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We now ﬂpefate' 4,058 stores

America. Outside of North America,

_we operate 441 stores in ei”;ght countries:
the United ngdom, Belgium, Chile,
: ,Ireland Spain, Germany and
the Netherlands.

miﬁi} BAL FOOTPRINT (STORE COUNT AS OF SEPTEMBER 30, 2012)

North America

United States 2,596 1,062 3,658
Puerto Rico 42 2 44
Mexico 149 30 179
Canada 81 96 177
North America Total 2,868 1,190 4058
International

United Kingdom 241 - 241
France 45 - 45
Belgium 40 - 40
Germany 35 - 35
Chile 33 - 33
Netherlands 22 - 22
Ireland 17 - 17
Spain 8 - 8
International Total 441 - 441
Total Store Count 3,309 1,190 4,499

BSG Direct Sales Consultants - 1,044 1,044



Begides outstarding financial results, we

had several noteworthy events:

- Qur private equity partner sold its

47.5 percent stake in the Company;
We achieved a Tevel of debt within our
targeted consolidated leverage ratio

range of 2010 2.5 times;

‘We refing

ed all of our long-term
debt with exceptional interest rates

and 5&1‘>ﬂ;§~~ terim roaturities;

We repurchased $200 million, or
7.6 million shares, of our stock
and, more recently, gained Board

approval for a new $300 million

gtock repurchase progran.
g

i believe the additional liquidity combined
with our capital discipline and strong
financial performance contributed to the

Hft in our stock price during FY 2012,

[ am pleased to share the highlights of

our BY 2012 in more detail,

sur consolidated net

billion

sceeded $3.5 - growth
of 7.8 percent over the prior year. This

revenue growth was driven by a 6.4

percent rise in global same-store sales,
acquisitions and net new store openings.
Gross profit ended the year at $1.7
billion, a growth of 9.3 percent. This
resulted in a gross profit margin of 49.5
percent, an expansion of 70 basis points.
Diluted earnings per share reached
$1.24, for year-over-year growth of 8.8
percent, We generated $298 million in
net pperating cash, which funded our
investments in company growth and

stock buy-back.

s Giroweth A

In FY 2012, we continued to grow through
organic store openings an d acquisitions.
We increased our store base by 4.4 percent
or 190 stores, for a total store count

of 4,499, We now operate 4,058 stores

in North America. Outside of North
Awerica, we operate 441 stores in eight
countries: the United Kingdom, Belgium,
Chile, France, Iretand, Spain, Germany
and the Netherlands.

In FY 2013, we believe we can achieve
consolidated store growth of 4 percent

to b percent.

Net sales at our Sally Beaty Supply
segment were $2.2 billion, an increase of
9.2 percent. Sales increase was driven by
same-store sales growth of 6.5 percent,
higher transaction volume and average
ticket, and double-digit growth in our
international businesses. Gross margin
reached a record annual high of 54.6
percent, an expansion of 60 basis points
over FY 201 1. The consistent shift in
product and customer mix continues

to drive our gross margin performance.
Segment operating earnings were $429.5
million, up 12.7 percent from $381.0
million in FY 2011, Segment operating
margins reached 19.5 percent of sales,
up 60 basis points from 18.9 percent in

FY 2011,

Sally Beauty Supply ended the fiscal
year with 3,309 retail stores: 2,638 in
the U.S. and Puerto Rico, and the
remaining 671 stores in Canada,
Mexico, Chile, the United Kingdom,
Ireland, Belgium, France, Germany,
the Netherlands and Spain.

On the marketing side for Sally

Beauty, we continue to realize positive
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results from our customer acquisition
strategy. Through our marketing
efforts, we reached an additional 38
million consumers and expanded our
relationship with existing customers.
Beauty Club Card memberships
increased to over 6.5 million and now
represent almost half our retail sales.
The average sale for a Beauty Club Card
customer remains consistently higher,
and members shop more often than
non-members. We believe our targeted
marketing initiative and Beauty Club
customer conversion etforts will continue
to lead to growth in store traffic and

higher average ticket in FY 2013,

Our Beauty Systems Group segment
saw a rise in net sales of 5.4 percent over
FY 2011, reaching $1.3 billion. This
strong performance was primarily driven
by 6.1 percent growth in same-store
sales and net new store openings. Gross
margin reached a record 41.0 percent,
up 70 basis points from FY 2011. Gross
margin performance was driven by
favorable customer and product mix.

By leveraging efficiencies and tightly

49%

‘is%

Gross Profit Margin
Segment Operating
Earnings (in thousands)

managing expenses, segment operating
earnings grew 11.0 percent over

FY 2011 to reach $182.7 million.
Operating margins improved by

70 basis points to reach 13.8 percent

of sales. BSG ended the fiscal year with
1,190 stores, including 159 franchises

and 1,044 distributor sales consultants.

Our strategy at BSG remains the same —
to continue store expansion both

organically and through acquisitions to
increase our brand footprint in existing

geographies and new territories.

Through all of these efforts, we increased
our net cash position by $177 million.
Our use of cash went to fund $69 million
in capital expenditures, $44 million in
acquisitions and a $200 million stock
repurchase from the private equity

investors, CD&R.

In closing, we had another terrific

g
vear of strong financial and operating
performance at Sally Beauty Holdings.

As we enter FY 2013, we remain focused
on delivering strong results while

investing to ensure that our long-
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term performance is sustainable. Our

objectives in FY 2013 are straightforward:

> Continue to grow sales and cash flow
while generating strong earnings and

healthy operating margins;

> Continue to grow our store base
organically and make strategic
and synergistic acquisitions when
appropriate;

> Make global investments in key
regions to expand our international
footprint;

+ Remain disciplined in our investments

for growth and capital management to

further enhance shareholder return.

We are grateful for the continued support
of our customers, our suppliers, our

people and, of course, our shareholders.

4, ks

Gary G. Winterhalter
Chairman, President and

Chief Executive Officer
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In this Annual Report, references to “the Company,” “Sally Beauty,” “our company,” “we,” “our,” “ours”
and “us” refer to Sally Beauty Holdings, Inc. and its consolidated subsidiaries unless otherwise indicated or
the context otherwise requires.

CAUTIONARY NOTICE REGARDING FORWARD-LOOKING STATEMENTS

Statements in this Annual Report on Form 10-K and in the documents incorporated by reference herein
which are not purely historical facts or which depend upon future events may constitute forward-looking
statements within the meaning of Section 27A of the Securities Act of 1933, as amended, and Section 21E
of the Securities Exchange Act of 1934, as amended, which we refer to as the Exchange Act. Words such as
“anticipate,” “believe,” “estimate,” “expect,” “intend,” “plan,” “project,” “target,” “can,” “could,” “may,”
“should,” “will,” “would” or similar expressions may also identify such forward-looking statements.

Readers are cautioned not to place undue reliance on forward-looking statements as such statements
speak only as of the date they were made. Any forward-looking statements involve risks and uncertainties
that could cause actual events or results to differ materially from the events or results described in the
forward-looking statements, including, but not limited to, risks and uncertainties related to:

* the highly competitive nature of, and the increasing consolidation of, the beauty products
distribution industry;

* anticipating changes in consumer preferences and buying trends and managing our product lines
and inventory;

* potential fluctuation in our same store sales and quarterly financial performance;

* our dependence upon manufacturers who may be unwilling or unable to continue to supply
products to us;

* the possibility of material interruptions in the supply of products by our manufacturers;
* products sold by us being found to be defective in labeling or content;

* compliance with laws and regulations or becoming subject to additional or more stringent laws and
regulations;

* product diversion to mass retailers or other unauthorized resellers;

* the operational and financial performance of our Armstrong McCall, L.P. (“Armstrong McCall”)
franchise-based business;

* the success of our internet and catalogue-based businesses;

* successfully identifying acquisition candidates and successfully completing desirable acquisitions;
* integrating businesses acquired in the future;

* opening and operating new stores profitably;

* the impact of the health of the economy upon our business;

* the success of our cost control plans;

* protecting our intellectual property rights, particularly our trademarks;

* conducting business outside the United States;

* disruption in our information technology systems;

* severe weather, natural disasters or acts of violence or terrorism;

ii



« the preparedness of our accounting and other management systems to meet financial reporting and
other requirements and the upgrade of our existing financial reporting system;

* being a holding company, with no operations of our own, and depending on our subsidiaries for
cash;

 our substantial indebtedness;
* the possibility that we may incur substantial additional debt in the future;
« restrictions and limitations in the agreements and instruments governing our debt;

» generating the significant amount of cash needed to service all of our debt and refinancing all or a
portion of our indebtedness or obtaining additional financing;

« changes in interest rates increasing the cost of servicing our debt;
« the potential impact on us if the financial institutions we deal with become impaired;
« the costs and effects of litigation; and

« the representativeness of our historical consolidated financial information with respect to our future
financial position, results of operations or cash flows.

The events described in the forward-looking statements might not occur or might occur to a different
extent or at a different time than we have described. As a result, our actual results may differ materially
from the results contemplated by these forward-looking statements. We assume no obligation to publicly
update or revise any forward-looking statements.

iii



PART 1
ITEM 1. BUSINESS

Introduction

Sally Beauty Holdings, Inc. is an international specialty retailer and distributor of professional beauty
supplies with operations primarily in North America, South America and Europe. We believe the
Company is the largest distributor of professional beauty supplies in the U.S. based on store count. We
operate primarily through two business units, Sally Beauty Supply and Beauty Systems Group, or BSG.
Through Sally Beauty Supply and BSG we sell and distribute beauty products through 4,315 company-
owned stores, 184 franchised stores and 1,044 professional distributor sales consultants. Sally Beauty
Supply stores target retail consumers and salon professionals, while BSG exclusively targets salons and
salon professionals. We have store locations in the United States (including Puerto Rico), Canada, Mexico,
Chile, the United Kingdom, Ireland, Belgium, France, Germany, the Netherlands and Spain. Within BSG,
we also have one of the largest networks of professional distributor sales consultants in North America,
with approximately 1,044 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 exclusive-
label professional beauty supplies, including hair color products, hair care products, hair dryers and hair
styling appliances, skin and nail care products and other beauty items. Approximately 82% of our
consolidated net sales for each of the fiscal years ended September 30, 2012, 2011 and 2010 were from
customers located in the U.S. For the year ended September 30, 2012, our consolidated net sales and
operating earnings were $3,523.6 million and $499.4 million, respectively.

Sally Beauty Supply began operations with a single store in New Orleans in 1964. BSG became a subsidiary
in 1995. In November 2006, Sally Beauty separated from its former parent company, Alberto-Culver
Company, which we refer to as Alberto-Culver, and its consumer products-focused business, and became
an independent company listed on the New York Stock Exchange (hereafter, the “Separation
Transactions”). When we refer to Alberto-Culver, we mean Alberto-Culver Company prior to the
Separation Transactions or the company from which we separated.

In connection with the Separation Transactions, CDRS Acquisition LLC (or “CDRS”) and CD&R Parallel
Fund VII, L.P, investment funds associated with Clayton, Dubilier & Rice, LLC (together with CDRS, the
“CDR Investors”), acquired approximately 48% of our common stock on an undiluted basis. During the
fiscal year ended September 30, 2012, the CDR Investors sold all of their shares of our common stock
through a series of underwritten public offerings and a share repurchase, pursuant to which we
repurchased (and subsequently retired) 7.6 million shares of our common stock from the CDR Investors at
a price equal to $26.485 per share.

Professional Beauty Supply Industry Distribution Channels
The professional beauty supply industry serves end-users through four distribution channels: full-service/
exclusive distribution, open-line distribution, direct and mega-salon stores.

Full-Service/Exclusive

This channel exclusively serves salons and salon professionals and distributes “professional-only” products
for use in salons and resale 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 and the internet. This
channel is served by a large number of localized retailers and distributors, with only a few having a regional
presence and significant channel share. We believe that Sally Beauty Supply is the only open-line



distributor in the U.S. with a national network of retail stores. In addition, the Company’s website
(www.sallybeauty.com) and e-commerce platform provides access to product offerings and information
beyond our 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 smaller channel in the U.S. due to the highly
fragmented nature of the U.S. salon industry, which makes direct distribution cost prohibitive for many
manufacturers. In addition, we recently began to offer our BSG products for sale to salons and salon
professionals through the Company’s websites (www.cosmoprofbeauty.com and www.ebobdirect.com) and
e-commerce platforms.

Mega-Salon Stores

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

Key Industry and Business Trends

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 increases in consumer demand for hair color, hair loss
prevention and hair styling products. We believe the following key industry and business trends and
characteristics will influence our business and our financial results going forward:

* High level of marketplace fragmentation. The U.S. salon channel is highly fragmented with nearly
280,000 salons and barbershops. 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.

e Growth in booth renting and frequent 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.
In addition, booth renters, who comprise a significant percentage of total U.S. salon professionals,
are often responsible for purchasing their own supplies. Historically, booth renters have
significantly increased as a percentage of total salon professionals, and we expect this trend to
continue. Given their smaller individual purchases and relative lack of financial resources, booth
renters are likely to be dependent on frequent trips to professional beauty supply stores, like BSG
and Sally Beauty Supply. We expect that these factors will continue to drive demand for
conveniently located professional beauty supply stores.

o Increasing use of exclusive-label products. We offer a broad range of exclusive-label professional
beauty products. As our lines of exclusive-label products have matured and become better known in
our retail stores, we have seen an increase in sales of these products. Generally, our exclusive-label
products have higher gross margins for us than the leading third-party branded products and,
accordingly, we believe that the growth in sales of these products will likely enhance our overall
gross margins. Please 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.”

e Favorable demographic and consumer trends. We expect the aging baby-boomer population to drive
future growth in professional beauty supply sales through an increase in the 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. Changes in consumer
tastes and fashion trends can have an impact on our financial performance. Our continued success
depends largely on our ability to anticipate, gauge and react in a timely and effective manner to
changes in consumer spending patterns and preferences for beauty products. We continuously adapt



our marketing and merchandising initiatives in an effort to expand our market reach or to respond
to changing consumer preferences. If we are unable to anticipate and respond to trends in the
marketplace for beauty products and changing consumer demands, our business could suffer. Please
see “Risk Factors—We may be unable to anticipate changes in consumer preferences and buying
trends or manage our product lines and inventory commensurate with consumer demand.”

International growth strategies. A key element of our growth strategy depends on our ability to
capitalize on growth opportunities in the international marketplace and to grow our current level of
non-U.S. operations. For example, in November 2011, we acquired the Kappersservice Floral B.V.
and two related companies (together, the “Floral Group™), a distributor of professional beauty
products then with 19 stores located in the Netherlands; in December 2009, we acquired Sinelco
Group BVBA (“Sinelco”), a wholesale distributor of professional beauty products located in
Belgium with sales throughout Europe; and, in September 2009, we acquired Distribuidora
Intersalon Limitada (“Intersalon”), a distributor of premier beauty supply products then with 16
stores located in Chile. These acquisitions furthered our expansion plans in Europe and Latin
America, key targets of the Company’s international growth initiative. We intend to continue to
identify and evaluate non-U.S. acquisition and/or organic international growth opportunities. Our
ability to grow our non-U.S. operations, integrate our new non-U.S. acquisitions and successfully
pursue additional non-U.S. acquisition and/or organic international growth opportunities may be
affected by business, legal, regulatory and economic risks. Please see “Risk Factors—We may not be
able to successfully identify acquisition candidates or successfully complete desirable acquisitions,”
“If we acquire any businesses in the future, they could prove difficult to integrate, disrupt our
business or have an adverse effect on our results of operations” and “Our ability to conduct
business in international marketplaces may be affected by legal, regulatory and economic risks.”

Continuing consolidation. There is continuing consolidation among professional beauty product
distributors and professional beauty product manufacturers. We plan to continue to examine ways
in which we can benefit from this trend, including the evaluation of opportunities to shift business
from competitive distributors to the BSG network as well as seeking opportunistic, value-added
acquisitions which complement our long-term growth strategy. We believe that suppliers are
increasingly likely to focus on larger distributors and retailers with a broader scale and retail
footprint. We also believe that we are well positioned to capitalize on this trend as well as
participate in the ongoing consolidation at the distributor/retail level. However, changes often occur
in our relationships with suppliers that may materially affect the net sales and operating earnings of
our business segments. Consolidation among suppliers could exacerbate the effects of these
relationship changes and could increase pricing pressures. For example, L’Oreal USA—S.D., Inc.
(“L’Oreal”) has acquired distributors that compete with BSG in the Midwest, Southeast and West
Coast regions of the U.S. and, as a result, L’Oreal directly competes with BSG in certain geographic
areas. If L’Oreal or any of our other suppliers acquired other distributors or suppliers that conduct
significant business with BSG, we could lose related revenue. There can be no assurance that BSG
will not lose further revenue over time (including within its franchise-based business) due to
potential losses of additional products (both from L’Oreal and from other suppliers) as well as from
the increased competition from distribution networks affiliated with L’Oreal or any of our other
suppliers. Please see “Risk Factors—The beauty products distribution industry is highly competitive
and is consolidating” and “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.”

Relationships with suppliers. Sally Beauty Supply and BSG, and their respective suppliers are
dependent on each other for the distribution of beauty products. We do not manufacture the brand
name or exclusive-label products we sell. We purchase our products from a limited number of
manufacturers. As is typical in distribution businesses (particularly in our industry), these
relationships are subject to change from time to time (including the expansion or loss of distribution



rights in various geographies and the addition or loss of product lines). Since we purchase products
from many manufacturers on an at-will basis, under contracts which can generally be terminated
without cause upon 90 days’ notice or less or which expire without express rights of renewal, such
manufacturers could discontinue sales to us at any time or upon the expiration of the distribution
period. Some of our contracts with manufacturers may be terminated by such manufacturers if we
fail to meet specified minimum purchase requirements. In such cases, we do not have contractual
assurances of continued supply, pricing or access to new products and vendors may change the
terms upon which they sell. Infrequently, a supplier will seek to terminate a distribution relationship
through legal action. Changes in our relationships with suppliers occur often and could positively or
negatively impact our net sales and operating profits. We expect to continue to expand our product
line offerings and to gain additional distribution rights over time through either further negotiation
with suppliers or through potential acquisitions of existing distributors. For example, BSG recently
reached agreement with L’Oreal to extend the right of BSG to distribute Matrix® and certain other
L’Oreal products in BSG East and BSG West, subject to certain conditions, through December
2015.

Although we focus on developing new revenue and cost management initiatives to mitigate the
negative effects resulting from unfavorable changes in our supplier relationships, there can be no
assurance that our efforts will continue to completely offset the loss of these or other distribution
rights. Please 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.”

* High level of competition. Sally Beauty Supply competes with other domestic and international
beauty product wholesale and retail outlets, including local and regional open-line beauty supply
stores, professional-only beauty supply stores, salons, mass merchandisers, drug stores and
supermarkets, as well as sellers on the internet and salons retailing hair care items. BSG competes
with other domestic and international beauty product wholesale and retail suppliers and
manufacturers selling professional beauty products directly to salons and individual salon
professionals. We also face competition from authorized and unauthorized retailers and internet
sites offering professional salon-only products. The increasing availability of unauthorized
professional salon products in large format retail stores such as drug stores, grocery stores and
others could also have a negative impact on our business. Please see “Risk Factors—The beauty
products distribution industry is highly competitive and is consolidating.”

o Economic conditions. We appeal to a wide demographic consumer profile and offer a broad
selection of professional beauty products sold directly to retail consumers, and salons and salon
professionals. Historically, these factors have provided us with reduced exposure to downturns in
economic conditions in the countries in which we operate. However, a downturn in the economy,
especially for an extended period of time, could adversely impact consumer demand of
discretionary items such as beauty products and salon services, particularly affecting our electrical
products category and our full-service sales business. In addition, higher freight costs resulting from
increases in the cost of fuel, especially for an extended period of time, may impact our expenses at
levels that we cannot pass through to our customers. These factors could have a material adverse
effect on our business, financial condition and results of operations. Please see “Risk Factors—The
health of the economy in the channels we serve may affect consumer purchases of discretionary
items such as beauty products and salon services, which could have a material adverse effect on our
business, financial condition and results of operations.”

« Controlling expenses. Another important aspect of our business is our ability to control costs,
especially in our BSG business segment, by right-sizing the business and maximizing the efficiency
of our business structure. For example, we completed a $22.0 million capital spending program to
consolidate warehouses and reduce administrative expenses related to BSG’s distribution network



which has resulted in annualized cost savings of at least $14.0 million. Please see “Risk Factors—We
are not certain that our ongoing cost control plans will continue to be successful.”

* Opening new stores. Our future growth strategy depends in part on our ability to open and
profitably operate new stores in existing and additional geographic areas. The capital requirements
to open a U.S.-based Sally Beauty Supply or BSG store, excluding inventory, average approximately
$70,000 and $80,000, respectively, with the capital requirements for international stores costing less
or substantially more depending upon the marketplace. We may not be able to open all of the new
stores we plan to open and any new stores we open may not be profitable, any of which could have a
material adverse impact on our business, financial condition or results of operations. Please see
“Risk Factors—If we are unable to profitably open and operate new stores, our business, financial
condition and results of operations may be adversely affected.”

* Changes to our information technology systems. As our operations grow in both size and scope, we
will continuously need to improve and upgrade our information systems and infrastructure while
maintaining the reliability and integrity of our systems and infrastructure. The expansion of our
systems and infrastructure will require us to commit substantial financial, operational and technical
resources in advance of any increase in the volume of our business, with no assurance that the
volume of business will increase. For example, we are in the process of designing and implementing
a standardized enterprise resource planning (“ERP”) system internationally, which we anticipate
will be completed over the next few years. In addition, we are currently implementing a
point-of-sale system upgrade program in a number of our divisions (primarily in our Sally Beauty
Supply operations in the U.S.), which we anticipate will provide significant benefits, including
enhanced tracking of customer sales and store inventory activity. These and any other required
upgrades to our information systems and information technology (or new technology), now or in the
future, will require that our management and resources be diverted from our core business to assist
in completion of these projects. Many of our systems are proprietary, and as a result our options are
limited in seeking third-party help with the operation and upgrade of those systems. There can be
no assurance that the time and resources our management will need to devote to these upgrades,
service outages or delays due to the installation of any new or upgraded technology (and customer
issues therewith), or the impact on the reliability of our data from any new or upgraded technology
will not have a material adverse effect on our financial reporting, business, financial condition or
results of operations. Please see “Risk Factors—We may be adversely affected by any disruption in
our information technology systems.”

Business Segments, Geographic Area Information and Seasonality

We operate two business segments: (i) Sally Beauty Supply, an open-line and exclusive-label distributor of
professional beauty supplies offering professional beauty supplies to both retail consumers and salon
professionals primarily in North America, Europe, Puerto Rico and South America, and (ii) BSG,
including its franchise-based business Armstrong McCall, 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, Puerto Rico, the
United Kingdom and certain other European countries. BSG operates stores under the CosmoProf service
mark. BSG also franchises professional beauty supply outlets in the southwest portion of the U.S. and in
Mexico, and supplies sub-distributors in Europe. Sally Beauty Supply accounted for approximately 62%,
62% and 63% and BSG accounted for approximately 38%, 38% and 37% of the Company’s consolidated
net sales for the years ended September 30, 2012, 2011 and 2010, respectively.

Financial information about business segments and geographic area information is incorporated herein by
reference to the “Business Segments and Geographic Area Information,” Note 19 of the “Notes to
Consolidated Financial Statements” in “Item 8—Financial Statements and Supplementary Data”
contained elsewhere in this Annual Report.



Neither the sales nor the product assortment for Sally Beauty Supply or BSG are generally seasonal in
nature.

Sally Beauty Supply

We believe Sally Beauty Supply is the largest open-line distributor of professional beauty supplies in the
U.S. based on store count. As of September 30, 2012, Sally Beauty Supply operated 3,284 company-
operated retail stores, including 2,596 of which are located in the U.S. (with the remaining 688 company-
operated stores located in Puerto Rico, Canada, Mexico, Chile, the United Kingdom, Ireland, Belgium,
France, Germany, the Netherlands and Spain) and Sally Beauty Supply supplied 25 franchised stores
located outside the U.S. Our Sally Beauty Supply stores carry an extensive selection of professional beauty
supplies for both retail customers and salon professionals, with between 6,000 and 9,000 stock keeping
units, or SKUs, (primarily in the U.S. and Canada) of beauty products across product categories including
hair color, hair care, skin and nail care, beauty sundries and electrical appliances. Sally Beauty Supply
stores carry leading third-party brands such as Clairol®, Revlon® and Conair®, as well as a broad selection
of exclusive-label merchandise. Store formats, including average size and product selection, for Sally
Beauty Supply stores outside the U.S. and Canada vary by marketplace. We believe that Sally Beauty
Supply has differentiated itself from its competitors through its customer value proposition, attractive
pricing, extensive selection of leading third-party branded and exclusive-label professional beauty products,
a broad ethnic product selection, knowledgeable sales associates and convenient store locations.

Store Design and Operations

Saily 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’s
U.S. and Canadian stores average approximately 1,700 square feet in size and are located primarily in strip
shopping centers. Generally, Sally Beauty Supply stores in the U.S. and Canada follow a consistent format,
allowing customers familiarity between Sally Beauty Supply locations. Store formats for Sally Beauty
Supply outside the U.S. and Canada vary by marketplace.

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 of displays to highlight new
products and key promotional items.

Merchandise

Sally Beauty Supply stores carry a broad selection of branded and exclusive-label professional 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 (primarily in the u.s.
and Canada). Through its information systems, Sally Beauty Supply actively monitors each store’s
performance by category, allowing it to maintain 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 enable it to track and automatically
replenish inventory levels, generally on a weekly basis, primarily in the U.S.

In addition, Sally Beauty Supply offers a comprehensive ethnic product selection with specific appeal to
African-American and Hispanic customers. Its ethnic product offerings are tailored by store based on
market demographics and category performance. We believe the wide selection of ethnic products
available in Sally Beauty Supply stores is unique and differentiates its stores from its competition. Sally
Beauty Supply also aims to position 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. However, Sally Beauty Supply



does offer discounts to retail customers through its customer loyalty program (please see Marketing and
Advertising below).

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®, Revlon® and Conair®, as well as an
extensive selection of exclusive-label merchandise. We believe that carrying a broad selection of the latest
premier branded merchandise is critical to maintaining long-term relationships with our 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 exclusive-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.

Exclusive-Label Products

Sally Beauty Supply offers a broad range of exclusive-label professional beauty products. We believe
exclusive-label products provide customers with an attractive alternative to higher-priced leading third-
party brands. Exclusive-label products accounted for approximately 45% of Sally Beauty Supply’s product
sales in the U.S. during the 2012 fiscal year. Generally, the exclusive-label brands have higher gross
margins than the leading third-party branded products, and we believe this area offers continued potential
growth. Sally Beauty Supply maintains exclusive-label products in a number of categories including hair
care, small electrical appliances and salon products. Sally Beauty Supply actively promotes its exclusive-
label brands through in-store promotions, print advertising and direct shopping guides. We believe our
customers perceive our exclusive-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:

Fiscal Year Ended

September 30,
2012 2011 2010

Haircare ....... ... .. ... ... ... . . . ... 223% 21.3% 20.7%
Haircolor...... ... .. ... . . . . . . . . 222% 22.5% 22.7%
Skinandnail care .. .......... ... ... ... .. .. ....... 157% 152% 14.2%
Brushes, cutlery and accessories . ..................... 142% 145% 151%
Electrical appliances . ............................. 102% 10.6% 11.8%
Ethnic products . .. ....... .. ... ... . ... ... ...... 7.5% 19% 8.1%
Other beauty items . .............................. 79% 8.0% 7.4%

Total ... ... 100.0% 100.0% 100.0%

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.



We continuously adapt our marketing and merchandising initiatives for Sally Beauty Supply in an effort to
expand our market reach or to respond to changing consumer preferences. We offer between 6,000 and
9,000 SKUs of our Sally Beauty Supply products for sale through our website (www.sallybeauty.com) and
believe that the operation of our website enhances our other efforts intended to promote consumer
awareness of Sally Beauty Supply’s products.

Sally Beauty Supply’s customer loyalty and marketing programs, primarily in the U.S. and Canada, 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 nominal annual fee, are eligible to receive a special, discounted price on
almost every non-sale item. Members are also eligible to receive special Beauty Club e-mail newsletters
and exclusive direct mail flyers that contain additional savings, beauty tips, new product information and
coupons. In addition, the “ProCard” is a marketing program for licensed salon professionals. ProCard
members are eligible to receive discounts on all beauty products sold at Sally Beauty Supply stores. We
believe these programs are effective in developing and maintaining customer loyalty. Outside the U.S. and
Canada, our customer loyalty and marketing programs vary by marketplace.

Store Locations

Sally Beauty Supply selects geographic areas and store sites on the basis of demographic information, the
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 marketplaces. In its existing
marketplaces, Sally Beauty Supply adds stores as necessary to provide additional coverage. In new
marketplaces, 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 marketplaces is an important part
of its success.

The following table provides a history of Sally Beauty Supply’s store count (including franchised stores)
during the last five fiscal years:

Fiscal Year Ended September 30,
2012 2011 2010 2009 2008

Stores open at beginning of period ........ 3,158 3,032 2923 2,844 2,694
Net store openings during period.......... 129 126 108 60 110
Stores acquired during period . ........... 22 - 1 19 40
Stores open at end of period . . ........... 3,309 3,158 3,032 2923 2,844

Beauty Systems Group

We believe BSG is the largest full-service distributor of professional beauty supplies in the U.S., exclusively
targeting salons and salon professionals. As of September 30, 2012, BSG had 1,031 company-operated
stores, supplied 159 franchised stores and had a sales force of approximately 1,044 professional distributor
sales consultants in all states in the U.S., in portions of Canada, and in Puerto Rico, Mexico and certain
European countries. Through BSG’s large store base and sales force, including its franchise-based business
Armstrong McCall, BSG is able to access a significant portion of the highly fragmented U.S. professional
beauty sales channel. BSG stores provide a comprehensive selection of between 5,000 and 10,000 beauty
product SKUs that include hair color, hair care, skin and nail care, beauty sundries and electrical
appliances. Certain BSG products are sold under exclusive distribution agreements with suppliers, whereby
BSG is designated as the sole distributor for a product line within certain geographic territories.



Store Design and Operations

BSG stores, including its franchise-based Armstrong McCall stores, are designed to create a professional
shopping environment that embraces the salon professional and highlights its extensive product offering.
Company-operated BSG stores, which primarily operate under the CosmoProf banner, average
approximately 2,700 square feet and are primarily located in secondary strip shopping centers. BSG store
layouts are designed to provide optimal variety and options to the salon professional. Stores are segmented
into distinctive areas arranged by product type with certain areas dedicated to leading third-party brands;
such as Paul Mitchell®, Wella®, Sebastian®, Goldwell®, Joico® and Aquage®. The selection of these and
other brands varies by territory.

Professional Distributor Sales Consultants

BSG has a network of approximately 1,044 professional distributor sales consultants (“DSC” or “DSCs”),
which exclusively serve salons and salon professionals. The following table sets forth the number of
consultants in the BSG network during the last five fiscal years:

Fiscal Year Ended September 30,
2012 2011(b) 2010 2009(b) 2008

Professional distributor sales consultants(a) . . . . . . 1,044 1,116 1,051 1,022 984

(a) Includes 356, 411, 395, 300 and 328 distributor sales consultants of our Armstrong McCall
franchisees at September 30, 2012, 2011, 2010, 2009 and 2008, respectively.

(b) The increase in the number of DSCs in the fiscal year 2011 reflects approximately 70 distributor
sales consultants employed by Aerial Company, Inc. (“Aerial”) prior to the Company’s
acquisition of Aerial in October 2010. The increase in the number of DSCs in the fiscal year 2009
reflects approximately 90 distributor sales consultants employed by Schoeneman Beauty
Supply, Inc. (“Schoeneman”) prior to the Company’s acquisition of Schoeneman in September
2009.

In order to provide a knowledgeable sales consultant team, BSG actively recruits individuals with industry
knowledge or sales experience, as we believe that new sales consultants with either broad knowledge about
the products or direct sales experience will be more successful. In addition, BSG provides training to new
sales consultants beginning with a two-week training program, followed by a program of continuing 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-salon training for professionals and
owners in areas such as new styles, techniques and business practices. An important component of sales
consultants’ compensation is sales commissions. BSG’s commission system is designed to drive sales, as
well as focus consultants on selling products that are best suited to individual salons and salon
professionals.

We believe that our emphasis on recruitment, training, and sales-based compensation results in a sales
force that distinguishes itself from other full-service/exclusive-channel distributors and the employment of
sales consultants is an effective way to serve salons and salon professionals, particularly those located far
away from a BSG store.



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

Fiscal Year Ended

September 30,
2012 2011
Company-operated retail stores . .............. .. v 64.3% 62.9%
Professional distributor sales consultants (full-service) . ....... 26.3% 27.4%
FranchiSe STOIES . . . . v ittt it it et i i e 9.4% 9.7%
Total . ..o 100.0% 100.0%

Merchandise

BSG stores carry a broad selection of third-party branded products, ranging between 5,000 and 10,000
SKUs of beauty products, including hair color and care, skin and nail care, beauty sundries and electrical
appliances and other beauty items. Some products are available in bulk packaging for higher volume salon
needs. Through BSG’s information systems, 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. Certain 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 branded
merchandise is critical to maintaining relationships with our professional customers.

The following table sets forth the approximate percentage of BSG’s sales attributable by merchandise
category:

Fiscal Year Ended
September 30,

2012 2011 2010
364% 37.0% 37.1%

Haircare ....... ...t
Hair color. . ...t e 29.8% 29.6% 29.6%
Promotional items(a) . . . ... ... i 12.0% 12.9% 13.2%
Skinandnail care . ........ ... i 103% 9.7% 8.1%
Electrical appliances . .............ovutimenni... 4.7% 43% 4.5%
Other beauty items . .. ...t 68% 65% 75%

TOtal .« e 100.0% 100.0% 100.0%

(a) Promotional items consist of sales from other categories that are sold on a value-priced basis.

Marketing and Advertising

BSG’s marketing program is designed primarily 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 shopping guides that highlight promotional products. We also offer between 12,000 and
14,000 SKUs of our BSG products for sale through our websites for beauty professionals and believe that
the operation of our websites enhances our other efforts intended to promote awareness of BSG’s
products by salons and salon professionals. In addition, BSG communicates with its customers and
distributes promotional material via e-mail and social networking websites. Some BSG stores also host
monthly manufacturer-sponsored classes for customers. These classes are held at BSG stores and led by
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manufacturer-employed educators. Salon professionals, after paying a small fee to attend, are educated on
new products and beauty trends. We believe these classes also increase brand awareness and potentially
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, we believe salon professionals are generally less sensitive about store
location than retail customers.

The following table provides a history of BSG’s store count (including franchised stores) during the last
five fiscal years:

Fiscal Year Ended September 30,
2012 2011 2010 2009 2008

Stores open at beginning of period ......... 1,151 1,027 991 929 874
Net store openings during period .......... 39 39 36 16 44
Stores acquired during period(a) .. ......... — 85 — 46 1
Stores open at end of period ............. 1,190 1,151 1,027 @1 @

(a) Stores acquired in the fiscal year 2011 include 82 stores owned by Aerial prior to the
Company’s acquisition of Aerial in October 2010. Stores acquired in the fiscal year 2009
include 43 stores owned by Schoeneman prior to the Company’s acquisition of Schoeneman
in September 2009.

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

We believe that Sally Beauty Supply and BSG together comprise the largest distributor of professional
beauty products in the U.S. by store count. Our leading channel positions and multi-channel platform
afford us several advantages, including strong positioning with suppliers, the ability to better service the
highly fragmented beauty supply marketplace, 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. In the U.S. and Puerto Rico, we offer up to 9,000 and 14,000 SKUs in Sally Beauty Supply
and in BSG, respectively, (in each case, in our stores or online) to a broad potential customer base that
includes retail consumers, salons and barbershops in the U.S.

Differentiated Customer Value Proposition

We believe that our stores have a competitive advantage over those of our competitors due to our stores’
convenient location, broad selection of professional beauty products (including leading third-party branded
and exclusive-label merchandise), high levels of in-stock merchandise, knowledgeable 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. We believe that the wide
selection of these products at our stores further differentiates Sally Beauty Supply from its competitors. In
addition, as discussed above, Sally Beauty Supply also offers a customer loyalty program called the Beauty
Club, whereby members receive special, member discounts on products and are eligible for Beauty Club
e-mail newsletters and exclusive direct mail flyers with additional promotional offerings, beauty tips and
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new product information for a nominal annual fee. Our BSG professional distributor sales consultants
benefit from their customers having access to the BSG store systems as customers have the ability to pick
up the products they need between sales visits from professional distributor sales consultants. We believe
that our differentiated customer value proposition and strong brands drive customer loyalty and high
repeat traffic, contributing to our consistent historical financial performance.

Attractive Store Economics

We believe that our stores generate attractive returns on invested capital. The capital requirements to open
a U.S.-based Sally Beauty Supply or BSG store, excluding inventory, average approximately $70,000 and
$80,000, respectively. Sally Beauty Supply stores average approximately 1,700 square feet and BSG stores
average approximately 2,700 square feet in size in the U.S. and Canada. Domestically, our stores are
typically located within strip shopping centers. Strong average sales per square foot combined with minimal
staffing requirements, low rent expense and limited initial capital outlay typically result in positive
contribution margins within a few months of opening, and cash payback on investment within
approximately two years. Due to such attractive investment returns and relatively high operating profit
contributions per store, during the past five fiscal years Sally Beauty Supply and BSG have opened an
aggregate of 533 and 174 net new stores, respectively, excluding the effect of acquisitions. Outside the U.S.
and Canada, our store format, sizes and capital requirements vary by marketplace, but we believe these
stores also generate compelling unit economics.

Consistent Financial Performance

We have a proven track record of strong growth and consistent profitability due to superior operating
performance, new store openings and strategic acquisitions. Over the past five fiscal years, our
consolidated same store sales growth has been positive in each year and has averaged nearly 4.3%, as set
forth in the following table:

Fiscal Year Ended September 30,

Same store sales growth(a) 2012 2011 2010 2009 2008

Sally Beauty Supply .......... ... . ...... 6.5% 63% 41% 21% 12%

Beauty Systems Group . .................. 6.1% 55% 62% 10% 69%
Consolidated . . ........ ... .. 64% 61% 4.6% 18% 2.6%

(a) Same stores are defined as company-operated stores that have been open for at least
14 months as of the last day of a month. Our same store sales are calculated in constant
dollars and include internet-based sales (beginning in fiscal year 2009) and store expansions,
if applicable, but do not generally include the sales from stores relocated until at least
14 months after the relocation. The sales from stores acquired are excluded from our same
store sales calculation until at least 14 months after the acquisition.

Experienced Management Team with a Proven Track Record

Our senior management team led by our President and Chief Executive Officer Gary Winterhalter,
possesses a unique combination of management skills and experience in the beauty supply market. Our
team also has a strong track record of successfully identifying and integrating acquisitions, which continues
to be an important part of our overall strategy.

12



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
marketplaces, both organically and through strategic acquisitions. Key elements of our growth strategy are
to:

Increase Sales Productivity of Our Stores

We intend to grow same store sales by focusing on improving our merchandise mix and introducing new
products. In addition, we plan to tailor our marketing, advertising and promotions to attract new customers
and increase sales with existing customers. We plan to continue to enhance our customer loyalty programs,
which allow us to collect point-of-sale customer data and increase our understanding of customers’ needs.
Our exclusive-label products are competitive with leading third-party branded merchandise, draw traffic to
our stores and increase customer loyalty. In addition, we plan to tailor our marketing, advertising and
promotions to attract new customers and increase sales with existing customers.

Expand Our Store Base

During the past five fiscal years, Sally Beauty Supply and BSG have opened an aggregate of 533 and 174
net new stores, respectively, excluding the effect of acquisitions. Because of the limited initial capital
outlay, rapid payback, and attractive return on capital, we intend to continue to expand our store base. In
the fiscal year 2012, we opened 129 and 39 Sally Beauty Supply stores and BSG stores, respectively,
excluding the effect of acquisitions. We believe there are growth opportunities for additional stores in
North America, Europe and South America. We expect new store openings in existing and new areas to be
an important aspect of our future growth opportunities, and intend to continue our annual organic store
growth between 4% and 5% of our total stores for the foreseeable future.

Grow Internationally

International sales represent 22% of Sally Beauty Supply’s net sales and we believe there is a significant
opportunity for future growth in certain international geographic areas. As of September 30, 2012, we
operated 742 Sally Beauty Supply and BSG company-owned stores and 55 franchise stores across ten
countries outside the United States: Canada, Mexico, Chile, the United Kingdom, Ireland, Belgium,
France, Germany, the Netherlands and Spain. We believe our platform provides us with the foundation to
continue to expand internationally. In particular, we are currently focused on growing our business in
Europe and South America.

Increase Operating Efficiency and Profitability

We believe there are opportunities to increase the profitability of our operations by growing our exclusive-
label brands, improving sourcing, shifting customer mix, continuing our cost-cutting initiatives, particularly
at BSG, and by further expanding our internet channel. We continue to develop and promote our higher
margin exclusive-label products and increase exclusive-label product sales, which increase our gross
margins and operating results. Over the past few years, we have undertaken a full review of our
merchandise procurement strategy. This initiative is intended to identify lower-cost alternative sources of
supply in certain product categories from countries with lower manufacturing costs. We continue to focus
on changing our customer mix by increasing the percentage of retail customers within our stores at Sally
Beauty Supply. At BSG, we have completed numerous projects, including a re-branding initiative that
repositioned the vast majority of our North American company-operated stores under a common name
and store identity, CosmoProf, which we believe has improved brand consistency, saved on advertising and
promotional costs and allowed for a more focused marketing strategy. We also completed a $22.0 million
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capital spending program to consolidate warehouses and reduce administrative expenses related to BSG’s
distribution network which has resulted in annualized cost savings of at least $14.0 million.

We also offer between 6,000 and 9,000 SKUs of our Sally Beauty Supply products for sale through our
website (www.sallybeauty.com) and have recently begun to offer between 12,000 and 14,000 SKUs of our
BSG products for sale principally through our websites for beauty professionals. We expect electronic
commerce, or e-commerce, will increasingly lead to additional higher margin sales for both business
segments as a result of the incremental operating expenses (including rent and other occupancy expenses,
payroll, and shipping and handling expenses) associated with traditional brick-and-mortar stores. Please
see “Risk Factors—Our internet-based business may be unsuccessful or may cause internal channel
conflict.”

Pursue Strategic Acquisitions and New Territories for Organic Growth

We have completed more than 35 acquisitions during the last 10 years. We believe our experience in
identifying attractive acquisition targets, our proven integration process and our highly scalable
infrastructure have created a strong platform for potential future acquisitions. Recent acquisitions have
included:

e In November 2011, we acquired the Floral Group, a distributor of professional beauty products with
19 stores located in the Netherlands;

* In October 2011, we acquired certain assets and the business of a former exclusive distributor of
John Paul Mitchell Systems beauty products with sales primarily in Ohio and West Virginia;

¢ In October 2010, we acquired Aerial, an 82-store professional-only distributor of beauty products
operating in 11 states in the mid-western United States;

« In March 2010, we acquired certain assets and the business of a former exclusive distributor of John
Paul Mitchell Systems beauty products with sales primarily in south Florida and certain islands in
the Caribbean;

e In December 2009, we acquired Sinelco, a wholesale distributor of professional beauty products
located in Belgium with sales throughout Europe;

» In September 2009, we acquired Schoeneman, a 43-store beauty supply chain located in the central
northeast United States; and

« In September 2009, we acquired Intersalon, a leading distributor of premier beauty supply products
with 16 stores located in Chile.

We intend to continue to identify and evaluate acquisition targets and organic growth targets both
domestically and internationally, with a focus on expanding our exclusive BSG territories and allowing
Sally Beauty Supply to enter new geographic areas principally outside the U.S. Please see “Risk Factors—
We may not be able to successfully identify acquisition candidates or successfully complete desirable
acquisitions.”

Competition

Although there are a limited number of direct competitors to our business, the beauty industry is highly
competitive. In each geographic area in which we operate, we experience competition from domestic and
international businesses often with more resources, including mass merchandisers, drug stores,
supermarkets and other chains offering similar or substitute beauty products at comparable prices. Our
business also faces competition from department stores, as well as from authorized and unauthorized
retailers and internet sites offering professional beauty products. In addition, our business competes with
local and regional open-line beauty supply stores and full-service distributors selling directly to salons and
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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. Some of these manufacturers are vertically integrating through the acquisition of
distributors and stores. In addition, these manufacturers may acquire additional brands that we currently
distribute and attempt to shift these products to their own distribution channels. Please see “Risk
Factors—The beauty products distribution industry is highly competitive and is consolidating” for
additional information about our competition.

Customer Service

We strive to complement our extensive merchandise selection and innovative store design with superior
customer service. We actively recruit individuals with cosmetology experience because we believe that such
individuals are more knowledgeable about the products they sell. Additionally, Sally Beauty Supply recruits
individuals with retail experience because we believe their general retail knowledge can be leveraged in the
beauty supply industry. We believe that employees’ knowledge of the products and ability to demonstrate
and explain the advantages of the products increases sales and that their prompt, knowledgeable service
fosters the confidence and loyalty of customers and differentiates our business from other professional
beauty supply distributors.

We emphasize product knowledge during initial training as well as during ongoing training sessions, with
programs intended to provide new associates and managers with significant training. The training
programs encompass operational and product training and are designed to increase employee and store
productivity. Store employees are also required to participate in training on an ongoing basis to keep
up-to-date on products and operational practices.

Most of our stores are staffed with a store manager, and two or three full-time or part-time associates.
BSG stores are generally also staffed with an assistant manager. The operations of each store are
supervised by a district manager, who reports to a territory manager. A significant number of our store
managers and assistant managers are licensed in the cosmetology field. Additionally, in certain geographic
areas in the U.S., a significant number of our store personnel, including store managers and assistant
managers, speak Spanish as a second language. We believe that these skills enhance our store personnel’s
ability to serve our customers.

Relationships with Suppliers

We purchase our merchandise directly from manufacturers through supply contracts and by purchase
orders. For the fiscal year 2012, our five largest suppliers, The Procter & Gamble Company, or P&G, the
Professional Products Division of L’Oreal USA S/D, Inc., or L’Oreal, Conair Corporation, John Paul
Mitchell Systems and Shiseido Cosmetics (America) Limited, accounted for approximately 41% of our
consolidated merchandise purchases. Products are purchased from these and many other manufacturers
on an at-will basis or under contracts which can be terminated without cause upon 90 days’ notice or less or
expire without express rights of renewal. Such manufacturers could discontinue sales to us at any time or
upon short notice. If any of these suppliers discontinued selling or were unable to continue selling to us,
there could be a material adverse effect on our business and results of operations.

As is typical in the distribution businesses, relationships with suppliers are subject to change from time to
time (including the expansion or loss of distribution rights in various geographies and the addition or loss
of product lines). Changes in our relationships with suppliers occur often, and could positively or
negatively impact our net sales and operating profits. Please 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.” However, we believe that we can be successful in mitigating negative
effects resulting from unfavorable changes in the relationships between us and our suppliers through,
among other things, the development of new or expanded supplier relationships.
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Distribution

As of September 30, 2012, we operated mainly through 18 distribution centers, nine of which serviced Sally
Beauty Supply and nine of which serviced BSG.

Our purchasing and distribution system is designed to minimize the delivered cost of merchandise and
maximize the level of merchandise in-stock in stores. This distribution system also allows for monitoring of
delivery times and maintenance of appropriate inventory levels. Product deliveries are typically made to
our stores on a weekly basis. Each distribution center has a quality control department that monitors
products received from suppliers. We utilize proprietary software systems to provide computerized
warehouse locator and inventory support. Please see “Risk Factors—We are not certain that our ongoing
cost control plans will continue to be successful.”

Management Information Systems

Our management information systems provide order processing, accounting and management information
for the marketing, distribution and store operations functions of our business. A significant portion of
these systems have been developed internally. The information gathered by the management information
systems supports automatic replenishment of in-store inventory and provides support for product purchase
decisions. Please see “Risk Factors—We may be adversely affected by any disruption in our information
technology systems.”

Employees

In our domestic and foreign operations, we had approximately 25,525 employees as of September 30, 2012;
consisting of approximately 7,370 salaried, 4,890 hourly and 13,265 part-time employees. We had
approximately 24,615 employees as of September 30, 2011; consisting of approximately 7,040 salaried,
4,935 hourly and 12,640 part-time employees. Part-time employees are used to supplement schedules,
particularly in North America.

Certain subsidiaries in Mexico have collective bargaining agreements covering warehouse and store
personnel which expire at various times over the next several years. We believe that we have good
relationships with our employees worldwide.

Management

For information concerning our directors and executive officers, please see “Directors and Executive
Officers of the Registrant” in Item 10 of this Annual Report.

Regulation

We are subject to a wide variety of laws and regulations, which historically have not had a material effect
on our business. For example, in the U.S., most of the products sold and the content and methods of
advertising and marketing utilized are regulated by a host of federal agencies, including, in each case, one
or more of the following: the Food and Drug Administration, or FDA, the Federal Trade Commission, or
FTC, and the Consumer Products Safety Commission. The transportation and disposal of many of our
products are also subject to federal regulation. State and local agencies regulate many aspects of our
business. In marketplaces outside of the U.S., regulation is also comprehensive and focused upon product
labeling and safety issues.

As of September 30, 2012, Sally Beauty Supply supplied 25 and BSG supplied 159 franchised stores located
in the U.S., Mexico and certain countries in Europe. As a result of these franchisor-franchisee
relationships, we are subject to regulation when offering and selling franchises in the applicable countries.
The applicable laws and regulations affect our business practices, as franchisor, in a number of ways,
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including restrictions placed upon the offering, renewal, termination and disapproval of assignment of
franchises. To date, these laws and regulations have not had a material effect upon our operations.

Trademarks and Other Intellectual Property Rights

Our trademarks, certain of which are material to our business, are registered or legally protected in the
U.S., Canada and other countries in which we operate. Together with our subsidiaries, we own over 270
trademark registrations in the U.S., and over 1,000 trademark registrations outside the U.S. We also rely
upon trade secrets and know-how to develop and maintain our competitive position. We protect
intellectual property rights through a variety of methods, including reliance upon trademark, patent and
trade secret laws and confidentiality agreements with many vendors, employees, consultants and others
who have access to our proprietary information. The duration of our trademark registrations is generally
10 or 15 years, depending on the country in which a mark is registered, and generally the registrations can
be renewed. The scope and duration of intellectual property protection varies by jurisdiction and by
individual product.

Access to Public Filings

Our Annual Report on Form 10-K, our Quarterly Reports on Form 10-Q and our Current Reports on
Form 8-K, and amendments to such reports are available, without charge, on our website,
www.sallybeautyholdings.com, as soon as reasonably possible after they are filed electronically with the
Securities and Exchange Commission, or SEC, under the Exchange Act. We will provide copies of such
reports to any person, without charge, upon written request to our Investor Relations Department at 3001
Colorado Blvd, Denton, TX 76210. The information found on our website shall not be considered to be
part of this or any other report filed with or furnished to the SEC.

In addition to our website, you may read and copy public reports we file with or furnish to the SEC at the
SEC’s Public Reference Room at 100 F Street, NE, Washington, DC 20549. You may obtain information
on the operation of the Public Reference Room by calling the SEC at 1-800-SEC-0330. The SEC maintains
an internet site that contains our reports, proxy and information statements, and other information that we
file electronically with the SEC at www.sec.gov.

ITEM 1A. RISK FACTORS

The following describes risks that we believe to be material to our business. If any of the following risks or
uncertainties actually occurs, our business, financial condition and operating results could be materially
and adversely affected. This report also contains forward-looking statements and the following risks could
cause our actual results to differ materially from those anticipated in such forward-looking statements.

Risks Relating to Our Business
The beauty products distribution industry is highly competitive and is consolidating.

The beauty products distribution industry is highly fragmented, and there are few significant barriers to
entry into the marketplaces for most of the types of products and services we sell. Sally Beauty Supply
competes with other domestic and international beauty product wholesale and retail outlets, including
local and regional open line beauty supply stores, professional-only beauty supply stores, salons, mass
merchandisers, drug stores and supermarkets. BSG competes with other domestic and international beauty
product wholesale and retail suppliers and with manufacturers selling professional beauty products directly
to salons and individual salon professionals. We also face competition from authorized and unauthorized
retailers as well as e-commerce retailers offering professional salon-only and other products. The
availability of diverted professional salon products in unauthorized large format retail stores such as drug
stores, grocery stores and others could have a negative impact on our business. The primary competitive
factors in the beauty products distribution industry are the price at which we purchase branded and
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exclusive-label products from manufacturers, the quality, perceived value, consumer brand name
recognition, packaging and mix of the products we sell, customer service, the efficiency of our distribution
network, and the availability of desirable store locations. Competitive conditions may limit our ability to
maintain prices or may require us to reduce prices in efforts to retain business or channel share. Some of
our competitors have greater financial and other resources than we do and are less leveraged than our
business, and may therefore be able to spend more aggressively on advertising and promotional activities
and respond more effectively to changing business and economic conditions. We expect existing
competitors, business partners and new entrants to the beauty products distribution industry to constantly
revise or improve their business models in response to challenges from competing businesses, including
ours. If these competitors introduce changes or developments that we cannot address in a timely or
cost-effective manner, our business may be adversely affected.

In addition, our industry is consolidating, which may give our competitors increased negotiating leverage
with suppliers and greater marketing resources, resulting in a more effective ability to compete with us. For
instance, we may lose customers if those competitors which have broad geographic reach attract additional
salons (individual and chain) that are currently BSG customers, or if professional beauty supply
manufacturers align themselves with our competitors. For example, BSG’s largest supplier, L'Oreal, has
been able to shift a material amount of revenue out of the BSG nationwide distribution network and into
its own competitive regional distribution networks. L’Oreal has also acquired one manufacturer (that does
not currently do business with BSG) and distributors which compete directly with BSG in the southeastern
U.S., the midwestern U.S. and the west coast of the U.S. As a result, L’Oreal directly competes with BSG
and there can be no assurance that there will not be further revenue losses over time at BSG, due to
potential losses of additional L’Oreal related products as well as from the increased competition from
L’Oreal-affiliated distribution networks. If L’Oreal (or another direct competitor) were to acquire or
otherwise merge with another manufacturer which conducts business with BSG, we could lose that revenue
as well. Not only does consolidation in distribution pose risks from competing distributors, but it may also
place more leverage in the hands of those manufacturers to negotiate smaller margins on products sold
through our network.

If we are unable to compete effectively in our marketplace or if competitors divert our customers away
from our networks, it would adversely impact our business, financial condition and results of operations.

We may be unable to anticipate changes in consumer preferences and buying trends or manage our product lines
and inventory commensurate with consumer demand.

Our success depends in part on our ability to anticipate, gauge and react in a timely manner to changes in
consumer spending patterns and preferences for specific 