements of Comprehensive Loss for the fiscal years ended January 1, 2006,
January 2, 2005 and December 28, 2003 . .. ... ...

Consolidated Statements of Shareholders’ Equity for the fiscal years ended January 1, 2006,
January 2, 2005 and December 28, 2003 . .. ... .

Consolidated Statements of Cash Flows for the fiscal years ended January 1, 2006, January 2, 2005
and December 28, 2003 . ... ...

Notes to Consolidated Financial Statements . .. ...... ..ttt e
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING
FIRM ON FINANCIAL STATEMENTS

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

We have audited the accompanying consolidated balance sheet of Lakes Entertainment, Inc. and
Subsidiaries (the Company) as of January 1, 2006, and the related consolidated statement of loss,
comprehensive loss, shareholders’ equity and cash flows for the year then ended. These financial statements
are the responsibility of the Company’s management. Our responsibility is to express an opinion on these
financial statements based on our audit.

We conducted our audit 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. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation. We believe that our audit provides a reasonable
basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of Lakes Entertainment, Inc. and Subsidiaries as of January 1, 2006, and the
results of its operations and its cash flows for the year then ended, in conformity with accounting principles
generally accepted in the United States.

/s/  Piercy Bowler Taylor & Kern

Piercy Bowler Taylor & Kern, Certified Public Accountants
and Business Advisors a Professional Corporation

Las Vegas, Nevada
February 17, 2006
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Report of Independent Registered Public Accounting Firm

To the Board of Directors and Shareholders of Lakes Entertainment, Inc.:
Minnetonka, Minnesota

We have audited the accompanying consolidated balance sheets of Lakes Entertainment, Inc. and
subsidiaries (the “Company”) as of January 2, 2005, and the related consolidated statements of loss,
comprehensive loss, shareholders’ equity, and cash flows for each of the two years in the period ended
January 2, 2005. These financial statements are the responsibility of the Company’s management. Our
responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable
basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial
position of Lakes Entertainment Inc. and subsidiaries as of January 2, 2005, and the results of their operations
and their cash flows for each of the two years in the period ended January 2, 2005 in conformity with
accounting principles generally accepted in the United States of America.

DELOITTE & TOUCHE LLP

Minneapolis, Minnesota
November 30, 2005
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LAKES ENTERTAINMENT, INC. AND SUBSIDIARIES

Consolidated Balance Sheets
January 1, 2006 and January 2, 2005

ASSETS
Current Assets:

Cash and cash equivalents. . . ...ttt e
(balance includes $1.7 million and $4.5 million of WPT Enterprises, Inc. cash)

Short-term INVESTMENTS . . . ..ottt ettt e e e et ettt e
(balance includes $26.7 million and $27.8 million of WPT Enterprises, Inc. short-term

investments)

Accounts receivable, net of allowance of $0.1 million and $0.1 million...................
Deferred tax asset. . ... ...ttt
Prepaid €Xpenses. . . ..ottt e
Other CUITENT @SSELS . . . v\ vttt ettt et ettt e e e e e e e e e et ettt e

Total CUTENt @SSELS . . ..ottt et ettt e e e e e e e e e e
Property and equipment, Net . .. ... ...ttt e

Long-term assets related to Indian casino projects:
Notes receivable from Indian tribes . ........ . ...
Land held for development . ........ ... ... . i
Intangible assets related to acquisition of management contracts, net ....................
OtheT o

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

Other assets:
InVesStmEnts . . ..o
Deferred tax asset. . .. ...ttt e
Other [ong-term @SSELS . . . . o .ttt ettt et e e e e e e
Total Other ASSetS . .. ..o\ttt e

Total ASSetS . ...

Current Liabilities:
Accounts Payable . ... ...
Income taxes payable . ... ... ..o
Accrued payroll and related COStS. . ... ..ottt
Deferred revenue .. ... ...
Other acCrued EXPENSES . . . o .ottt ettt e et e e e

Total current Habilities. .. .. .. ...
Long-term liabilities, related party .. ...... ...
Total Liabilities . . .. .. .. ... ... .

Commitments and Contingencies
Common shares issued by subsidiary subject to repurchase .............................

Minority interest in subsidiary .. .......... .. ... e

Shareholders’ Equity:
Capital stock, $.01 par value; authorized 200,000 shares; 22,300 and 22,253 common shares
issued and outstanding at January 1, 2006, and January 2, 2005, respectively ...........
Additional paid-in-capital ... .. ... ...
Retained earnings . . ... ...t
Accumulated other comprehensive gain (10SS) ..........coo i

Total shareholders’ equity. ... ......... ... . i e
Total Liabilities and Shareholders’ Equity.......... ... ... .. ... ... ... .. .. ... ... .......

See notes to financial statements.
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January 1,

2006

January 2,
2005

(In thousands)

$ 9912 $ 28,717
26,735 28,930
3,072 2,038

— 137
614 1,233
2,130 1,159

42,463 62,214
13,451 6,795
87,062 67,066
16,248 15,433
46,088 41,096
3,360 2,024

152,758 125,619
10,640 6,093
6,852 4278
4,446 4,090
21,938 14,461

$230,610  $209,089

$ 8394 § 780
10,933 5,457
1,125 891
5,150 3,280
2,159 3,449
27,761 13,857
10,000 —
37,761 13,857

— 618
14,466 11,222
223 223

154,301 157,895
13,410 25,280
10,449 (6)
178,383 183,392

$230,610  $209,089




LAKES ENTERTAINMENT, INC. AND SUBSIDIARIES

Consolidated Statements of Loss

Years ended January 1, 2006, January 2, 2005 and December 28, 2003

Revenues:

License fee iNCOMe . ... ....ooii it e
Host fees, sponsorship and other.................................
Consulting and development fees ................................

Total Revenues .. ... ... e

Costs and Expenses:

Selling, general and administrative .. ........... ... ... oo,
Production COStS .. ......oouiii
Net impairment 10SSeS . ... .ovve ittt
Depreciation. .. ...t

Total Costs and Expenses ............ciiiiiinininennnn...
Net unrealized gain on notes receivable ............................

Loss From Operations . ........... .. .. ... .. .. .. .. . ...

Other Income (Expense):

Interest iNCOME . . . ...ttt e e
Interest expense, related party . ........ ... ... i
Legal settlement received. ........ ...
Other .o

Total other income, net . .......... ..ot

Loss before income taxes, equity in earnings (loss) of unconsolidated

investees and minority interest in net income (loss) of subsidiary .. ..
Income tax provision (benefit) .......... ... ... ... ... .. .. ...

Loss before equity in earnings (loss) of unconsolidated investees and

minority interest in net income (loss) of subsidiary ................
Equity in earnings (loss) of investees, net of tax .....................

Loss before minority interest ............... ... ... ... .. ... ......
Minority interest in net loss of subsidiary ...........................

Net oSS ...
Loss per share — basic and diluted ................................

Weighted average common shares outstanding — basic and diluted . . . ..

See notes to financial statements.
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2005

2004

2003

(In thousands, except per share data)

$ 14,887 $15785 $ 3,884
3,176 1,772 384
159 — —
18222 17,557 4,268
28,553 16,447 6,918
9,987 10,244 2,687
882 6,244 1,000
469 598 547
39,891 33,533 11,152
5,215 3,054 3,452
(16,454) (12,922)  (3,432)
1,631 775 632
(66) — —
11,250 —

(1) 40 158
1,564 12,065 790
(14,890) (857)  (2,642)
(1,161) 4042 (1,017)
(13,729)  (4,899)  (1,625)
8 748 (144)
(13,721)  (4,151)  (1,769)
1,851 110 —
$(11,870) $(4,041) $(1,769)
$ (0.53) $ (0.18) $ (0.08)
22,300 22,109 21,314




LAKES ENTERTAINMENT, INC. AND SUBSIDIARIES

Consolidated Statements of Comprehensive Loss
Years ended January 1, 2006, January 2, 2005 and December 28, 2003

2005 2004 2003
(In thousands)
Net LSS . ..o $(11,870) $(4,041) $(1,769)
Other comprehensive earnings (loss), net of tax:
Unrealized gains (losses) on securities:
Unrealized holding gains (losses) during the period............... 10,455 (6) —
Comprehensive Loss . .......... ... . ... ... $ (1,415) $(4,047) $(1,769)

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

Consolidated Statements of Shareholders’ Equity
Years ended January 1, 2006, January 2, 2005 and December 28, 2003

Balance, December 30, 2002 ... ...

Issuance of stock on options
exercised —mnet .............

Tax benefits from exercise of
common stock options .......

Netloss ..ot

Balance, December 28, 2003 ... ...
Other comprehensive loss, net of

Issuance of stock on options
exercised —mnet .............

Subsidiary stock options issued to
consultants and employees . . . .

Net proceeds from issuance of
common stock by subsidiary . .

Netloss ..o ..

Balance, January 2, 2005 .........

Other comprehensive earnings,
netoftax ..................

Issuance of stock on options
exercised —net.............

Subsidiary stock options issued to
consultants and employees . . . .

Net proceeds from issuance of
common stock by subsidiary . .

Expiration of repurchase
commitment of subsidiary
common shares .............

Net increase in minority interest
in subsidiary equity..........

Netloss ..ot
Balance, January 1, 2006 .........

Accumulated
Other
Additional Comprehensive Total
_ Common Stock Paid-in- Retained Earnings Shareholders’
Shares Amount Capital Earnings (Loss) Equity
(In thousands)

21,276 $213  $131,418 $ 31,090 — $162,721
198 2 567 — — 569
— — 306 — — 306
— _ —(1,769) — (1,769)

21,474 215 132,291 29,321 — 161,827
— — — — (6) (6)
779 8 3,576 — — 3,584
— — 1,574 — — 1,574
— — 20,454 — — 20,454
— — — (4,041) — (4,041)

22,253 223 157,895 25,280 (6) 183,392
— — — — 10,455 10,455
47 — 150 — — 150
— — 703 — — 703
— — 29 — — 29
— — 619 — — 619
— — (5,095) — — (5,095)
_ — —  (11,870) — (11,870)

22,300  $223  $154,301 $ 13,410 $10,449 $178,383
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LAKES ENTERTAINMENT, INC. AND SUBSIDIARIES

Consolidated Statements of Cash Flows
Years ended January 1, 2006, January 2, 2005 and December 28, 2003

2005 2004 2003
(In thousands)
OPERATING ACTIVITIES:
Nt 0SS oottt $(11,870) $(4,041) $(1,769)
Adjustments to reconcile net loss to net cash provided by (used in) operating activities:
Depreciation . . . oo\ttt 469 598 547
Stock-based compensation . .. ....... ...ttt 796 1,366 —
Net iImpairments L0SSES. . .. oottt et ettt e e e 882 6,244 1,000
Net unrealized gains on notes receivable ........... ... ... . ... i (5,215)  (3,054)  (3,452)
Minority interest in net income (loss) of subsidiary............................... (1,851) (110) —
Equity in (earnings) loss of unconsolidated investees. ............................. 8) (1,207) 244
Deferred INCOME tAXES . ..ottt ettt ettt et e e e (2,437) (555) 580
Change in valuation allowance related to deferred income taxes .................... — 6,455 —
Increases in operating (assets) and liabilities:
Accounts receivable ... ... (1,034)  (1,025) (922)
Prepaid eXPenses . .. ..ottt e 619 (825)  (1,584)
O heT oo (780) 694 (1,633)
Income taxes payable ... ... ... 5,476 (1,758) 970
Accounts payable ... ... .. 1,128 (80) 193
Deferred revenue . ... ...t 1,870 2,775 345
Other acCrued EXPENSES . . . .t v vttt ettt et e e e (1,056) 1,929 (3,294)
Net Cash Provided by (Used in) Operating ACtivities ............c..vieirrineennnean. (13,011) 7,406 (8,775)
INVESTING ACTIVITIES:
Short-term investments, purchases . ............. .. i (42,450)  (29,936) —
Short-term investments, sales/maturities .. ........... ottt 44,616 1,000 —
Proceeds from sale of land held under contract forsale.............................. 5,000 5,612 16,765
Purchase of land held under contract forsale ................ ... .. ..., — — (1,273)
Proceeds from sale of land held for development .............. ... .. ... ... .. ..... — — 15,000
Increases in long-term assets related to Indian casino projects ........................ (16,276) (16,386) (18,446)
Collection on receivable . .. .. ... ... i — — 2,482
Investments in INVESTEES . . .. .o ottt ettt et — (577) (859)
Proceeds from InVESLEES . .. .. ..ottt 850 1,683 —
Decrease in restricted cash. .. ... ... .. .. — — 5,906
Increase in restricted cash ........ .. 4) (244) —
Increases in other long-term assets . ... ........uutn et (1,107) (283) (363)
Purchase of property and equipment. .......... ... (6,573) (886) (77)
Net Cash Provided by (Used in) Investing Activities .............c.oo oo, (15,944) (40,017) 19,135
FINANCING ACTIVITIES:
Proceeds from issuance of common stock . ........ ... . ... 150 3,584 874
Net proceeds from issuance of common stock by subsidiary .......................... — 32,404 —
Proceeds from issuance of long-term debt ......... ... . ... .. ... . .. 10,000 — —
Net Cash Provided by in Financing ACtivities. . ...t 10,150 35,988 874
Net Increase (Decrease) in Cash and Cash Equivalents ........................... ... (18,805) 3,377 11,234
Cash and Cash Equivalents — Beginning of Period ......... ... ... ... ... .. ... ... ... 28,717 25,340 14,106
Cash and Cash Equivalents — End of Period........................................ $ 9912 $28,717  $25,340
SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION:
Cash paid during the period for:
TNCOME TAXES . . o oot ettt ettt e e e e e et e et e e e e $ 39 $§ 25 $ 6
Noncash investing and financing activities:
Capitalized television costs related to subsidiary stock options issued to consultants .... $ 117 $§ 208 § —
Acquisitions of long-term assets and advances related to Indian casino projects financed
by vendors with accounts payable ... .......... ... $ (5,743) $(1,047) $ 1,487
Acquisitions of property and equipment financed by vendors with accounts payable .... $ (743) $§ — § —

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

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
January 1, 2006, January 2, 2005 and December 28, 2003

1. Nature of Business and Summary of Significant Accounting Policies:

Lakes Entertainment, Inc., a Minnesota corporation (“Lakes” or the “Company’’), was established as a
public corporation on December 31, 1998, via a distribution (the “Distribution’) of its common stock, par
value $.01 per share (the “Common Stock™) to the shareholders of Grand Casinos, Inc. (“Grand Casinos”).

Lakes has development agreements for various Indian-owned casino properties and intends to manage
such casinos when applicable regulatory approvals have been received and other contingencies have been
satisfied. Lakes is also involved in other business activities, including development of a Company-owned
casino and the purchase/license or development of new table game concepts for licensing to other casinos. In
addition, as of January 1, 2006, Lakes owned approximately 62% of WPT Enterprises, Inc. (“WPTE”), a
separate publicly-held media and entertainment company principally engaged in the development, production
and marketing televised programming based on gaming themes, the licensing and sale of branded products,
the sale of corporate sponsorships and a recently-launched online gaming venture. Lakes’ audited consolidated
financial statements include the results of operations of WPTE, and in recent periods, all of Lakes’ revenues
have been derived from WPTE’s business.

Lakes, through various subsidiaries, has entered into the following contracts for the development and
management of new casino operations, all of which are subject to various regulatory approvals and in some
cases resolution of legal proceedings:

» Lakes has contracts to develop and manage The Foothill Oaks Casino to be built on the Rancheria of
the Shingle Springs Band of Miwok Indians (“Shingle Springs Tribe”) in El Dorado County,
California, adjacent to U.S. Highway 50, approximately 30 miles east of Sacramento, California (the
“Shingle Springs Casino”).

e Lakes has contracts to develop and manage the Four Winds Casino resort to be built on land placed
into trust for the Pokagon Band of Potawatomi Indians (“Pokagon Band”) in New Buffalo Township,
Michigan near Interstate 94. The casino location will be near the first Interstate 94 exit in southwestern
Michigan and approximately 75 miles east of Chicago (the “Pokagon Casino”).

» Lakes has contracts to develop and manage a casino to be built on the Rancheria of the Jamul Indian
Village (“Jamul Tribe”) located on State Highway 94, approximately 20 miles east of San Diego,
California (the “Jamul Casino™).

» Lakes has consulting agreements and management contracts with three wholly-owned subsidiaries of
the Pawnee Tribal Development Corporation (“Pawnee TDC” referred to collectively as the “Pawnee
Nation”) in connection with assisting the Pawnee Nation in developing, equipping and managing a
new casino and the Pawnee Nation’s Trading Post and Travel Plaza casino operations.

» Lakes has consulting agreements and management contracts with the lowa Tribe of Oklahoma (the
“Iowa Tribe”) in connection with developing, equipping and managing a new casino and the Tribe’s
existing Cimarron casino.

Use of estimates

The preparation of financial statements in conformity with accounting principles generally accepted in
the United States of America requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the
financial statements and the reported amounts of revenues and expenses during the reporting period. Actual
results could differ from those estimates, Significant estimates that are particularly susceptible to change
materially within the next 12 months relate to revenue and related cost recognition relative to television
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LAKES ENTERTAINMENT, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)
production activity, 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 a 52- or 53-week accounting period ending on the Sunday closest to December 31 of
each year. The Company’s fiscal years for the periods shown on the accompanying consolidated statements of
loss ended on January 1, 2006 (2005), January 2, 2005 (2004), and December 28, 2003 (2003).

Basis of presentation

The accompanying consolidated financial statements include the accounts of Lakes and its wholly owned
and majority-owned subsidiaries. An investment representing less than 50% of voting interests is accounted for
on the equity method. All significant intercompany balances and transactions have been eliminated in
consolidation.

Revenue recognition

License fee income:

Revenue from the domestic and international distribution of WPTE'’s television series is recognized as
earned under the following criteria established by the American Institute of Certified Public Accountants
Statement of Position (SOP) No. 00-2, Accounting by Producers or Distributors of Films:

 Persuasive evidence of an arrangement exists;

e The show/episode is complete, and in accordance with the terms of the arrangement, has been
delivered or is available for immediate and unconditional delivery;

 The license period has begun and the customer can begin its exploitation, exhibition or sale;

 The seller’s price to the buyer is fixed and determinable; and

Collectibility is reasonably assured.

Domestic television revenue is recognized upon the receipt and acceptance of completed episodes by the
Travel Channel, LLC (“TRV”) in accordance with the terms of the contract.

International television revenues for international distribution of the television series are recognized as
earned under the criteria of SOP 00-2, which is noted above. WPTE presents international distribution license
fee revenues net of the distributor’s fees.

Product licensing revenues are recognized when the underlying royalties from the sales of the related
products are earned. WPTE recognizes minimum revenue guarantees ratably over the term of the license or as
earned royalties based on actual sales of the related products, if greater.

Host fees, sponsorship and other:

Event hosting fees are paid by host casinos for the privilege of hosting the events and are recognized as the
episodes that feature the host casino are aired, and sponsorship revenues are recognized as the episodes that
feature the sponsor are aired.

Online gaming revenues are recognized monthly based on detailed statements received from
WagerWorks, WPTE’s online gaming service provider, for online poker and casino activity throughout the
previous month. In accordance with Emerging Issues Task Force (EITF) 99-19, WPTE presents online
gaming revenues gross of WagerWorks costs, including WagerWorks management fee, royalties, credit card
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LAKES ENTERTAINMENT, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

processing and chargebacks that are recorded as cost of revenues, since WPTE has the ability to adjust price
and specifications of the online gaming site, WPTE bears the majority of the credit risk and WPTE is
responsible for the sales and marketing of the gaming site. The company includes certain promotional
expenses related to free bets and deposit bonuses along with customer charge backs as deductions of revenue.
All other promotional expenses are generally recorded as sales and marketing expenses.

Deferred revenue

Licensing advances and guaranteed payments collected, but not yet earned by WPTE, as well as host fee
and sponsorship receipts, collected prior to the airing of episodes, are classified as deferred revenue in the
accompanying balance sheets. Deferred revenue is derived from three primary sources: Domestic Television,
Product Licensing and Host Fees. Deferred revenue represents advanced payments received from TRV and
product licensees, and deposits paid by casinos in order to secure a poker tournament date with the World
Poker Tour as a host site. Deferred revenue was approximately $5.2 million and $3.3 million at January 1,
2006 and January 2, 2005, respectively.

Minority interest in subsidiary

As of January 1, 2006, the $14.5 million minority interest balance on the accompanying balance sheet
represents an approximately 38% outside ownership interest in WPTE.

Common shares subject to repurchase

In 2004, WPTE inadvertently violated certain securities laws in connection with its initial public offering
that could have required WPTE to repurchase shares sold in the offering, and the proceeds from the sale of
these shares were reported on the balance sheet at approximately $0.6 million as of January 2, 2005 as a
liability. However, in 2005, WPTE’s repurchase obligation with respect to such shares expired, and these
proceeds have since been reclassified as permanent equity.

Cash equivalents

Cash equivalents consist of money market funds and other highly liquid instruments with original
maturities of three months or less.

Short-term investments

The Company follows the provisions of Statement on Financial Accounting Standards (SFAS) No. 115,
Accounting for Certain Investments in Debt and Equity Securities and has classified all of its investments as
available for sale, whereby investments are reported at fair value, with unrealized gains and losses reported as a
component of accumulated other comprehensive earnings (loss), net of income taxes, in the accompanying
statements of comprehensive earnings (loss). Market value is determined by the most recently traded price of
the security at the balance sheet date. Net realized gains or losses are determined on the specific identification
cost method.

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 investment securities have been
determined using values supplied by independent pricing services. The carrying amount of debt approximates
its fair value at January 1, 2006 based upon other available financing.

Notes receivable from Indian tribes are carried at estimated fair value determined as described below in
the accounting policy under the heading “Long-term assets related to Indian casino projects.”
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LAKES ENTERTAINMENT, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Deferred television costs

WPTE accounts for its television costs pursuant to SOP No. 00-2. Television costs include capitalizable
direct costs, production overhead and development costs and are stated at the lower of cost or net realizable
value based on anticipated revenue. Production overhead costs include costs that are directly related to
production and are incremental costs. These costs primarily include office facilities and insurance related to
production. Production overhead office facilities costs are determined based on percentage of space used and
are allocated to television costs based on number of episodes. Production overhead insurance costs are
allocated to television costs based on number of episodes. WPTE has not currently anticipated any revenues in
excess of those subject to existing contractual relationships. Capitalized television production costs for each
episode are expensed as revenues are recognized upon delivery and acceptance of the completed episode.

Property and equipment

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

Building . ... oo 40 years
Leasehold improvements . .. ....ouu ittt e 6 years
Furniture and equipment .. ... it 2-10 years

In the case of leasehold improvements, estimated useful lives are limited to the term of the lease,
including period covered by renewal options considered likely to be exercised.

Long-term assets related to Indian casino projects
Notes receivable:

Lakes is involved as the exclusive developer and manager of Indian-owned casino projects. The Company
has formal procedures governing its evaluation of opportunities for potential development projects that it
follows before entering into agreements to provide financial support for the development of these properties.
Lakes determines that there is probable future economic benefit prior to recording any asset related to the
Indian casino project. No asset related to an Indian casino project is recognized unless it is considered
probable that the project will be built and result in an economic benefit to Lakes sufficient to recover the asset.
Lakes initially evaluates the following six factors involving 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?
e Has the Department of the Interior put the land into trust for purposes of being used as a casino site?

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

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

» Do other legal and political obstacles exist that could block development of the project and, if so, what
is the likelihood of the tribe successfully prevailing?
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LAKES ENTERTAINMENT, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

In addition to the above factors, Lakes also considers economic and qualitative factors affecting Lakes’
future economic benefits from the project, including the following:

* An evaluation by Company 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;

o The structure and stability of the tribal government;

o 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

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

The development phase of each relationship commences with the signing of the respective contracts and
continues until the casinos open for business; thereafter, the management phase of the relationship, governed
by the management contract, continues for a period of up to seven years. Lakes, as developer and manager,
has the exclusive right and obligation to develop, manage, operate and maintain the casino and to train tribal
members and others in the operation and maintenance of the casino during the term of the contract. The
Company also makes advances to the tribes to fund certain portions of the projects, which bear interest
generally at prime plus 1% or 2%. Repayment of the advances and accrued interest is only required if the
casino is successfully opened and distributable profits are available from the casino operations. Under the
management contract Lakes typically earns a management fee calculated as a percentage of the net income of
the operations. In addition, repayment of the loans and the manager’s fees under the management contracts
are subordinated to certain other financial obligations of the respective operations. Generally, the order of
priority of payments from the casinos’ cash flows is as follows: a certain minimum monthly priority payment to
the tribe, repayment of various senior debt associated with construction and equipping of the casino with
interest accrued thereon, repayment of various debt with interest accrued thereon due to Lakes, management
fee to Lakes, and other obligations, with the remaining funds distributed to the tribe.

The Company accounts for its advances to the tribes and its management contracts as separate elements.
The advances made to the tribes are accounted for as 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 Structured Notes (EITF No. 96-12). Because repayment of the notes is required only if
a casino is successfully opened, Lakes’ advances may be at risk for reasons other than failure of the borrower
to pay the contractual amounts due because if the casinos are not built the amounts due will not become
contractually due. Accordingly, pursuant to the guidance in EITF No. 96-12, Lakes records its advances to
tribes at estimated fair value. Because the stated rate of the notes receivable alone is not commensurate with
the risk inherent in these projects, the estimated fair value of the notes receivable is generally less than the
amount advanced. At the date of each advance, the difference between the estimated fair value of the note
receivable and the actual amount advanced is recorded as an intangible asset related to the acquisition of the
management contract. Subsequent to the initial recording, the two assets are accounted for separately.

Subsequent to its initial recording at estimated fair value, the note receivable portion of the advance is
adjusted to its current fair value at each balance sheet date based on current assumptions related to the
projects. The notes receivable are not adjusted to an amount in excess of the contractual amount due. Changes
in estimated fair value are recorded as unrealized gains or losses on notes receivable in the Company’s
statement of operations.

The determination of estimated fair value requires that assumptions be made and judgments be applied
regarding casino opening dates, interest rates, discount rates and probabilities of the projects opening based on
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LAKES ENTERTAINMENT, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

a review of critical milestones. If casino opening dates, interest rates, discount rates or the probabilities of the
projects opening change significantly, the estimated fair value of the related note receivable is adjusted
accordingly and the Company could experience unrealized gains or losses that could be material.

Upon opening of the casino Lakes may conclude that it is no longer reasonably possible that the advances
to Indian tribes would be at risk to not be repaid for reasons other than failure of the borrower to pay the
contractual amounts due. In such situations, the notes receivable will be accounted for under the effective
interest method upon opening of the casino and will no longer be adjusted to fair value at each balance sheet
date. Any difference between the then fair value of the advances and the amount contractually due under the
notes will 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 Statement of Financial Accounting Standards
No. 114 “Accounting by Creditors for Impairment of a Loan.”

Intangible assets related to acquisition of management contracts:

Intangible assets related to the acquisition of the management contracts are accounted for using the
guidance in Statement of Financial Accounting Standards No. 142 Goodwill and Other Intangible Assets
(FASB No. 142). Pursuant to that guidance, the assets are periodically evaluated for impairment based on the
estimated cash flows from the 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 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. Lakes, in accordance with FASB No. 142, will amortize the
intangible assets related to the acquisition of the management contracts under the straight-line method over
the lives of the contracts which will commence when the related casinos open. In addition to the intangible
asset associated with the cash advances to tribes described above, these assets include actual costs incurred to
acquire Lakes’ interest in the projects from third parties.

Land held for development

Included in land held for development is land held for possible transfer to Indian tribes for use in certain
of the future casino resort projects. In the event that this land is not transferred to the tribes, the Company can
sell it. Lakes evaluates these assets for impairment in combination with intangible assets related to acquisition
of management 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. These amounts will
ultimately be allocated between notes receivable and intangible assets related to the acquisition of manage-
ment 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.

In addition, Lakes incurs certain 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.
Stock based compensation

At January 1, 2006, Lakes has stock-based employee and directors’ compensation plans (see Note 11)
and WPTE has one stock-based employee compensation plan. To date, the Company has accounted for those
plans under the recognition and measurement principles of APB Opinion No. 25, Accounting for Stock Issued
to Employees, and related Interpretations. Compensation expense for stock option grants issued to employees
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is recorded to the extent the fair market value of the stock on the date of grant exceeds the option price.
Compensation expense for restricted stock grants is measured based on the fair market value of the stock on
the date of grant. The compensation expense is amortized ratably over the vesting period of the awards.

The Company accounts for equity-based consultant compensation according to the recognition and
measurement principles of EITF 96-18, Accounting for Equity Instruments that are Issued to Other Than
Employees for Acquiring, or in Conjunction with Selling, Goods or Service (EITF 96-18) and Statement of
Financial Accounting Standards No. 123, Accounting for Stock-Based Compensation (SFAS No. 123).
Compensation expense for stock option grants issued to consultants is recorded at the fair market value of the
options at the measurement date, defined as the date the options vest and services have been provided.

All stock-based consultant compensation expenses are capitalized television costs of WPTE and are
included as costs of revenue upon delivery and acceptance of completed episodes.

The following table illustrates the effect on net income and earnings per share if the Company had
applied the fair value recognition provisions to stock-based employee compensation (in thousands, except per
share data).

2005 2004 2003
Net loss:
Asreported ... $(11,870) $(4,041) $(1,769)
Less: total stock-based compensation expense determined
under the fair value method, net of related tax effects. . ... (4,118)  (2,346)  (1,652)
Proforma....... ..o $(15,988) $(6,387) $(3,421)
Net loss:
As reported — basic and diluted . ........ ... ... ... ... ... $ (0.53) $ (0.18) $ (0.08)
Pro forma — basic and diluted .......................... $ (0.72) $ (0.29) $ (0.16)
Weighted average fair value of Lakes’ options granted ...... $ 793 $ 514 0§ 432
Weighted average fair value of WPTE options granted ... ... $ 877 $ 552 § 0.63

Compensation expense of $0.8 million and $1.2 million in 2005 and 2004, respectively related to stock
options issued to consultants has not been included in the tables above as these options are already recorded at
fair market value and included in the reported net loss.

The fair value of each award under the option plans is estimated on the date of grant using the Black-
Scholes option-pricing model. The following assumptions were used to estimate the fair value of options:

Lakes’ stock options:

2005 2004 2003
Risk-free interest rate ........... ..ot 4.47% 4.24% 4.27%
Expected life........ ... i 10 years 10 years 10 years
Volatility . ..o 62.7% 67.66% 42.47%

Dividend yield. ........ ... .. — — —
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WPTE stock options:

2005 2004 2002*
Risk-free interest rate ...t 4.04% 4.05% 4.49%
Expected life...... ... 0o S years 5 years 5 years
Expected dividend yield............. ... .. ... . .. — — —
Annualized volatility ........ ... ... .. i 99.30%  46.13% —

* No WPTE options were granted in 2003.

In December 2004, the FASB issued Statement of Financial Accounting Standards No. 123 (revised
2004), Share-Based Payment (SFAS No. 123(R)), which amends FASB Statement No. 123 and supersedes
APB Opinion No. 25, Accounting for Stock Issued to Employees. SFAS No. 123(R) requires all companies to
measure compensation expense for all share-based payments (including employee stock options) at fair value
and recognize the expense over the related service period. Additionally, excess tax benefits, as defined in
SFAS No. 123(R), will be recognized as an addition to paid-in capital and will be reclassified from operating
cash flows to financing cash flows in the consolidated statements of cash flows. SFAS No. 123(R) will be
effective for fiscal year 2006 beginning on January 2, 2006. Depending on the transitional option selected by
management, there could be a retroactive effect on the Company’s financial statements of adopting the new
standard. However, we are continuing to evaluate the effect that SFAS No. 123 (R) will have on our financial
position and results of operations.

Income taxes

The Company accounts for income taxes under the provisions of Statement of Financial Accounting
Standards No. 109, Accounting for Income Taxes (SFAS No. 109). Under this method, 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 tax consequences of events recognized in the current year’s
consolidated financial statements are included in determining income taxes currently payable. However,
because tax laws and financial accounting standards differ in their recognition and measurement of assets,
liabilities, equity, revenue, expenses, gains and losses, differences arise between the amount of taxable income
and pretax financial income for a year and between the tax bases of assets or liabilities and their reported
amounts in the consolidated financial statements.

Because it is assumed that the reported amounts of assets and liabilities will be recovered and settled,
respectively, a difference between the tax basis of an asset or a liability and its reported amount in the balance
sheet will result in a taxable or a deductible amount in some future years when the related liabilities are settled
or the reported amounts of the assets are recovered, hence giving rise to deferred tax assets and liabilities. The
Company must then assess the likelihood that deferred tax assets will be recovered from future taxable income
and, to the extent management believes that recovery is not likely, they must establish a valuation allowance.
The Company recorded a 100 percent valuation allowance against all deferred income tax assets as of
January 1, 2006 and January 2, 2005 except for deferred tax assets related to unrealized investment losses and
carryovers (see Note 10).

Advertising

Advertising costs of approximately $1.6 million were expensed as incurred and included in selling, general
and administrative expenses in 2005, and such costs were nominal in 2004 and 2003, respectively.
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Litigation costs

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

Stock split

During April of 2004, the Company’s Board of Directors declared a two-for-one stock split, payable in the
form of a 100% stock dividend on outstanding common stock. The stock dividend was paid on May 3, 2004 to
shareholders of record as of April 26, 2004. All share and per share data reflected in the accompanying
consolidated financial statements has been retroactively restated to give effect to the stock split.

Loss per share

For all periods, basic loss per share (EPS) is calculated by dividing net loss by the weighted average
common shares outstanding. Diluted EPS reflects the effect of all potentially dilutive common shares
outstanding by dividing net loss by the weighted average of all common and potentially dilutive shares
outstanding. Stock options that could potentially dilute earnings (loss) per share in the future of 5,307,626,
5,193,676 and 4,326,602 shares in 2005, 2004 and 2003, respectively, were not included in the computation of
diluted loss per share because the effects would have been anti-dilutive for the periods presented.

Concentrations of credit rvisk (see Note 12 for other concentrations)

The financial instruments that subject the Company to concentrations of credit risk consist principally of
long-term assets related to Indian casino projects in the form of notes receivable due from Indian tribes (See
Note 4). The notes receivable are primarily with the Pokagon Band, the Shingle Springs Tribe and the
Jamul Tribe. Lakes manages this risk by evaluating the feasibility of the projects, including likelihood the
project will open and be financially successful, before making advances to the Indian tribes. In the event these
obligations become uncollectible, the maximum losses to be sustained would be the carrying value of the notes
plus the net carrying value of the unamortized intangible assets. (See also Note 14 regarding commitments for
future advances.)

Reclassifications

Certain amounts in the 2004 and 2003 consolidated financial statements have been reclassified to
conform to the 2005 presentation.

Managements’ Financial Plans

During 2006, Lakes’ corporate costs, excluding WPTE which is not expected to require additional capital
from Lakes, will approximate $19 million, which includes approximately $4.0 million of interest related to the
financing facility entered into on February 15, 2006. Development project-related costs are expected to
approximate $40 million during 2006 and include approximately $25 million related to the Pokagon project as
construction is estimated to begin in mid 2006. Lakes’ cash balance, excluding WPTE cash, was approxi-
mately $8.2 million as of January 1, 2006. Additionally, the Company may be required to pay taxes up to
approximately $12 million plus interest and penalties in fiscal 2006 related to two tax matters.

In December 2005, Lakes obtained a $20 million financing facility from the Lyle Berman Family
Partnership (“Partnership”) and received a $10 million draw on this facility on December 16, 2005 (see
Note 9). On February 15, 2006 (see Note 18), Lakes closed on a $50 million financing facility with an
affiliate of Prentice Capital Management, LP. An initial draw of $25 million was made under the facility,
another $10 million is immediately available under the facility and the remaining $15 million can be drawn in
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$5 million increments subject to the satisfaction of certain conditions. All amounts drawn against the facility
will be repayable within three years. Approximately $10.2 million of the initial draw was used to repay in full
the loan from the Partnership.

Lakes will require additional capital through either public or private financings to meet operating
expenses and development project-related costs during fiscal 2006 and the Company is currently considering
various financing alternatives. The Company believes the assets of Lakes provide sufficient collateral to obtain
the necessary financing. The assets of Lakes include, in addition to the long-term assets related to Indian
casino projects, common shares of WPTE that have an estimated fair value of over $83.5 million as of
February 27, 2006. This estimated value is based on the public trading price, which may not be indicative of
what Lakes could realize in a sale of its shares. The Company believes the shares of WPTE could be the
source or part of the collateral for additional financing.

2. WPT Enterprises, Inc. initial public offering

In 2004, the Securities and Exchange Commission declared effective a registration statement of WPTE
that registered the offer and sale of up to 4,000,000 shares of WPTE common stock, at $8.00 per share, in
WPTE’s initial public offering and an additional 600,000 shares of WPTE common stock that were sold by the
underwriters involved in the offering exercise related to their over-allotment option. Proceeds from the sale of
the 4,600,000 shares were $32.4 million, net of estimated offering expenses and underwriting discounts. These
proceeds were used to expand WPTE’s entertainment production business and for its working capital. There
were no selling shareholders participating in the offering. Net proceeds in excess of the amount allocated to
minority interest have been reflected as additional paid-in-capital in the Company’s financial statements.
Lakes did not recognize a gain on this transaction.

In connection with WPTE’s initial public offering on August 9, 2004, WPTE issued to its lead
underwriter, a warrant to purchase up to a total of 400,000 shares of common stock at an exercise price of
$12.80 for a period of four years. The warrant was not exercisable during the first year after the date of the
offering and remains outstanding. The value attributable to the warrants was considered in the determination
of net proceeds of the offering.

As of January 1, 2006, Lakes’ consolidated balance sheet included unrestricted cash and cash equivalents
and short-term investment balances of $36.6 million. Included in this amount was WPTE cash and cash
equivalents and short-term investments of $28.4 million.

3. Short-term investments

As of January 1, 2006, the cost, gross unrealized gains and losses and fair value of short-term investments
were as follows (in thousands):

Gross Gross

Unrealized Unrealized Fair

Cost Gains Losses Value
U.S. treasury and agency securities .............. $ 8,766 $— $ (89) §$ 8,677
Certificates of deposit .................coovn... 155 — (1) 154
Short-term municipal bonds . ................... 7,900 — — 7,900
Corporate bonds .............. ... ... .. L 10,072 = (68) 10,004
$26,393 $— $(158) $26,735

89



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

As of January 2, 2005, the cost, gross unrealized gains and losses and fair value of short-term investments
were as follows (in thousands):

Gross Gross

Unrealized Unrealized Fair

Cost Gains Losses Value
U.S. treasury and agency securities .............. $13,161 $13 $(23) $13,151
Certificates of deposit ................. ... ... 155 — (1) 154
Short-term municipal bonds .................... 14,625 — — 14,625
Corporate preferred securities .. ................. 1,000 = — 1,000
$28,941 $13 $(24) $28,930

All of the investments with unrealized losses had been in a loss position for less than one year and are not
considered to be other-than-temporarily impaired.

4. Long-term assets related to Indian casino projects — Notes receivable

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

Indian casino projects under development:

Shingle
Pokagon Springs Jamul Nipmuc Other Total
Balance as of December 30, 2002 ....... $30,194 $ 7,899 $ 6,599 $ 561 $ 291  $45,544
Total advances during fiscal 2003 ..... 2,260 10,393 2,844 819 3 16,319
Allocation to intangible asset related to
management contract.............. (1,580)  (5,075)  (1,148) (712) — (8,515)
Changes in estimated fair value ....... 1,497 1,382 515 45 13 3,452
Balance as of December 28, 2003 ....... $32,371  $14,599 §$ 8810 $ 713 $ 307 $56,800
Total advances during fiscal 2004 ... .. 2,820 8,648 2,131 472 20 14,091
Allocation to intangible asset related to
management contract.............. (1,413) (4,160) (891) (410) (5) (6,879)
Changes in estimated fair value ....... 2,153 2,688 (705) (775) (307) 3,054
Balance as of January 2, 2005 .......... $35931 $21,775 $9345 §$§ — % 15 $67,066
Total advances during fiscal 2005 ... .. 1,894 4,829 2,391 — 4,453 13,567
Total advances and project costs
incurred related to the Kickapoo
contract during fiscal 2005 ......... 6,251 6,251
Allocation to intangible asset related to
management contract.............. (752) (2,057) (1,083) — (1,145) (5,037)
Changes in estimated fair value ....... 6,955 2,003 2,304 — (6,047) 5,215
Balance as of January 1, 2006 .......... $44,028  $26,550 $12957 $ — $ 3,527  $87,062

The key assumptions and criteria used in the determination of the estimated fair value of the notes
receivable are estimated casino opening date, projected interest rates, discount rates and probability of projects
opening. The estimated casino opening date used in the valuation 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. The projected interest rates are based upon the one year U.S. Treasury Bill spot
yield curve per Bloomberg and the specific assumptions on contract term, stated interest rate and casino
opening date. The discount rate for the projects is based on the yields available on certain financial
instruments at the valuation date, the risk level of equity investments in general, and the specific operating
risks associated with open and operating gaming enterprises similar to each of the projects. In estimating this
discount rate, market data of other public gaming related companies is considered. The probability applied to
each project is based upon a weighting of four different scenarios with the fourth scenario assuming the casino
never opens. The first three scenarios assume the casino opens but applies different opening dates as discussed
above. The probability weighting applied to each scenario captures 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 terms and assumptions used to value the notes receivable at fair value are as follows by Indian casino
project (dollars in thousands):

Pokagon Band:

As of January 1, 2006 As of January 2, 2005 As of December 28, 2003
Face value of note (principal
and interest) .............. $61,827 $55,747 $50,054
$(46,445 principal and  $(44,550 principal and ~ $(41,729 principal and
$15,382 interest) $11,197 interest) $8,325 interest)

Stated interest rate, not to
exceed 10% (prime plus 1%) 8.25% 6.25% 5.0%

Estimated months until casino
opens (weighted average of

three scenarios) ........... 32 months 33 months 34 months
Projected interest rate until

casino opens .............. 8.2% 6.8% 6.4%
Projected interest rate during

the loan repayment term.... 8.2% 8.2% 9.0%
Discount rate ............... 15% 15% 15%
Repayment terms of note . . ... 60 months 60 months 60 months

Probability rate of casino
opening (weighting of four
SCENArios) . ............... 90% 75% 70%

Approximately $24.1 million of the loans due from the Pokagon Band were used by the Pokagon Band to
purchase real property comprising the project site. The Company’s first deed of trust against the gaming land
portion of this property (except for a small parcel worth approximately $0.3 million) was relinquished when
the BIA placed the land into trust in January 2006. The Company still holds a deed of trust against the non-
gaming land which has a cost basis of approximately $13.2 million.

The estimated probability rate was increased from 75% to 90% in fiscal 2005, due to an evaluation of all
critical milestones and due to the favorable federal judge ruling issued in March 2005 that will allow the land
to be taken into trust by the Federal Government. Subsequently the Taxpayers of Michigan Against Casinos
(“TOMAC”) filed for an appeal. The appeal hearing date was held on December 8, 2005. On January 6,
2006, the United States Court of Appeals for the District of Columbia Circuit ruled in favor of the Pokagon
Band by affirming the Federal District Court’s grant of summary judgment in the lawsuit by the Taxpayers of
Michigan Against Casinos (TOMAC) versus the U.S. Department of the Interior. On January 27, 2006, the
Federal Government took official action to acquire the Pokagon Band’s 675-acre parcel of land in New
Buffalo Township, Michigan, into trust for the Pokagon Band. This official action by the Department of the
Interior paves the way for the Pokagon Band to move forward with their Four Winds Casino Resort project.
TOMAC has 90 days from the date of the decision to Petition the U.S. Supreme Court to review the decision.

Due to the delay related to this litigation the weighted average estimated casino opening date was
extended from October 2007 to September 2008 during the year ended January 1, 2006.
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Shingle Springs Tribe:

As of January 1, 2006 As of January 2, 2005 As of December 28, 2003
Face value of note (principal
and interest) .............. $46,446 $38,156 $27,252
$(37,905 principal and  $(33,076 principal and  $(24,428 principal and
$8,541 interest) $5,080 interest) $2,824 interest)

Stated interest rate (prime plus
29) 9.25% 7.25% 6.0%

Estimated months until casino
opens (weighted average of

three scenarios) ........... 37 months 36 months 37 months
Projected interest rate until

€asino opens .............. 9.2% 7.9% 7.6%
Projected interest rate during

the loan repayment term.... 9.1% 8.7% 9.6%
Discount rate ............... 15% 15% 15%
Projected repayment terms of

note® ... L. 24 months 24 months 24 months

Probability rate of casino
opening (weighting of four
SCENArios) . ......ovueen... 70% 70% 65%

* Payable in varying monthly installments based on contract terms subsequent to the casino opening.

As a result of delays related to litigation surrounding access to the reservation via an interchange, the
weighted average estimated casino opening date was extended from January 2008 to February 2009 during the
year ended January 1, 2006.

The most significant milestone yet to be achieved for this project is commercial access to the reservation
on which the casino will be built. The Shingle Springs Tribe received state regulatory approval of a necessary
interchange to access the tribal land during 2002. Neighboring El Dorado County and another local group
commenced litigation in Federal and State Courts against the California regulatory agencies attempting to
block the approval of the interchange. During January of 2004, the California Superior Court ruled in favor of
California Department of Transportation (“CalTrans”) on all of El Dorado County’s claims challenging
CalTrans’ environmental review of the proposed casino project except that the court asked for clarification on
one issue. The one remaining issue in the state case questions the state standards for ozone requirements of all
of CalTrans projects throughout California. El Dorado County, Voices for Rural Living, CalTrans and the
Shingle Springs Tribe filed an appeal and oral arguments on these appeals were heard in August 2005.

In November 2005, the California Court of Appeal (“Court”) issued its decision on these appeals. The
Court ruled in favor of CalTrans’ appeal, rejecting the EI Dorado County’s argument that the transportation
conformity analysis did not conform to state standards. The Court also rejected all but two of the legal claims
asserted in the appeal by El Dorado County and Voices for Rural Living against the environmental impact
report (“EIR”) prepared by CalTrans for the interchange that will connect Highway 50 to the Shingle Springs
Rancheria. For the remaining two issues, the Court held that CalTrans must supplement its environmental
analysis by adding some discussion to the air quality chapter to further explain the project’s contribution to
overall vehicular emissions in the region, and that CalTrans also must evaluate whether a smaller casino and
hotel would reduce environmental impacts. The Court acknowledged CalTrans lacks jurisdiction to require the
Tribe to develop a smaller casino, but nevertheless required some discussion of this alternative in the
interchange EIR. On December 19, 2005, CalTrans filed a Petition for Review with the Supreme Court of the
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State of California, and on February 8, 2006 the Supreme Court denied the Petition for Review and ordered

the Court of Appeals decision to be depublished. CalTrans is preparing the necessary additional information as
requested by the Court for the two issues described above.

In January 2005, Lakes received a favorable ruling from the federal court on all federal issues with
respect to the casino development planned by the Shingle Springs Tribe. The federal favorable ruling related
to the project is being appealed by El Dorado County.

Jamul Tribe:

As of January 1, 2006 As of January 2, 2005 As of December 28, 2003
Face value of note (principal
and interest) .............. $21,247 $17,306 $14,163
$(16,858 principal and  $(14,467 principal and  $(12,236 principal and
$4,389 interest) $2,839 interest) $1,927 interest)

Stated interest rate (prime plus
2%) 9.25% 7.25% 6.0%

Estimated months until casino
opens (weighted average of

three scenarios) ........... 34 months 36 months 36 months
Projected interest rate until

casino opens .............. 9.2% 7.9% 7.6%
Projected interest rate during

the loan repayment term.... 9.2% 8.7% 9.6%
Discount rate ............... 15% 15% 15%
Repayment terms of note* .... 84 months 84 months 12 months

Probability rate of casino
opening (weighting of four
SCENArios) . ............... 80% 75% 75%

* The contract was amended in October 2004, which changed the repayment terms of the notes to seven
years.

As a result of delays related to getting land contiguous to the reservation placed into trust, the weighted
average estimated casino opening date was extended from January 2008 to November 2008 during the year
ended January 1, 2006. The probability rate was increased from 75% at January 2, 2005 to 80% at January 1,
2006 as a result of the Jamul Tribe and Lakes formally announcing plans to build the casino on the
approximate six acres of reservation land held by the Jamul Tribe. Reservation land qualifies for gaming
without going through a land in trust process.
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Nipmuc Tribe:

As of January 1, 2006 As of January 2, 2005 As of December 28, 2003
Face value of note (principal
and interest) ............ $7,0068 $6,513 $5,295
$(5,461 principal and  $(5,461 principal and  $(4,634 principal and $661
$1,607 interest) $1,052 interest) interest)
Stated interest rate (prime
plus 2%) ... ... 9.25% 7.25% 6.0%
Months until casino opens. . . 72 months
Projected interest rate
until casino opens .......... 8.7%
Projected interest rate during
the loan repayment term . . 10.8%
Discount rate.............. 33%
Repayment terms of note ... 60 months
Probability rate of casino
opening ................ 65%

During the second quarter of 2004, the BIA issued its final determination denying the Nipmuc Nation’s
application for federal recognition. Although the Nipmuc Nation is appealing the determination with the BIA,
Lakes made a decision to discontinue funding the project. Lakes recorded an unrealized loss on notes
receivable of $0.8 million during the second quarter of 2004 related to the fair value of the note receivable
from the Nipmuc Nation. Lakes also recorded an impairment charge of $5.8 million during the second quarter
of 2004 related to other long-term assets related to the Nipmuc Nation Indian casino project. As further
background, the Nipmuc Nation is a state-recognized tribe. In January 2001, the Nipmuc Nation received a
draft, preliminary factual finding from the Assistant Secretary — Indian Affairs (““AS-IA”) that the
Nipmuc Nation was entitled to federal recognition. Based on these facts, as well as the Company’s evaluation
of 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, and the nature of the
business opportunity, Lakes entered into a development and management contract with the Nipmuc Nation in
July 2001. The January 2001 draft, preliminary factual finding from the AS — IA indicated that the
Nipmuc Nation was entitled to federal recognition, however, it did not have the approval of the Office of the
Solicitor of the Department of Indian Affairs, as required, and the Office of the Solicitor had approved the
recommendation of the BIA, which recommended a proposed negative finding. In September 2001, the
Nipmuc Nation received the official proposed negative finding, as evidenced by its publication in the
October 1, 2001 Federal Register. As required under law, the Nipmuc Nation was permitted to challenge the
proposed negative finding, which the Nipmuc Nation chose to do. The Nipmuc Nation engaged consultants
and advisors, including the former Senior Historian for the BIA Branch of Acknowledgement and Research to
assist them in submitting a formal response in September 2002. The response was organized in a manner to
address the four remaining deficiencies outlined in the BIA’s published proposed negative finding. Indications
to Lakes from the Nipmuc Nation and its consultants and advisors throughout the process of preparing the
response were positive about obtaining a reversal of the proposed negative finding. Based on this analysis, the
Company believed that, notwithstanding the proposed negative finding, the Nipmuc Nation would likely be
granted federal recognition based on additional genealogical data and other information submitted by the tribe
to the BIA for reconsideration. During the second quarter of 2004, however, the BIA issued its final
determination denying the Nipmuc Nation’s application for federal recognition. Should the Nipmuc Nation
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become federally recognized and open and operate a casino successfully (with or without Lakes’ assistance)
Lakes is entitled to receive payment in full of its notes receivable and deferred interest.

Other notes receivable from Indian tribes:

Included in other notes receivable from Indian tribes are amounts advanced under agreements with the
Iowa Tribe and Pawnee Tribe. Additionally, included in other in the above table for fiscal 2005 are amounts
related to consulting agreements and management contracts entered into by Lakes with the Kickapoo Tribe
effective January 2005 to improve the performance of the gaming operations conducted at the Kicka-
poo Tribe’s existing Lucky Eagle Casino in Eagle Pass, Texas, located approximately 140 miles southwest of
San Antonio. During the third quarter of fiscal 2005 the Company’s relationship with the Kickapoo Tribe
deteriorated and in November 2005, Lakes and the Kickapoo Tribe terminated their business relationship.
Lakes recognized an impairment charge of $0.1 million related to the intangible asset related to the acquisition
of the management contract during the third quarter of fiscal 2005. In addition during fiscal 2005, the
Company recorded an unrealized loss on notes receivable of $6.2 million related to the Kickapoo project.
Included in the $6.2 million are unrealized losses of approximately $3.9 million related to project costs
incurred that Lakes may be required to pay as a result of the terminated relationship, and approximately
$2.3 million related to advances made by Lakes on the note receivable from the Kickapoo Tribe. As of
January 1, 2006, Lakes owns approximately 18 acres of land near the Kickapoo site with a cost basis of
approximately $0.7 million.

The Company is negotiating with the Kickapoo Tribe to resolve all of the financial terms of the contracts
including repayment of the advances, payment of unpaid project costs incurred, a sale of the land owned by
Lakes to the Kickapoo Tribe, and to formally terminate the gaming operations consulting agreement,
management contract, and related ancillary agreements relating to the project.

Although various litigation and regulatory issues have caused delays to the Company’s remaining
development projects, management believes it is probable that these pending projects will ultimately be
completed and no additional impairments have been recorded.

5. Long-term assets related to Indian casino projects — Intangible assets related to the acquisition of
management contract

These intangible assets are related to the acquisition of the management contracts and are periodically
evaluated for impairment after they are initially recorded as described in Note 1. They include portions of
advances to tribes allocated to these management contracts and approximately $5.4 million of additional costs
incurred to acquire Lakes’ interest in the management contracts from third parties as of January 1, 2006 and
January 2, 2005.
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Information with respect to the intangible assets related to the acquisition of management contracts
account activity by project is summarized as follows, (in thousands):

Shingle
Pokagon Springs Jamul Nipmuc Other Total
Balance as of December 30, 2002 ........ $14,550 $ 6,462 $3,751 $ 3407 $§ — $28,170
Payments to third parties for acquisition
of management contract and other ... 61 1,001 999 — — 2,061
Allocation of advances made to Indian
tribes ... 1,580 5,075 1,148 712 — 8,515
Balance as of December 28, 2003 ........ $16,191  $12,538 $5,898 $ 4,119 § —  $38,746
Payments to third parties for acquisition
of management contract and other ... — — — — — —
Allocation of advances made to Indian
tribes ... 1,413 4,160 891 410 5 6,879
Impairment loss ..................... — — — (4,529) — (4,529)
Balance as of January 2, 2005 ........... $17,604 $16,698 $6,789 $ — § 5  $41,096
Payments to third parties for acquisition
of management contract and other ... — — — — 49 49
Allocation of advances made to Indian
tribes ... 752 2,057 1,083 — 1,145 5,037
Impairment loss ..................... — — — — (94) (94)
Balance as of January 1, 2006 ........... $18,356  $18,755 $7.872 $ — $1,105  $46,088

Lakes will amortize the intangible assets related to the acquisition of the management contracts under
the straight-line method over the lives of the contracts in accordance with FASB No. 142, which will
commence when the related casinos open. There has been no amortization expense to date related to these
intangible assets. Based on current estimates of project opening dates and estimated length of management
contracts, the Company expects to recognize amortization expense of $0, $1.9 million, $7.1 million,
$7.6 million and $7.6 million during 2006, 2007, 2008, 2009 and 2010, respectively.

During 2005, Lakes recognized a $0.1 million impairment charge related to its intangible asset related to
the acquisition of the management contract with the Kickapoo Tribe, see Note 4 for a description of the 2005
write-off of all assets related to the Kickapoo Tribe project. During 2004, Lakes recognized a $4.5 million
impairment charge related to its intangible asset related to the acquisition of the management contract with
the Nipmuc Nation. See Note 4 for a description of the 2004 write-off of all assets related to the Nipmuc
Nation.
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6. Long-term investments

Information with respect to long-term investments on the consolidated balance sheets is summarized as
follows, (in thousands):

January 1, 2006 January 2, 2005

Investment in Metroflag Polo, LLC.......................... $ — $5,000
Investment in Pokertek ......... .. ... .. .. .. .. . .. ... 10,627 —
OtheT o 13 1,093

$10,640 $6,093

Membership interest in Metroflag Polo, LLC

The amount represented an investment in property located in Las Vegas. The investment was carried at
its estimated net realizable value of $5.0 million at January 2, 2005. This investment relates to land sold by
Lakes to Metroflag Polo, LLC (“Metroflag™) in 2001.

On July 15, 2005, the Company received a $5.0 million payment from Metroflag Polo, LLC
(“Metroflag”), in full satisfaction of the Company’s membership interest in Metroflag, which approximated
the carrying value of the asset. Accordingly, no gain or loss was recorded in fiscal 2005 related to this
transaction.

Investment in PokerTek

Until October 14, 2005, WPTE had an investment, (consisting of a 15% equity interest carried at its
nominal cost basis) in and a loan receivable from PokerTek, a company that offers an electronic poker table
called the PokerPro system that provides a fully automated poker room environment to tribal and commercial
casinos and card clubs. On October 14, 2005, PokerTek announced its public offering of 2,000,000 shares of
common stock at a price of $11 per share. Concurrently with the public offering, WPTE’s ownership interest
was diluted to 11.7% (1,080,000 shares), and PokerTek repaid WPTE the outstanding loan amount at its
maturity value of $186,000. WPTE’s shares in PokerTek are restricted, thus prohibiting any sale of such
shares in the market for six months. Nevertheless, in accordance with Statement of Financial Accounting
Standards (SFAS) No. 115, Accounting for Certain Investments in Debt and Equity Securities, WPTE
adjusted its investment to fair market value and classified it as “available for sale”. The net unrealized gains
and losses from this investment are accounted for in a separate component of shareholder’s equity.

On January 20, 2006, WPTE entered into an agreement to sell 630,000 shares of PokerTek’s common
stock held by WPTE, at a price per share of $9.03. WPTE closed the transaction on February 28, 2006, and
received proceeds of approximately $5.7 million. As a result, WPTE now has a 4.75% ownership interest in
PokerTek.

7. Deferred television costs

As of January 1, 2006 and January 2, 2005 deferred television costs consist of the following and are
included in other current assets (in thousands):

2005 2004
In-production . . .. ...t $1,122  $911
Development and pre-production .................coiiiiiiiiiiiiiii 398 6

$L520  $917
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As of January 1, 2006 and January 2, 2005, overhead costs of $0.3 million and $0.2 million, respectively,
were included in deferred television costs. Based upon management’s estimates as of January 1, 2006,
approximately 100% of deferred television costs are expected to be recognized during fiscal 2006.

8. Property and equipment, net

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

2005 2004
Building . . .. ooo o $ 6,444 $ 6,407
Leasehold improvements . .. .....ouu ettt e 595
Furniture and equipment. ......... ..t 4,164 3,469
ConStruction N PrOGIESS . . .« .. vttt ettt et ettt et e e 6,030 —
17,233 9,876
Less accumulated depreciation. ........... ... ..t (3,782)  (3,081)

$13,451  $ 6,795

At January 1, 2006, construction in progress relates to pre-construction costs, primarily architecture and
engineering costs associated with a Company-owned planned casino project in Vicksburg, Mississippi. In
February 2005, Lakes received gaming site approval by the Mississippi Gaming Commission with respect to
its proposed casino location. Lakes plans to develop the project on an approximately 160-acre site on the
Mississippi River, located on Magnolia Road in Vicksburg, Warren County, Mississippi, for which Lakes
holds land purchase options. In connection with the planned development of the casino, Lakes has recorded
$0.5 million related to land options, which are carried on the consolidated balance sheet in other long-term
assets. During July 2005, Lakes received approval from the Mississippi Gaming Commission of its
development plan for an approximately $225 million gaming project to be built on this site.

9. Long-term debt — related party

On December 16, 2005, Lakes closed on a $20 million financing facility with the Partnership (see
Note 1). An initial draw of $10 million was made under the facility on December 16, 2005, and the remaining
$10 million could be drawn in $5 million increments over time as needed. Any funds drawn under the facility
bear interest at the rate of 12% per annum and are due and payable on the third anniversary of the first
advance drawn. In consideration for the financing facility, Lakes issued to the Partnership warrants for the
purchase of up to 2 million shares of its common stock at a purchase price of $7.88 per share that expire in
December 2012. The warrants will not become exercisable if Lakes’ borrowings under the facility do not
exceed $10 million in the aggregate and all amounts owed under the facility are repaid in full on or before
February 28, 2006. On February 16, 2006 the facility was repaid in full with part of the proceeds of the new
financing, which terminated all agreements relating to the Partnership financing facility, including cancella-
tion of the 2 million warrants (see Note 18).

No commitment fees, closing fees or loan servicing fees were assessed or paid in connection with the
facility. Lyle Berman, Lakes’ Chairman and Chief Executive Officer, does not have an ownership or other
beneficial interest in the Partnership. Neil Sell, a Director of Lakes, is one of the trustees of the irrevocable
trusts for the benefit of Lyle Berman’s children that are the partners in the Partnership.
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10. Income taxes

The provision (benefit) for income taxes attributable to losses for 2005, 2004 and 2003 consist of the
following (in thousands):

Years Ended

2005 2004 2003
Current:
Federal .. ... i $ (124) $ 132 $(3,777)
SA . . 9 41 —
(115) 173 $(3,777)
Deferred . . ... o (1,046) 3,869 2,760

$(1,161) $4,042 $(1,017)

Reconciliations of the statutory federal income tax rate to the Company’s actual rate based on losses
before income taxes for 2005, 2004 and 2003 are summarized as follows:

Year Ended
2005 2004 2003
Statutory federal tax rate . .......... ..ot (35.0)% (35.0)% (35.0)%
State income taxes, net of federal income taxes .................. (L.2)  (164.2) (1.8)
Tax exempt iNCOME . ..o\ttt ettt e e (.1) (1.0) —
Change in valuation allowance® ............... ... ... ... ...... 26.5 984.4 —
Change in state taX Tate . . ... vv vt et ettt ee e — 123.3 —
Legal settlement received. . ........ ... — (459.5) —

Other, net (primarily related to stock option exercise benefit
I 2005) .« 2.0 23.6 (1.7)

(1.8)% 471.6% (38.5)%

*  Does not consider the tax effect of unrealized holding gains of $10.4 million and the exercise of employee
stock options of $12.0 million during 2005.
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The Company’s deferred income tax liabilities and assets are as follows (in thousands):

2005 2004

Current deferred tax asset:

Subsidiary stock option eXpense . .............iiiiii i $ 257 $§ 541

Accruals, reserves and other .. .......... ... .. . . .. 433 776

Valuation allowances .. ..........ouiniitini e, (690)  (1,180)

$ — $ 137

Non-current deferred taxes:

Unrealized investment 10SSES . .. ..ottt $ 6,852 $ 4278

Deferred interest on notes receivable. . ....... ... ... . ... ... . ... 12,878 8,784

Unrealized gains on notes receivable .. ........... ... ... ... ... .. (8,366)  (4,083)

Net operating loss carryforwards .......... ... .. .. . ., 13,983 3,952

Other . .o (593) 571

Valuation allowances .. ..........ouuuiiiinii i, (17,902)  (9,224)
Net non-current deferred tax asset ............. ... ... $ 6,852 $ 4278

Lakes evaluated the ability to utilize deferred tax assets arising from net operating loss carry forwards,
deferred tax assets and other ordinary items and determined that a valuation allowance was appropriate at
January 1, 2006 and January 2, 2005. Lakes evaluated all evidence and determined net losses generated over
the past three 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 recorded a 100% valuation allowance against these items at January 1, 2006, and January 2, 2005.
However, the Company has recognized a deferred tax asset related to capital losses during 2001 to 2005. The
realization of these benefits is dependant on the generation of capital gains. The Company believes it will have
sufficient capital gains in the foreseeable future to utilize these benefits due to significant appreciation in its
investment in WPTE, which has a minimal cost basis and could be sold at a substantial gain. The Company
owns approximately 12.5 million shares of WPTE common stock valued at approximately $74.1 million as of
January 1, 2006 based upon the closing stock price as reported by Nasdaq on December 30, 2005 of $5.94.

The Company is currently under examination for income and franchise tax matters. See Note 14
regarding the IRS tax audit and the Louisiana Department of Revenue tax litigation matter.

At January 1, 2006, Lakes had approximately $17.9 million of federal and $27.9 million of state net
operating losses and WPTE had approximately $17.2 million of federal and $17.3 million of state net operating
losses. The 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.

11. Stock options:
Lakes Stock Option Plans:

Lakes has a Stock Option and Compensation Plan and a Director Stock Option Plan, which was carried
forward from Lakes’ predecessor Grand Casinos. These plans granted non-qualified stock options to officers,
directors and employees of Lakes. No options have been granted under these plans since December 31, 1998,
the date of Lakes’ spin-off from Grand Casinos.

Additionally, Lakes has a 1998 Stock Option and Compensation Plan and a 1998 Director Stock Option
Plan, which are approved to grant up to an aggregate of 5.0 million shares and 0.5 million shares, respectively,
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of incentive and non-qualified stock options to officers, directors, and employees. Under the stock options
granted under the 1998 option plans, the options 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. To the extent options are vested, the option shall be exercisable for
ten years from the date of grant. If the employee is terminated (voluntarily or involuntarily) prior to vesting of
any stock option, any options remaining to vest as of the date of termination will be forfeited.

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

Number of Common Shares

Lakes Weighted
Options Available Ave. Exercise
Outstanding Exercisable for Grant Price
Balance at December 29, 2002 ........... 5,048,258 3,429,258 1,732,000 $ 4.54
Granted .......... .. .. .. .. ... 60,000 — (60,000) 7.18
Canceled ......... ... ... ... .. (583,688) — 149,000 4.16
Exercised ........... ... ... .. ... .. .. (197,968) — — 4.41
Balance at December 28, 2003 ........... 4,326,602 3,317,402 1,821,000 $ 4.51
Granted ........ ... ... ... ... . ... ... 1,655,000 —  (1,655,000) 8.35
Additional shares authorized ............. — — 100,000 —
Canceled ........................... (9,400) — — 4.51
Exercised ......... ... ... ... .. ... (778,526) — — 4.60
Balance at January 2, 2005 .............. 5,193,676 3,591,276 266,000 $ 572
Granted ............. ... ... ... ... 171,500 — (171,500) 15.48
Canceled ......... ... ... ... .. — — — —
Exercised ........... ... ... ..., .. (57,550) — — 5.68
Balance at January 1, 2006 .............. 5,307,626 4,153,476 94,500 $ 6.03
Options Exercisable at
Options Outstanding at January 1, 2006 January 1, 2006
Weighted Average
Number Remaining Weighted-Average Number Weighted-
Range of Exercises Prices Outstanding Contractual Life Exercise Price Exercisable Average Price
$(3.25— 3.63)......... 289,000 5.5 years $ 3.45 192,200 $ 3.49
(3.63— 545) ......... 2,542,200 3.2 years 4.24 2,498,200 4.24
(545 — 7.26) ......... 649,926 1.2 years 5.81 619,926 5.74
(726 — 9.08) ......... 1,528,000 7.6 years 8.13 814,000 8.13
(9.08 —10.90) ......... 52,000 8.7 years 10.60 10,400 10.60
(1090 — 12.71) ......... 81,500 8.9 years 11.43 18,750 11.34
(12.71 —14.53) ......... 95,000 9.1 years 14.00 — —
(1453 —16.34) ......... 5,000 9.0 years 16.11 — —
(16.34 —18.16) ......... 65,000 9.2 years 17.91 — =
5,307,626 4.7 years $ 6.03 4,153,476 $ 5.4
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WPTE stock option plan:

World Poker Tour, LLC, a majority-owned subsidiary of Lakes and predecessor entity of WPTE, adopted
the 2002 Option Plan (the 2002 Plan) which was approved to issue up to an aggregate of 1,120,000 shares in
connection with option grants to employees and consultants. The options become exercisable in quarterly
installments on each of the first four anniversaries of the date of the grant and expire six years after being
exercisable. The employee must be employed by WPTE on the anniversary date in order to vest in any shares
that year. If the employee is terminated (voluntarily or involuntarily) prior to vesting of any unit option, any
options remaining to vest as of the date of termination will be forfeited.

In connection with the conversion to a corporation, WPTE adopted the 2004 Stock Incentive Plan that is
authorized to grant stock awards to purchase up to 3,120,000 shares of common stock, including the options to
purchase up to 1,120,000 shares of common stock issued to employees and consultants that were previously
outstanding under the 2002 Plan at the time of conversion. Under the stock options granted in 2004 under the
2004 option plan, the options vest in equal installments over three-year and five-year periods, beginning on the
first anniversary of the date of each grant and will continue on each subsequent anniversary date until the
option is fully vested. The employee must be employed by WPTE on the anniversary date in order to vest in
any shares that year. If the employee is terminated (voluntarily or involuntarily) prior to vesting of any stock
option, any options remaining to vest as of the date of termination will be forfeited. To the extent options are
vested, the option shall be exercisable for ten years from the date of grant.

Information with respect to WPTE’s stock option plans is summarized as follows:

Number of Common Shares

Options Available for Weighted Avg.
Outstanding  Exercisable Grant Exercise Price
Balance at December 29, 2002 ........... 1,120,000 — — $0.0049
Granted .......... ... ... .. .. .. ... ... — — —
Exercised............ ... ... ........ — — —
Balance at December 28, 2003 . .......... 1,120,000 280,000 — $0.0049
Authorized .......... ... ... ... ..... — 2,000,000
Granted ............. .. ... ... .. ... 1,441,000 (1,441,000) 8.18
Exercised............ ... ... ........ — — —
Balance at January 2, 2005 ............. 2,561,000 560,000 559,000 $ 4.61
Authorized .......... ... ... ... .....
Granted ............... ... .. .. .. .... 443,000 (443,000) 12.75
Forfeited ......... ... ... ... ........ (167,667) 167,667 11.99
Exercised............ ... ... ... ...... (678,333) 0.04
Balance at January 1, 2006 ............. 2,158,000 620,333 283,667 $ 7.14
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Options Exercisable at

Options Outstanding at January 1, 2006 January 1, 2006

Weighted Avg. Weighted

Number Remaining Weighted Avg. Number Avg.

Range of Exercise Prices Outstanding Contractual Life Exercise Price Exercisable Price
$0.0049 ... ... 445,000 6.15 $0.0049 165,000 $0.0049
$7.95-992 .. ... ... .. 1,373,500 8.63 $ 8.04 446,667 $ 8.04
$11.95-14.51 ... ... 286,000 8.78 $ 12.18 8,666 $ 14.51
$15.05-19.50 . ...\ttt 53,500 9.30 $ 16.41 — —
$(.0049-19.50) ... 2,158,000 8.27 $ 7.14 620,333 $ 6.00

For stock options issued to employees, deferred stock compensation for the options is measured at the
stocks’ fair value in excess of the exercise price on the date of grant and is being amortized over the vesting
period of four years. In connection with these grants, WPTE recorded deferred compensation of $2,500, as
options granted under the 2002 plan had an exercise price less than the fair value of the underlying share on
the date of grant.

For options issued to consultants, compensation expense is measured at the option’s fair value. Fair value
is measured when the options vest in annual installments on each of the first four anniversaries of the date of
the grant. Compensation expense is estimated in periods prior to vesting based on the then current fair value.
Changes in the estimated fair value of unvested options are recorded in the periods the change occurs.
Compensation expense for options issued to consultants was $0.8 million in 2005, $1.4 million in 2004,
respectively. All of these expenses are capitalized television costs and are included as costs of revenue upon
delivery and acceptance of completed episodes.

Restricted shares issued

On March 4, 2002, WPTE granted 2.4 million shares to its President under a management agreement.
The shares vest in four equal installments annually beginning February 25, 2003, and are fully vested at
February 25, 2006. In connection with this grant, WPTE recorded deferred compensation of $19,200. WPTE
recognized compensation expense of $4,800 in 2005, $4,800 in 2004 and $4,800 in 2003 for shares earned
based upon services provided under the management agreement.

12. Concentrations

Under WPTE’s agreements with TRV, it granted TRV an exclusive license to broadcast and telecast its
programs on television in the United States during seasons one and two of the World Poker Tour television
series and options to acquire similar licenses for the episodes comprising each of the seasons three through
seven, which will not be completed until 2009. In May 2004 and March 2005, TRV exercised its options with
respect to seasons three and four, respectively.

Under these agreements, WPTE is required to deliver each episode of the World Poker Tour television
series by a specific delivery date. If WPTE fails to timely deliver an episode, TRV has the right to reject that
episode and be reimbursed for the related per-episode license fee. As a result, untimely delivery of one or more
episodes by WPTE may have a material adverse effect on WPTE’s financial condition, results of operations
and cash flow.

TRV’s decision to exercise its options may be affected by, among other things, WPTE’s ability to deliver
episodes in a timely manner, as well as the quality of the programming and its continued acceptance by the
viewing public. Since the revenue from the TRV has represented approximately 61% of total historical WPTE
revenue, a decision by TRV not to exercise its options for future seasons would have a material adverse effect
on WPTE’s financial condition, results of operations and cash flow, especially if this decision were made prior
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to the material growth of other WPTE revenue streams (for example, from the sale of branded merchandise).
Even following the growth of other revenue streams, the failure to maintain a broadcast license agreement
would be detrimental to the visibility and viability of the World Poker Tour brand.

See Note 14 regarding resolution of WPTE litigation with TRV.

13. Employee retirement plan:

Lakes has a section 401 (k) employee savings plan for all full-time employees. The savings plan allows
eligible participants to defer, on a pre-tax basis, a portion of their salary and accumulate tax-deferred earnings
as a retirement fund. Lakes matches employee contributions up to a maximum of 4% of participating
employees’ gross wages. The Company contributed $0.10 million, $0.10 million and $0.11 million during 2005,
2004 and 2003, respectively. Company contributions are vested over a period of five years.

In 2004, WPTE established a section 401 (k) employee savings plan for all eligible full-time employees.
WPTE has the ability, at management’s sole discretion, to match employee contributions. WPTE made no
matching contribution during 2005 or 2004.

Effective December 2005, WPTE’s post production group, comprising approximately 27% of WPTE’s
workforce, began operating under a collective bargaining agreement with the International Alliance of
Theatrical Stage Employees (IATSE). Under the agreement, WPTE is obligated to make payments to the
Motion Picture Industry and Health Plans. Contributions to date have been minimal. The agreement expires
in November 2007.

14. Commitments and contingencies:
Lakes’ Commitments and Contingencies
Operating lease

The Company leases an airplane, under a non-cancelable operating lease. Rent expense, under this lease,
exclusive of real estate taxes, insurance, and maintenance expense was $1.5 million, $1.1 million and
$0.6 million for 2005, 2004 and 2003, respectively. The airplane lease was amended on May 1, 2005, which
allows for a base term of one year and two one-year renewal terms. Approximate future minimum lease
payments due under this lease are $1.6 million, of which $0.7 million, $0.7 million and $0.2 million are
payable in 2006, 2007 and 2008, respectively. Under the lease agreement, the Company has the option of
renewing the lease, purchasing the airplane at amounts which range from approximately $5.2 million to
$5.8 million or facilitating the sale of the aircraft at the end of each term included in the up to three-year lease
term; however at the conclusion of the lease, the Company is required to either purchase the airplane or
facilitate the sale of the airplane. The Company’s airplane lease contains a residual value guarantee of
$5.2 million at the end of the three-year lease term.

IRS tax audit

The Company is under audit by the Internal Revenue Service (“IRS”) for the fiscal years ended 2001
and 2000. The IRS is challenging the treatment of income categorized as a capital gain. If the Company is
unsuccessful in sustaining its position the Company may be required to pay up to approximately $3.2 million
plus accrued interest and penalties related to tax on ordinary income. The Company originally carried back
capital losses to offset the capital gain. If the Company were to be unsuccessful in sustaining its capital gain
position it could use the capital losses in the future to offset future capital gains, if any, prior to their
expiration. Management believes that the final outcome of this matter is not likely to have a material adverse
effect upon the Company’s future consolidated financial position or results of operations. However, it may
have a significant effect on cash flows in the period of settlement.
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Tribal commitments

The Company’s management contracts with its tribal partners require the Company to provide financial
support related to project development, in the form of loans.

Tribal Casino Development Advances/Commitments
As of January 1, 2006

Pre-Construction Land Held for Remaining
Advances Development Commitment
(In millions)

Jamul Tribe . ....... ... ... ... ... .. ... ... ... $16.9 $6.6 $ 6.5
Shingle Springs Tribe.......................... 37.9 8.8 33
Pokagon Band ............. ... ... .. L. 46.4 — 26.6
Towa Tribe ........ ... ... . 0.7 0.1 —
Pawnee Nation ................. .. ..., 3.8 — 1.1
Kickapoo Tribe ............ ... ... ..., $ 23 $0.7 —

For the Pokagon Casino project, the Company has agreed to provide additional financing from its own
funds if financing to the Pokagon Band at an interest rate not to exceed 13% is not available from third parties.
If this occurs and Lakes is required to provide all financing, this would be an additional commitment of up to
approximately $54 million. Based on discussions with prospective lenders the Company presently believes that
third-party financing will be available for this project. However, there can be no assurance that third-party
financing will be available at the time the project begins construction. Lakes is not required to fund these
amounts. If, however, Lakes discontinued the funding prior to fulfilling the obligation, Lakes will forfeit the
rights under the management contract.

The Company will be obligated to pay an amount to an unrelated third party once the Pokagon Casino is
open and Lakes is the manager of the casino. The amount is payable quarterly for five years and is only
payable if Lakes is the manager of the casino. The payment is part of a settlement and release agreement
associated with Lakes obtaining the management contract with the Pokagon Band. The maximum liability
over the five-year period is approximately $11 million. The Company will also be obligated to pay
approximately $3.3 million in accordance with the management contract with the Pokagon Band which is
payable once the casino opens over 24 months.

Lakes 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. Any guarantees by Lakes or similar off-balance sheet liabilities
will increase Lakes’ potential exposure in the event of a default by any of these tribes.

Employment agreements

Lakes has entered into employment agreements with certain key employees of the Company. The
agreements provide for certain benefits to the employee as well as severance if the employee is terminated
without cause or due to a “constructive termination” as defined in the agreements. The severance amounts
depend upon the term of the agreement and can be up to three years of base salary and three years of bonus
calculated as the average bonus earned in the previous two years. If such termination occurs within two years
of a change of control as defined in the agreements by the Company without cause or due to a constructive
termination, the employee will receive a lump sum payment equal to two times the annual base salary and
bonus/incentive compensation along with insurance costs, 401k matching contributions and certain other
benefits. In the event the employee’s employment terminates for any reason, including death, disability,
expiration of an initial term, non-renewal by the Company with or without cause, by the employee with notice,
due to constructive termination, all unvested stock options vest at the date of termination and remain
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exercisable for two years. The agreements provide for a base salary, bonus, stock options and other customary
benefits.

WPTE Commitments

WPTE has an employment agreement with Steven Lipscomb, Founder, President and Chief Executive
Officer of WPTE, under which it has agreed to pay an annualized base salary of $500,000 commencing as of
December 29, 2003, and expiring on December 29, 2006, and Mr. Lipscomb will be eligible to participate in
an annual bonus pool of up to 10% of WPTE’s net profits and an additional bonus equal to 5% of WPTE’s
annual net profits above $3.0 million in such fiscal year. WPTE also granted Mr. Lipscomb options to
purchase 600,000 shares of WPTE’s common stock at $8.00 per share on August 9, 2004, which options will
vest in equal installments over three years.

As mentioned in Note 11, Mr. Lipscomb was previously granted 2,400,000 shares. The shares vest in four
equal installments annually beginning February 25, 2003. During 2005, Mr. Lipscomb sold 755,000 shares,
and a result, 1,645,000 remain outstanding. Additionally, the forfeiture restrictions on the remaining
600,000 shares lapsed on February 25, 2006.

Effective March 1, 2005, WPTE entered into a seventy-five month operating lease agreement for office
space. Aggregate lease payments began at approximately $460,000 annually and escalate to approximately
$530,000 annually over the lease term. Future minimum lease payments will be approximately $0.5 million in
each of the next five years. In addition, WPTE has an option to renew the lease for the entire premises for a
period of five years exercisable not later than twelve months prior to the lease expiration date. Under such
renewal, rent would be adjusted to market rates.

Legal proceedings
Slot machine litigation

In 1994, William H. Poulos filed a class-action lawsuit in the United States District Court for the Middle
District of Florida against various parties, including Lakes’ predecessor, Grand Casinos, and numerous other
parties alleged to be casino operators or slot machine manufacturers. This lawsuit was followed by several
additional lawsuits of the same nature against the same, as well as additional defendants, all of which were
subsequently consolidated into a single class-action pending in the United States District Court for the District
of Nevada. Following a court order dismissing all pending pleadings and allowing the plaintiffs to re-file a
single complaint, a complaint has been filed containing substantially identical claims, alleging that the
defendants fraudulently marketed and operated casino video poker machines and electronic slot machines, and
asserting common law fraud and deceit, unjust enrichment and negligent misrepresentation and claims under
the federal Racketeering-Influenced and Corrupt Organizations Act. Various motions were filed by the
defendants seeking to have this new complaint dismissed or otherwise limited. In December 1997, the Court,
in general, ruled on all motions in favor of the plaintiffs. The plaintiffs then filed a motion seeking class
certification and the defendants opposed it. In June 2002, the District Court entered an order denying class
certification. On August 10, 2004, the Ninth Circuit Court of Appeals affirmed the District Court’s denial of
class certification. On September 14, 2005, the United States District Court for the District of Nevada granted
the defendants’ motions for summary judgment, and judgment was entered against the plaintiffs on that same
day. The defendants have moved to seek the payment of their costs and attorneys’ fees. The motion has been
fully briefed and is pending before the Trial Court. The plaintiffs have appealed from the judgment to the
United States Court of Appeals for the Ninth Circuit, and the briefing of the appeal is scheduled to be
completed by the end of March 2006.
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The Company has not recorded any liability for this matter, as currently an estimate of any possible loss
cannot be made. Management currently believes the final outcome of this matter is not likely to have a
material adverse effect upon the Company’s consolidated financial statements.

El Dorado County, California litigation

On January 3, 2003, El Dorado County filed an action in the Superior Court of the State of California,
seeking to prevent the construction of a highway interchange that was approved by a California state agency.
The action, which was consolidated with a similar action brought by Voices for Rural Living and others, does
not seek relief directly against Lakes. However, the interchange is necessary to permit the construction of a
casino to be developed and managed by Lakes through a joint venture. The casino will be owned by the
Shingle Springs Tribe. The matter was tried to the court on August 22, 2003. On January 2, 2004, Judge
Lloyd G. Connelly, Judge of the Superior Court of the State of California, issued his ruling on the matter
denying the petition in all respects except one. As to the one exception, the court sought clarification as to
whether the transportation conformity determination used to determine the significance of the air quality
impact of the interchange operations considered the impact on attainment of the state ambient air quality
standard for ozone. The California Department of Transportation (CalTrans) prepared and filed the
clarification addendum sought by the court. Prior to the court’s determination of the adequacy of the
clarification, El Dorado County and Voices for Rural Living appealed Judge Connelly’s ruling to the
California Court of Appeals on all of the remaining issues.

A ruling with respect to the addendum was issued June 21, 2004 by the Superior Court of the State of
California, County of Sacramento. The ruling indicated that the addendum provided to the court by CalTrans
did not provide a quantitative showing to satisfy the court’s earlier request for a clarification on meeting the
state ambient ozone standard. The court recognized that the information provided by CalTrans does
qualitatively show that the project may comply with the state standard, but concluded that a quantitative
analysis is necessary even though the court recognized that the methodology for that analysis “is not readily
apparent”. In addition, the ruling specifically stated, “Moreover, such methodology appears necessary for the
CEQA analysis of transportation projects throughout the state, including transportation projects for which
respondents (i.e., CalTrans) have approval authority.” CalTrans, the Shingle Springs Tribe and Lakes
responded to the court with a revised submission in August 2004. Representatives of the California Air
Resources Board and the Sacramento Area Council of Governments filed declarations supporting the revised
submission to the court. Opposition to that revised submission was filed, a hearing on the revised submission
took place on August 20, 2004 and the court again found the revised submission of CalTrans, the Shingle
Springs Tribe and Lakes to be inadequate. That ruling was separately appealed to the California Court of
Appeals (the “Court”) and an oral argument for these appeals and the appeals of El Dorado County and
Voices of Rural Living was held before the Court on August 29, 2005.

The Court issued its decision on the appeals on November 8, 2005. The Court ruled in favor of CalTrans’
appeal, rejecting the El Dorado County’s argument that the transportation conformity analysis did not
conform to state standards. The Court also rejected all but two of the legal claims asserted in the appeal by El
Dorado County and Voices for Rural Living against the environmental impact report (“EIR”) prepared by
CalTrans for the interchange that will connect Highway 50 to the Shingle Springs Rancheria. For the
remaining two issues, the Court held that CalTrans must supplement its environmental analysis by adding
some discussion to the air quality chapter to further explain the project’s contribution to overall vehicular
emissions in the region, and that CalTrans also must evaluate whether a smaller casino and hotel would reduce
environmental impacts. The Court acknowledged CalTrans lacks jurisdiction to require the Shingle Springs
Tribe to develop a smaller casino, but nevertheless required some discussion of this alternative in the
interchange EIR. On December 19, 2005, CalTrans filed a Petition for Review with the Supreme Court of the
State of California, and on February 8, 2006 the Supreme Court denied the Petition for Review and ordered
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the Court of Appeals decision to be depublished. CalTrans is now preparing to comply with the Court of
Appeals order.

The Company has not recorded any liability for this matter as management currently believes that the
Court’s rulings will ultimately allow the project to commence. However, there can be no assurance that the
final outcome of this matter is not likely to have a material adverse effect upon the Company’s consolidated
financial statements.

Grand Casinos, Inc. litigation

In connection with the establishment of Lakes as a public corporation on December 31, 1998, via a
distribution of its common stock to the shareholders of Grand Casinos, the Company and Grand Casinos
entered into an agreement governing the sharing or allocation of tax benefits accruing to Grand Casinos and
certain affiliated companies of Grand Casinos. Lakes asserted claims against Grand Casinos for amounts to
which Lakes believed it was entitled under the tax sharing agreement. On December 1, 2004, Lakes entered
into a settlement agreement with Grand Casinos and its parent company, Park Place Entertainment
Corporation (now known as “Harrah’s Entertainment, Inc.” or “Harrah’s”), pursuant to which Lakes
received $11.3 million in December 2004 in satisfaction of its prior claim and its future rights to the tax
benefits that were the subject of the dispute. Lakes will be required to provide reimbursement for its share of
the disallowed benefits. This settlement income has been recorded as other income in the consolidated
statement of earnings (loss) for the year ended January 2, 2005. Lakes has not recorded any tax related to the
settlement payment of $11.3 million, as Lakes believes this settlement is not taxable to Lakes.

Louisiana Department of Revenue litigation tax matter

The Louisiana Department of Revenue maintains a position that Lakes owes additional Louisiana
corporation income tax for the period ended January 3, 1999 and the tax years ended 1999 through 2001 and
additional Louisiana corporation franchise tax for the tax years ended 2000 through 2002. This determination
is the result of an audit of Louisiana tax returns filed 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 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 Louisiana 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 intends to vigorously contest this action by the Louisiana Department of Revenue.
Lakes may be required to pay up to the $8.6 million assessment plus interest if Lakes is not successful in this
matter. The Company has recorded a provision for its estimated settlement related to this examination
including accrued interest, which is included as part of income taxes payable on the Company’s consolidated
balance sheets.

WPTE litigation with TRV

On September 19, 2005, WPTE filed suit in the California Superior Court seeking to keep the Travel
Channel from interfering with WPTE’s prospective contractual relationship with third party networks in
connection with the sale of the broadcast rights to the PPT, and to clarify and enforce WPTE’s rights with
respect to the WPT. Under WPTE’s existing agreement with TRV for the World Poker Tour program (the
“WPT Agreements”), TRV is afforded the right to negotiate exclusively with WPTE with respect to certain
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types of programming developed by WPTE during a 60 day period. Pursuant to the WPT Agreements, WPTE
submitted the PPT to TRV and began negotiations but failed to reach an agreement with TRV within the
allotted negotiation window. Consequently, WPTE began discussions with other networks. While WPTE later
revived its attempts to reach a deal with TRV after TRV’s exclusive bargaining window had ended, WPTE
ultimately received an offer from ESPN. WPTE submitted this offer to TRV pursuant to TRV’s contractual
last right to match the deal as specified under the WPT Agreements. Thereafter, TRV sent letters to WPTE
and ESPN asserting, among other things, that WPTE was not entitled to complete a deal for the PPT with a
third party. Following TRV’s letters, WPTE filed suit on September 19, 2005, alleging that TRV breached the
WPT Agreements and interfered with WPTE’s prospective contractual relationship with ESPN, and seeking a
judicial declaration of WPTE’s rights under the WPT Agreements to produce non-World Poker Tour branded
programs covering poker tournaments. Subsequent to WPTE filing, ESPN withdrew its offer to WPTE to
acquire the broadcast rights to the PPT. On September 22, 2005, TRV and Discovery Communications, Inc.
filed an answer and cross-complaint and subsequently filed a motion for judgment on the pleadings and an
“anti-SLAPP”” motion, both of which were denied on November 10, 2005. On January 25, 2006, the parties
settled the lawsuit and TRV entered into an agreement with WPTE to air the PPT television series.

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 final outcome
of these matters, including the matters discussed above, is not likely to have a material adverse effect upon the
Company’s consolidated financial statements.

15. Related party transactions

Lakes, through its subsidiaries Lakes Jamul, Inc. and Lakes Shingle Springs, Inc. respectively, advanced
$0.97 million to each of KAR-California and KAR-Shingle Springs (the “KAR Entities”) pursuant to
promissory notes dated in 1999 (collectively, the “1999 Notes”). At the time, the KAR Entities held rights in
development and management contracts for the Jamul and Shingle Springs casino projects. The loans were
part of overall transactions in which Lakes 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
rights in the development and management contracts to the Project Companies. As such, 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 Lakes $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 long-term assets related to
the Jamul and Shingle Springs Indian casino projects described in Note 1. In connection with the purchase
transactions, Lakes entered into separate agreements with Kevin M. Kean and Jerry A. Argovitz, the two
individual owners of the KAR Entities. Under these agreements, Lakes 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 fees
received by Lakes from the Jamul casino operations and 15% of the management fees received by Lakes from
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the Shingle Springs 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 elects not to serve as a consultant, he will be entitled to receive annual payments of
$1 million from each of the Jamul and Shingle Springs casino projects during the term of the respective casino
management contracts (but not during any renewal term of such management contracts).

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 annual 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).

In addition, the KAR Entities owe Lakes $1.3 million as of January 1, 2006, and January 2, 2005. These
amounts represent the KAR Entities’ portion of non-reimbursed costs related to the Jamul and Shingle
Springs projects. The partners of the KAR Entities will repay these amounts from future revenues earned from
the projects.

Lakes guaranteed a loan 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 sale. As a result of these transactions, the resulting net balance due from Mr. Kean was
approximately $1.8 million.

The Company determined that Mr. Kean’s obligation to Lakes is similar to a collateral dependent loan
and that the asset impairment assessment guidance in SFAS No. 114 is appropriate. At the time of the
default, 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.

The Company calculated the fair value of this collateral by determining the present value of expected
future cash flows of Mr. Kean’s collateral discounted for the inherent risks in those future cash flows. This
calculation resulted in a fair value of the collateral, which exceeded Mr. Kean’s obligation of $1.8 million as of
January 1, 2006, and January 2, 2005. Therefore, no impairment has been recorded.

Lakes continues to monitor the collectibility of this note on a quarterly basis and as of January 1, 2006
and January 2, 2005 concluded that repayment was probable based upon Mr. Kean’s remaining economic
interests in the Jamul and Shingle Springs projects. Lakes also advanced Mr. Kean $0.8 million and
$0.2 million in 2005 and 2004 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 on the consolidated balance sheets. The advances are evidenced by a loan that is secured by
the future operations of certain casino projects in which Mr. Kean is directly involved in. The outstanding
amount of this loan was $1.0 million and $0.2 million at January 1, 2006, and January 2, 2005, respectively.
Mr. Kean has agreed that 50% of the consulting fees or other payments payable to him under the agreements
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with Lakes and its subsidiaries shall be applied toward repayment of his indebtedness to Lakes. In the 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 and $0.25 million at
January 1, 2006, and January 2, 2005, respectively.

Lakes has entered into a license agreement with Sklansky Games, LLC (“Sklansky”) pursuant to which
Lakes is developing a World Poker Tour No Limit Texas Hold’Em casino table game that uses certain of
Sklansky’s intellectual property rights. Lakes had also entered into a license agreement with WPTE pursuant
to which Lakes has obtained a license to utilize the World Poker Tour name and logo in connection with a
casino table game. Under the terms of this agreement, if Lakes elects to proceed with its development of the
casino table game, Lakes will be required to pay WPTE a specified minimum annual royalty payment of 10%
of gross revenues, and Sklansky a specified minimum annual royalty payment of 30% of the gross revenue
Lakes receives from its sale or lease of the game. Also, Lakes, through one of its wholly-owned subsidiaries,
holds an indirect majority ownership in WPTE. Lyle Berman and his son, Bradley Berman, own 28% and 44%
equity interests in Sklansky, respectively. Lyle Berman also serves as Chairman of WPTE, and Bradley
Berman is a member of WPTE’s Board of Directors.

Effective as of February 24, 2004, WPTE entered into a non-exclusive license agreement with G-111
Apparel Group. Ltd. (“G-III""). Morris Goldfarb, a Lakes director, is also a director, Chairman of the Board
and Chief Executive Officer of G-111. Under the agreement, G-11II licenses the World Poker Tour name, logo
and trademark from WPTE in connection with G-III's production of certain types of apparel for distribution
in authorized channels within the United States, its territories and possessions and in certain circumstances,
Canada. As consideration for this non-exclusive license, G-111 pays royalties and certain other fees to WPTE.
As of January 1, 2006, G-1II paid WPTE approximately $0.3 million.

As discussed in Note 6, WPTE owned approximately 11.7% of PokerTek at January 1, 2006. Lyle
Berman along with his son Bradley Berman, who is an employee of Lakes and sits on the Board of Directors of
WPTE, made personal investments in PokerTek, and as of January 1, 2006, held a combined ownership of
approximately 9% of PokerTek. In addition, Lyle Berman agreed to serve as Chairman of the Board of
PokerTek and received 200,000 stock options in the company.
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Segment Information

Lakes’ principal business is the development and management of gaming-related properties. Additionally,

the Company is the majority owner of WPTE (see Note 1). Substantially all of Lakes’ and WPTE’s
operations are conducted in the United States. Episodes of the World Poker series are distributed
internationally by a third party distributor. 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 amounts in Corporate and Eliminations below have not been allocated to the other
segments because these costs are not easily allocable and to do so would not be practical.

17.

Industry Segments
Casino World Poker Corporate &

projects Tour Eliminations Consolidated
2005
Revenue .......... ..., $ 0.1 $18.0 $ 0.1 $ 18.2
Net impairment charges ................... 0.1 — 0.8 0.9
Operating earnings (loss) .................. 4.1 (6.1) (14.5) (16.5)
Total @SSets ... .ovvvnetin i 160.6 46.4 23.6 230.6
Depreciation eXpense. .. ................... $ — $ 0.2 $ 03 $ 0.5
2004
REVENUE ..\ttt $ — $17.6 $ — $ 17.6
Net impairment charges ................... 5.2 — 1.0 6.2
Operating earnings (loss) .................. (3.4) 0.7 (10.2) (12.9)
Total assets.......ovvviinn .. 127.1 37.1 44.9 209.1
Depreciation eXpense. .. ................... $ — $ 0.1 $ 05 $ 0.6
2003
REVENUE ..\ttt $ — $ 43 $ — $ 43
Net impairment charges ................... — — 1.0 1.0
Operating earnings (loss) .................. 3.2 (0.3) (6.3) (3.4)
Total assets.......ovvvvininieann.. 118.4 2.5 53.6 174.5
Depreciation eXpense. .. ................... $ — $ 0.1 $ 04 $ 05

Net impairment charges

Net impairment charges of $0.9 million, $6.2 million and $1.0 million were recognized during 2005, 2004

and 2003, respectively. The net impairment losses related to the following (in thousands):

2005 2004 2003

Long-term assets related to the Nipmuc Nation Indian casino project

(see NOtE 4) oo $ — $5832 § —
Long-term assets related to the Kickapoo Tribe casino project (see

NOtE 4) o 94 — —
Sale of land in Las Vegas . ......... ..o, 1,000 1,000
Other . .o 788 (588) —
Total Net Impairment Charges ...............cooviiiieiinnao... $882  $6,244  $1,000
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18. Subsequent events

Lakes’ financing facility:

On February 15, 2006, Lakes closed on a $50 million financing facility with an affiliate of Prentice Capital
Management, LP. An initial draw of $25 million was made under the facility, another $10 million is immediately
available under the facility and the remaining $15 million can be drawn in $5 million increments subject to certain
conditions. Any funds drawn on the facility bear interest at the rate of 12% per annum, interest payable in arrears
monthly, subject to adjustment based on the value of the collateral, and are due and payable in full on the third
anniversary of the closing date. Lakes may prepay the facility in whole or in part without penalty at any time. Lakes
received net proceeds of approximately $12.1 million after repaying the Partnership facility with accrued interest
and after costs and fees associated with the Prentice financing facility. Approximately $10.2 million of the initial
draw was used to repay in full Lakes’ December 16, 2005 loan from the Partnership (Note 9).

The $50 million financing facility is secured by most of the assets of Lakes and certain of its subsidiaries
(other than WPTE), including all of Lakes’ shares of WPTE. Lakes is permitted to sell up to 3 million of the
approximate 12.5 million WPTE shares it owns without application to reduction of the amounts owing under the
financing facility, subject to certain conditions. As consideration for the financing, Lakes issued to an affiliate of
Prentice Capital warrants to purchase 1.25 million shares of common stock that can be immediately exercised at
$7.50 per share. The warrants are subject to customary anti-dilution protections. An additional 1.25 million
warrants to purchase common stock are exercisable at $7.50 per share as additional draws under the facility are
made. Up to an additional 1.96 million warrants to purchase common stock can be exercised at $7.50 per share
upon the occurrence of certain events relating to loan collateral. All warrants expire in February, 2013. The
lender has demand registration rights with respect to the Lakes common stock underlying the warrants and, upon
certain events, the WPTE shares pledged by Lakes to the lender. Lakes has agreed to pay substantially all of the
costs incurred in the preparation and filing of these registration statements. Lakes is in the process of valuing the
warrants which will be recorded as a debt discount with the value recorded as additional paid in capital.

WPTE agreements with the TRV:

WPTE entered into an agreement with Discovery Communications, Inc. (the parent company to the
TRYV) in January 2006, pursuant to which TRV agreed to license the U.S. rights to telecast Season One of the
Professional Poker Tour™ (PPT) events. The agreement provides the TRV with successive one-year options
to acquire the exclusive license to telecast the episodes produced in connection with Seasons Two through
Four of the PPT. Additionally, upon termination of the agreement, TRV’s revenue share percentage declines
over the following four years. There is no revenue share percentage beginning in the fifth year following the
termination of the agreement.
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

Not applicable.

ITEM 9A. CONTROLS AND PROCEDURES
Disclosure Controls and Procedures

Under the supervision and with the participation of our management, including our Chief Executive
Officer and Chief Financial Officer, we conducted an evaluation of our disclosure controls and procedures, as
such term is defined under Rules 13a-15(e) or 15d-15(e) promulgated under the Securities Exchange Act of
1934, as amended (the “Exchange Act”), as of the end of the period covered by this report. Based on this
evaluation, our Chief Executive Officer and Chief Financial Officer concluded that our disclosure controls and
procedures are effective.

Management’s Annual Report on Internal Control over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over financial
reporting (as defined in Rules 13a-15(f) and 15d-5(f) under the Exchange Act). Our management assessed
the effectiveness of our internal control over financial reporting as of January 1, 2006. 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 con-
cluded that, as of January 1, 2006, our internal control over financial reporting is effective based on these
criteria. Piercy Bowler Taylor & Kern, the independent registered public accounting firm that audited the
consolidated financial statements included in this Annual Report on Form 10-K has issued an attestation
report on management’s assessment of our internal control over financial reporting, 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 error and all fraud. A control system, no
matter how well conceived and operated, can provide only reasonable, not absolute, assurance that the
objectives of the control system are met. Further, the design of a control system must reflect the fact that
there are resource constraints, and the benefits of controls must be considered relative to their costs. Because
of the inherent limitations in all control systems, no evaluation of controls can provide absolute assurance that
all control issues and instances of fraud, if any, within Lakes have been detected. Lakes’ internal control over
financial reporting, however, are designed to provide reasonable assurance that the objectives of internal
control over financial reporting are met.

Changes in Internal Control Over Financial Reporting

As a result of discussions with the staff of the Securities and Exchange Commission on the Company’s
Annual Report on Form 10-K for the fiscal year ended December 28, 2003, during the fourth quarter of 2005
the Company re-evaluated and changed its accounting methodology surrounding its contractual relationships
with Indian tribes, including the implementation of internal control procedures supporting the new accounting
methodology. These changes were made prior to filing the Company’s Annual Report on Form 10-K for fiscal
2004 and the Quarterly Reports on Form 10-Q for the first three quarters of fiscal 2005, all of which were filed
in December 2005. There have been no other changes to our internal control over financial reporting since the
implementation of the new accounting methodology.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
ON INTERNAL CONTROL OVER FINANCIAL REPORTING

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

We have audited management’s assessment, included in the accompanying Management Report on
Internal Control Over Financial Reporting, that Lakes Entertainment, Inc. and Subsidiaries (the Company)
maintained effective internal control over financial reporting as of January 1, 2006, based on criteria
established in Internal Control — Integrated Framework issued by the Committee of Sponsoring Organiza-
tions of the Treadway Commission (COSO). The Company’s management is responsible for maintaining
effective internal control over financial reporting and for its assessment of the effectiveness of internal control
over financial reporting. Our responsibility is to express an opinion on management’s assessment and an
opinion on the effectiveness of the company’s internal control over financial reporting based on our audit.

We conducted our audit 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 effective internal control over financial reporting was maintained in all material
respects. Our audit included obtaining an understanding of internal control over financial reporting, evaluating
management’s assessment, testing and evaluating the design and operating effectiveness of internal control,
and performing such other procedures as we considered necessary in the circumstances. We believe that our
audit provides a reasonable basis for our opinion.

A company’s internal 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 purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial 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 financial 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, management’s assessment that Lakes Entertainment, Inc. and Subsidiaries maintained
effective internal control over financial reporting as of January 1, 2006, is fairly stated, in all material respects,
based on criteria established in Internal Control — Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission (COSO). Also in our opinion, the Company
maintained, in all material respects, effective internal control over financial reporting as of January 1, 2006,
based on criteria established in Internal Control — Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission (COSO).

We have also audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States), the consolidated financial statements of Lakes Entertainment, Inc. and Subsidiaries
and our report dated February 17, 2006, expressed an unqualified opinion thereon.

/s/  Piercy Bowler Taylor & Kern

Piercy Bowler Taylor & Kern, Certified Public Accountants
and Business Advisors a Professional Corporation

Las Vegas, Nevada
February 17, 2006
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ITEM 9B. OTHER INFORMATION

None.

PART III

Item 10. Directors and Executive Officers of the Registrant.

The Company has adopted a code of ethics that applies to the Company’s employees, including its
principal executive officer, principal financial officer, principal accounting officer or controller, and persons
performing similar functions. The Company 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 this Item 10 is incorporated herein by reference to the discussions
under the sections captioned “Proposal for Election of Directors”, “Executive Compensation — Executive
Officers of Lakes Entertainment” and “Section 16(a) Beneficial Reporting Compliance” to be included in the
Company’s definitive Proxy Statement for its 2006 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,” but excluding the discussion included under the subsection
captioned “Executive Compensation — Stock Performance Graph,” to be included in the Company’s
definitive Proxy Statement for its 2006 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.

The information required by this Item 12 is incorporated herein by reference to the discussion under the
section captioned “Voting Securities and Principal Holders Thereof” to be included in the Company’s
definitive Proxy Statement for its 2006 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 2005.

The 1998 Employee Plan is designed to integrate compensation of our executives (including officers and
directors but excluding directors who are not also full-time employees) with our long-term interests and those
of our sharcholders and to assist in the retention of executives and other key personnel. Under the
1998 Director Plan, we may issue equity awards to members of our Board of Directors, who are not also our
employees or employees of our subsidiaries. The 1998 Employee Plan and 1998 Director Plan have each been
approved by our shareholders.

In connection with our establishment as a public corporation, which occurred pursuant to a distribution of
our common stock to the then shareholders of Grand Casinos (the “Distribution”), we issued options to
purchase our common stock to the holders of then-outstanding options to purchase common stock of Grand
Casinos. These Distribution-related options were treated as awards granted outside of the 1998 Employee Plan
and the 1998 Director Plan, and we did not seek shareholder approval for the Distribution-related option
grants apart from the approval obtained from the shareholders of Grand Casinos for the overall public
distribution of our common stock.
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The following table provides certain information as of January 1, 2006 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 ..................... 4,350,700 $6.01 19,500
1998 Director Plan....................... 317,000 $7.13 75,000
Total ... 4,667,700 $6.09 94,500
Equity Compensation plans not approved by
shareholders:
Distribution — related Stock Option ........ 639,926 $5.59 —
Warrants to Partnership .................. 2,000,000 $7.88 —
Total ... ... 2,639,926 $7.32 —
TOTAL . ... 7,307,626 $6.53 94,500

Item 13. Certain Relationships and Related Transactions

The information required by this Item 13 is incorporated herein by reference to the discussion under the
section captioned “Certain Relationships and Related Transactions” to be included in the Company’s
definitive Proxy Statement for its 2006 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 the Company’s definitive Proxy Statement for its 2006 Annual Meeting of Shareholders to be filed
with the Securities and Exchange Commission.

PART IV

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

(a) (1) Consolidated Financial Statements:

Page

Report of Independent Registered Public Accounting Firm ......... ... ... ... ... ... ... ... .... 73
Report of Independent Registered Public Accounting Firm ......... ... ... ... ... ... ... ... .... 74
Consolidated Balance Sheets as of January 1, 2006 and January 2, 2005 ........................ 75
Consolidated Statements of Loss for the fiscal years ended January 1, 2006, January 2, 2005 and

December 28, 2003 . . ... . 76
Consolidated Statements of Comprehensive Loss for the fiscal years ended January 1, 2006,

January 2, 2005 and December 28, 2003 . . ... ... 77
Consolidated Statements of Shareholders’ Equity for the fiscal years ended January 1, 2006,

January 2, 2005 and December 28, 2003 . .. ... . 78
Consolidated Statements of Cash Flows for the fiscal years ended January 1, 2006, January 2, 2005

and December 28, 2003 . ... ... 79
Notes to Consolidated Financial Statements .. ...t 80

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

Exhibits
2.1

3.1

3.2

3.3

4.1

10.1

10.2

10.3

10.4

10.5
10.6
10.7
10.8

10.9

10.10
10.11
10.12
10.13
10.14
10.15
10.16
10.17

Description

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 reference to Exhibit 3.1 to 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 Lakes Gaming, Inc. and Norwest Bank
Minnesota, National Association, as Rights Agent. (Incorporated herein by reference to Exhibit 4.1
to Lakes’ Form 8-K filed May 16, 2000.)

Distribution Agreement by and between Grand Casinos, Inc. and Lakes Gaming, Inc., dated as of
December 31, 1998. (Incorporated herein by reference to Exhibit 10.1 to Lakes’ Form 8-K filed
January 8, 1999.)

Employee Benefits and Other Employment Matters Allocation Agreement by and between Grand
Casinos, Inc. and Lakes Gaming, Inc., dated as of December 31, 1998. (Incorporated herein by
reference to Exhibit 10.2 to Lakes’ Form 8-K filed January 8, 1999.)

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.)

Tax Allocation and Indemnity Agreement by and between Grand Casinos, Inc. and Lakes Gaming,
Inc., dated as of December 31, 1998. (Incorporated herein by reference to Exhibit 10.3 to Lakes’
Form 8-K filed January 8, 1999.)

Intentionally omitted.
Intentionally omitted.
Intentionally omitted.

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

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

Intentionally omitted.
Intentionally omitted.
Intentionally omitted.
Intentionally omitted.
Intentionally omitted.
Intentionally omitted.
Intentionally omitted.
Intentionally omitted.
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Exhibits
10.18

10.19

10.20

10.21

10.22

10.23

10.24

10.25

10.26

10.27

10.28

10.29

10.30

Description

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

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

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

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

Management Agreement between the Shingle Springs Band of Miwok Indians and Kean 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 Lakes Shingle
Springs, Inc., a Minnesota corporation and Lakes KAR — Shingle Springs, LLC, a Delaware
limited liability company. (Incorporated herein by reference to Exhibit 10.74 to Lakes’ Report on
Form 10-K for the fiscal year ended January 2, 2000.)

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

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

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

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

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

Pledge Agreement dated as of the 29th day of July, 1999, by and between Kean Argovitz Resorts —
Shingle Springs, LLC, a Nevada limited liability company and Lakes Shingle Springs, Inc., a
Minnesota corporation. (Incorporated herein by reference to Exhibit 10.80 to Lakes’ Report on
Form 10-K for the fiscal year ended January 2, 2000.)
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Exhibits
10.31

10.32

10.33

10.34
10.35
10.36
10.37

10.38
10.39
10.40
10.41
10.42
10.43

10.44

10.45

10.46

10.47

10.48

Description

Member Control Agreement of Metroplex-Lakes, LLC, by and between Grand Casinos Nevada I,
Inc., Metroplex, LLC, and Metroplex-Lakes, LLC dated as of April 25, 2000. (Incorporated herein
by reference to Exhibit 10.2 to Lakes’ Report on Form 10-Q for the fiscal quarter ended July 2,
2000.)

Member Control Agreement of Pacific Coast Gaming — Santa Rosa, LLC. (Incorporated herein by
reference to Exhibit 10.4 to Lakes’ Report on Form 10-Q for the fiscal quarter ended October 1,
2000.)

Promissory Note, dated as of October 12, 2000, by and between Pacific Coast Gaming — Santa
Rosa, LLC, a Minnesota limited liability company, and Lakes Cloverdale, LLC, a Minnesota limited
liability company. (Incorporated herein by reference to Exhibit 10.6 to Lakes’ Report on Form 10-Q
for the fiscal quarter ended October 1, 2000.)

Intentionally omitted.
Intentionally omitted.
Intentionally omitted.
First Amended and Restated Lakes Note, dated as of October 16, 2000, by and between the Pokagon
Band of Potawatomi Indians and Great Lakes of Michigan, LLC, a Minnesota limited liability

company. (Incorporated herein by reference to Exhibit 10.10 to Lakes’ Report on Form 10-Q for the
fiscal quarter ended October 1, 2000.)

Intentionally omitted.
Intentionally omitted.
Intentionally omitted.
Intentionally omitted.
Intentionally omitted.

Purchase Agreement, dated as of December 28, 2001, by and among Grand Casinos Nevada I, Inc.,
a Minnesota corporation, and Metroflag Polo, LLC, a Nevada limited liability company. (Incorpo-
rated herein by reference to Exhibit 10.56 to Lakes” Report on Form 10-K for the fiscal year ended
December 30, 2001.)

Promissory Note dated as of the 28th day of December 2001, by and among Metroflag Polo, LLC, a
Nevada limited liability company, and Grand Casinos Nevada I, Inc., a Minnesota corporation.
(Incorporated herein by reference to Exhibit 10.57 to Lakes’ Report on Form 10-K for the fiscal year
ended December 30, 2001.)

Deed of Trust, Assignment of Leases and Rents and Security Agreement, dated December 28, 2001,
by and among Metroflag Polo, LLC, Lawyers Title of Nevada, Inc. as trusted, and Grand Casinos
Nevada I, Inc. as beneficiary. (Incorporated herein by reference to Exhibit 10.58 to Lakes’ Report
on Form 10-K for the fiscal year ended December 30, 2001.)

Purchase Agreement, dated as of December 28, 2001, by and among Grand Casinos Nevada I, Inc.,
a Minnesota corporation, and Metroflag BP, LLC, a Nevada limited liability company. (Incorpo-
rated herein by reference to Exhibit 10.59 to Lakes’ Report on Form 10-K for the fiscal year ended
December 30, 2001.)

Promissory Note dated as of the 28th day of December 2001, by and among Metroflag BP, LLC, a
Nevada limited liability company and Grand Casinos Nevada I, Inc., a Minnesota corporation.
(Incorporated herein by reference to Exhibit 10.60 to Lakes’ Report on Form 10-K for the fiscal year
ended December 30, 2001.)

Promissory Note dated as of the 28th day of December 2001, by and among Metroflag BP, LLC, a
Nevada limited liability company, and Grand Casinos Nevada I, Inc., a Minnesota corporation.
(Incorporated herein by reference to Exhibit 10.61 to Lakes” Report on Form 10-K for the fiscal year
ended December 30, 2001.)
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Exhibits
10.49

10.50

10.51

10.52

10.53

10.54

10.55

10.56

10.57

10.58

10.59

10.60

Description

Leasehold Deed of Trust, Assignment of Leases and Rents and Security Agreement, dated
December 28, 2001, by and among Metroflag BP, LLC, Lawyers Title of Nevada, Inc. as trustee,
and Grand Casinos Nevada I, Inc. and Grand Casinos, Inc. as beneficiaries. (Incorporated herein by
reference to Exhibit 10.62 to Lakes’ Report on Form 10-K for the fiscal year ended December 30,
2001.)

Leasehold Deed of Trust, Assignment of Leases and Rents and Security Agreement, dated
December 28, 2001 by and among Metroflag BP, LLC, Lawyers Title of Nevada, Inc. as trustee, and
Grand Casinos Nevada I, Inc. as beneficiary. (Incorporated herein by reference to Exhibit 10.63 to
Lakes’ Report on Form 10-K for the fiscal year ended December 30, 2001.)

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 Ex-
hibit 10.65 to Lakes’ Report on Form 10-K for the fiscal year ended December 29, 2002.)

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

Consent and Agreement to Buyout and Release (Kean — Jamul Project) dated as of January 30,
2003, by and among Kevin M. Kean, Lakes Kean Argovitz Resorts — California, L.L.C., Lakes
Entertainment, Inc., a Minnesota corporation, and Lakes Jamul, Inc. (Incorporated herein by
reference to Exhibit 10.70 to Lakes’ Report on Form 10-K for the fiscal year ended December 29,
2002.)

Jamul Consulting Agreement dated as of January 30, 2003, by and between Kevin M. Kean and
Lakes Kean Argovitz Resorts — California, L.L.C. (Incorporated herein by reference to Ex-
hibit 10.71 to Lakes’ Report on Form 10-K for the fiscal year ended December 29, 2002.)

Loan and Security Agreement dated as of January 30, 2003, by and among Lakes California Land
Development, Inc., Lakes Entertainment, Inc., Lakes Shingle Springs, Inc., Lakes Jamul, Inc.,
Lakes KAR Shingle Springs, L.L.C., Lakes Kean Argovitz Resorts — California, L.L.C. and Kevin
M. Kean. (Incorporated herein by reference to Exhibit 10.72 to Lakes’ Report on Form 10-K for the
fiscal year ended December 29, 2002.)

Acquisition Master Agreement dated January 22, 2003, by and between The Travel Channel, L.L.C.
and World Poker Tour, L.L.C. (portions of this exhibit have been omitted pursuant to a request for
confidential treatment and have been filed separately with the Commission pursuant to Rule 24b-2
of the Securities Exchange Act of 1934). (Incorporated herein by reference to Exhibit 10.1 to Lakes’
report on Form 10-Q for the fiscal quarter ended March 30, 2003.)
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Exhibits
10.61

10.62

10.63

10.64

10.65

10.66

10.67

10.68

10.69

10.70

10.71

10.72

Description

Amendment to Member Control Agreement of Pacific Coast Gaming — Santa Rosa, LLC (Incor-
porated herein by reference to Exhibit 10.2 to Lakes’ Report on Form 10-Q for the fiscal quarter
ended March 30, 2003.)

Amendment dated July 25, 2003 to Acquisition Master Agreement dated January 22, 2003, by and
between The Travel Channel, LLC and World Poker Tour, LLC (portions of this exhibit have been
omitted pursuant to a request for confidential treatment and have been filed separately with the
Commission pursuant to Rule 24b-2 of the Securities Exchange Act of 1934) (Incorporated herein
by reference to Exhibit 10.1 to Lakes’ Report on Form 10-Q for the fiscal quarter ended
September 28, 2003.)

Master Agreement, dated as of August 22, 2003, by and between World Poker Tour, LLC and the
Travel Channel, LLC (incorporated by reference to Exhibit 10.2 to the registration statement on
Form S-1 of WPT Enterprises, Inc. filed with the Commission on April 15, 2004.) **

Letter dated as of April 12, 2004, from the Travel Channel, LLC to World Poker Tour, LLC
(incorporated by reference to Exhibit 10.3 to the registration statement on Form S-1 of WPT
Enterprises, Inc. filed with the Commission on April 15, 2004.) **

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

Amendment No. 5 dated August 18, 2004 to Acquisition Master Agreement dated August 22, 2003,
by and between The Travel Channel, LLC and WPT Enterprises, Inc. (f/k/a World Poker Tour,
LLC) (incorporated by reference from Exhibit 10.2 to Form 10-Q of WPT Enterprises, Inc. for the
fiscal quarter ended October 3, 2004 (portions of this exhibit have been omitted pursuant to a
request for confidential treatment and have been filed separately with the Commission pursuant to
Rule 24b-2 of the Securities Exchange Act of 1934.)

Settlement Agreement by and between Lakes Entertainment, Inc. and Grand Casinos, Inc. and Park
Place Entertainment Corporation (now known as Caesar’s Entertainment, Inc.) dated December 1,
2004. (Incorporated herein by reference to Exhibit 10.67 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
December 14, 2004. (Incorporated herein by reference to Exhibit 10.68 to Lakes’ Report on
Form 10-K for the fiscal year ended January 2, 2005.)

Second Amended and Restated Management Agreement by and between the Pokagon Band of
Potawatomi Indians and Great Lakes Gaming of Michigan, LLC, a Minnesota limited liability
company (F/K/A Great Lakes of Michigan, LLC), dated as of December 22, 2004. (Incorporated
herein by reference to Exhibit 10.69 to Lakes’ Report on Form 10-K for the fiscal year ended
January 2, 2005.)

Second Amended and Restated Development Agreement by and between the Pokagon Band of
Potawatomi Indians and Great Lakes Gaming of Michigan, LLC, a Minnesota limited liability
company (F/K/A Great Lakes of Michigan, LLC), dated as of December 22, 2004. (Incorporated
herein by reference to Exhibit 10.70 to Lakes’ Report on Form 10-K for the fiscal year ended
January 2, 2005.)

Second Amended and Restated Lakes Development Note by the Pokagon Band of Potawatomi
Indians in favor of 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 10.71 to Lakes’ Report on Form 10-K for the fiscal year ended January 2,
2005.)

Second Amended and Restated Transition Loan Note by the Pokagon Band of Potawatomi Indians
in favor of 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 10.72 to Lakes’ Report on Form 10-K for the fiscal year ended January 2, 2005.)
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Exhibits
10.73

10.74

10.75

10.76

10.77

10.78

10.79

10.80

10.81

10.82

10.83

Description

Lakes Facility Note by the Pokagon Band of Potawatomi Indians in favor of 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 10.73 to Lakes’ Report
on Form 10-K for the fiscal year ended January 2, 2005.)

Lakes Working Capital Advance Note by the Pokagon Band of Potawatomi Indians in favor of 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 Ex-
hibit 10.74 to Lakes’ Report on Form 10-K for the fiscal year ended January 2, 2005.)

Lakes Minimum Payments Note by the Pokagon Band of Potawatomi Indians in favor of 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 Ex-
hibit 10.75 to Lakes’ Report on Form 10-K for the fiscal year ended January 2, 2005.)

Second Amended and Restated Non-Gaming Land Acquisition Line of Credit by and between the
Pokagon Band of Potawatomi Indians and Great Lakes Gaming of Michigan, LLC, a Minnesota
limited liability company (F/K/A Great Lakes of Michigan, LLC), dated as of December 22, 2004.
(Incorporated herein by reference to Exhibit 10.76 to Lakes” Report on Form 10-K for the fiscal year
ended January 2, 2005.)

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

Second Amendment to Account Control Agreement by and among the Pokagon Band of Potawat-
omi Indians and Great Lakes Gaming of Michigan, LLC, a Minnesota limited liability company
(F/K/A Great Lakes of Michigan, LLC), and U.S. Bank National Association, F/K/A Firstar
Bank, N.A., dated as of December 22, 2004. (Incorporated herein by reference to Exhibit 10.78 to
Lakes’ Report on Form 10-K for the fiscal year ended January 2, 2005.)

First Amendment to Assignment and Assumption Agreement by and among the Pokagon Band of
Potawatomi Indians and Great Lakes Gaming of Michigan, LLC, a Minnesota limited liability
company (F/K/A Great Lakes of Michigan, LLC), dated as of December 22, 2004. (Incorporated
herein by reference to Exhibit 10.79 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.)

Second Amendment to Pledge and Security Agreement by and among Great Lakes Gaming of
Michigan, LLC, a Minnesota limited liability company, Lakes Entertainment, Inc., f/k/a Lakes
Gaming, Inc., a Minnesota corporation, and the Pokagon Band of Potawatomi Indians dated as of
December 22, 2004. (Incorporated herein by reference to Exhibit 10.81 to Lakes’ Report on
Form 10-K for the fiscal year ended January 2, 2005.)

Security Agreement by and between the Pokagon Band of Potawatomi Indians and Great Lakes
Gaming of Michigan, LLC, a Minnesota limited liability company (F/K/A Great Lakes of
Michigan, LLC), dated as of December 22, 2004. (Incorporated herein by reference to Ex-
hibit 10.82 to Lakes’ Report on Form 10-K for the fiscal year ended January 2, 2005.)

First Amendment to Unlimited Guaranty by and among Lakes Entertainment, Inc., f/k/a Lakes
Gaming, Inc., a Minnesota corporation and Lakes Gaming and Resorts, LLC, a Minnesota limited
liability company, and the Pokagon Band of Potawatomi Indians dated as of December 22, 2004.
(Incorporated herein by reference to Exhibit 10.83 to Lakes” Report on Form 10-K for the fiscal year
ended January 2, 2005.)
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Exhibits
10.84

10.85

10.86

10.87

10.88

10.89

10.90

10.91

10.92

10.93

10.94

Description

Second Amended and Restated Indemnity Agreement by and between the Pokagon Band of
Potawatomi Indians and Great Lakes Gaming of Michigan, LLC, a Minnesota limited liability
company (F/K/A Great Lakes of Michigan, LLC), dated as of December 22, 2004. (Incorporated
herein by reference to Exhibit 10.84 to Lakes’ Report on Form 10-K for the fiscal year ended
January 2, 2005.)

Tribal Agreement by and among the Pawnee Nation of Oklahoma, a federally recognized Indian
Tribe, the Pawnee Tribal Development Corporation, a tribally-chartered corporation, and Lakes
Pawnee Consulting, LLC, a Minnesota limited liability company, dated January 12, 2005. (Incorpo-
rated herein by reference to Exhibit 10.85 to Lakes’ Report on Form 10-K for the fiscal year ended
January 2, 2005.)

Tribal Agreement by and among the Pawnee Nation of Oklahoma, a federally recognized Indian
Tribe, the Pawnee Tribal Development Corporation, a tribally-charted corporation, and Lakes
Pawnee Management, LLC, a Minnesota limited liability company, dated January 12, 2005.
(Incorporated herein by reference to Exhibit 10.86 to Lakes’ Report on Form 10-K for the fiscal year
ended January 2, 2005.)

Gaming Development Consulting 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. (Incorpo-
rated herein by reference to Exhibit 10.87 to Lakes’ Report on Form 10-K for the fiscal year ended
January 2, 2005.)

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

Dominion Account 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 10.89 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.)

Management Agreement for a Gaming Facility and Related Ancillary Facilities by and between the
Pawnee Trading Post Gaming Corporation, a wholly-owned subsidiary of the Pawnee Tribal
Development Corporation, each created under the Constitution of and a governmental subdivision of
the Pawnee Nation of Oklahoma, a federally recognized Indian Tribe, and Lakes Pawnee Manage-
ment, LLC, a Minnesota limited liability company, dated January 12, 2005. (Incorporated herein by
reference to Exhibit 10.91 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 Minne-
sota 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.)

Dominion Account 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 10.93 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
10.95

10.96

10.97

10.98

10.99

10.100

10.101

10.102

10.103

10.104

10.105

Description

Indemnity 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 10.95 to Lakes’ Report on Form 10-K for the fiscal year ended January 2,
2005.)

Gaming Development Consulting 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. (Incorpo-
rated herein by reference to Exhibit 10.96 to Lakes’ Report on Form 10-K for the fiscal year ended
January 2, 2005.)

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

Dominion Account 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 10.98 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.)

Management Agreement for a Gaming Facility and Related Ancillary Facilities by and between the
Pawnee Travel Plaza Gaming Corporation, a wholly-owned subsidiary of the Pawnee Tribal
Development Corporation, each created under the Constitution of and a governmental subdivision of
the Pawnee Nation of Oklahoma, a federally recognized Indian Tribe, and Lakes Pawnee Manage-
ment, LLC, a Minnesota limited liability company, dated January 12, 2005. (Incorporated herein by
reference to Exhibit 10.100 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 Minne-
sota 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.)

Dominion Account 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 10.102 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.)

Indemnity 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 10.104 to Lakes’ Report on Form 10-K for the fiscal year ended January 2,
2005.)

Gaming Development Consulting 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. (Incorpo-
rated herein by reference to Exhibit 10.105 to Lakes’ Report on Form 10-K for the fiscal year ended
January 2, 2005.)
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Exhibits
10.106

10.107

10.108

10.109

10.110

10.111

10.112

10.113

10.114

10.115

10.116

Description

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 Ex-
hibit 10.106 to Lakes’ Report on Form 10-K for the fiscal year ended January 2, 2005.)

Dominion Account 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 10.107 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.)

Management Agreement for a Gaming Facility and Related Ancillary Facilities by and between the
Pawnee Chilocco Gaming Corporation, a wholly-owned subsidiary of the Pawnee Tribal Develop-
ment Corporation, a governmental subdivision of the Pawnee Nation of Oklahoma, a federally
recognized Indian Tribe, and Lakes Pawnee Management, LLC, a Minnesota limited liability
company, dated January 12, 2005. (Incorporated herein by reference to Exhibit 10.109 to Lakes’
Report on Form 10-K for the fiscal year ended January 2, 2005.)

Operating Note by the Pawnee Chilocco Gaming Corporation, a wholly-owned subsidiary of the
Pawnee Tribal Development Corporation, in favor of Lakes Pawnee Management, LLC, a Minne-
sota 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.)

Dominion Account 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 10.111 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.)

Indemnity 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 10.113 to Lakes’ Report on Form 10-K for the fiscal year ended January 2, 2005.)

Gaming Operations Consulting Agreement by and between KTTT Enterprises, a wholly-owned
subsidiary of and a governmental instrument of the Kickapoo Traditional Tribe of Texas, a federally-
recognized Indian Tribe, and Lakes Kickapoo Consulting, LLC, a Minnesota limited liability
company, dated January 19, 2005. (Incorporated herein by reference to Exhibit 10.114 to Lakes’
Report on Form 10-K for the fiscal year ended January 2, 2005.)

Tribal Agreement by and between Kickapoo Traditional Tribe of Texas, a federally-recognized
Indian Tribe, and Lakes Kickapoo Consulting, LLC, a Minnesota limited liability company, dated
January 19, 2005. (Incorporated herein by reference to Exhibit 10.115 to Lakes’ Report on
Form 10-K for the fiscal year ended January 2, 2005.)

KTTT Note by KTTT Enterprises, a wholly-owned subsidiary of and a governmental instrument of
the Kickapoo Traditional Tribe of Texas, a federally recognized Indian Tribe, in favor of Lakes
Kickapoo Consulting, LLC, a Minnesota limited liability company, dated January 19, 2005.
(Incorporated herein by reference to Exhibit 10.116 to Lakes’ Report on Form 10-K for the fiscal
year ended January 2, 2005.)
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Exhibits
10.117

10.118

10.119

10.120

10.121

10.122

10.123

10.124

10.125

10.126

10.127

Description

Security Agreement by and between KTTT Enterprises, a wholly-owned subsidiary of and a
governmental instrument of the Kickapoo Traditional Tribe of Texas, a federally-recognized Indian
Tribe, and Lakes Kickapoo Consulting, LLC, a Minnesota limited liability company, dated
January 19, 2005. (Incorporated herein by reference to Exhibit 10.117 to Lakes’ Report on
Form 10-K for the fiscal year ended January 2, 2005.)

Tribal Agreement by and between Kickapoo Traditional Tribe of Texas, a federally-recognized
Indian Tribe, and Lakes Kickapoo Management, LLC, a Minnesota limited liability company, dated
January 19, 2005. (Incorporated herein by reference to Exhibit 10.118 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 by and between
KTTT Enterprises, a wholly-owned subsidiary of and a governmental instrument of the Kickapoo
Traditional Tribe of Texas, a federally-recognized Tribe, in favor of Lakes Kickapoo Management,
LLC, a Minnesota limited liability company, dated January 19, 2005. (Incorporated herein by
reference to Exhibit 10.119 to Lakes’ Report on Form 10-K for the fiscal year ended January 2,
2005.)

Operating Note by KTTT Enterprises, a wholly-owned subsidiary of and a governmental instrument
of the Kickapoo Traditional Tribe of Texas, a federally-recognized Indian Tribe, in favor of Lakes
Kickapoo Management, LLC, a Minnesota limited liability company, dated January 19, 2005.
(Incorporated herein by reference to Exhibit 10.120 to Lakes’ Report on Form 10-K for the fiscal
year ended January 2, 2005.)

Security Agreement by and between KTTT Enterprises, a wholly-owned subsidiary of and a
governmental instrument of the Kickapoo Traditional Tribe of Texas, a federally-recognized Indian
Tribe, and Lakes Kickapoo Management, LLC, a Minnesota limited liability company, dated
January 19, 2005. (Incorporated herein by reference to Exhibit 10.121 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 Iowa Tribe of
Oklahoma, a federally-chartered corporation, the Iowa Tribe of Oklahoma, a federally-recognized
Indian tribe, and Lakes lowa Consulting, LLC, a Minnesota limited liability company, dated
January 27, 2005. (Incorporated herein by reference to Exhibit 10.122 to Lakes’ Report on
Form 10-K for the fiscal year ended January 2, 2005.)

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

Dominion Account Agreement (Cimarron Casino) by and between the Iowa 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 10.124 to Lakes’
Report on Form 10-K for the fiscal year ended January 2, 2005.)

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

Management Agreement for a Gaming Facility and Related Ancillary Facilities (Cimarron Casino)
by and among the lowa Tribe of Oklahoma, a federally-chartered corporation, the Iowa 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 Ex-
hibit 10.127 to Lakes’ Report on Form 10-K for the fiscal year ended January 2, 2005.)
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Exhibits
10.128

10.129

10.130

10.131

10.132

10.133

10.134

10.135

10.136

10.137

10.138

10.139

Description

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

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

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

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

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

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

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

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

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

Management Agreement for a Gaming Facility and Related Ancillary Facilities (New Project) by
and among the Iowa Tribe of Oklahoma, a federally-chartered corporation, the Iowa 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 Ex-
hibit 10.138 to Lakes’ Report on Form 10-K for the fiscal year ended January 2, 2005.)

Operating Note (New Project) by the Iowa Tribe of Oklahoma, a federally-chartered corporation, in
favor of Lakes 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.)

129



Exhibits
10.140

10.141

10.142

10.143

10.144

10.145

10.146

10.147

10.148

10.149

10.150

10.151

Description

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

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

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

Letter agreement by and between 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 Develop-
ment, Inc., Lakes Entertainment, Inc., Lakes Shingle Springs, Inc., Lakes Jamul, Inc., Lakes KAR
Shingle Springs, LLC, Lakes Kean Argovitz Resorts-California, LLC and collectively, Lakes
Pawnee Consulting, LLC, Lakes Pawnee Management, LLC, Lakes Kickapoo Consulting, LLC,
Lakes Kickapoo Management, LLC, Lakes Iowa Consulting, LLC, Lakes lowa Management, LLC,
and Kevin Kean, a resident of the state of Nevada, dated June 2, 2005. (Incorporated herein by
reference to Exhibit 10.145 to Lakes’ Report on Form 10-K for the fiscal year ended January 2,
2005.)

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

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

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

Loan Agreement dated as of December 15, 2005 among Lakes Entertainment, Inc., a Minnesota
corporation, Lakes Poker Tour, LLC, a Minnesota limited liability company, and Lyle Berman
Family Partnership, a Minnesota general Partnership (Incorporated herein by reference to Ex-
hibit 10.1 to Lakes’ Current Report on Form 8-K filed with the Commission on December 21,
2005.)

Note dated December 15, 2005 by Lakes Entertainment, Inc. and Lakes Poker Tour, LLC in favor
of Lyle Berman Family Partnership. (Incorporated herein by reference to Exhibit 10.2 to Lakes’
Current Report on Form 8-K filed with the Commission on December 21, 2005.)
Common Stock Purchase Warrant dated December 15, 2005 by Lakes Entertainment, Inc. in favor
of Lyle Berman Family Partnership. (Incorporated herein by reference to Exhibit 10.3 to Lakes’
Current Report on Form 8-K filed with the Commission on December 21, 2005.)
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Exhibits
10.152

10.153

10.154

10.155

10.156

10.157

10.158

10.159

10.160

10.161

10.162

10.163

10.164

Description

Registration Rights Agreement dated as of December 16, 2005 among WPT Enterprises, Inc., a
Delaware corporation, Lakes Entertainment, Inc. and Lakes Poker Tour, LLC. (Incorporated herein
by reference to Exhibit 10.4 to Lakes’ Current Report on Form 8-K filed with the Commission on
December 21, 2005.)

Guaranty Agreement dated December 15, 2005 by various subsidiaries of Lakes Entertainment, Inc.
in favor of Lyle Berman Family Partnership. (Incorporated herein by reference to Exhibit 10.5 to
Lakes’ Current Report on Form 8-K filed with the Commission on December 21, 2005.)

Guaranty Security Agreement dated December 15, 2005 among Lakes Entertainment, Inc., various
subsidiaries of Lakes Entertainment, Inc. and Lyle Berman Family Partnership. (Incorporated
herein by reference to Exhibit 10.6 to Lakes’ Current Report on Form 8-K filed with the
Commission on December 21, 2005.)

Stock Pledge Agreement dated December 15, 2005 among Lakes Poker Tour, LLC in favor of Lyle
Berman Family Partnership. (Incorporated herein by reference to Exhibit 10.7 to Lakes’ Current
Report on Form 8-K filed with the Commission on December 21, 2005.)

Financing Agreement dated as of February 15, 2006 among Lakes Entertainment, Inc., various
subsidiaries of Lakes Entertainment, Inc., and PLKS Funding, LLC. (Incorporated herein by
reference to Exhibit 10.1 to Lakes’ Current Report on Form 8-K filed with the Commission on
February 22, 2006.)

Securities Purchase Agreement dated as of February 15, 2006 between Lakes Entertainment, Inc.
and PLKS Holdings, LLC including the Schedule of Buyers. (Incorporated herein by reference to
Exhibit 10.2 to Lakes’ Current Report on Form 8-K filed with the Commission on February 22,
2006.).

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

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

Security Agreement dated as of February 15, 2006 among Lakes Entertainment, Inc. and various
subsidiaries of Lakes Entertainment, Inc. in favor or PLKS Funding, LLC. (Incorporated herein by
reference to Exhibit 10.5 to Lakes’ Current Report on Form 8-K filed with the Commission on
February 22, 2006.).

Pledge Agreement dated as of February 15, 2006 among Lakes Entertainment, Inc. and various
subsidiaries of Lakes Entertainment, Inc. in favor PLKS Funding, LLC. (Incorporated herein by
reference to Exhibit 10.6 to Lakes’ Current Report on Form 8-K filed with the Commission on
February 22, 2006.).

Mortgage, Assignment of Leases and Rents, Security Agreement and Fixture Filing dated as of
February 15, 2006 by Lakes Entertainment, Inc. in favor PLKS Funding, LLC. (Incorporated herein
by reference to Exhibit 10.7 to Lakes’ Current Report on Form 8-K filed with the Commission on
February 22, 2006.).

Deed of Trust, Assignment of Leases and Rents, Security Agreement and Fixture Filing dated as of
February 15, 2006 by Lakes Kean Argovitz Resorts-California, L.L.C. (Trustor) to Fidelity
National Title Insurance Company (Trustee) for the benefit of PLKS Funding, LLC (Beneficiary).
(Incorporated herein by reference to Exhibit 10.8 to Lakes’ Current Report on Form §8-K filed with
the Commission on February 22, 2006.).

Deed of Trust, Assignment of Leases and Rents, Security Agreement and Fixture Filing dated as of
February 15, 2006 by Lakes Kar Shingle Springs, L.L.C. (Trustor) to Fidelity National Title
Insurance Company (Trustee) for the benefit of PLKS Funding, LLC (Beneficiary). (Incorporated
herein by reference to Exhibit 10.9 to Lakes’ Current Report on Form 8-K filed with the
Commission on February 22, 2006.).
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Exhibits
10.165

10.166

10.167

10.168

10.169

10.170

10.171

10.172

10.173

10.174
10.175
10.176

10.177

10.178

10.179

10.180

10.181

Description

Deed of Trust, Assignment of Leases and Rents, Security Agreement and Fixture Filing dated as of
February 15, 2006 by Lakes Shingle Springs, Inc. (Trustor) to Fidelity National Title Insurance
Company (Trustee) for the benefit of PLKS Funding, LLC (Beneficiary). (Incorporated herein by
reference to Exhibit 10.10 to Lakes’ Current Report on Form 8-K filed with the Commission on
February 22, 2006.).

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

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

Lease Intended as Security dated as of December 3, 1999 between Banc of America Leasing &
Capital, LLC and Lakes Gaming, Inc. (now known as Lakes Entertainment, Inc.), as amended on
February 11, 2000, May 12, 2000 and May 1, 2005.

Conditional Release and Termination Agreement dated as of May 20, 1999 by and between Lakes
Gaming, Inc. (now known as Lakes Entertainment, Inc.), and Casino Resources Corporation, a
Minnesota corporation as amended on July 1, 1999.

Third Amended and Restated Management Agreement by and between the Pokagon Band of
Potawatomi Indians and Great Lakes Gaming of Michigan, LLC, a Minnesota limited liability
company (F/K/A Great Lakes of Michigan, LLC, dated as of January 25, 2006.

Third Amended and Restated Development Agreement by and between the Pokagon Band of
Potawatomi Indians and Great Lakes Gaming of Michigan, LLC, a Minnesota limited liability
company (F/K/A Great Lakes of Michigan, LLC) dated as of January 25, 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.

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).

Third Amended and Restated Lakes Development Note by the Pokagon Band of Potawatomi
Indians in favor of Great Lakes Gaming of Michigan, LLC dated as of January 25, 2006.

First Amended and Restated Lakes Facility Note by the Pokagon Band of Potawatomi Indians in
favor of Great Lakes Gaming of Michigan, LLC dated as of January 25, 2006.

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

First Amended and Restated Lakes Working Capital Advance Note by the Pokagon Band of
Potawatomi Indians in favor of Great Lakes Gaming of Michigan, LLC dated as of January 25,
2006.

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.

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.

Third Amended and Restated Transition Loan Note by the Pokagon Band of Potawatomi Indians in
favor of Great Lakes Gaming of Michigan, LLC dated as of January 25, 2006.

Third Amended and Restated Indemnity Agreement by and between Pokagon Band of Potawatomi
Indians and Great Lakes Gaming of Michigan, LLC dated as of January 25, 2006.
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Exhibits
10.182

10.183

10.184

21

23.1
23.2
31.1
31.2
32.1

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.

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.

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.

Subsidiaries of the Company.

Consent of Independent Registered Public Accounting Firm dated March 3, 2006.
Consent of Independent Registered Public Accounting Firm dated March 3, 2006.
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.

Dated as of March 8, 2006

LAKES ENTERTAINMENT, INC.
Registrant

By: /s/ LYLE BERMAN

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

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below
by the following persons on behalf of the registrant and in the capacities indicated as of March §, 2006.

Name

/s/ Lyle Berman

Lyle Berman

/s/  Timothy J. Cope

Timothy J. Cope

/s/  Morris Goldfarb

Morris Goldfarb

/s/  Ronald Kramer

Ronald Kramer

/s/  Ray Moberg

Ray Moberg

/s/ Neil 1. Sell

Neil 1. Sell

/s/ Larry C. Barenbaum

Larry C. Barenbaum

Title

Chairman of the Board and Chief Executive Officer

(Principal Executive Officer)

Chief Financial Officer and Director

(Principal Financial and Accounting Officer)
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CERTIFICATIONS

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

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to
state a material fact necessary to 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
report, fairly present in all material respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this report;

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

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

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

c) 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 of financial reporting that
occurred during the registrant’s fourth quarter that has materially affected, or is reasonably likely to
materially affect, the registrant’s internal control over financial reporting; and

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

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

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

By: /s/ Lyle Berman

Lyle Berman
Chief Executive Officer

March 8, 2006

135



CERTIFICATIONS

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

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to
state a material fact necessary to 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 I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal
control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the
registrant and have:

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

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

c) 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 of financial reporting that
occurred during the registrant’s fourth quarter that has materially affected, or is reasonably likely to
materially affect, the registrant’s internal control over financial reporting; and

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

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

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

By: /s/  Timothy J. Cope

Timothy J. Cope
Chief Financial Officer

March 8, 2006
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CERTIFICATION PURSUANT TO
18 U.S.C. §1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Lakes Entertainment, Inc. (the “Company”) on Form 10-K for
the period ended January 1, 2006 as filed with the Securities and Exchange Commission on the date hereof
(the “Report”), I, Lyle Berman, Chief Executive Officer of the Company, and Timothy J. Cope, Chief
Financial Officer of the Company, certify, pursuant to 18 U.S.C. §1350, as adopted pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002, that:

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

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

/s/ Lyle Berman

Lyle Berman
Chief Executive Officer

March 8, 2006

/s/ Timothy J. Cope

Timothy J. Cope
Chief Financial Officer

March 8, 2006
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