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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

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

FOR THE QUARTERLY PERIOD ENDED: DECEMBER 31, 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 36-2257936
(State or other jurisdiction of incorporation or

organization)
(I.R.S. Employer Identification No.)

3001 Colorado Boulevard
Denton, Texas 76210

(Address of principal executive offices) (zip code)
Registrant�s telephone number, including area code: (940) 898-7500

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 þ       NO o
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 þ
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act.)
YES o       NO þ
At February 2, 2007, there were 180,198,540 shares of the issuer�s common stock outstanding.
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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.
Cautionary Notice Regarding Forward-Looking Statements
Statements in this report which are not purely historical facts or which depend upon future events may be
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. 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: our limited history as a stand-alone company; the preparedness of
our accounting and other management systems to meet financial reporting and other requirements; the
representativeness of our historical consolidated financial information with respect to our future financial position,
results of operations or cash flows; realizing the anticipated benefits of our separation from Alberto-Culver; the fact
that, as a separate entity, we will not enjoy all of the benefits of scale that Alberto-Culver achieved with the
combination of its consumer products business and our business;; being a holding company, with no operations of our
own, and depending on our subsidiaries for cash; the highly competitive nature of the beauty products distribution
industry; anticipating changes in consumer preferences and buying trends or to manage our product lines and
inventory; our dependence upon 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; successfully identifying acquisition candidates or successfully completing desirable acquisitions;
integration of businesses acquired in the future; opening and operating new stores profitably; protecting our
intellectual property rights, specifically our trademarks; obtaining the consent of third parties under our contracts;
conducting business in international markets; disruption in our information technology systems; natural disasters or
acts of terrorism; our substantial indebtedness; the possibility that we may incur substantial additional debt;
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 or increasing our interest expense due to
our interest rate swap agreements; the share distribution of Alberto-Culver common stock in our separation from
Alberto-Culver not constituting a tax-free distribution; actions taken by certain large shareholders adversely affecting
the tax-free nature of the share distribution of Alberto-Culver common stock; significant restrictions on our ability to
issue or repurchase equity securities; the voting power of our largest stockholder discouraging third party acquisitions
of us at a premium; and the interests of our largest stockholder differing from the interests of other holders of our
common stock.
Additional factors that could cause actual events or results to differ materially from the events or results described in
the forward-looking statements can be found in our most recent Annual Report on Form 10-K filed with the Securities
and Exchange Commission. Consequently, all forward-looking statements in this release are qualified by the factors,
risks and uncertainties contained therein. We assume no obligation to publicly update or revise any forward-looking
statements.

PART I
ITEM 1. FINANCIAL STATEMENTS
The following financial statements as of and for the three months ended December 31, 2006 and 2005 are those of
Sally Beauty Holdings, Inc. and its consolidated subsidiaries. The following financial statements of financial position
as of September 30, 2006 and results of operations and cash flows for the three months ended December 31,
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2005 are of Sally Holdings, Inc. Sally Holdings, Inc., a subsidiary of Sally Beauty Holdings, Inc., was a
wholly-owned subsidiary of Alberto-Culver until November 16, 2006 when it was converted to a Delaware limited
liability company, was renamed �Sally Holdings LLC� and became an indirect wholly-owned subsidiary of our
company in connection with the separation of our business from Alberto-Culver. Sally Beauty Holdings, Inc. was
formed on June 16, 2006 in connection with the separation of our business from Alberto-Culver.
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SALLY BEAUTY HOLDINGS, INC. AND SUBSIDIARIES
Consolidated Statements of Earnings
(In thousands, except per share data)

(Unaudited)

Three Months Ended
December 31,

2006 2005
Net sales $ 629,879 $ 586,355
Cost of products sold and distribution expenses 345,387 319,487

Gross profit 284,492 266,868
Selling, general and administrative expenses (1) 213,178 195,724
Depreciation and amortization 9,790 9,136
Sales-based service fee charged by Alberto-Culver 3,779 7,197
Transaction expenses 21,457 �

Operating earnings 36,288 54,811
Interest expense, net of interest income of $2,007 in 2006 and $268 in 2005 and $993
of income for marked to market interest rate swaps in 2006 19,103 471

Earnings before provision for income taxes 17,185 54,340
Provision for income taxes 14,044 20,536

Net earnings $ 3,141 $ 33,804

Net earnings per share: (2)
Basic $ 0.02
Diluted $ 0.02

Weighted average shares: (2) (3)
Basic 180,096
Diluted 182,329

(1) Selling, general
and
administrative
expenses
include
allocated
overhead costs
from
Albert-Culver of
$1.0 million and
$3.8 million and
share-based
compensation of
$5.7 million and
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$2.1 million for
the three months
ended
December 31,
2006 and 2005,
respectively.

(2) Net earnings per
share was not
calculated for
the three months
ended
December 31,
2005 as the
Company was a
wholly-owned
subsidiary of
Alberto-Culver
during fiscal
year 2006. See
Note 2 for
details on the
separation from
Alberto-Culver.

(3) Weighted
average shares
was calculated
from
November 16,
2006 through
December 31,
2006, which
represents the
actual number
of days the
Company�s
shares were
publicly traded.

The accompanying condensed notes, together with the Notes to Consolidated Financial Statements contained within
Sally Beauty Holding, Inc.�s annual report on Form 10-K for the fiscal year ended September 31, 2006, are an integral

part of these financial statements.
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SALLY BEAUTY HOLDINGS, INC. AND SUBSIDIARIES
Consolidated Balance Sheets

(In thousands, except per share data)

December
31,

September
30,

2006 2006
Assets (Unaudited)
Current assets:
Cash and cash equivalents $ 31,381 $ 107,571
Trade accounts receivable, less allowance for doubtful accounts of $2,422
and $2,246 at December 31, 2006 and September 30, 2006, respectively 46,359 45,462
Other receivables 23,453 21,228
Inventories 556,281 574,983
Prepaid expenses 15,722 10,255
Due from Alberto-Culver � 463
Deferred income tax assets 11,084 10,327

Total current assets 684,280 770,289
Property and equipment, net 142,572 142,735
Goodwill 363,953 364,693
Intangible assets, net 52,753 53,238
Other assets 67,193 7,886

Total assets $ 1,310,751 $ 1,338,841

Liabilities and Stockholders� Equity
Current liabilities:
Current maturities of long-term debt $ 17,189 $ 503
Accounts payable 152,744 176,623
Accrued expenses 125,221 114,056
Income taxes 25,841 �

Total current liabilities 320,995 291,182
Long-term debt 1,781,017 621
Other liabilities 14,842 11,953
Deferred income tax liabilities 22,578 21,590

Total liabilities 2,139,432 325,346

Stock options subject to redemption 7,528 7,528

Stockholders� (deficit) equity:
Common stock, $0.01 par value. Authorized 400,000,000 shares; issued and
outstanding 180,170,068 shares at December 31, 2006 1,802 �
Common stock, no par value. Authorized 1,000 shares; issued and
outstanding 1,000 shares at September 30, 2006 � �
Additional paid-in capital 599,857 62,172
Retained (deficit) earnings (1,453,430) 927,512

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

Table of Contents 8



Accumulated other comprehensive income � foreign currency translation 15,562 16,283

Total stockholders� (deficit) equity (836,209) 1,005,967

Total liabilities and stockholders� (deficit) equity $ 1,310,751 $ 1,338,841

The accompanying condensed notes, together with the Notes to Consolidated Financial Statements contained within
Sally Beauty Holding, Inc.�s annual report on Form 10-K for the fiscal year ended September 31, 2006, are an integral

part of these financial statements.
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SALLY BEAUTY HOLDINGS, INC. AND SUBSIDIARIES
Consolidated Statements of Cash Flows

(In thousands)
(Unaudited)

Three Months Ended December
31,

2006 2005
Cash Flows from Operating Activities:
Net earnings $ 3,141 $ 33,804
Adjustments to reconcile net earnings to net cash provided by operating
activities:
Depreciation and amortization 9,790 9,136
Share-based compensation expense (net of deferred tax benefit of $1,679
and $736 in 2006 and 2005, respectively) 4,028 1,368
Excess tax benefit from share-based compensation (145) �
Net loss on disposal of leaseholds and other property 631 154
Deferred income taxes 1,437 146
Changes in (exclusive of effects of acquisitions):
Trade accounts receivable (1,031) 790
Other receivables (2,111) (1,326)
Inventories 19,377 (21,436)
Prepaid expenses (5,282) 1,029
Other assets (529) 1,001
Accounts payable and accrued expenses (5,778) (4,541)
Income taxes 25,794 �
Due from Alberto-Culver 463 20,595
Other liabilities 8,297 (1,233)

Net cash provided by operating activities 58,082 39,487
Cash Flows from Investing Activities:
Capital expenditures (9,189) (6,774)
Proceeds from sale of property and equipment 41 5
Acquisitions, net of cash acquired (5,738) (4,247)

Net cash used by investing activities (14,886) (11,016)
Cash Flows from Financing Activities:
Change in book cash overdraft (6,515) (13,121)
Proceeds from issuance of long-term debt 1,885,109 �
Repayments of long-term debt (88,021) (126)
Proceeds related to notes with affiliated companies � 15,275
Payments related to notes with affiliated companies � (31,763)
Debt issuance costs (58,816) �
Equity financing costs (42,222) �
Equity contributions 575,000 �
Proceeds from exercises of stock options 239 �
Excess tax benefit from share-based compensation 145 �
Special cash dividend paid (2,342,148) �
Distributions to Alberto-Culver (41,936) (597)
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Excess tax benefit from exercises of Alberto-Culver stock options � 16

Net cash used by financing activities (119,165) (30,316)

Effect of foreign exchange rate changes on cash and cash equivalents (221) (514)

Net decrease in cash and cash equivalents (76,190) (2,359)
Cash and cash equivalents, beginning of period 107,571 38,612

Cash and cash equivalents, end of period $ 31,381 $ 36,253

The accompanying condensed notes, together with the Notes to Consolidated Financial Statements
contained within Sally Beauty Holding, Inc.�s annual report on Form 10-K for the fiscal year ended

September 31, 2006, are an integral part of these financial statements.
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SALLY BEAUTY HOLDINGS, INC. AND SUBSIDIARIES
Consolidated Statement of Stockholders� (Deficit) Equity

Three Months Ended December 31, 2006
(In thousands, except share data)

(Unaudited)

Number of
Shares Dollars

Accumulated
Common Common Additional Retained Other Total
Stock Stock Paid-in (Deficit) Comprehensive Stockholders�

Issued Issued Capital Earnings
Income
(Loss)

(Deficit)
Equity

Balance at
September 30, 2006 1,000 $ � $ 62,172 $ 927,512 $ 16,283 $ 1,005,967

Net earnings � � � 3,141 � 3,141
Foreign currency
translation � � � � (721) (721)

Total comprehensive
income � � � 3,141 (721) 2,420
Adjustment to
stockholder
contribution � � 1,067 � � 1,067
Retirement of
common stock (1,000) � (1) 1 � �
Distributions to
Alberto-Culver � � � (41,936) � (41,936)
Stock issued in
connection with
separation including
equity contribution 180,050,488 1,801 573,199 � � 575,000
Equity financing
costs � � (42,222) � � (42,222)
Special cash
dividend � � � (2,342,148) � (2,342,148)
Share-based
compensation, net of
tax benefit from
exercises � � 5,404 � � 5,404
Stock issued for
stock options 119,580 1 238 � � 239

Balance at
December 31, 2006 180,170,068 $1,802 $599,857 $(1,453,430) $ 15,562 $ (836,209)

The accompanying condensed notes, together with the Notes to Consolidated Financial
Statements contained within Sally Beauty Holding, Inc.�s annual report on Form 10-K for the fiscal
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Sally Beauty Holdings, Inc. and Subsidiaries
Condensed Notes to Consolidated Financial Statements

1. Description of Business and Basis of Presentation
Description of Business
Sally Beauty Holdings, Inc. and its consolidated subsidiaries (�the Company�) sell professional beauty supplies,
primarily through its Sally Beauty Supply retail stores, in the United States, United Kingdom, Puerto Rico, Mexico,
Japan, Canada, Ireland and Germany. Additionally, the Company distributes professional beauty products to salons
and professional cosmetologists through its Beauty Systems Group (�BSG�) store operations and a commissioned direct
sales force that calls on salons in the United States and portions of Canada and certain European countries and to
franchises in the southern and southwestern United States and Mexico through its Armstrong McCall operations. The
beauty products sold by BSG and Armstrong McCall are primarily sold through exclusive territory agreements with
the manufacturers of the products. Until November 16, 2006, the Company was a wholly-owned subsidiary of
Alberto-Culver Company (�Alberto-Culver�).
On November 10, 2006, the stockholders of Alberto-Culver approved a plan to separate its consumer products
business and its Sally Beauty Supply/BSG distribution business into two separate, publicly traded companies. This is
more fully discussed in �Note 2.� The separation was completed on November 16, 2006. The transactions were effected
pursuant to an Investment Agreement dated as of June 19, 2006, among Alberto-Culver and certain of its subsidiaries,
including Sally Holdings, Inc., and CDRS Acquisition LLC. Sally Beauty Holdings, Inc. became the accounting
successor company to Sally Holdings, Inc. upon the completion of the transactions. See �Note 2� that describes certain
transaction expenses incurred by the Company as a result of the separation.
Basis of Presentation
The consolidated interim financial statements included herein are unaudited and have been prepared by the Company
pursuant to the rules and regulations of the Securities and Exchange Commission (�SEC�). Certain information and note
disclosures normally included in annual financial statements prepared in accordance with generally accepted
accounting principles have been condensed or omitted pursuant to those rules and regulations, although the Company
believes that the disclosures made are adequate to make the information not misleading. The consolidated interim
financial statements include the accounts of the Company and its subsidiaries. In the opinion of management, these
condensed consolidated financial statements reflect all adjustments which are of a normal recurring nature and which
are necessary to present fairly the consolidated financial position as of December 31, 2006, the results of operations
for the three month periods ended December 31, 2006 and 2005, and cash flows for the three months ended
December 31, 2006 and 2005. The results of operations for the three months ended December 31, 2006 are not
necessarily indicative of the results, which may be expected for the entire fiscal year. All significant inter-company
accounts and transactions have been eliminated in consolidation.
These consolidated interim financial statements should be read in conjunction with the financial statements and notes
thereto included in the Company�s Annual Report on Form 10-K for the fiscal year ended September 30, 2006. The
Company adheres to the same accounting policies in preparation of interim financial statements. As permitted under
generally accepted accounting principles, interim accounting for certain expenses, including income taxes, are based
on full year assumptions. Such amounts are expensed in full in the year incurred. For interim financial reporting
purposes, income taxes are recorded based upon estimated annual effective income tax rates.
2. Spin/Merge and Separation Transaction
On January 10, 2006, Alberto-Culver entered into an agreement with Regis Corporation (�Regis�) to merge the
Company with a subsidiary of Regis in a tax-free transaction. Pursuant to the terms and conditions of the merger
agreement, the Company was to be spun off to Alberto-Culver�s stockholders by way of a tax-free distribution and,
immediately thereafter, combined with Regis in a tax-free stock-for-stock merger.
On April 5, 2006, Alberto-Culver provided notice to Regis that its board of directors had withdrawn its
recommendation for shareholders to approve the transaction. Following Alberto-Culver�s notice to Regis, also on
April 5, 2006, Regis provided notice to Alberto-Culver that it was terminating the merger agreement effective
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Sally Beauty Holdings, Inc. and Subsidiaries
Condensed Notes to Consolidated Financial Statements

immediately. In connection with the termination of the merger agreement, Alberto-Culver paid Regis a $50.0 million
termination fee on April 10, 2006. In addition, Alberto-Culver and the Company incurred transaction expenses,
primarily legal and investment banking fees, during the fourth quarter of fiscal year 2005 and the first nine months of
fiscal year 2006. The total amount of transaction expenses, including the termination fee, was $56.2 million
($35.2 million after taxes). The Company expensed approximately $37.5 million ($23.2 million after taxes) of this
amount in the second and third quarters of fiscal year 2006 in accordance with the terms of the transaction agreements.
All transaction related expenses incurred are expected to be deductible for tax purposes.
On June 19, 2006, Alberto-Culver announced a plan to split its beauty supply distribution business, the Company,
from its consumer products business. Pursuant to an investment agreement, CDRS Acquisition LLC (�CDRS�), a
limited liability company organized by Clayton, Dubilier & Rice Fund VII, L.P., would invest $575 million to obtain
an equity ownership of approximately 48% of the Company on a fully-diluted basis and the Company would incur
approximately $1.85 billion of new debt. Upon closing of the transactions, Alberto-Culver shareholders would
receive, for each share of Alberto-Culver common stock then owned, (i) one share of common stock of New
Alberto-Culver, which will own and operate Alberto-Culver�s consumer products business, (ii) one share of common
stock of Sally Beauty Holdings, Inc., which will own and operate the Company�s beauty supply distribution business
and (iii) a $25.00 per share special cash dividend.
On November 16, 2006, we separated from Alberto-Culver, pursuant to the Investment Agreement, dated as of
June 19, 2006, as amended, among us, Alberto-Culver, CDRS and others, which we refer to as the Investment
Agreement. As a result of the separation, (i) we own and operate the Sally Beauty Supply and BSG distribution
businesses that were owned and operated by Alberto-Culver prior to the separation, (ii) at the closing of the separation
transaction, the stockholders of Alberto-Culver prior to the separation became the beneficial owners of approximately
52% of our outstanding common stock on an undiluted basis and the CDR investors, who in the aggregate invested
$575 million in our company, received an equity interest representing approximately 48% of our outstanding common
stock on an fully-diluted basis and (iii) Alberto-Culver continues to own and operate its consumer products business.
In addition, on November 16, 2006, in connection with our separation from Alberto-Culver:
� Sally Holdings and certain of our other subsidiaries incurred approximately $1,850 million of indebtedness,

including (i) $1,070 million by drawing on its two senior term loan facilities, (ii) $70 million by drawing on its
ABL facility and (iii) $710 million from the issuance of $430 million of senior notes and $280 million of
senior subordinated notes;

� We used approximately $2,342 million, a substantial portion of the proceeds of the investment by the CDR
investors and the debt incurrence, to pay a $25.00 per share special cash dividend to holders of record
Alberto-Culver shares as of the record date for the separation transaction.

Alberto-Culver treated our separation from it as though it constituted a change in control for all employees and
directors under its equity and incentive compensation plans and as a change in control for our employees under its
deferred compensation plan. Accordingly, options to purchase Alberto-Culver common stock issued under
Alberto-Culver equity compensation plans outstanding as of the completion of the separation and held by our
employees and John A. Miller, who was a non-employee director of Alberto-Culver prior to the separation and is now
an independent member of our Board of Directors, became fully exercisable options to purchase our common stock.
Restrictions on restricted stock issued under Alberto-Culver equity compensation plans prior to completion of the
separation, including restricted stock held by executive officers of Alberto-Culver, lapsed on November 16, 2006. We
recorded a one-time charge of $5.3 million during the first quarter of fiscal year 2007 for the amount of future
compensation expense that would have been recognized in subsequent periods as the stock options and restricted
shares for our employees vested over the original vesting periods.
On November 16, 2006, pursuant to the Investment Agreement, we paid a transaction fee of $30 million to Clayton,
Dubilier & Rice, Inc., the manager of both Clayton, Dubilier & Rice Fund VII, L.P., the sole member of CDRS, and
Parallel Fund as well as $1.1 million to CDRS for expenses it incurred in connection with its investment in our
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Sally Beauty Holdings, Inc. and Subsidiaries
Condensed Notes to Consolidated Financial Statements

Rice, Inc. and of the expenses paid to CDRS, along with other professional services and due diligence fees, were
considered to be costs of raising equity and were recorded as a reduction to additional paid-in capital of approximately
$42.2 million.
Pursuant to the Investment Agreement, we also paid approximately $20.4 million to Alberto-Culver, $16.4 million
during the quarter ended December 31, 2006 and $4.0 million during the fiscal year ended September 30, 2006, for its
expenses incurred in connection with the separation. We also paid approximately $58.8 million in fees for the debt
financing incurred by our subsidiaries in connection with the separation.
On November 16, 2006, pursuant to the terms of the separation agreement entered into in connection with our
separation from Alberto-Culver, all of our and our subsidiaries� cash, cash equivalents and short-term investments were
transferred to Alberto-Culver other than $91.1 million, equal to the sum of $52.7 million plus an additional amount
equal to $38.4 million, which is the sum of (i) an estimate of the amount needed to cover certain income taxes (as
specified in the tax allocation agreement entered into in connection with our separation from Alberto-Culver), (ii) an
amount determined pursuant to a formula intended to reflect the limitations placed on the number of our shares that
the CDR investors were able to acquire without jeopardizing the intended tax-free nature of the share distribution of
shares of Alberto-Culver common stock to our stockholders in connection with the separation, and (iii) unpaid
balances on certain of our specified liabilities, minus other specified transaction costs. An adjustment to the cash
transfer, as determined under the terms of the separation and tax allocation agreements, of approximately $1.9 million
is estimated to be paid during the second quarter of fiscal year 2007. All inter-company receivables, payables and
loans between us and our subsidiaries, on the one hand, and Alberto-Culver and its subsidiaries, on the other hand,
other than those specifically designated in the separation agreement to survive following the separation, were canceled
immediately prior to the time of the distributions we made on November 16, 2006, in connection with the separation.
In addition, prior thereto, all inter-company agreements between us and our subsidiaries and Alberto-Culver and its
subsidiaries terminated, other than certain agreements specifically designated in the separation agreement to survive
following the separation.
Upon completion of the separation, Michael H. Renzulli, former Chairman of Sally Holdings, Inc., terminated his
employment with Alberto-Culver and us. We agreed to provide Mr. Renzulli with certain benefits primarily consisting
of a lump-sum cash payment of $3.6 million. We recorded the expense for the payment during the quarter ending
December 31, 2006 and the amount was paid in January 2007.
3. Stockholders� (Deficit) / Equity
Sally Beauty Holdings, Inc. has negative stockholders� equity as of December 31, 2006 as a result of a deficit in
retained earnings. During the three months ended December 31, 2006 retained earnings decreased as a result of the
dividend payment of approximately $2,342.1 million to the shareholders of Alberto-Culver, called for under the
separation agreement from Alberto-Culver. The proceeds from the equity contribution of $575.0 million from CDRS
and the proceeds from the issuance of the debt were used to fund this dividend. In addition, retained earnings
decreased by $41.9 million as a result of settlement of the inter-company agreement with Alberto-Culver, treated as a
dividend.
During the three months ended December 31, 2006 additional paid-in capital decreased as a result of a portion of the
$30.0 million fee paid by Sally Beauty Holdings, Inc. to Clayton, Dubilier & Rice, Inc. and the expenses paid to
CDRS along with other professional services and due diligence fees. These were considered to be costs of raising
equity and were recorded as a reduction to additional paid-in capital in the amount of approximately $42.2 million.
During the three months ended December 31, 2006 and prior to its separation from Alberto-Culver, the Company
recorded an increase in additional paid-in capital for stock issued by Alberto-Culver. The stock was issued to the
former owner of Monarch Beauty Supply Co. Ltd., a subsidiary previously owned by Alberto-Culver and contributed
by Alberto-Culver to Sally Beauty Holdings, Inc. in 2003. The additional paid-in capital recorded by Sally Beauty
Holdings, Inc., as an adjustment of $1.1 million to stockholder contribution, reflects the effect of certain
pre-acquisition tax liabilities fully indemnified by the seller, for which Alberto-Culver retained the proceeds.
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Sally Beauty Holdings, Inc. and Subsidiaries
Condensed Notes to Consolidated Financial Statements

The change in common stock resulted from the issuance of stock in connection with the separation agreement with
Alberto-Culver and the Investment Agreement with CDRS.
See �Note 9� for a discussion of other comprehensive income.
4. Long-Term Debt
In connection with the separation from Alberto-Culver, the Company, through its subsidiaries, incurred $1,850 million
of indebtedness by drawing on a revolving (asset-based lending) facility in an amount equal to $70 million, entered
into two term loan facilities (term loans A and B) in an aggregate amount of $1,070 million, and issued senior notes in
an aggregate amount of $430 million and senior subordinated notes in an aggregate amount of $280 million.
The term loan facilities and asset-based lending facility are secured by substantially all of the assets of the Company
and its subsidiaries. The term loan credit facilities may be prepaid at the Company�s option at any time without
premium or penalty and are subject to mandatory prepayment in an amount equal to 50% of excess cash flow (as
defined in the agreements) for any fiscal year (commencing in fiscal year 2008) unless a specified leverage ratio is
met and 100% of the proceeds of specified asset sales that are not reinvested in the business or applied to repay
borrowings under the asset-based lending credit facility.
The senior and senior subordinated notes are unsecured obligations of the issuers and are guaranteed on a senior basis
(in the case of the senior notes) and on a senior subordinated basis (in the case of the senior subordinated notes) by
each material domestic subsidiary of the Company. The senior notes and the senior subordinated notes carry optional
redemption features whereby the Company has the option to redeem the notes on or before November 15, 2010 and
November 15, 2011, respectively, at par plus a premium, plus accrued and unpaid interest, and on or after
November 15, 2010 and November 15, 2011, respectively, at par plus a premium declining ratably to par, plus accrued
and unpaid interest.
Details of the debt issued on November 16, 2006 are as follows (in thousands):

Amount as
of Maturity

December dates Interest

31, 2006
(Fiscal
year) rates

Revolving credit facilities $ 21,200 2012 (i) PRIME and up to 0.50% or;
(ii) LIBOR plus (1.0% to 1.50%)

Term loan A
148,125 2012 (i) PRIME plus (1.00% to 1.50%)

or;
(ii) LIBOR plus (2.00% to 2.50%)

Term loan B
917,700 2014 (i) PRIME plus (1.25% to 1.50%)

or;
(ii) LIBOR plus (2.25% to 2.50%)

Total $ 1,087,025

Senior notes $ 430,000 2015 9.25%
Senior subordinated notes 280,000 2017 10.50%

Total $ 710,000

On November 24, 2006, the Company entered into two interest rate swap agreements relating to $500 million of the
$1,070 million term loans A and B due in 2012 and 2014, respectively. See �Note 5� for further information on the
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Maturities of the long-term debt issued November 16, 2006 for the next five fiscal years are as follows (in thousands):
Sally Beauty Holdings, Inc. and Subsidiaries

Condensed Notes to Consolidated Financial Statements

Year ending September 30:
2007 $ 12,525
2008 16,700
2009 24,200
2010 24,200
2011 39,200
Thereafter 1,680,200

$ 1,797,025

Note: Maturities
schedule is for
the debt issued
on
November 16,
2006 and does
not include
capital leases of
$1.2 million.

5. Interest Rate Swaps
On November 24, 2006, the Company entered into two interest rate swap agreements with a notional amount of
$150.0 million and $350.0 million. These agreements expire in two and three years, respectively. Both agreements
allow the Company to convert a portion of its variable rate interest to a fixed rate at 4.9975% plus (2.00% to 2.50%)
and 4.94% plus (2.25% to 2.50%), respectively. These interest rate swap agreements relate to $500 million of the
$1,070 million Term loans A and B due in 2012 and 2014, respectively to manage the Company�s risk associated with
changing interest rates. Under the swap agreements, the Company will pay a fixed rates of 4.9975% plus (2.00% to
2.50%) and 4.94% plus (2.25% to 2.50%) on a quarterly basis in exchange for receiving floating rate payments based
on the three-month LIBOR rate.
The Company utilizes interest rate swaps to manage the risk associated with changing interest rates and accounts for
them under Statement of Financial Accounting Standards No. 133, �Accounting for Derivative Instruments and
Hedging Activities�, as amended (�SFAS 133�). SFAS 133 requires that all derivatives be marked to market (fair value).
The Company does not purchase or hold any derivative instruments for trading purposes. The interest rate swap
agreements do not currently qualify as hedges and, therefore, the change in fair value of the interest rate swap
agreements, which are adjusted quarterly, are recorded in the results of operations. The fair value of the swap
agreements at December 31, 2006, was an asset of approximately $1.0 million.
Fair value estimates presented for the swap agreements are based on third-party information and were determined
using proprietary models based upon well-recognized financial principals and reasonable estimates about relevant
future market conditions.
The counter-parties to these swap instruments are large financial institutions which the Company believes are of high
quality creditworthiness. While the Company may be exposed to potential losses due to the credit risk of
nonperformance by these counter-parties, such losses are not anticipated.
The marked to market impact of the swap arrangements on interest expense was a decrease of approximately
$1.0 million in the three months ended December 31, 2006. However, changes in the fair value of the interest rate
swap agreements will increase or decrease our net interest expense and therefore may affect our profitability.
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6. Net Earnings Per Share
Basic net earnings per share is computed by dividing net earnings by the weighted average number of shares of
common stock outstanding during the period. Diluted net income per share was calculated similarly but includes
potential dilution from the exercise of stock options.
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The following table sets forth the computation of basic and diluted earnings per share for the three months ended
December 31, 2006 (in thousands, except per share data):

Sally Beauty Holdings, Inc. and Subsidiaries
Condensed Notes to Consolidated Financial Statements

Three Months
Ended

December 31, 2006
Net earnings $ 3,141

Total weighted-average basic shares (1) 180,096

Dilutive securities:
Stock option programs 2,233
Total weighted average diluted shares 182,329

Earnings per share:
Basic $ 0.02
Diluted $ 0.02

(1) Weighted
average shares
was calculated
from
November 16,
2006 through
December 31,
2006, which
represents the
actual number
of days the
Company�s
shares were
publicly traded.

Net earnings per share was not calculated for the three months ended December 31, 2005 as the Company was a
wholly-owned subsidiary of Alberto-Culver during fiscal year 2005. See �Note 2� for details on the separation from
Alberto-Culver.
At December 31, 2006, options to purchase 2,622,909 shares of common stock were outstanding but not included in
the computation of diluted earnings per share, as these options� exercise prices, ranging from $9.45 to $9.57, were
greater than the average market price of the common shares.
7. Share-Based Payments
The Company accounts for stock option and restricted stock plans in accordance with SFAS 123 (Revised 2004),
Share-Based Payment �SFAS 123 (R)�. Accord
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