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Rating Information  
Sector Rating Market Weight 
Target Price YE ’07  $10.00 
Long-Term Growth 20.05% 

 

Trading Data 
52-Wk Range $6.96 - $10.35 
Market Cap.  $1,614 MM 
Shares Out.  180.3 MM 
Dividend Yield 0.0% 
Avg Daily Vol. 870,000 
Float NA 

 Source: FactSet 

Fundamental Data 
EV/EBITDA  7.0x 
Enterprise Value  $3,410.6 MM 
LT Debt to Total Cap.  182.5% 
Book Value $(4.60) 

 Source: FactSet 

 

Price Performance Chart  
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Sally Beauty Holdings Inc.

  
Source: FactSet 
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Sally Beauty Holdings Inc. 
(SBH-$8.83-Outperform) 

Sector View:  Market Weight:  Concerns on the global consumer and economy hurting HPC 
stocks, but investors may favor these more defensive names in 2H07. 

 
Pro Forma Estimates Post Option Expense †(All values are in USD) 

 Q1 Dec Q2 Mar Q3 Jun Q4 Sep Year P/E 
2006 0.19 0.19 0.20 0.18 0.76 11.6x 
2007 0.09 0.06 0.08E 0.07E 0.31E 28.5x 
2008 0.10E 0.12E 0.13E 0.10E 0.45E 19.6x 

   

 

SBH:  FAROUK ON THE WAY BACK TO BSG?   
• FAROUK MAY BE BACK IN BSG AFTER A FEW MONTHS AT L’OREAL.  We 

believe the Farouk line, which departed BSG’s distribution this spring for L’Oreal, may be 
returning to Sally’s BSG unit.  This potential return could be a positive sign the loss of top 
lines such as L’Oreal’s brands will stop weighing down SBH shares.   

 
• AFTER L’OREAL’S RECENT MOVES, WILL NON L’OREAL LINES SUCH AS 

FAROUK MOVE TO BSG?  WE THINK SO.  We think Farouk went to L’Oreal hoping for 
better execution, or perhaps a sale of the company.  However, L’Oreal’s distribution unit 
contains L’Oreal brands, which they recently added to with PureOlogy.  This may have left 
Farouk a tertiary priority and an unlikely candidate for purchase by L’Oreal.  It may make 
more sense for brands like Farouk to be at BSG, where they will have focus, than with 
L’Oreal. 

 
• MINIMAL EPS IMPACT, BUT A STRATEGIC POSITIVE FOR SALLY. We think EPS 

impact would be muted, since Farouk has already been largely replaced.  Farouk’s return 
would reinforce our view that BSG can survive the loss of L’Oreal.  When L’Oreal left, we 
remained Outperform on SBH because we believed other brands would leave L’Oreal and join 
BSG to compensate for the loss.  Losing Farouk tested this hypothesis.  However, its quick 
return would show us that L’Oreal may lose other brands, due to conflicts from being a 
manufacturer, retailer, and distributor.  We also have more confidence that other brands could 
follow, such as the Paul Mitchell brand out West, which could add $0.02-$0.05 to annual EPS. 

 
• REITERATE OUTPERFORM ON SBH.  At 10x CY08 EBITDA, we believe SBH is not 

cheap, and these are minor data points compared to the growth of Sally Beauty Stores.  
Nonetheless, this potential positive could help alleviate a major concern on SBH, allowing 
investors to focus on its compelling de-leveraging story.  Sally reports Aug 9. 
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Important Disclosures 
 
The costs and expenses of Equity Research, including the compensation of the analyst(s) that prepared this report, are paid 
out of the Firm's total revenues, a portion of which is generated through investment banking activities.  
  
This report has been prepared in accordance with the Firm's conflict management policies.  Bear Stearns is unconditionally 
committed to the integrity, objectivity, and independence of its research.  Bear Stearns research analysts and personnel 
report to the Director of Research and are not subject to the direct or indirect supervision or control of any other Firm 
department (or members of such department).    
    
This publication and any recommendation contained herein speak only as of the date hereof and are subject to change 
without notice.  Bear Stearns and its affiliated companies and employees shall have no obligation to update or amend any 
information or opinion contained herein, and the frequency of subsequent publications, if any, remain in the discretion of the 
author and the Firm. 
 

Analyst Certification 

The research analyst(s) primarily responsible for the preparation of this research report hereby certify that all of the views 
expressed in this research report accurately reflect their personal views about any and all of the subject securities or issuers.  
The research analyst(s) also certify that no part of their compensation was, is, or will be, directly or indirectly, related to the 
specific recommendations or views expressed in this research report. 
Justin Hott 
 

Companies Analyzed 

* Sally Beauty Holdings Inc. (SBH) - $8.83 (as of July 23, 2007 16:00 ET) - Outperform 
Price Target ('07): $10.00 
Risk(s) to Price Target - Market multiples decline, leading to a P/E multiple contraction; the U.S. salon industry slows further. 
Valuation Methodology - P/E 
 
L'Oreal S.A. (OREP.PA) – Outperform – 84.35 (as of July 23, 2007 16:00 ET) 
Price Target ('07): $100.00 
Risk(s) to Price Target - A slowing US consumer trend more than offsets the benefits of a stabilising distribution platform in 
2007, the European consumer only improves very gradually, the integration of The Body Shop fails to deliver on expectations, 
a major transformational acquisition, Sanofi-Aventis (in which L’Oreal holds a 10% stake) share price collapses for 
unforeseen reasons and if Nestle officially announces its intention not to bid for L’Oreal when Mme Bettencourt passes away. 
Valuation Methodology - Peer Group, DCF (see www.bearstearns.com for details) 
  
 
 
 

 
 
 



 

BEAR, STEARNS & CO. INC. 383 MADISON AVENUE NEW YORK, NY 10179 (212) 272-2000 WWW.BEARSTEARNS.COM 3 

Bear, Stearns & Co. Inc. Equity Research Rating System: 

Ratings for Stocks (vs. analyst coverage universe): 
Outperform (O) - Stock is projected to outperform analyst's industry coverage universe over the next 12 months. 
Peer Perform (P) - Stock is projected to perform approximately in line with analyst's industry coverage universe over the next 
12 months. 
Underperform (U) - Stock is projected to underperform analyst's industry coverage universe over the next 12 months. 
 
Ratings for Sectors (vs. regional broader market index): 
Market Overweight (MO) - Expect the industry to perform better than the primary market index for the region (S&P 500 in the 
US) over the next 12 months.  
Market Weight (MW) - Expect the industry to perform approximately in line with the primary market index for the region (S&P 
500 in the US) over the next 12 months.  
Market Underweight (MU) - Expect the industry to underperform the primary market index for the region (S&P 500 in the US) 
over the next 12 months. 
 
Bear, Stearns & Co. Inc. Ratings Distribution as of June 30, 2007: 
Percentage of BSC universe with this rating / Percentage of these companies which were BSC investment banking clients in 
the last 12 months. 

Outperform (Buy):        42.6 / 15.8 

Peer Perform (Neutral):  49.8 / 11.1 

Underperform (Sell):     7.6  /  7.5 

 

Securities covered by the author(s) of this report include: 

Justin Hott (Cosmetics, Household & Personal Care Products): Regis Corp., Avon Products Inc., Kimberly-Clark Corp., 
Procter & Gamble Co., Estee Lauder Companies Inc., Alberto-Culver, Colgate-Palmolive, Sally Beauty Holdings Inc. 
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Disclaimers 
 

OTHER DISCLAIMERS     
     
This report has been prepared by Bear, Stearns & Co. Inc., Bear, Stearns International Limited or Bear Stearns Asia Limited 
(together with their affiliates, "Bear Stearns"), as indicated on the cover page hereof.  Responsibility for the content of this 
report has been accepted by Bear, Stearns & Co. Inc. for distribution in the United States.  If you are a recipient of this 
publication in the United States, orders in any securities referred to herein should be placed with Bear, Stearns & Co. Inc.  
This report has been approved for publication in the United Kingdom by Bear, Stearns International Limited, which is 
authorized and regulated by the United Kingdom Financial Services Authority.  Private Customers in the U.K. should contact 
their Bear, Stearns International Limited representatives about the investments concerned. This report is distributed in Hong 
Kong by Bear Stearns Asia Limited, which is regulated by the Securities and Futures Commission of Hong Kong. Recipients 
of this report from Bear Stearns Asia Limited should contact representatives of the latter in relation to any matter referred to 
herein. Additional information is available upon request. 
Bear Stearns and its employees, officers, and directors deal as principal in transactions involving the securities referred to 
herein (or options or other instruments related thereto), including in transactions which may be contrary to any 
recommendations contained herein.  Bear Stearns and its employees may also have engaged in transactions with issuers 
identified herein. Bear Stearns is affiliated with a specialist that may make a market in the securities of the issuers referred to 
in this document, and such specialist may have a position (long or short) and may be on the opposite side of public orders in 
such securities. 
This publication does not constitute an offer or solicitation of any transaction in any securities referred to herein.  Any 
recommendation contained herein may not be suitable for all investors.   Although the information contained in the subject 
report (not including disclosures contained herein) has been obtained from sources we believe to be reliable, the accuracy 
and completeness of such information and the opinions expressed herein cannot be guaranteed.  This publication and any 
recommendation contained herein speak only as of the date hereof and are subject to change without notice.  Bear Stearns 
and its affiliated companies and employees shall have no obligation to update or amend any information or opinion contained 
herein. 
This publication is being furnished to you for informational purposes only and on the condition that it will not form the sole 
basis for any investment decision.  Each investor must make their own determination of the appropriateness of an investment 
in any securities referred to herein based on the tax, or other considerations applicable to such investor and its own 
investment strategy.  By virtue of this publication, neither Bear Stearns nor any of its employees, nor any data provider or any 
of its employees shall be responsible for any investment decision.  This report may not be reproduced, distributed, or 
published without the prior consent of Bear Stearns. ©2007.  All rights reserved by Bear Stearns.  Bear Stearns and its logo 
are registered trademarks of The Bear Stearns Companies Inc. 
This report may discuss numerous securities, some of which may not be qualified for sale in certain states and may therefore 
not be offered to investors in such states.  This document should not be construed as providing investment services.  
Investing in non-U.S. securities including ADRs involves significant risks such as fluctuation of exchange rates that may have 
adverse effects on the value or price of income derived from the security. Securities of some foreign companies may be less 
liquid and prices more volatile than securities of U.S. companies. Securities of non-U.S. issuers may not be registered with or 
subject to Securities and Exchange Commission reporting requirements; therefore, information regarding such issuers may 
be limited. 
NOTE TO ACCOUNT EXECUTIVES: For securities that are not listed on the NYSE, AMEX, or Nasdaq National Market 
System, check the Compliance page of the Bear Stearns Intranet site for State Blue Sky data prior to soliciting or accepting 
orders from clients.  
  
CIR 230 Disclaimer   
  
Bear Stearns does not provide tax, legal or accounting advice. You should consult your own tax, legal and accounting 
advisors before engaging in any transaction.   
  
In order for Bear Stearns to comply with Internal Revenue Service Circular 230 (if applicable), you are notified that any 
discussion of U.S. federal tax issues contained or referred to herein is not intended or written to be used, and cannot be used, 
for the purpose of: (A) avoiding penalties that may be imposed under the Internal Revenue Code; nor (B) promoting, 
marketing or recommending to another party any transaction or matter discussed herein. 
 
 


