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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-K

x ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

FOR THE FISCAL YEAR ENDED: SEPTEMBER 30, 2006

-OR-

o TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

Commission File No. 1-33145

SALLY BEAUTY HOLDINGS, INC.
(Exact name of registrant as specified in its charter)

Delaware
(State or other jurisdiction of
incorporation or organization)

36-2257936
(I.R.S. Employer Identification No.)

3001 Colorado Boulevard
Denton, Texas

(Address of principal executive offices)

76210
(zip code)

Registrant�s telephone number, including area code: (940) 898-7500

Securities registered pursuant to Section 12(b) of the Act:

Title of each class Name of each exchange
on which registered

Common Stock, par value $.01 per share New York Stock Exchange

Securities registered pursuant to Section 12(g) of the Act: None

Indicate by checkmark if the registrant is a well-known seasoned issuer, as defined under Rule 405 of the Securities
Act. YES o     NO x
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Indicate by checkmark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Act. YES o     NO x

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports) and (2) has been subject to such filing requirements for the past 90 days. YES o     NO x

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained
herein, and will not be contained, to the best of registrant�s knowledge, in definitive proxy or information statements
incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K.  x

Indicate by checkmark whether the registrant is a large accelerated filer, an accelerated filer or a non-accelerated filer.
(See definition of accelerated filer and large accelerated filer in Rule 12b-2 of the Exchange Act).
Large accelerated filer o     Accelerated filer o     Non-accelerated filer x

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act.)  YES o     NO x

At December 14, 2006, there were 180,104,975 shares of common stock outstanding.

DOCUMENTS INCORPORATED BY REFERENCE

The registrant incorporates by reference in Item 11 hereof portions of the Company�s Final Proxy
Statement/Prospectus�Information Statement (File No. 333-136259), filed pursuant to Rule 424(b)(3) on October 13,
2006.

Edgar Filing: Sally Beauty Holdings, Inc. - Form 10-K

Table of Contents 3



TABLE OF CONTENTS

Page

PART I

ITEM 1. BUSINESS 1
ITEM 1A. RISK FACTORS 12
ITEM 1B. UNRESOLVED STAFF COMMENTS 25
ITEM 2. PROPERTIES 25
ITEM 3. LEGAL PROCEEDINGS 26
ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS 26

PART II

ITEM 5. MARKET FOR REGISTRANT�S COMMON EQUITY, RELATED
STOCKHOLDER MATTERS AND ISSUER PURCHASES OF EQUITY
SECURITIES 26

ITEM 6. SELECTED FINANCIAL DATA 27
ITEM 7. MANAGEMENT�S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION

AND RESULTS OF OPERATIONS 29
ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK 52
ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA 54
ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON

ACCOUNTING AND FINANCIAL DISCLOSURE 83
ITEM 9A. CONTROLS AND PROCEDURES 83
ITEM 9B. OTHER INFORMATION 83

PART III

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE 84
ITEM 11. EXECUTIVE COMPENSATION 91
ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND

MANAGEMENT AND RELATED STOCKHOLDER MATTERS 94
ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS 95
ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES 95

PART IV

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES 96
 First Amendment to the Stockholders Agreement
 Severance Letter
 Form of Termination Letter
 List of Subsidiaries
 Consent of KPMG
 Rule 13(a)-14(a)/15(d)-14(a) Certification
 Rule 13(a)-14(a)/15(d)-14(a) Certification
 Section 1350 Certification
 Section 1350 Certification
 Select Portions of the Company's Final Proxy Statement/Prospectus

Edgar Filing: Sally Beauty Holdings, Inc. - Form 10-K

4



Edgar Filing: Sally Beauty Holdings, Inc. - Form 10-K

5



Table of Contents

In this report, references to �the Company�, �our company�, �we�, �our�, �ours� and �us� refer to Sally Beauty Holdings, Inc. and
its consolidated subsidiaries for periods after the separation from Alberto-Culver Company (�Alberto Culver�) and to
Sally Holdings, Inc. and its consolidated subsidiaries for periods prior to the separation from Alberto-Culver unless
otherwise indicated or context otherwise requires.

PART I

ITEM 1. BUSINESS

Introduction

We are the largest distributor of professional beauty supplies in the United States based on store count. We operate
primarily through two business units, Sally Beauty Supply and Beauty Systems Group, which we refer to as BSG.
Through Sally Beauty Supply and BSG, we operated a multi-channel platform of 3,169 stores and supplied 170
franchised stores in North America as well as selected European countries and Japan, as of September 30, 2006. As of
September 30, 2006, Sally Beauty Supply owned and operated 2,181 stores in the United States and 2,511 stores
worldwide and BSG operated 658 company-owned stores and supplied 170 franchised stores. Within BSG, we also
have one of the largest networks of professional distributor sales consultants in North America, with approximately
1,200 professional distributor sales consultants who sell directly to salons and salon professionals. We provide our
customers with a wide variety of leading third-party branded and private/control label professional beauty supplies,
including hair care products, styling appliances, skin and nail care products and other beauty items. Sally Beauty
Supply stores target retail consumers and salon professionals, while BSG exclusively targets salons and salon
professionals. Over 90% of our net sales were in the U.S. and Canada for each of the last three fiscal years. For the
year ended September 30, 2006 our net sales were $2,373.1 million.

Sally Beauty Supply began as a single store in New Orleans in 1964 and was purchased in 1969 by our former parent
company, Alberto-Culver Company, or Alberto-Culver. BSG became a subsidiary of Alberto-Culver in 1985. On
November 16, 2006, we separated from Alberto-Culver and became an independent company traded on the New York
Stock Exchange. Our separation from Alberto-Culver and its consumer products-focused business was pursuant to an
investment agreement, dated as of June 19, 2006, as amended, among us, Alberto-Culver, CDRS Acquisition LLC and
others. We were formed as a Delaware corporation in June of 2006 in connection with this transaction to be the
ultimate parent of Sally Beauty Supply and BSG and other subsidiaries following the separation. When we refer to
Alberto-Culver, we mean Alberto-Culver Company prior to the separation or the company from which we separated,
which is currently a separate public company, as the context requires.

In connection with the separation from Alberto-Culver, CDRS Acquisition LLC, or CDRS, and CD&R Parallel
Fund VII, L.P., which we refer to as Parallel Fund and which we refer to together with CDRS as the CDR investors,
invested an aggregate of $575 million in cash equity, representing ownership subsequent to the separation of
approximately 48% of the outstanding shares of our common stock on an undiluted basis. CDRS, which owns
approximately 47.7% of the outstanding shares of our common stock on an undiluted basis, is a Delaware limited
liability company organized by Clayton, Dubilier & Rice Fund VII, L.P., a private investment fund managed by
Clayton, Dubilier & Rice, Inc. Also in connection with the separation from Alberto-Culver, certain of our subsidiaries
incurred approximately $1.85 billion of indebtedness, as more fully described below.

Professional Beauty Supply Industry

We operate primarily within the large and growing U.S. professional beauty supply industry. Potential growth in the
industry is expected to be driven by demographic and fashion trends, which we expect will lead to increased usage of
hair color, hair-loss prevention products and hair styling products.
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The professional beauty supply industry serves end-users through four channels: full-service exclusive distribution,
open-line distribution, direct and mega-salon stores.
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Full Service/Exclusive

This channel exclusively serves salons and salon professionals and distributes �professional-only� products for use and
re-sale to consumers in salons. Many brands are distributed through arrangements with suppliers by geographic
territory. BSG is a leading full-service distributor in the U.S.

Open-Line

This channel serves retail consumers and salon professionals through retail stores. This channel is served by a large
number of localized retailers and distributors, with only a few having a regional presence and significant market share.
We believe that Sally Beauty Supply is the only open-line distributor in the U.S. with a national network of retail
stores.

Direct

This channel focuses on direct sales to salons and salon professionals by large manufacturers. This is the dominant
form of distribution in Europe, but represents a small channel in the U.S. due to the highly fragmented nature of the
U.S. market, which tends to make direct distribution cost prohibitive for manufacturers.

Mega-Salon Stores

In this channel, large-format salons are supplied directly by manufacturers due to their large scale.

Key Future Industry Trends

We believe the following key industry trends and characteristics will influence our business, going forward:

High Level of Customer Fragmentation

The U.S. salon market is highly fragmented with over 230,000 salons. Given the fragmented and small-scale nature of
the salon industry, we believe that salon operators will continue to depend on full service/exclusive distributors and
open-line channels for a majority of their beauty supply purchases.

Growth in Booth Renting

Many professional stylists are individual operators who rent booth space from salons, which we refer to as �booth
renters,� and are responsible for purchasing their own supplies. Over time, the number of booth renters has
significantly increased as a percentage of total salon professionals, and we expect this trend to continue. Given their
smaller individual purchases and relative capital constraints, booth renters are likely to be dependent on frequent trips
to professional beauty supply stores, like those that BSG and Sally Beauty Supply operate.

Frequent Re-Stocking Needs

Salon professionals primarily rely on just-in-time inventory due to capital constraints and a lack of warehouse and
shelf space at salons. These factors are key to driving demand for conveniently located professional beauty supply
stores.

Continuing Consolidation
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There is continuing consolidation among professional beauty product distributors and among professional beauty
supply manufacturers. We believe that suppliers are increasingly likely to focus on larger distributors and retailers
with broader scale and a retail footprint. We also believe that we are well positioned to capitalize on this trend as well
as to participate in the ongoing consolidation at the distributor / retail level. However, changes often occur in our
relationships with suppliers that positively or negatively affect the net sales and operating profits of each business
segment. Consolidation among suppliers could exacerbate the effects of these relationship changes and could increase
pricing pressures. See �Risk Factors�We depend upon manufacturers who may be unable to provide products of
adequate quality or who may be unwilling to continue to supply products to us.�
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Favorable Demographic and Consumer Trends

The aging baby-boomer population is expected to drive future growth in professional beauty supply sales through
increased usage of hair color and hair-loss products. Additionally, continuously changing fashion-related trends that
drive new hair styles are expected to result in continued demand for hair styling products.

Business Segments, Geographic Area Information and Seasonality

We operate two business segments: (1) Sally Beauty Supply, a domestic and international open-line distributor of
professional beauty supplies offering professional beauty supplies to both retail consumers and salon professionals,
and (2) BSG, a full-service beauty supply distributor offering professional brands directly to salons and salon
professionals through our own sales force and professional-only stores, many in exclusive geographical territories in
North America. BSG also franchises beauty supply outlets in the United States and Mexico, and supplies
sub-distributors in Europe. Sales of Sally Beauty Supply accounted for approximately 60%, 60% and 62% of the
company�s consolidated net sales for the years ended September 30, 2006, 2005 and 2004, respectively. BSG
accounted for approximately 40%, 40% and 38% of the company�s consolidated net sales for the years ended
September 30, 2006, 2005 and 2004, respectively.

Financial information about business segments and geographic area information is incorporated herein by reference to
the �Business Segments and Geographic Area Information� note 18 of the �Notes to the Consolidated Financial
Statements� in �Item 8�Financial Statements and Supplementary Data� of this report.

Neither the sales or product assortment for Sally Beauty Supply or BSG are seasonal in nature.

Sally Beauty Supply

Sally Beauty Supply is the largest open-line distributor of professional beauty supplies in the U.S. based on store
count. It carries an extensive selection of professional beauty products, ranging between 5,400 and 7,400 stock
keeping units (�SKUs�) of beauty products, including hair care, nail care, beauty sundries and appliances. It targets retail
consumers and salon professionals. We believe that Sally Beauty Supply has differentiated itself from its competitors
through its attractive customer value proposition, attractive pricing, extensive selection of leading third-party branded
and private label products, broad ethnic product selection, excellent product knowledge of its sales associates and
convenient store locations.

Store Design and Operations

Sally Beauty Supply stores are designed to create an appealing shopping environment that embraces the retail
consumer and salon professional and highlights its extensive product offering. Sally Beauty Supply stores average
1,700 square feet in size and are located primarily in strip shopping centers. Generally, Sally Beauty Supply stores
follow a consistent format, allowing customers familiarity between Sally Beauty Supply locations.

Sally Beauty Supply stores are segmented into distinctive areas arranged by product type with signs allowing its
customers to easily navigate through its stores. Sally Beauty Supply seeks to stimulate cross-selling and impulse
buying through strategic product placement and use the front of the store to highlight new products and key
promotional items.

  Merchandise
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Sally Beauty Supply stores carry a broad selection of branded and private label beauty supplies. Sally Beauty Supply
manages each category by product and by SKU and uses centrally developed planoguides to maintain a consistent
merchandise presentation across its store base. Through its information systems, Sally Beauty Supply actively
monitors each store�s category performance, allowing maintenance of consistently high levels of in-stock merchandise.
We believe Sally Beauty Supply�s tailored merchandise strategy enables it to meet local demands and helps drive
traffic in its stores. Additionally, its information systems track and automatically replenish inventory levels, generally
on a weekly basis.
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Sally Beauty Supply offers a comprehensive ethnic product selection with specific appeal to the African-American
markets. Its ethnic product offerings are tailored by store based on market demographics and category performance.
For example, sales to the African-American markets represent approximately 11% of net sales in Sally Beauty
Supply�s U.S. stores. We believe the breadth of selection of ethnic products available in Sally Beauty Supply Stores is
unique and differentiates its stores from its competition. Sally Beauty Supply also positions itself to be competitive in
price, but not a discount leader.

Sally Beauty Supply�s pricing strategy is differentiated by customer segment. Professional salon customers are
generally entitled to a price lower than that received by retail customers. Sally Beauty Supply does offer discounts to
retail customers through its customer loyalty program.

Leading Third-Party Branded Products

Sally Beauty Supply offers an extensive selection of hair care products, nail care products, beauty sundries and
appliances from leading third-party brands such as Clairol, L�Oreal, Revlon and Conair. We believe that carrying a
broad selection of the latest premier branded merchandise is critical to maintaining long-term relationships with our
valued customers. The merchandise Sally Beauty Supply carries includes products from one or more of the leading
manufacturers in each category. Sally Beauty Supply�s objective is not only to carry leading brands, but also to carry a
full range of branded and private label products within each category. As hair trends continue to evolve, we expect to
offer the changing professional beauty product assortment necessary to meet the needs of retail consumers and salon
professionals.

Private Label Products

Sally Beauty Supply offers a broad range of private label and controlled label products, which we generally refer to
collectively as private label products, unless the context requires otherwise. Private label products are brands for
which we own the trademark and in some instances the formula. Controlled label products are brands that are owned
by the manufacturer for which we have been granted sole distribution rights. Private label products, including
controlled label products, provide customers with an attractive alternative to higher-priced leading third-party brands.
Private label products accounted for approximately 37% of Sally Beauty Supply�s net sales as of September 30, 2006.
Generally, the private label brands have higher gross margins than the leading third-party branded products and we
believe this area offers significant potential growth. Sally Beauty Supply maintains private label products in a number
of categories including hair care, appliances and salon products. Sally Beauty Supply actively promotes its private
label brands through in-store promotions and monthly flyers. We believe our customers perceive these private label
products to be comparable in quality and name recognition to leading third-party branded products.

The following table sets forth the approximate percentage of Sally Beauty Supply�s sales by merchandise category:

Year
Ended

September 30,
2006

Hair care 21.1%
Hair color 20.1%
Skin and nail care 16.1%
Electrical appliances 14.3%
Brushes, cutlery and accessories 13.4%
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Ethnic products 10.7%
Other beauty items 4.3%

Total 100.0%
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Marketing and Advertising

Sally Beauty Supply�s marketing program is designed to promote its extensive selection of brand name products at
competitive prices. The program is currently centered on multi-page, color flyers highlighting promotional products.
Separate flyers are created and tailored to Sally Beauty Supply�s retail customers and salon professionals. These flyers,
which are available in Sally Beauty Supply stores, are also mailed to loyalty program customers and salon
professionals on a monthly basis and are supplemented by e-mail newsletters. Additionally, a Sally Beauty magazine
that provides customers with beauty trends and product information is sold in Sally Beauty Supply stores.

Sally Beauty Supply�s customer loyalty and marketing programs allow Sally Beauty Supply to collect point-of-sale
customer data and increase our understanding of customers� needs. The Sally Beauty Club is a loyalty program for
customers who are not salon professionals. Beauty Club members, after paying a small annual fee to join, receive a
special, discounted price on almost every non-sale item. Members are also eligible for a special Beauty Club e-mail
newsletter that contains additional savings, beauty tips, new product information and coupons. Beauty Club customers
are rewarded with additional discounts as their store spending increases. The ProCard is a marketing program for
salon professionals. ProCard members receive discounts on all beauty products sold at Sally Beauty Supply stores. We
believe these programs are highly effective in developing and maintaining customer relationships.

Store Locations

Sally Beauty Supply selects geographic markets and store sites on the basis of demographic information, quality and
nature of neighboring tenants, store visibility and location accessibility. Sally Beauty Supply seeks to locate stores
primarily in strip malls, which are occupied by other high traffic retailers including grocery stores, mass merchants
and home centers.

Sally Beauty Supply balances its store expansion between new and existing markets. In its existing markets, Sally
Beauty Supply adds stores as necessary to provide additional coverage. In new markets, Sally Beauty Supply
generally seeks to expand in geographically contiguous areas to leverage its experience. We believe that Sally Beauty
Supply�s knowledge of local markets is an important part of its success.

The following table provides a history of Sally Beauty Supply store openings since the beginning of fiscal year 2002:

Year Ended September 30,
2006 2005 2004 2003 2002

Stores open at beginning of period 2,419 2,355 2,272 2,177 2,112
Net store openings during period 92 62 83 95 64
Stores acquired during period � 2 � � 1

Stores open at end of period 2,511 2,419 2,355 2,272 2,177

Beauty Systems Group

We believe that BSG is the largest full-service distributor of professional beauty supplies in the U.S. As of
September 30, 2006, BSG operated 658 company-owned stores, supplied 170 franchised stores and had a sales force
of approximately 1,200 professional distributor sales consultants selling exclusively to salons and salon professionals
in 43 U.S. states and portions of Canada, Mexico and certain European countries.
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Store Design and Operations

BSG stores are designed to create a professional shopping environment that embraces the salon professional and
highlights its extensive product offering. Company-owned BSG stores average 2,800 square feet and are located
primarily in secondary strip shopping centers. BSG store layout is designed to provide optimal variety and options to
the salon professional. Stores are segmented into distinctive areas arranged by product type with certain areas
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dedicated to leading third-party brands; such as Matrix, Redken, Paul Mitchell, Graham Webb, Rusk and TIGI. The
selection of these varies by territory.

Professional Distributor Sales Consultants

BSG has a network of approximately 1,200 professional distributor sales consultants, which exclusively serve salons
and salon professionals.

The number of consultants in the BSG network has increased since fiscal 2002, as set forth in the following table:

Year Ended September 30,
2006 2005 2004 2003 2002

Professional distributor sales consultants 1,192 1,244 1,167 989 930

In order to provide a knowledgeable consultant team, BSG actively recruits professional cosmetologists and
individuals with sales experience, as we believe that new consultants with either broad knowledge about the products
or direct sales experience will be more successful.

BSG provides extensive training to new consultants beginning with an intensive one-week training program, followed
by an extensive, continuing program of media-based training, delivered through audio, video and web-based
e-learning. The program is designed to develop product knowledge as well as techniques on how best to serve salon
professionals. In addition to selling professional beauty products, these sales consultants offer in-store training for
professionals and owners in areas such as new styles, techniques and business practices.

An important component of consultants� compensation is sales commissions. BSG�s commission system is designed to
drive sales and focus consultants on selling products that are best suited to individual salons and salon professionals.
We believe our emphasis on recruitment, training, and sales-based compensation results in a sales force that
distinguishes itself from other full service/exclusive-channel distributors.

The following tables sets forth the approximate percentage of BSG sales attributable by channel:

Year Ended
September 30, 2006

Company-owned retail stores 47.5%
Professional distributor sales consultants 37.2%
Franchise stores 15.3%

Total 100.0%

Merchandise

BSG stores carry a broad selection of branded beauty supplies, ranging between 3,700 and 9,500 SKUs of beauty
products, including hair care products, nail care, appliances and other beauty items from leading third-party brands.
Some products are available in bulk packaging for higher volume salon needs. Through BSG�s information systems,
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each store�s product performance is actively monitored, allowing maintenance of an optimal merchandise mix.
Additionally, BSG�s information systems track and automatically replenish inventory levels on a weekly basis,
enabling BSG to maintain high levels of product in stock. Although BSG positions itself to be competitive on price, its
primary focus is to provide a comprehensive selection of branded products to the salon professional. Many BSG
products are sold under exclusive arrangements with suppliers, whereby BSG is designated the sole distributor for a
specific brand name within certain geographic territories. We believe that carrying a broad selection of the latest
premier branded merchandise is critical to maintaining relationships with our valued professional customers.
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The following table sets forth the approximate percentage of sales attributable by merchandise category:

Year Ended
September 30, 2006

Hair care 36.7%
Hair color 23.6%
Promotional items 19.1%
Skin and nail care 8.3%
Electrical appliances 5.6%
Brushes, cutlery and accessories 3.5%
Other beauty items 2.2%
Ethnic products 1.0%

Total 100.0%

Marketing and Advertising

BSG�s marketing program is designed to promote its extensive selection of brand name products at competitive prices.
BSG distributes at its stores and mails to its salon and salon professional customers, multi-page color flyers that
highlight promotional products. Some BSG stores also host monthly manufacturer-sponsored classes for customers.
These classes are held at BSG stores and led by manufacturer-employed educators. Salon professionals, after paying a
small fee to attend, are educated on new products and beauty trends. We believe these classes increase brand
awareness and drive sales in BSG stores.

Store Locations

BSG stores are primarily located in secondary strip shopping centers. Although BSG stores are located in visible and
convenient locations, salon professionals are less sensitive about store location than Sally Beauty Supply customers.

The following table provides a history of BSG store openings since the beginning of fiscal year 2002:

Year Ended September 30,
2006 2005 2004 2003 2002

Stores open at beginning of period 822 692 543 535 316
Net store openings during period 6 37 26 8 24
Stores acquired during period � 93 123 � 195

Stores open at end of period 828 822 692 543 535

Our Strategy

We believe there are significant opportunities to increase our sales and profitability through the further
implementation of our operating strategy and by growing our store base in existing and contiguous markets, both
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organically and through strategic acquisitions. Specific elements of our growth strategy include the following:

Increase Sales Productivity of Our Stores

We intend to grow comparable store sales by focusing on improving our merchandise mix and introducing new
products. In addition, we believe that as an independent company we will be able to more effectively market our
products, particularly in Sally Beauty Supply stores. We also plan to enhance our customer loyalty programs, which
allow us to collect point-of-sale customer data and increase our understanding of customers� needs.
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Open New Stores and Explore New Services and Concepts

In fiscal year 2006, we opened 92 and 6 net new stores for Sally Beauty Supply and BSG, respectively. Because of the
limited initial capital outlay, rapid payback, and highly attractive return on capital, we intend to continue to expand
our Sally Beauty Supply and BSG store base. We are also exploring several new retail and distribution concepts
intended to increase our product offering to existing customers and penetrate new customer segments. For example, in
the U.K., Sally Beauty Supply is currently testing a format that combines traditional salon services with a retail
offering of exclusive salon-only product lines. We expect new store openings and the introduction of new services and
concepts to be an important aspect of our future growth opportunities.

Increase Sales of Private Label Products

We intend to grow private label sales in both Sally Beauty Supply and BSG. We believe our customers view our
private label products as high-quality, recognizable brands, which are competitive with leading third-party branded
merchandise. Private label products are currently sold through our Sally Beauty Supply stores, with very limited
private label offerings at BSG. Private label products account for a substantial amount of the Sally Beauty Supply
segment net sales and generate a gross margin greater than that of the leading third-party brands sold through our
stores. Potential growth for such products is believed to be significant. In addition, our broad private label product
offering minimizes our dependence on any one brand or supplier. We believe private label presents opportunities to
grow profits and also increase store loyalty.

Increase Operating Efficiency and Profitability

We believe there are numerous opportunities to increase the profitability of operations. For example, we believe there
are meaningful opportunities to further streamline the supply chain by consolidating North American warehousing and
more effectively managing inbound and outbound freight expenses. Other identified opportunities include
(i) improvement of sales force training programs and revision of current compensation structures, (ii) centralization of
certain administrative functions, and (iii) targeted overhead reductions. In addition, we intend to implement working
capital improvement initiatives that are focused on the strict management of receivables, inventory and payables to
further maximize our free cash flow. We also intend to undertake a full review of our supplier base and procurement
strategy. This initiative is intended to (i) eliminate duplicative product sourcing efforts between Sally Beauty Supply
and BSG, and (ii) identify low cost alternative sources of supply in certain product categories from countries with low
manufacturing costs. We are identifying economics of scale that will allow us to improve our procurement strategy
and maximize our margin potential.

Pursue Strategic Acquisitions

We have completed more than 25 acquisitions over the last 10 years, predominantly in our BSG segment. We believe
our experience in identifying attractive acquisition targets, our proven integration process, and our highly scalable
infrastructure have created a strong platform for future acquisitions, subject to (i) restrictions on our ability to finance
acquisitions by incurring additional debt under our debt agreements, and (ii) restrictions on the amount of equity that
we can issue to make acquisitions for at least two years following the transaction separating our company from
Alberto-Culver. We will continue to identify and evaluate acquisition targets both domestically and internationally,
with a focus on expanding our exclusive BSG territories.

Competition

Although there are a limited number of sizable direct competitors to our business, the beauty industry is highly
competitive. In each area in which we operate, we experience domestic and international competition, including mass
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merchandisers, drug stores, supermarkets and other chains, offering similar or substitute beauty products at
comparable prices. Our business also faces competition from department stores. In addition, our business competes
with local and regional cash-and-carry beauty supply stores and full-service distributors selling directly to salons and
salon professionals through both professional distributor sales consultants and outlets open only to salons and salon
professionals. Our business also faces increasing competition from certain manufacturers that use their own sales
forces to distribute their professional beauty products directly or align themselves with our competitors. Our
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business also faces competition from authorized and unauthorized retailers and internet sites offering professional
salon-only products. See �Risk Factors�The beauty products distribution industry is highly competitive�.

Competitive Strengths

We believe the following competitive strengths differentiate us from our competitors and contribute to our success:

The Largest Professional Beauty Supply Distributor in the U.S. with Multi-Channel Platform

Sally Beauty Supply and BSG together comprise the largest distributor of professional beauty products in the U.S. by
store count. Our leading market positions and multi-channel platform afford us several advantages, including strong
positioning with suppliers, the ability to better service the highly fragmented beauty supply market, superior
economies of scale and the ability to capitalize on the ongoing consolidation in our sector. Through our multi-channel
platform, we are able to generate and grow revenues across broad, diversified geographies, and customer segments
using varying product assortments. We operate in nine countries outside the U.S. and Puerto Rico, offering up to
7,400 and 9,500 SKUs in Sally Beauty Supply and BSG stores, respectively, to a potential customer base that includes
millions of retail consumers, and more than 230,000 salons in the U.S.

Differentiated Customer Value Proposition

We believe that our stores are differentiated from their competitors through convenient location, broad selection of
professional beauty products (including leading third-party branded and (in Sally Beauty Supply stores) private label
merchandise), high levels of in-stock merchandise, educated salespeople and competitive pricing. Our merchandise
mix includes a comprehensive ethnic product selection, which is tailored by store based on market demographics and
category performance. African-American products represent approximately 11% of net sales in U.S. Sally Beauty
Supply stores, and we believ
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