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Ladies and Gentlemen:

On behalf of Ulta Salon, Cosmetics & Fragrance, Inc., a Delaware corporation (the ‘Company”), we hereby transmit for filing under the Securities Act of 1933, as
amended, Amendment No. 1 (the “Amendment”) to the Company’s Registration Statement on Form S-1 (the ‘Registration Statement”), including certain exhibits, marked to
indicate changes from the Registration Statement as originally filed with the Securities and Exchange Commission (the “Commission”) on July 6, 2007. Courtesy copies of
this letter and the Amendment (specifically marked to show changes thereto) are being submitted to the Staff of the Commission (the “Staff”’) by hand delivery.

The Amendment reflects the responses of the Company to comments received from the Staff in a letter from H. Christopher Owings, dated August 3, 2007 (the Comment
Letter”). The discussion below is presented in the order of the numbered comments in the Comment Letter. For your convenience, references in the responses to page numbers
are to the marked version of the Amendment and to the prospectus therein.

The Company’s responses to the Staff’s comments are as follows:

General

1. We note a number of blank spaces throughout your registration statement for information that you are not entitled to omit under Rule 430A. Please allow us
sufficient time to review your complete disclosure prior to any distribution of preliminary prospectuses.
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Response: We supplementally advise the Staff that we will allow sufficient time prior to any distribution of preliminary prospectuses for the Staff to review the additional
disclosure that will be included in the blank spaces noted by the Staff.

2. Please provide us with any gatefold information such as pictures, graphics or artwork that will be used in the prospectus.

Response: We supplementally advise the Staff that gatefold information, including each of the pictures, graphics and artwork that we intend to use in the prospectus, is
included in the Registration Statement and the Amendment.

3. Please file all required exhibits, such as your underwriting agreement and the legal opinion, in a timely manner so that we may have time to review them before
you request that your registration statement become effective.

Response: We have filed the majority of the exhibits with the Amendment. We supplementally advise the Staff that we will file the remaining exhibits in a timely manner
so the Staff has time to review them before we request that our registration statement becomes effective.

Front Cover of Prospectus

4. We note that you have listed six underwriters on the cover page. Please revise to identify only the lead or managing underwriters. Refer to Iten501(b)(8)(i) of
Regulation S-K.

Response: In response to the Staff’s comment, each of the underwriters listed on the cover page of the Prospectus is a lead or managing underwriter. The following is a list
of the underwriters and their respective titles:

. J.P. Morgan Securities Inc. — Joint book-running manager

. Wachovia Capital Markets, LLC — Joint book-running manager
. Thomas Weisel Partners LLC — Co-manager

. Cowen and Company, LLC — Co-manager

. Piper Jaffray & Co. — Co-manager
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Prospectus Summary, page 1

5. We note your statement that the prospectus summary highlights information and that it might not contain all the information that is important to an investor.
However, the prospectus summary should highlight all material information for an investor. Please revise your disclosure language accordingly.

Response: We have revised the disclosure in response to the Staff’s comment. See page 1.

6. Please provide support for the qualitative and comparative statements contained in your prospectus. For example, disclose the basis for your assertion that you
are “the largest beauty retailer that provides one-stop shopping for prestige, mass and salon products and services in the United States.” In this regard, disclose
whether this information is based upon management’s belief, industry data, reports/articles or any other source. If the statement is based upon management’s
belief, please indicate that this is the case and include an explanation for the basis of such belief. Alternatively, if the information is based upon reports or
articles, please provide these documents to us, appropriately marked and dated. See the following additional examples:

.

Your statement that you “pioneered this unique combination of beauty superstore and specialty store attributes that focuses on all aspects of how women
prefer to shop for beauty,” on pages 2 and 53, followed by the CEW and ICSC recognitions;

Your reference to the $75 billion beauty products and salon services industry and your indication that you are the “only retailer to offer an off-mall,
service-oriented specialty retain concept...” on page 3.

Your statement that you “offer the widest selection of categories across prestige and mass cosmetics, fragrances, haircare, skincare, bath and body
products and salon styling tools,” on page 52;

Your statement that you offer a “compelling value proposition to [yJour customers across all of [yJour product categories,” on page 61; and

Your indication that the “market for salon services and products is highly fragmented, with over 350,000 salons in the United States, approximately 75%
of which have less than four employees,” on page 66.

Response: We have revised the disclosure in response to the Staff’s comment. See pages 1, 2, 32, 52, 53, 54, 57 and 61.
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In addition, we supplementally provide in the table below a comparative analysis of various beauty retailers which (i) illustrates the breadth of the Company’s product and
service offerings as support for the statement that we “offer the widest selection of categories across prestige and mass cosmetics, fragrances, haircare, skincare, bath and
body products and salon styling tools” and (ii) shows the basis for the assertion in the prospectus that the Company is “the largest beauty retailer that provides one-stop
shopping for prestige, mass and salon products and services in the United States.” As the table below indicates, the Company is the only retailer to offer products across
the beauty spectrum of mass, prestige and salon products along with providing a full-service salon. In addition, relative to its beauty retail competitors, the Company has
the largest average store size, which facilitates the beauty superstore format and provides customers with one-stop shopping across these categories.

Category
Average
Estimated #of U.S. U.s. # of store size Mass Prestige Salon Salon
Specialty Retailer sales stores Debut states (square feet) Products products products services
ULTA $§ 7551 207 1990 26 10,000 v v v v
Sally Beauty Supply 24171 2,1962 1964 48 1,700 v v
Bath & Body Works 1,304 1,540 1990 48 2,300 v v
The Body Shop 9571 322 1989 N/A 850 v 4
Sephora 850 183 1998 36 4,500 v
Trade Secret 253 633 1982 49 1,200 v v 4
L’Occitane 199 148 1996 29 350 v
Beautyfirst N/A 77 1983 18 2,000 4 v 4
Beauty Brands 65 50 1995 11 6,500 v v v
Harmon 46 39 ~1980 3 6,850 v
Ricky’s 30 20 1988 2 N/A v
H20 29 11 1989 5 1,100 v
Fresh 13 11 1991 4 625 v
Source: company filings, company websites, Capital 1Q, Factiva, Lexis/Nexis
1 Latest actual annual sales figure
2 Does not include BSG division
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Furthermore, we have supplementally provided inAnnex B to this letter studies by Kline & Company, and IBISWorld Inc., a survey by American Express, and articles
citing studies by NPD and Professional Consultants & Resources, each of which is referred to in the prospectus and contains information supporting statements in the
prospectus. These documents are appropriately dated and marked to cross-reference the corresponding statements. All of the documents are publicly available and none
was prepared specifically for this filing or commissioned by the Company.

7. In an appropriate place in the prospectus, please revise your discussion to explain some of the terminology you use to describe your business. For example, you
describe your retail locations as being located in “power centers” and “lifestyle centers” but you do not explain what you mean by these terms. See also, your
reference to “planograms” and “POS data.”

Response: We have revised the disclosure in response to the Staff’s comment. See pages 13, 61 and 62.

8. We note that you have provided repetitive disclosure. For example, your disclosure “Our Value Proposition” on page 1 is identical to your disclosure on page 52
and your disclosure “An Off-Mall Location” on page 1 is identical to your disclosure on page 52. The note to Rule 421(b) in Regulation C states that you should
avoid repetitive disclosure that increases the size of the prospectus but does not enhance the quality of the information. Mere repetition of the same language or
ideas does not enhance the quality of the disclosure in your prospectus. Accordingly, revise the summary to highlight each item of key information one time, and
include a more complete description of each item only once in the body of your prospectus.

Response: We have revised the disclosure in the prospectus summary in response to the Staff’s comment. See pages 1 through 4.

9. In your discussion of your competitive strengths, you refer to the “emotional connection” that your unique retail shopping experiences reinforces. In an
appropriate place in this prospectus, please explain what you mean by this.

Response: We have deleted the discussion of the “emotional connection” in the prospectus summary in response to the Staff’s comment.
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The Offering, page 5

10. We note your indication here that shares of your preferred stock will convert and be redeemed into common stock upon consummation of this offering. In an
appropriate place in this prospectus, please provide additional details regarding the terms of conversion and redemption, including the price and number of
shares that will be issued upon redemption and how the redemption will be financed.

Response: We have revised the disclosure in response to the Staff’s comment. See pages 6, 24 and 97.

Risk Factors, page 8

Any significant interruption in the operations of our distribution and order fulfillment infrastructure could disrupt our ability to deliver our merchandise..., page
10

11. We note your indication that you maintain business interruption and property insurance which mitigates the risk that you describe. If the real risk you are
trying to describe is that you may have insufficient insurance coverage for this risk, please revise the heading and text of this risk factor accordingly. Otherwise,
it appears that the risk you describe is not a material risk and should be deleted. This comment also applies to aspects of the risk factors entitled “If we are
unable to protect our intellectual property rights, our ability to compete could be harmed ...” and “If our manufacturers are unable to produce our ULTA
branded products on time ...”

Response: We have revised the disclosure in response to the Staff’s comment. See pages 11, 14 and 15.

Any significant interruption in the operations of our distribution and order ... page 10

12. In general, descriptions of risks that describe circumstances that could apply equally to other businesses that are similarly situated are generic risks that should
not be included in your risk factor section. Please either eliminate these generic risks, or revise them to state specific material risks to your company or to the
purchasers in this offering. For example, we note that the following risk factors appear to contain generic disclosures:

. Any material disruption of our information technology systems..., page 10

6
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. A decline in general economic conditions..., page 11
. A reduction in traffic to anchor stores..., page 12
. If we fail to maintain the value of our brand, our sales are likely to decline ..., page 13
. Increases in the demand for, or the price of, raw materials ..., page 16
. We may need to raise additional funds to pursue our growth strategy..., page 17

Please note these are examples only. Review your entire risk factor section and revise as necessary.

Response: We have reviewed the risk factor section and revised several risk factors in response to the Staff’s comment. See pages 11, 12, 13, 14, 17 and 18.

13. Please ensure that your risk factors provide the information investors need to assess the magnitude of the risk. For example, in this risk factor, you indicate
that “some of these third parties” and that “/afttempted labor organizing activities” could result in lost sales or reduced demand (emphases added). Explain why
these situations would have a material adverse effect on the company otherwise it would appear that these risks are speculative and do not constitute material
risks of which investors should be made aware.

Response: We have removed this risk factor in response to the Staff’s comment.

We as well as our vendors, are subject to laws, and regulations that could require us to modify our current business practices..., page 15

14. Please revise to present this risk in more concrete and specific terms. For example, you say that you are subject “to numerous laws and regulations, including
labor and employment and taxation laws to which most retailers are typically subject.” This does not explain what risk is involved in being subject to such laws
and regulations nor does it describe the risk as it specifically relates to your business. So investors can better understand this risk, clearly explain the risk and
how the risk relates to you.
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Response: We have revised the disclosure in response to the Staff’s comment. See pages 15 and 16.

Our secured revolving credit facility could limit our operational flexibility, page 17

15. Some of your subheadings do not fully describe the risk disclosed in the text. For example, this subheading does not clearly describe the risk you are trying to
disclose or, in this case, that your credit facility contains covenants that restrict your ability to take certain actions. Please revise.

Response: We have revised the disclosure in response to the Staff’s comment. See page 18.

We do not anticipate paying dividends on our capital stock in the foreseeable future, page 21

16. Ensure that the disclosure in each risk factor you include actually describes a real risk. For example, in this risk factor, you appear to be merely stating a fact
about the company, as opposed to describing a risk associated with an investment in your securities. Please revise or remove this risk.

Response: We have removed this risk factor in response to the Staff’s comment.

We did not register our stock options under the Securities Exchange Act ..., page 21

17. Please advise the title and the body of this risk factor to reflect that you were required to register the stock options not that you “may” have been required to
do so. In this regard, refer to SEC Release No. 34-56010, where the staff indicates that an issuer meeting the conditions of Exchange Act Section 12(g) is
required to register the class of options, unless an exemption is available.

Response: We have revised the disclosure in response to the Staff’s comment. See page 21.

Use of proceeds, page 24

18. We note your indication here that the net proceeds from the offering will be used to pay accumulated dividends in arrears on your preferred stock. Please
revise to
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discuss what the total amount of accumulated dividends in arrears amounts to and whether or not the net proceeds from this offering will satisfy all amounts
due. If not, disclose whether or not this will impact the terms of the conversion and redemption of such preferred stock, as is contemplated at the consummation
of this offering.

Response: We have revised the disclosure in response to the Staff’s comment. See page 24.

Selected consolidated financial data, page 29

19. In footnote 7 on page 31 you disclose that the Series III preferred stock is presented in the mezzanine section of your balance sheet. Please consider adding a
brief explanation of what that means since all readers may not be familiar with the term mezzanine.

Response: We have revised the disclosure in footnote 7 in response to the Staff’s comment. See pages 8, 26, 31 and F-23.
Management’s Discussion and Analysis of Financial Condition and Results of Operations, page 32

20. We note your discussion of “Key Trends” on page 57. Please expand your MD&A to discuss known material trends and uncertainties that will have, or are
reasonably likely to have, a material impact on your revenues or income or result in your liquidity decreasing or increasing in any material way. In this regard,
we note your disclosure that from 1999 to 2006 you have delivered increases in net income at a compounded annual growth rate of 51.6%. Discuss whether you
expect that trend to continue. Please provide additional analysis concerning the quality and variability of your earnings and cash flows so that investors can
ascertain the likelihood or the extent past performance is indicative of future performance. Please discuss whether you expect levels to remain at this level or to
increase or decrease. Also, you should consider discussing the impact of any changes on your earnings. Further, please discuss in reasonable detail:

. Economic or industry-wide factors relevant to your company, and
. Material opportunities, challenges, and
. Risks in short and long term and the actions you are taking to address them.

9
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21.

22.

23.

24.

See Item 303 of Regulation S-K and SEC Release No. 33-8350.
Response: We have revised the disclosure in response to the Staff’s comment. See pages 32 and 33.

The basis of presentation section of management’s discussion and analysis discusses the types of items included in pre-opening expenses; however, it appears
that remodeling expenses are also included in the pre-opening line item. Please revise the disclosure on page 35 or advise.

Response: We have revised the disclosure in response to the Staff’s comment. See page 35.

In discussing quarterly results of operations we understand some three month periods contain 13 weeks and some 14 weeks. Please revise the column headings,
or other disclosure, to clarify for a reader the actual length of each period.

Response: We have revised the disclosure in response to the Staff’s comment. See pages 36 and F-12.

In addition, we supplementally note that, since fiscal 2000, the only quarterly reporting period comprised of 14 weeks is the fourth quarter of 2006. We advise the Staff
that we will disclose the existence of the fourteenth week in the fourth quarter of 2006 in any relevant future quarterly comparative discussions.

With respect to the discussion of gross profit for the first quarter in fiscal 2007 you indicate that the primary cause was planned accelerated depreciation.
Please revise to indicate if this accelerated depreciation will have a known continuing impact, or if it is a temporary condition.

Response: We have revised the disclosure in response to the Staff’s comment. See page 37.

Please revise the last sentence of the first quarter fiscal 2007 selling, general, and administrative discussion to indicate that the decrease relates to the
percentage of sales, not to an overall decrease. Also, please explain to us in greater detail what operational change took place, or if no such change, how the
amount of advertising expensed is in accordance with generally accepted accounting principles.

10
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Response: We have revised the disclosure in response to the Staff’s comment. See pages 38 and F-15.
In addition, we supplementally advise the Staff that the Company’s advertising expenses consist principally of paper, print, and distribution costs related to its advertising
circulars. The circulars generally cover three-week advertised events or one-week advertised events. The costs related to these circulars are expensed in the periods in
which the advertising event takes place. There are times when these promotional periods overlap and, occasionally, there is a week when no specific event is advertised.
Week 1 of fiscal 2007 was a week in which no specific event was planned and therefore no expense was recorded; however, there was a one-week event in the

corresponding week in fiscal 2006. We have determined that, when comparing first quarter fiscal 2007 with the corresponding period in fiscal 2006, this difference will be
characterized as a shift in advertising expense.

Liquidity and capital resources, page 43

25. Please revise your discussion to elaborate upon how you plan to finance your capital expenditures for new stores, particularly in light of your disclosure
elsewhere that your growth strategy involves increasing your store base. In this regard, explain whether you plan to grow at the same rate as you have
historically.

Response: We have revised the disclosure in response to the Staff’s comment. See page 44.

26. You mention here that you typically have payment terms with your vendors. Revise to elaborate upon those payment terms and how they contribute to your
liquidity.

Response: We have revised the disclosure in response to the Staff’s comment. See page 44.

Critical accounting policies and estimates, page 48

27. We note your discussion of inventory valuation. Please supplement your discussion by providing quantitative analysis. Disclose the amount of valuation
adjustments you have made each year and discuss the reasons for any significant changes.

Response: We have revised the discussion of inventory valuation in response to the Staff’s comment to include valuation and qualifying accounts to our financial
statement

11
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presentation to show the Company’s lower of cost or market inventory reserves for the fiscal years 2004, 2005, and 2006. See pages 49 and F-32.

Further, we have noted in the critical accounting policies section that there have not been significant variations in the lower of cost or market or inventory shrink reserves
during fiscal years 2004, 2005, or 2006. See page 50.

28. We note your discussion of vendor allowances. The critical accounting policy section is intended to highlight those areas that require significant estimates and
management judgment as well as those areas that involve a choice of accounting policy where different policies could produce materially different results.
Expand your disclosure to more specifically discuss either the significant estimates involved in your accounting for vendor allowances or the alternative
accounting treatment that was permitted under GAAP. Provide a quantitative analysis by disclosing the amount of allowances received each year and the
reasons for significant changes from year to year.

Response: We have removed the discussion of vendor allowances as a critical accounting policy in response to the Staff’s comment. We supplementally advise the Staff
that the rationale for this change is as follows:

. The Company’s accounting reflects the guidance set forth in Emerging Issues Task Force (EITF) Issue 02-16Accounting by a Customer (Including a Reseller) for
Certain Consideration Received from a Vendor. In our opinion, there is no alternative choice in accounting policy.

. The Company accounts for vendor allowances in accordance with existing vendor agreements. The majority of vendor allowances terms are reflected on the
purchase order and are earned at the point of product receipt. For that portion of vendor allowances that is not based on product receipts, the vendor allowances are
recorded when earned based on the Company’s performance. Company performance, in most cases, is measured by providing proof of performance of co-op
advertising. Volume purchase allowances are generally included in the specific purchase order terms and the allowance is earned upon product receipt. We currently
have one vendor rebate agreement which is insignificant. In our opinion, there are no significant estimates or management judgments involved in this process that
would have a material impact on the consolidated financial statements.

. Vendor allowances are considered a reduction in the vendor’s product cost and the aggregate amounts are reflected in cost of sales and gross profit as the related
products are sold to customers. Variations in the amount of vendor allowances earned that have a significant impact on the Company’s gross profit and operating
performance will be discussed in the Company’s “Management’s Discussion and

12




Securities and Exchange Commission
August 17, 2007
Page 13

LATHAMaWATKINSwr

Analysis of Financial Condition and Results of Operations,” as appropriate, in future filings.

Furthermore, we advise the Staff that, as stated in the significant accounting policies section of the Company’s consolidated financial statements, substantially all of the
Company’s vendor allowances have been recorded as a reduction to the inventory value of such vendors’ products and that the allowances flow through the Company’s
statements of income as cost of sales. There are no vendor allowance offsets included in selling, general, and administrative expenses in the consolidated financial
statements included in the prospectus.

29. We note your discussion of operating leases. The critical accounting policy section is intended to highlight those areas that require significant estimates and
management judgment as well as those areas that involve a choice of accounting policy where different policies could produce materially different results.
Expand your disclosure to more specifically discuss either the significant estimates involved in your accounting for operating leases or the alternative
accounting treatment that was permitted under GAAP. Provide a quantitative analysis by disclosing the amounts included in either your statement of
operations or in your balance sheet that involve managements’ estimates.

Response: We have removed the discussion of operating leases in the critical accounting policy section in response to the Staff’s comment. We supplementally advise the
Staff that the rationale for this change is as follows:

. The Company’s accounting follows the guidance set forth in SFAS No. 13,4ccounting for Leases, and related literature including FTB 85-3, Accounting for
Operating Leases with Scheduled Rent Increases, FTB 88-1, Issues Relating to Accounting for Leases, and FSP 13-1, Accounting for Rental Costs Incurred during
a Construction Period, and EITF 97-10, The Effect of Lessee Involvement in Asset Construction In our opinion, there is no alternative accounting policy or
alternative accounting treatment under U.S. GAAP.

. We believe the operating lease policy footnote included in our consolidated financial statements adequately reflects our accounting policies in this area.
. In our opinion, there are no significant estimates or management judgments which would have a material impact on the consolidated financial statements.
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30. We note your discussion of revenue recognition and sales returns. Disclose in more detail your policies regarding gift card breakage. Disclose the amount of

income you have recorded in each period related to gift card breakage. Provide a quantitative analysis of sales return reserves by disclosing the amounts you
have reserved in each period presented and the reasons for significant changes from year to year.

Response: We have removed the discussion of revenue recognition and sales returns in the critical accounting policy section in response to the Staff’s comment. We
supplementally advise the Staff that the rationale for this change is as follows:

. The Company’s revenue recognition is not subject to significant estimates or management judgment as all sales are recorded at the time of sale, which is when
customers pay for the products or services.

. The Company’s sales return reserve is based on historical customer return rates. The Company’s sales return reserve at January 28, 2006, February 3, 2007, and
May 5, 2007 was $279,000, $348,000, and $362,000, respectively. In our opinion, these amounts are immaterial to an understanding of our revenue recognition
policy and the consolidated financial statements.

In addition, we supplementally advise the Staff that the Company’s accounting policy for gift card breakage follows the standard terms and conditions of our gift cards.
After 12 months of inactivity, the Company charges cardholders a $2.00 per month service fee as provided by law in each state in which we do business. The service fees
are recorded as income each period along with corresponding reductions in the gift card liability. Gift card breakage income is included in selling, general, and
administrative expenses in the consolidated statements of income and the amounts recorded in fiscal 2004, 2005, 2006, and first quarter of fiscal 2007 were $16,000,
$216,000, $517,000, and $321,000, respectively, which represents significantly less than 1% of selling, general, and administrative expenses in each period presented. In
our opinion, these amounts are immaterial to our consolidated financial statements.

31. We note your discussion of self insurance. Disclose whether your reserves include a liability for claims incurred but not reported. Disclose the amount of the
stop loss limits. Provide a quantitative analysis by disclosing the amount of the reserves at the end of each period, the amount of reserves added and utilized
during each period, and the reasons for significant changes.

Response: We have revised the disclosure in response to the Staff’s comment. See page 50.

32. We note your discussion of impairment of long-lived assets. Disclose whether you have recorded any impairment in any of the periods presented. If you have

14
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33.

34.

recorded impairments, disclose the amount of impairments recorded and provide a brief narrative discussion as to the facts and circumstances involved and
the assumptions and estimates used in calculating the impairment. Clarify your disclosures by noting that you are discussing long lived tangible assets.

Response: We have revised the disclosure in response to the Staff’s comment to clarify that the discussion relates to tangible long-lived assets and to further state that
there have been no impairment charges recorded in the accompanying consolidated financial statements for any period presented in the prospectus. See page 50.

We note your discussion of stock-based compensation. Expand your disclosure to more specifically discuss the significant estimates involved in your accounting
for stock based compensation. Provide a quantitative analysis by disclosing the amount of expense recorded in each period and the reasons for significant
change. Provide a sensitivity analysis showing how the expense recorded would have materially changed had there been a specified change in an estimate used
in calculating the fair value of an option award at the time of grant.

Response: We have revised the disclosure in response to the Staff’s comment on specific management estimates and sensitivity analysis. See page 51.

We supplementally advise the Staff that the Company’s existing disclosure informs the reader that FAS 123(R) was applicable as of January 29, 2006, while APB 25
accounting was applied to all periods prior to fiscal 2006. The stock-based compensation expense in the periods presented is disclosed on pages F-16, F-25, and F-26.

In our opinion, the amounts recorded under APB 25 in fiscal 2006 and prior periods are non-recurring transactions which are not representative of the current and future
operations of the Company. As a result, we respectfully submit that APB 25 compensation expense is not directly comparable to the FAS 123(R) accounting being
addressed in this disclosure and, therefore, we do not believe any additional modifications to the disclosure would be meaningful to the reader.

We note your discussion of income taxes. Expand your disclosure to more specifically discuss either the significant estimates involved in your accounting for
income taxes or the alternative accounting treatment that was permitted under GAAP. In that regard please highlight for us those areas of the tax provision
that involved significant management judgment or estimates, the basis for your estimate, the impact on the statement of operations as well as a sensitivity
analysis showing the impact on your statement of operations given a specified change in the parameters of your estimate. Also, provide a quantitative analysis
by disclosing the
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amount of allowances for deferred tax assets and the reasons for significant changes from year to year.

Response: We have removed the discussion of income taxes in the critical accounting policy section in response to the Staff’s comment. We supplementally advise the
Staff that the rationale for this change is as follows:

. The Company’s accounting follows the guidance set forth in FAS No. 109,4ccounting for Income Taxes, and related literature including FIN No. 48, Accounting
for Uncertainty in Income Taxes. In our opinion, there is no alternative accounting policy or alternative accounting treatment under U.S. GAAP.

. The Company’s tax structure is straight-forward in nature as business is conducted only in the United States.

. There are no income tax contingencies or uncertain tax positions.

. The deferred income tax asset valuation allowance reflected in our fiscal 2005 consolidated financial statements was related to a capital loss carryforward which

expired in fiscal 2006 and is not relevant to the Company’s ongoing operations and is immaterial in our opinion.
. In our opinion, there are no extraordinary estimates or management judgments involved in the Company’s accounting for income taxes that would have a material
impact on the consolidated financial statements.
Business page 52

Overview, page 53

35. Revise to elaborate upon the multi-year strategy you embarked upon “to understand and embrace what women want in a beauty retailer.” In doing so, please
explain whether the strategy you have embarked upon is still underway and describe what steps were taken to execute upon the strategy.

Response: We have revised the disclosure in response to the Staff’s comment. See page 53.
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36. In an appropriate place in this discussion, revise to discuss the composition of your revenues. Specifically, disclose how much of your revenues are derived from
salon services as compared to sales of merchandise.

Response: We have revised the disclosure in response to the Staff’s comment. See page 34.

We supplementally advise the Staff that salon revenue is less than 10% of the combined retail product and salon services sales for all periods presented. As provided
within the provisions of Rule 5.03 of Regulation S-X, we have elected to combine retail sales and salon services revenues in “net sales”.

Growth Strategy, page S5

37. We note here and on page 59 that you make reference to expanding to 1,000 retail stores. We note that, as of 2006, you have a total of 196 stores and that you
opened 31 stores in 2006 and that you hope to open 45 stores in fiscal 2007. It appears that, at best, this would result in a total of 241 stores by the end of fiscal
2007. Please expand your disclosure to further explain the basis of your belief that you have an opportunity and, presumably, the ability, to expand to 1,000
stores and elaborate upon what you mean when you refer to “long-term.” In addition, provide the reader with indications of the likelihood of achieving this
goal, when you expect to achieve this goal, and the elements of the strategy to achieve the goal.

Response: We have revised the disclosure in response to the Staff’s comment. See page 55.

38. We note your references to studies published by Kline & Company, NPD and a survey by American Express, among other third parties. Please provide copies
of these studies to us, appropriately marked and dated. Also, if you commissioned any of the studies, please identify in your disclosure that you commissioned
the study. You must also file as an exhibit, the author’s consent to be named in the registration statement.

Response: We have supplementally provided studies by Kline & Company, and IBISWorld Inc., a survey by American Express, and articles citing studies by NPD and
Professional Consultants & Resources in response to the Staff’s comment number six. We supplementally confirm that the Company did not commission any of such
studies. All of the studies are publicly available and none was prepared specifically for this filing. As a result, we respectfully submit that the authors of the studies are
not experts within the meaning of Rule 436 under the Securities Act of 1933, as amended (the “Act”) and
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Section 7 under the Act and, as such, the authors’ consents to be named in the Registration Statement are not required to be filed as exhibits to the Registration Statement.

Stores, page 59

39. You indicate here that your new stores generally are profitable by the end of their first year of operation. Revise to elaborate upon this statement to indicate,
generally, how profitable they are and quantify, where possible.

Response: We have revised the disclosure in response to the Staff’s comment by deleting the statement that our stores are profitable by the end of their first year of
operation.

Merchandising page 61

40. In your discussion of vendor relationships, please revise to elaborate upon the top ten vendors you utilize and who represent 35% of your total annual
purchases.

Response: We have revised the disclosure in response to the Staff’s comment. See page 62.

Management, page 68

Executive Officers and Directors, Page 68

41. For Messrs. Defforey, Eck, Lebow and Sisteron, please revise your disclosure to describe the type of business conducted by each company in which they are
currently affiliated, if not clear from the business name. Clarify, for example, the business conducted by GRP.

Response: We have revised the disclosure in response to the Staff’s comment. See pages 68 — 70.

Board of directors composition, page 71

42. We note your indication that a majority of your board of directors will satisfy the current independence requirements of the NASDAQ Global Select Market
upon consummation of this offering. Please revise to identify those persons who will satisfy this requirement, pursuant to Item 407(a) of Regulation S-K.
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Response: We have revised the disclosure in response to the Staff’s comment. See page 71.

Compensation discussion and analysis, page 73

43.

44.

We note that you attempt to set compensation “by benchmarking against other comparable businesses/s” Please revise to identify the benchmark and its
components, including component companies, pursuant to Item 402(b)(2)(xiv) of Regulation S-K.

Response: In response to the Staff’s request, we have revised the discussion of the Company’s practice of benchmarking compensation to the marketplace. As noted in
the “Philosophy and Overview of Compensation” section of the prospectus, compensation decisions in 2006 were driven by market forces, as derived from the
Company’s experience in hiring key executives. Mr. Barkus was hired by the Company in December 2005. During the hiring process, the Company prepared a
compensation package competitive with that of his prior employment and the market, based on the recruiting consultant’s broad perspective of market practices.
Similarly, Mr. Bodnar was hired by the Company in October 2006, and his compensation package was likewise structured to be competitive with that of his prior
employer. The 2006 compensation of Ms. Kirby and other executives was increased as a result of the Company’s recent hires, and after review of general and retail
industry surveys. No specific peer group of named companies was utilized for the 2006 benchmarking.

However, as noted in the “Philosophy and Overview of Compensation” section, in 2007 the Company engaged a compensation consultant to obtain specific retail
industry peer group data. Specific peer group information has been included in the revised discussion.

‘We note your disclosure that the compensation committee of the board of directors administers the compensation of your executive officers. Please consider, to
the extent material, revising your disclosure to discuss the role of your executive officers in determining executive compensation. See Item 402(h)(2)(xv) of
Regulation S-K.

Response: In response to the Staff’s request, we have revised the “Philosophy and Overview of Compensation” section to describe the role of executive officers in
determining executive compensation. Ms. Kirby, in her capacity as Chief Executive Officer, provides an annual report of individual executive performance (with the
exception of Mr. Barkus) to the Compensation Committee for use in the determination of appropriate individual compensation. The Compensation Committee considers
the report of Ms. Kirby in making the final executive compensation determinations. No other executive officers have a role in determining compensation for the named
executive officers.
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Annual bonuses, page 74

45. Clarify your disclosure here to indicate whether Mr. Bodnar was subject to the same performance targets as Ms. Kirby and Mr. Barkus for fiscal 2006.
Further, for all three persons, if known, please revise to disclose what targets you have established for fiscal 2007 annual bonuses. Please also discuss whether
the compensation committee will have any discretion in granting these awards in the event the targets are either not achieved or exceeded.

Response: Pursuant to the Staff’s request, the Company has revised the “Annual bonuses” discussion commencing on page 74 of the prospectus to indicate that
Mr. Bodnar was not subject to the same performance targets as Ms. Kirby and Mr. Barkus for fiscal 2006. The prospectus has also been revised to disclose that the
compensation committee, with the approval of the board of directors, has discretion to increase awards in the event the targets are either not achieved or exceeded.

The Company has disclosed its 2006 targets in the prospectus, but has not disclosed forward-looking targets established for fiscal 2007 annual bonuses on two grounds.
First, we respectfully submit that the bonus operating income targets for 2007 represent confidential financial information, the disclosure of which would cause
competitive harm to the Company. Second, the disclosure of the Company’s internal targets may be misleading to investors and others.

With respect to the first issue, the Company transacts business in the highly competitive retail industry and being required to disclose its internal operating income targets
for the coming year would cause substantial economic harm to the competitive position of the Company and fits squarely within the type of information protected and
not required to be disclosed under National Parks and Conservation Association v. Morton, 498 F.2d 765 (D.C. Cir. 1974) and Burke Energy Corporation v. Department
of Energy, 583 F.Supp. 507 (1984). To that end, disclosure of the Company’s internal operating targets and public knowledge of the resulting internal projected earnings
growth rate could impair the Company’s ability to purchase products and services and negotiate real estate leases at appropriate levels and on competitive terms
necessary to successfully execute its growth strategies.

Additionally, the disclosure of these forward-looking targets for the coming year would likely harm the Company’s competitive position in its industry by providing
competitors and vendors with valuable insight into the Company’s internal profitability goals and growth strategies, thereby impacting the level of direct and indirect
competition from existing or new competitors. In sum, by providing the Company’s internal operating income targets on a forward-looking basis in addition to all of the
information that is already available could allow the Company’s competitors to ascertain its profitability
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goals and pricing, giving them an unfair advantage, and negatively impacting the Company’s ability to compete on equal footing.

With respect to the second issue, we submit that the disclosure of the Company’s internal targets may also be confusing and likely misleading because those targets are
based upon non-GAAP metrics that do not necessarily coincide with publicly reported results. Investors and others would not have access to all of the information related
to the development of those specific internal targets. Therefore, disclosure of these targets may lead investors and others to make various assumptions about the
Company’s business that may not be accurate. As a public company, the Company will periodically provide certain information and guidance regarding its business and
results of operations. Its internal operating income targets for bonus purposes may or may not be in accordance with the Company’s actual or expected performance and
resulting guidance. As such, the disclosure of such internal targets for bonus purposes could be misleading and lead investors and analysts to make assumptions about the
Company and its business, as well as the other information that it discloses that are not accurate and lead to confusion regarding the actual expected results. Moreover, if
these targets are in the public domain and the Company fails to achieve them, it is more likely that the Company’s stock price will be more volatile and this could, in turn,
adversely affect the Company’s ability to compete for executive talent and could involve the company in expensive litigation or disputes.

Providing industry rivals with this level of granularity into the Company’s compensation strategies could enable them to offer aggressive compensation packages to lure
away key members of the Company’s management team and also may adversely impact the Company’s ability to acquire new talent. Furthermore, competitors may be
able to focus such efforts even prior to when bonuses would be payable by monitoring the Company’s actual results compared to disclosed targets. Accordingly, the
Company’s competitive position would be substantially harmed by the disclosure of such targets.

In lieu of disclosing the actual 2007 targets, the Company has instead added disclosure to this section regarding the likelihood that the targets may be achieved in
accordance with Instruction 4 to Item 402(b) of Regulation S-K.

Stock options, page 75

46. We note that you discuss here that the compensation committee “assessed the potential value that it thought [such] options would deliver . . . over a period of
years based on its assumptions as to the growth in the value of [y]Jour common stock.” Revise to disclose the assumptions, including quantifiable data, that were
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taken into account in granting such awards and how the timing of the grant of such awards was determined.
Response: The “Stock Options” section and the “Philosophy and Overview of Compensation” section have been revised in response to your comments. See page 75.

We supplementally advise the Staff that determinations of the appropriate option grants for Messrs. Barkus and Bodnar were made by the Compensation Committee after
considering the marketplace data available through its recruiting consultants and a variety of potential growth models for the Company’s stock over the option vesting
period. No specific intrinsic option valuation modeling was performed for purposes of the 2006 option grants.

In addition, we have noted in the revised “Philosophy and Overview of Compensation” section that in 2007, our compensation consultant prepared a binomial option

valuation model to assist in our equity program grant determinations.

Summary Compensation Table, page 77

47. You include a “$” before the quantified amounts in some places, but not all, of the table. Please revise to consistently use this reference throughout the table,
perhaps by including it at the top of the table as indicated in Item 402(c) of Regulation S-K, so that it is clear by what unit measure you are disclosing these
amounts.

Response: We have revised the disclosure in response to the Staff’s comment. See page 77.
Certain relationships and related party transactions, page 86
48. Please ensure that you file all material related party contracts as exhibits, including Ms. Kirby’s secured promissory note.

Response: We have filed all presently existing material related party contracts as exhibits to the Amendment, including Ms. Kirby’s secured promissory note.
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Review and approval of related party transactions, page 87

49. You mention here that you will review and approve transactions with your directors, executive officers, and holders of five percent or more of your common
stock. Please revise this discussion to provide additional information regarding your policies and procedures relating to the review and approval of such
transactions, as required pursuant to Item 404(b) of Regulation S-K. Specifically, indicate how you will determine whether a board member is “interested” in
the transaction. Indicate whether these policies and procedures are in writing. And indicate whether any of the related party transactions you describe above
this discussion were reviewed in accordance with this policy and, if not, state why they did not require such review.

Response: We have revised the disclosure in response to the Staff’s comment. See page 91.

Principal stockholders, page 88

50. Please disclose the natural person(s) or public company that has the ultimate voting or investment control over the shares held by GRP II, L.P., Doublemousse
B.V. and Oak Management Corporation. We note your indication in the accompanying footnotes that certain persons have shared voting and investment
power over such securities, however, please disclose with whom such power is shared.

Response: We have revised the disclosure in response to the Staff’s comment. See pages 92-95.

Financial Statements, page F-1

General
51. We note that the entire net proceeds of $91.9 million will be distributed to preferred stockholders. We believe in these situations that a pro forma balance sheet
should be presented along side the historical balance sheet. Since the accumulated dividends will be paid from proceeds of the offering, we also believe it is

appropriate to present pro forma earnings per share (for the latest year and subsequent interim period only) giving effect to the number of shares whose
proceeds were used to pay the preferred dividends. Please see Staff Accounting Bulleting Topic 1 B 3 and revise accordingly.

Response: We have revised the disclosure in response to the Staff’s comment to reflect a mock-up of the pro forma information presentation. See pages F-3, F-4 and F-
12. We
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will add the referenced pro forma financial data when the offering price range is determined.

52. In addition, please revise to present pro forma information giving effect to the redemption of the Series III preferred stock, including the source of funds to
make the redemption and how the redemption amount was calculated.

Response: We supplementally advise the Staff that we will provide the referenced pro forma financial data when the final share offering price range is determined.

Consolidated balance sheets, page F-3
53. Please revise the balance sheet to present the number of common shares outstanding. See Rule 5.02.30 of Regulation S-X.

Response: We have revised the disclosure in response to the Staff’s comment. See page F-4.

Consolidated statements of income, page F-4

54. We note that you have revenue from sales of product and revenue from salon services. Please revise to separately show these revenues, and the related costs, on
the face of the statements of income, or explain why such disclosure is not required. See Rule 5.03 of Regulation S-X.

Response: We supplementally advise the Staff that salon revenue is less than 10% of the combined retail and salon sales for all periods presented. As provided within the
provisions of Rule 5.03 of Regulation S-X, we have elected to combine retail sales and salon services revenues in “net sales.” See page 34.

Note 1. Business and basis of presentation, page F-9

55. The section of unaudited interim results refers to Article 10 of Regulation S-X. Please expand this reference to disclose that this is a regulation of the U.S.
Securities and Exchange Commission.

Response: We have revised the disclosure in response to the Staff’s comment. See page F-11.
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Note 2. Summary significant accounting policies, page F-10

56. Please expand your description of your significant accounting policy with respect to receivables and the transactions that give rise to the receivables. It appears
that normal business activity would generate receivables from customers, not vendors, and that you would normally have payables to vendors.

Response: We have revised the disclosure in response to the Staff’s comment to clarify that receivables consist principally of vendor allowances earned but not yet
received. See page F-13.

In addition, we supplementally advise the Staff that all of our customer sales are either cash or credit card transactions. Our credit card receivables generally are
converted into cash within 24 hours of the close of our business day in which the sale was recorded and, therefore, such receivables are reflected in cash and cash
equivalents in our consolidated balance sheet.

57. We note from page 63 that you have 6 million loyalty program members; however, you have not discussed the loyalty program as a critical accounting policy,
nor have you identified it as a significant accounting policy. Please tell us how you account for your loyalty program and the accounting literature you rely on.
We may have additional comment.

Response: We have revised the disclosure in response to the Staff’s comment to add a discussion of the accounting treatment of our customer loyalty programs in the
“Summary of significant accounting policies” footnote to our financial statements. See page F-14.

We respectfully submit, however, that we do not believe the estimates and management judgments related to the loyalty program reserves meet the criteria for disclosure
as a critical accounting policy to be included in the Company’s Management’s Discussion and Analysis of Financial Condition and Results of Operations. The
Company’s loyalty program accounting is analogous to the guidance set forth in Emerging Issues Task Force (EITF) No. 01-9, Accounting for Consideration Given by a
Vendor to a Customer (Including a Reseller of the Vendor’s Products) in that we recognize the related obligation as a reduction in revenue based on the estimated number
of points or rewards that customers will ultimately earn based on historical redemption experience. In the period the unredeemed points and rewards expire, we reverse
the related obligation into income.
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Note 11. Share-based awards, page F-22

58. We may have additional comment with respect to the factors considered by the company in determining the fair value of common stock for purposes of
calculating the fair value of stock option grants and related compensation expense. Please provide us with a detailed schedule showing the date of specific
option grants and the number of options awarded. This schedule should be provided for the prior three fiscal years as well as the subsequent interim period.

Response: We note the Staff’s comment and have provided inAnnex C to this letter a detailed schedule showing the date of specific option grants and the number of
option awarded for the prior three fiscal years as well as the subsequent interim period. We supplementally advise the Staff that we understand that the Staff may have
additional comments with respect to the factors we considered in determining the fair value of common stock for purposes of calculating the fair value of stock options
grants and related compensation expense.

* * * *

If you have any questions regarding the foregoing responses or the enclosed Amendment or need additional information, please do not hesitate to contact me at (312) 876-
7680 or Seth Diehl at (312) 876-7634.

Very truly yours,
/s/ Christopher D. Lueking

Christopher D. Lueking
of LATHAM & WATKINS LLP

Enclosures

cc:  Gregg R. Bodnar
Robert Guttman, Esq.
Seth Diehl
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U.S. SALES OF COSMETICS AND TOILETRIES
BY RETAIL CHANNEL, 2005 AND 2006
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Kline's seventh-edition report on the dynamic retailing envirenment
for cosmetics and toiletries. Issues and challenges to be
addressed include:

= What will be the impact of the divestiture of May Co.?

m Estée Lauder's Beauty Bank: Is Coach the next frontier?
= [s Wal-Mart scaling back in beauty?

m  Are Skincare Centers the solution for CVS?

m Wil Sephora put J.C. Penney on the map again?
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Beauty Retailing USA 2006

The U.S. market for cosmetics and toiletries registered a 3.5% sales gain in 2005, the largest increase
in the last five years. Several factors contributed to this healthy performance, ranging from heightened
demand for anti-aging products to renewed innovation in previously stals categories.

While some channels such as department stores and food stores have lost share, as shown in Figure
1. mass merchandisers continue to make inroads by carrying pricier brands and attempting to cater to a

more affluent customer,

The specialty store channel got a boost
early in the year with the announcement of
L'Oréal's purchase of The Body Shop. And
many marketers are waiting to see what
impact Federated Department Stores' acqui-
sition of ils rival May Department Stores will
have on the industry.

For many rmarketers, the key to successful
retailing is diversification into new channels,
An example of this is the emergence of pro-
fessional skin care brands in drug stores.
For years, premium-priced brands such as
La Roche-Posay have been sold mainly by
medical care providers, but outlets like CvS
Skincare Centers are changing this.

Figure 1.

U.5, SALES OF COSMETICS AND TOILETRIES
BY RETAIL CHANMNEL, 2000 AND 2005
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Beauty Retailing USA 2006 will provide subscribers with insights into retailing challenges and

opportunities that have contributed to the overall gains made in this mature market, The report will ana-
lyze the latest developments, including the impact of J.C. Penney's new partnership with Sephora and
other mergers, acquisitions, and joint ventures.

As in previous editions, it will analyze the major purchase channels, product categories, and retailers in
the U.S. market, providing an accurate, detailed examination of the competitive landscape for cosmetic
and toiletry products at the retail level.




Beauty Retailing USA 2006

Report Outline

W

INTRODUCTION
EXECUTIVE SUMMARY
PURCHASE CHANNELS

A review of all purchase channels for cosmetics and toiletries, with detalled descriptions and analysis for each
channel shown in Table 1. Each profile includes the following:

Channel developments

Sales and analysis by subclass

Mumber of doors/stores

Leading ratailers

Role of cosmetics and toiletries

Manufacturers' sales by product category for 2001 and 2008
Retail sales by product category for 2001 and 2006
Promotional and advertising activity

Role of private-abel products

Outlook to 2011

PRODUCT CATEGORIES

Profiles will be given for each of the categories listed in Table 2. Information provided in each category profile
includes the following:

Historical overview

Key developments and shifts

Analysis by purchase channel

Manufacturers' sales by purchase channel for 2001 and 2006
Retail sales by purchase channel for 2001 and 2006

Outlook 1o 2011

RETAILER PROFILES
Profiles of 10 retailers (as shown in Table 3) will be provided with specific discussion pertaining to the cosmet-
i and toiletry business of these companies. Profiles will include:

Overview

Corporate sales

Number of stores

Competitive focus and strengths
Role of cosmetics and toiletries
Role of private-label products
Recent developments
Marketing activitiss

OQutlook to 2011
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Table 1

PURCHASE CHANNELS

Department stores | Food outlets

o Low-end (e.g., Sears, LC. Pennay, Kohls)
m Traditional (8., Macy's, Dillard"s)
® Spacialty (e.g, Nordstrom, Neiman Marcus)

| W Traditional supermarkets |
| ® Superstores
| W Food/drug combination stores

| W Supercenters/combo Stores
| ® Corwenience stores

Direct marketing | Mass merchandisers

B Person-lo-person ] |

u Home shopping networks | |

 Informercials | I

® Ecommerce |

m Catalogs and other direct response i
|

Dollar stores. | Specialty stores

w Chain dollar stores | ® Vertically integrated (e g Bath & Body Works, Origins)

u Indepondents | W Cosmetic specialty (e.g., Sephora, Sally Beauty, Ulta)

| W Apparel (H&M, Banana Republic)
S R
| Warehouse clubs

| Drug outicts
B Chain diug stores
W Independents

Tabie 2 Table 3

PRODUCT CATEGORIES RETAILER PROFILES

Fragrances

Halr Care The Body Shop | Federated Department Stores |
B Fragrances for men ® Ethnic hair care products T T
® Fragrances for women ¥ Hair coloring products BJs Wholesale Club | J.C. Penney o
B Hair siyling products C.0. Bigalow | Nordstmfn |
® Shampocs and conditioners s | Target _'J
Skin Care Color Cosmetics B Drugstora.com - Trader Joe's a |

w Bath additives

w Facial treatments

@ Hand and body creams,
ictions,and treatments

B Sun care products

m Includes blushers, eye makeup, make-
up bases, face powders, lipsticks, and
nall polishes (Calor cosmetics are ana-
yzed &5 single category, given that the
distnbution patiems for individual pred-
ucks are similar}

-iltal Care Other Tolletries
& Mouthwashes B Deadorants and antiperspirants
B Toathpasies

® Perscnal cleansing products




Objectives

The omectives of Beawty Retalling USA 2006 arc 10 pro-
vide subscribers with an accurate and independent
assessment of cosmetic and toiletry purchase channels
and, most importanily, to deliver the information and
inzights required to capitalize on changss in thasa chan
nels.

To complete these objectives, Kline will analyze the market
far cosmetcs and toiletries by conducting extensive pri-
mary research with retail execulives, buyers, distributors,
sales representatives, manufacturers, and marketers in
the beauty products industry.

Based on this research, 1ogether with informatien from
Kline's databazes and previously published market
research reports, the study will prasent an objective and
pragmatic assessment of issues confronting marketers
teday.

Sources and Methodology

Members of Kline & Company's Consumer Praducts prac-
lice will conduct the research and analysis for Beawty
Retalling USA 2006, Using previous editions of our
relailing series, as well as our Cosmetics & Tolletrias

USA annual service and other markieting data as a founda-

tion, the sources of data for the study will consist of the
following:

B In-person &nd teleghone interviews with retail execy
lives, category managers, buyers, storg/counter man
agars, distributors, sales representatives, manufactur
ers, markelers, rade organizetions, and consumers

B A review of pertinent secondary materials, including
annual reports, 10-Ks, company literatura and other
reparts, product literature, trade publications, and
nonconfidential information from Kling's extensive
database

B Siore and Web site checks to obtain information on
product selection and availability, display and sales
lechnigues, and ather merchandising trends

Forecasts in this report will be generated with Kline's
FutureView Scenario Forecasting Model. With the
enhanced farecasts, subscribers can see how adjustments
in the assumptions behing the forecasts can bring about
different outcomes.

Tentative Schedule

The repart is scheduled for publication in the second quar-
ter of 2007, Draft sections can be made available to sub-
seribers prior to final publication,

Subscription Terms and Privileges

Beauty Retailing USA 2006 is available only by subsorip
tian. In grder o maximize the value and usefulness of this
report o each subscriber, the following privileges and serv-
ices will be made available:

®  An executlve summary presentation to be given by
the project team., either in-person or via Web confer-
ance,

B One day of consultation with members of the proj
ect team to be used at tha client's discration within six
maonths of receipt of the report, This meeting can be
used a5 a company-specific work session 1o help each
subscriber abtain maximum value from the progranm.
Expenses related to any travel made al the request of
the subscriber are 1o be reimbursed by the subscriber.

B Hard copy, online, and pdf versions of the report.
The standard subscription includes one hard cogy. the
report cantents in pdf farmat, and unlimited online
access o the report contents through KlineOnling cam
for members of the subscribing company. Additional
hard copies will be available for a nominal fee,

B A discount from the standard price for companies
subscribing 1o the repart before it is completed.

Details regarding subscription oplions and rates are
described in the altached subscription agreement. To sub-
scribe now, plesse complete the subscription agreement
and forward it 1o aur offices, Far more details on the study
program, please contact us at any of our

locations listed on the back cover,




The Kline Group

Credentials

Kline & Company is an international managament
consulting and market research firm offering a
broad range of services to the consumer products,
cosmetics and toiletries, and chemicals indus-

tries.

Established in 1959 as a specialist in the chemi-
cals field, Kline has evolved over the past four
decades 1o provide consulting services and syndi
cated market research reports across the entire
value chain. We help management solve practical
problems in marketing strategies, acquisition and
divestiture programs, and the appraisal of new
technology. Kline provides clients with facts, fore-
casts, and recommended solutions to business
problems, based solidly on the realities of the mar-

kel as wall as modern strategic principles.

Through our Consumer Products practice, Kline
has attained a leadership position in providing
consulting services to the consumer products
industry. Our firm has developad in-depth expert-
ise in this area by tracking and analyzing U.S. mar-
kets for cosmetics, toiletnes, fragrances, and

household products for more than 40 years.

In additicn to ouwr resources in the finished goods
sector, Kline has a thorough understanding of the
markets for specialty raw materials for consumer
products through our Specialty Chemicals prac-
tice.

The Consumer Products Practice has published its
Cosmetics & Toiletries USA syndicated report
annually since 1920, Beauty Retailing USA, now in
its seventh edition, was first published in 1992,
These reports are considered the authoritative
source of infarmation on the US. personal care
market. A partial list of other recently published
syndicated analyses by the Consumer Products
Practice and those currently under consideration

is shown below:

Global Cosmetics and Toiletries
Competitor Cost Structures
Home Fragrances LUSA

Household Cleaning Products USA
{annual service)

Professional Skin Care
Salon Hair Care USA
The U.S. Male Grooming Market
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Subscription Agreement

Please enter our subscription to your comprehensive study BEAUTY RETAILING USA 2006 The standard subscription
includes one hard copy of the report, online access to the report contents via KlineOnline.com, pdf files of the report sec-
tions, and one day of consultation time to be used within six months of publication of the report. Expenses related to any
travel made at the request of the subscriber are to be reimbursed by the subscribar, Additicnal hard copies are available
for a nominal fee.

To protect our investment in this report and that of other subscribers, we agree that, for a period of three years after its date
of issue, we will: {1) refrain from reproducing or copying this repart in whole or in part by any means: (2) restrict it circu-
lation to our own employees, and (3) use all reasonable precautions to prevent the disclosure of its contents fo any other
persons or organizations. We may, however, make this report available to any subsidiary company in which we hold more
than half interest or to any parent company that holds more than a half interest in our firm. We may also use or disclose
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AMERICAN EXPRESS PLATINUM LUXURY SURVEY SHOWS WEALTHY GEN X CONSUMERS
ARE MIGHTY IN LUXURY BUYING POWER, SPENDING MORE THAN BABY BOOMER
POPULATION

Study Reveals Compelling Data About Luxury Spending Trends, Attitudes and Motivations between
the Rich and the Affluent as well as Gen X and Baby Boomer Generations

MEW YORK, June 07, 2005 -- American Express Platinum Card( today announced the results of The
Second Annual American Express Platinum Luxury Survey, which found that the wealthy are
spending lavishly on luxury goods and services, Househalds that were surveyed had an average
annual income of $235 900, were among the top 8% in the LS., and spend over 20% of their
income on luxury goods and services.

The survey results show that wealthy members of the younger Gen X, despite being the smallest
total generational group in the U,S. (numbering 49 million) budget their luxury dollars quite
differently than the wealthy older Baby Boomers, whose generation has 78 million people, Gen Xers
are far more invested in buying up the material trappings of wealth,

The survey investigated the differing attitudes, expactations and molivations among the wealthy
with a close look at the rich (incomes $200,000 and above) and the afflusnt (incomes $125,000 to
$199,999), as well as the wealthy Gen Xers, born between 1965 and 1978, and their Baby Boomer
counterparts, born between 1946 and 1964,

Members of Gen X Mighty in Luxury Buying Power

Overall, the wealthy members of Gen X have an average income of $213,000 and spend 18% more
than the Boomers on luxury goeds annually, $26,751 compared with $22,631. Thiz difference is
made more significant by the fact that the average income of wealthy Baby Boomers, $222,900, is
similar to Gen X,

Gen X spending far exceeds the Baby Boomers in a number of luxury goods categories including:

———

*  60% more than Baby Boomers on fragrance, cosmetics and beauty products ($3,235 vs.
$2'01?)" R - T — T —

*  47% more on fashion accessories (6,066 vs, 44,116),

*  37% more on men's and women's clothing {$23,027 vs. $16,924),

¢ 32% more on wines and liquors ($3,922 vs, $2,966).

For luxury experiences, including dining, travel, and home services, both generztions spend raughly
the same: $17,554 for Gen X compared with $17,651 for Boomers.

However, in a number of luxury experience categories Gen X spending exceeds the Baby Boomers:

*  13% more than Boomers for entertainment (33,629 vs, §2,722),
*  17% more for personal/health services ($3,324 vs. $2,838),
¢ 11% more for sporting events ($4,176 vs. $3,769).

"Marketers tend to think of the Gen Xers as a cohort too small to even worry about, but this
research shows that Gen X may be small in size but they are mighty in luxury buying power,” Pam
Danziger, founder of Unity Marketing, a marksting consulting firm that specializes in marketing to
the luxury market, and who conducted this year's Platinum Luxury Survey, "“They are in a more
youthful life stage and are accumulating a lot of big, material goods. Their influence is destined to
grow even more in the luxury market in the future now that the leading edge of this genaration
reaches 40 years of age this year."

Contrary to the Gen X population, many Baby Boomers are approaching a near plateau In terms of
their career trajectory, as the leading edge of the generation turns 59 vears old in 2005.
Furthermore, their overall wealth may even decline after retirement, The Boomers are at a different
life stage and thus have accumulated many of the "big purchases” the Gen X are currently making,




—

ar planning to make. The Boomers are mare likely to own original art (31% as compared with 24%

among Gen X), a fine jewelry collaction (29% to 25%]), a vacation/serand horme (26% to 18%) and
an antique or other collection (24% to 18%). Members of Gen X, by comparison, are more likely to

place a greater emphasis on active or experiential “toys' such as sports cars, (owned by 28% of Gen
¥ compared with 24% of Boomers) and boats and yachts (21% to 17%).

Dramatic Spending Differences Amang Rich vs. Affluent

The survey also lagked at tha difference in spending patterns and attitudes between the rich and
the affluent. In this survey, the rich sample earn an average of $390,400 per year with
approximately $10 million in investible assets and represent the top 2% of American households,
The affluent sample earn an average of £152 500 per year with approximately £1 million in
Investible assets,

In comparing the rich with the affluent, the rich spend three times more than the affluent in both
the Juxury goods and luxury experiences categories - an astounding $81,172 total per yvear. And in
several categories the rich spend nearly four times as much as the affluent. Far instance, the rich
spend $17,185 on Juxury jewelry and watches vs. $5.163 by the affluent; $12,831 on luxury pet
products vs. $1,316; $1 1,679 on Juxury children's goods vs, $3,577; 9,931 gn luxury fashion
accessories vs, $2,898; and $7,703 on luxury wines and liquors vs. $1,880,

Interestingly, the rich spend abaut as much an luxury praducts for their pets as they do on luxuries
for the children,

The rich also indulge more in luxury experiences than the affluent, spending three times mare in
almost every category: $6,281 on personal and health Services vs. $1,851 by the alfluent; £6,363
on entertainment vs. $1,791; $9,313 on sporting events vs. $2,.891; $7,611 on dining vs. $2,632;
and $17,051 an luxury travel vs, $7,815.

Value Conscious But Willing to Pay More For Personal Service and High Quality
While the luxury consumers surveyed buy luxury in a variety of categories, they also enjoy shopping
wisely and searching for the best value and price,

*  BOD% of luxury consumers surveyed agree with the statemnent, "Getting a discount or finding
a really good sale price on a luxury iterm makes me feal |ike a smart shopper.”

*  63% agreed that "The price of most luxury goads is too high, and I rarely pay full price for
a licury brand,”

*  58% said their last luxury purchase was bought on sale and 83% said a sale or discount
Was very or somewhat important to their purchase decision.

"The luxury shoppear is value conscious and passionate about getting the best price. However,
despite their propensity to watch their wallets, they are willing to pay more for superior service and
areater convenience,” said Paggy Maher, senior vice president and general manger, Consumer
Charge Card, American Express Company. "Most of the wealthy consumers surveyed come from
middle-class backarounds and are thus mare value-conscious. As we know from our Platinum
Cardmembers, they are willing to pay for goods and services as long as they ses the value,”

About two-thirds (64%) of waalthy consumers surveyed are willing to pay mare for special services
when they travel or shop at a more exclusive boutique. The overwhelming majority of Survey
respandents said luxury had to do with quality and service, not a price tag or label,

*  MNearly B0% of the luxury consumers surveyed agreed with the statement, “An important
part of my enjoyment of a luxury experience is how well the service parsonnel treat me and
the extra service they provide,”

*  Sometimes buying luxury is based an pure canvenience with 43% of wealthy consumers
agreeing, “1 often trade off spending more money for convenience, because I know I could
find it cheaper but it is just tog much of a hasste.”




About The American Express Platinum Luxury Survey
The American Express Platinum Luxury Survey was a quantitative survey conducted In March 2005
ameng a random cross-section of 770 wealthy consumers in the U.S, including:

* 270 consumers with a household Income over $200,000 of any age group

* 250 Baby Boomers with a househald income of $125,000 to $199,999 {average age of 50
years)

* 250 Gen Xers with a househald Income of $125,000 to $199,999 (average age of 34 years)

Those surveyed had to possess an Incame of at least $125,000 to be considered and were not
required to be American Express Cardmembers to participate.

All of the participants purchased a luxury good or experience in the past 12 months to qualify. The
average income of the respondents was $235,900. Unity Marketing conducted the survay on behalf
of American Express.

hltp:r?}mme}_amcricancxprcsx.comfcnrpfp-c!zﬂﬂifgenx_lux,asp
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Industry Definition

This industry comprises establishments primarily engaged in one or more of the following: (1) providing hair care services;
(2 providing nail care services: and (3} providing facials ar applying makeup (except permanent makeup),

ACTIMITIES (PRODUCTS AND SERVICES)
The primary activities of this industry are:
-

Hair stylist salons or shops, unisex or wemen's
Hair stylist services, unisex or women's
Hairdresser services

Hairdressing salons or shops, unisex or women's
Make-up (excapt permanent) salons

Barber shops
e Beauty salons
+  Cosmetalogy salons or shaps
*  Nail salons
s Beautician services
*  Beauty and barher shops, combined
*  Beauty parlors
+  Beauty shops
s Esthetician (i.e., skin care) sarvices
«  Facial salons
-
-
L]
-
-

The major products and servicss in this indusiry are:
*  Hair Care Services

*  Nail Salons and associated services

+  Barber Shops

SIMILAR INDUSTRIES

Induslry:  * 61151 - Technical and Trade Schools in the US
Description: Establishmants primarily engaged in offering training in barbering, hair styling, or the cosmetic arts

Indusiry: ‘& 62 - Hezlth Care and Social Assistance in the US
Description: Establishments primarily engagad in providing medical skin care services [2.g.. cosmetic surgery,
dermatology)

Industry: = 81219 - Other Personal Care Services in the US
Description: Establishmants primarily engaged in providing massage, electrolysis {i.e., hair removal], parmanani makeug,
ar tanning sarvices

DEMAND & SUPPLY INOUSTRIES

¢ 42221 - Drugs and Druggists' Sundries Wholasalers in the US
“ 44612 - Cosmetics, Beauty Supplies and Perfume Stores in the US
* 53112 - Lessors of Nenresidential Buildings {except Miniwarehouses) in the US




Hair Nanl aned Sk

* 81232 - Drycleaning and Laundry Services {except Coin-Operated) in the US
81411 - Private Households in the 1S
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Segmentation

PRODUCTS AND SERVICE SEGMENTATION

FroducySenvices Share
#E Hair Care Services 81.5%
58 Nail Salons and associated sarvices 54%
I Barber Shops 1%

*  Results from the US Census Bureau's 2002 Economic Census indicated that thera were 4,060 barbers’ shops which
had total revenue of $506.3 million; there were 73,833 beauty salons with aggregata revenues of $15.008 million and
8,481 nail zalons with combined revanues of 3889.7 million. These resulls excludad figures for non-emplayer
establishments (i.e. self-employed parsons).

For Hair Care/Beauty Salons:

*  This segment includes both famale and unisex salans.
= Revenue from hair services accounts for 79.0% of the total segment sales, revenue fram nail services aceounts far

Other sales revenues accounts for the remainder,

*  Sub-leasing of space to nail and other personal care service providers is a significant companant of the total personal

care services offered by some beauty salons, such as nail or diet service operators. In all, about 20,0% of beauty

salons derive additional income from the sub-leasing of areas o other beauty operators,

The most common beauty services provided include eyelash and ayebrow tinting, hair remaval and manicures.

»  The major benefil pravided to clients by the beauty salan indusiry iz the feeling of being pampered and, associated
with this, total safisfzction with the end result These factors are more important than price to the client, Howevar,
segments of the industry still continue to compete heavity on price

*  Day spas, offering massages and other services far the mind and body to assist in relieving stress and tha built up of
life pressures, is currently a growth segment in the beauty area. Surveys indicate that since 1987, about &.0% of
salons that offer hair and nail treatmenis have also commencad to convert and offer day spa treatments and this is
expacted to grow further,

Nail Care Salons

* Revenue from stand alone, independent contractors, those located within hair care salons, and inciuding boath
renters, is estimated to account for 5.4 % of total industry revenye.
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Fiar, Nail and Bkin Care Serces in the LS

*  Revenue from nail services accounts for 95.5 % of total revenue, hair sanvices accounts for 0.6 %, rental income from
leased stations and booths within beauty alons accounts for 1.1 % and sales of merchandise accounts far 0.7 % of
tatal revenue,

= For 2005, resaarch by NAILS magazine indicated that there were 57,838 salons in operation, and that there were
380,635 licensed technicians - or an average of 6.5 per salon. The estimalsd revenue of this segment by this
magazine was 36,430 million, which decreasad by 6 % over 2004. This translated to an average annual revenue of
S111.173 per salon or §16,893 per licensed technigian. Again, the major banefit provided by the nail care segment to
thieir clients is the feeling of being pampered and, associated with this, satisfaction with the end rasylt

*  The magazine reporied that at least 75 % of nail salons offered manicures, acrylics {any type), paraffin dips, nail art
and waxing services. 61 % offered hair care, Just under half offered gelsiUy light-cured systems and 42 % useq
fibreglass. Around a third of salons offered facials, massage, make up application, skin care, silk wraps,
coloredidesian acrylics and Uy 10p coat service, Between 20 and 25 % offered nail fewelry, reflexclogy, powderiel
&xtensions, tanning, aromatherapy treatments, earpiercing and airbrushing.

¢ In 2005 956 % of salon employaes were femals, and 96.4 % of salans wers licensed, Most people have been doing
nails for an average of 8.6 years and the average age for technicians is just over 38 years. 33.5 % were salon owners
daing nailg, 32.2 % weare najl techniciansibooth renters, 25.7 % were nail technicianslemployess, 5.7 % were salon
managers or nail department managers wha did nails. The average salon had 2.3 nail technicians, 93,8 % of clients
were female, mostly aged 26 yaars and aver and 72.5 % of clients uss the service every oiher week. The average
weekly income was $619.52, In terms of payment, 7.6 % of employees wera on 2 salary only, 13.8 % were on 3
salary plus commission, 56.3 % were an commission only and 8.9 % on fiered commissions. The avarage
commission rate was 55.7 %. The Average number of clients per week was 30,6 and the average prices for services
ranged from $17.16 for a manicure, $32.45 for a pedicure, $40.23 for a acrylic full nail set ftips with avarlay) and
$24.36 for an acrylic fil, 345,39 for a Tull setisculptured acrylic. Most operators sefl relail products for their clients' use
at home, NAILS Magazine estimated that 46 % of nail technicians are Caucasian, 6 % African American, 8 %
Hispanic and 37 % Vietnamese.

Barber Shops
*  The smallest segment of this industry is the barber shops which aceount for araund 3 per cent of tolal industry
revenue. in 2002 there were 4060 employer astablishments (down from 4242 aperators in 1997) which had an

average revenue of 3124, 700 per annum, 94 4 per cent of revenue was derived from hair senvices and 3.6 per cent
from rental of leased stations gr boaths.

MAJOR MARKET SEGMENTS
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Markat Seament Shara
B Women 66.0%
W en 0%

*  Theindustry derives most of its revenue from housghalds.

*  Itis estimated by IBISWorld that women account for around two thirds of the 1ota| expanditure on hair care and

- Given their grealer use of higher valye addad sarvices and their averall greater frequency of use.

*  Nails Magazine's survay for 2005 indicated that 93.6% of clients were female. mostly aged 26 years and over and
72.5% of chients used the service every other week,

*  The gradual aging of the population has led lo-an increase in demand far hair coloring {with 6 weekly visits common
ini this area) and wrinkle/facial and other beauty services,

*  Surveys indicaled that the number of men using salons is increasing and are requesling a greater amay of services,
such as, hair, skin, pail treatments, and also purchasing retail praducts from salons.

INDUSTRY COMCENTRATION
Concentration in this industry is low

*  Theindustry has a low leval of cwnership concentration, despite there being a number of chain and franchised
aperalors, |t mainly comprises small Business, single salan ownerioperators,

*  MAILS Magazine's 2005 industry survey resulls indicaled that 52.0% of nail salons employed only one nail technician,
20.1% employed 2 peopla, 1119 employed 3 people, 6.6% employed 4 people and 10.2% employed § people or

Employment Size far Employer Establishments, 2003

; i ] e . Unils |
Employment Siza ! - Establishments - Pereend Total
14 employess §5348 63.3%
59 employees 8825 215%
1018 employees a8re 1.3%
20-48 ernployess 2906 3%
50-99 employees an 0.4%
100-249 amployses. 65 01%
250493 employees 4 0.0%

L&(]EI-QBQ employaes 0 umﬂ
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Zource: US Cersas - Counly Business Falierms

Male: Released Seplember 2005, Informalion relalos i empleyes establisghments only i e exckides nonemployer esta ishments)

The fable indicates that almos! two-thirds
or lewer employees, The industry is small

concentration is not expected lo change in the near future,

GEOGRAPHIC SPREAD

Year: 2007

Share of Employees by Region

Region

I Soulh Easl

B4 Mid East

M Greal Lakes
B Far Wast

1 Soulh West

B Pains

M New England
B Focky Mounlains

Share of Establishments by Region

Share of Revenue by Region

Region

@8 South East

B8 Mid East

M Gresi Lakes
BB FarWest

2 South West

Bl Plains

M New England
I Rocky Mountains
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Region

BB South East

B Mid Easi

M Greal Lakes
B Far West

B4 South West

B Plains

W Hew England
I Rocky Mountaing

*  The general regional share of overall is provided in the table below from US Census.

_Regiona_l Shares of National Population, 2007 _

o  Porentage
Region SR
New England 48
Iid East 159
Grest Lakes 15.3
Plains. 6.7
South East 1
South West 1.7
Rocky Mts, 34
Far West 174
Total 100
Sewrce: [BISWorkd

[

Percentage

213
208
mwr
137
4.2
75
72
23

* Ingeneral, the location of hair care and beauty salons is found in direct proportion to an area's population {and in
areas such as the CBD in terms of workforce) size and numbers and this pattern has nol changad significantly aver

fima.

Mail salons, hawever, tend to be more concenlrated in the relatively higher household

income suburbs.

For this industry it tends to have a higher concentration, in terms number of salons, above average size and ravenue,
in the Rocky Mountains, Soutn West, Plains, Mid East and New England regions - many of which have lane

population and cities. This is reinforcad by ather information provided below,

*  Interms of nail salons, MAILS Magazine in 2005 estimated that 17.5% were in the Mid West (particularly in lingis,
Michigan and Chio}, 30 7% resided in the West (particularly California and Texas), 22.7% in the South {particularly
Flarida}, 25.8% resided in the Eastem iparticularly New York, New Jersey and Pennsyivanial and 3.2 % in the
Mountain region (particulary Colorado). The is, again, largely related to population distribution across all regions,

*  This level of gecgraphic concantration is expacted by (BISWorld ta not change in the near future,
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Market Characteristics

MARKET SIZE

*  |BISWorld estmales that, in constant 2005 prices, the Hair, Nail and Skin Care Services Industry will generate
§42107 million in revenue in 2007, which represents real revenue growth of 2,3%,

*  This industry will also contribute an estimated $23.293 million to the US economy in 2007, which represents 0.17% af
lotal GDP.

In 2007, 1BISWorld alsa estimates that this industry;

*  Consisls of approximalely 789,518 establishments, which is 1.8% higher than in 2006

*  Emgloys approximately 1.05 million, which i 1.8% higher than in 2006

*  Pays total wages of $10,911 millin, which was 2.4% highar than in 2006,

*  In 2005, according to NAILS magazine there were 57 838 salons (up from 51,571 licensed nail salons in 2002 and
fram 54,120 in 2004). These have a total of 380,635 licansad technicians {up from 388,818 in 2002, but dawn 1.8%
aver 388 635 in 2004}, or an avarage of 6.6 technicians per licensed salan. Industry revenue was estimated to have
decreased §.0%, in nominal terms, to 36,430 million in 2005 {compared with 36,450 million in 2002 and $5.840
millian in 2004),

LINKAGES

Demand Linkages

* 81411 - Private Households in the US

Private households account for nearly all of the demand for services pravided by this industry.

Supply Linkages
* 42221 - Drugs and Druggists' Sundries Wholesalers in the US
Supply of cosmetic and related produsts

* 44512 - Cosmetics, Beauty Supplies and Perfume Stores in the US
Supply of products for direct use and sale

® 53112 - Lessors of Nonresidential Buildings (except Miniwarehouses) in the US
Leasing of shop spacs

£ 81232 - Drycleaning and Laundry Services (except Coin-Operated) in the US
Laundry services for linen

DEMAND DETERBINANTS

*  Mosl households access hair care salons,

= [BISWorld analysis indicates thal the industry displays a high degres of sensitivily to changes in househald
dispasable income, which results from changes in employment and from tax and interest rates. Morg recanily, tha
nigh and increasing gas prices is also having an adverse effect on disposable income, and consumer expenditure. It
is evident that as the growth in housahold disposable income changes a shift in the frequency of usa of services
oceurs, Also, there is a shift in the use of higher pricedfvalue added services {above the basic cut service), and in the
purchase of haircare and beauty producis from salons. Other impartant aspects include population growsh and the
pragressive aging of the population, particufarly, amang a portion the post-war baby boom era that are now retiring or




approaching retirement, wilh a far higher level of disposable incomes and wealth, and fewer firancial commitments
than previous generations.

*  Day spas, offering massages and other services for the mind and bady, to assist in relieving stress and the built up
life pressures is currently stil a arowth segment in the nails seqment. NAILS Magazing industry survey indicated that
in 2001, 36% of salons offered spa services.

*  The American Salon Green Book indicates that day spas are a growing segment and almost half of all people who
use a day spa are between the ages of 34 and 52, many have college degrees and over a third eam mors than
§75,000 per annum. Most Spas are used for relaxafion purposes.

*  Surveys have also indicated that the numper of men using salons is increasing and for a greater array of servicas
such as hair, skin, nail treatments, and thay are also purchasing the salons' relall products.

DOMESTIC AND INTERNATIONAL MARKETS
Domestic and Intenational Markets Exports
Exponts in this industry are low

Exporis in this industry are steady

Domestic and International Markets Imports
Imports in this industry are low
Imports in this industry are steady

Domestic and International Markets Analysis

* Ingeneral, the industry services the needs of the domestic Market,

*  One major cperator, Regis Camoration has, however, expanded both ils company awned and franchised salons,
infernationally. In late-2005, the company's North American operations included 6,551 corporate salons and 2 310
franchised ones, while internationally it had 426 corporate salons and 1,592 franchised ones, mainly located in the
UK. France, ltaly and Spain. It had 55,000 corporale employees globally (an average of around 8 per salon),
Howaver, the company genarates 85% of its revenue domestically,

BASIS OF COMPETITION
Competition in this indusiry is high
Competition in this industry is Increasing

*  IBISWorld contends that the hasis of campetition in the hair care companent appsars, overwheimingly, 1o be prica-
based, due to both the number of operators and the ease of entry into the industry.

*  Many more successiul aperators, howaver, compete on the basis of quality service. consistent cuts and Services and
according o the client’s wants and desires, They also seek to ensure high client satisfaction and retum rates and,
therefore. obtain the benefit of good ward of mouth recommendations.

*  Many of the same factors are important in the nails salan seqmant - with sanitalion and service being imponant.

LIFE CYCLE

Life Cycle Stage
The life cycle stage is growth

Life Cycle Reasons
*  Changing age stucture of the papulation,
*  Changing attifudes to bezuty and other treatments, by both males and females,




Increased demand for day spas,

Life Cycle Analysis

While over the longer lerm, otal raal indusiry revenue tends to grow slowly and in line with tha domestic population
growth, there are a number of segments that are growing at slightly faster rates,

A part of this industry which is in 2 growin phase is the beauty segment and is related 1o the changing age structure
of the population and the increasing damand for more facials. beauty frealmanis, hair colorings, nails and general
pamgering efr.

Some industry segments, such as the basic hair cut senvices, operate in a very price compelitive environment. and
this may be an indication that there may be taa many aperators in some segments.

Some industry services, particularly baauty and health ones, are increasingly heing providad in health refreats and
holiday rasorts,

New services are increasingly being offered by aperalors - including unique ar custom ones - which reinforce
pampering - and can be linked to massage, facials, fanning. waxing and reflexalogy.

Growth in this induslry is accuring in the franchising area - both damestically and internationally, and with further
potential for further growth over the autiook period,
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Industry Conditions

BARRIERS TO ENTRY

Barriers lo entry in this industry are low
These barriers are steady

The level of capital investmant required is low,
Operators can lease suitable premises.
Operators can lease equipment.

Some lraiming is required.

.- & & @

Analysis

*  The barriers to entry are low. The industry relies on personal skills and training and new operators have the ability to
lease all their equipment and 1o rent retail space to enter the industry. Some licensing of operators oocurs in sama
States.

TAXATION

Godar 'Taxﬁiate_ TaxTyps
Licensing of Elablishment 50 - 100% Indusiry Specific
| Licensing of Individuals 25 50% Industey Specific

* Insome States, there are annually renewable license fees for the location/shop where hair and beauty care sarvices
are provided. as well as for individually qualified persons.

INDUSTRY ASSISTANGCE

The lavel of Industry Assistancs is none
The trend of industry Assistance is neraasing

There are no specific tariffs for this indusiry

*  This industry, like most personal services anes, is totally unpratacted and receives no assistance in any form from
government, apart from operators having to meet some licensing requirements. In some states, the need far further
hair care or beauty apprentices has to be establishad first, prior 1o ebtaining the aporoval of the relgvant Stale Board
and commencing an apprenticeship,

REGULATION AND DEREGULATION

The level of Regulation is medium
The trend of Regulation is increasing

*  Most Stales have individual requiremants for the fraining and testing of persons in this industry and a consumer
complaints process.

* nboth tha hair and beauty treatment areas (including for demanstrators and instruciors), most people need 1o he
licensed by the appropriate State Board of Cosmetology and the establishment where services are provided may also
need to be separately licansed,

*  Licensing requires betwesn 300 and 3,000 hours of study as an apprentice under a fully qualified operator ar in an
approvedilicensed schoal, sitting for a writlan exam and paying the appropriate license fee. In spme States,




special need of people with diabetes, who have a manicure or pedicure, need fa takan into account No medical
services, such as removal of nails ele., can be undertaken.

Currently, many States are considering legislation to regulate salons which rent spaca for & booth o an independent
confractor rather than an employee and for the licensing of these activities. These regulations currently vary
according lo Stala,

COST STRUCTURE

Year: 2006
Hm Cost %
BH Wages 26.1%
B Purchases 15.0%F
B Rent T4
B Utifties 405
L] Employer costs of finge benedits 20
B8 Depraciation 200"
I Communicatian cosis 078
I Repars and maintenance 0.6%:"
W Ciher I6.1%"
" Profit S.0%"

Analysis

Since this industry is a laber-intensive, the major cost relales to wages, which acoounts for an estimated 26 % of tatal
revenue,

Given the general intense state of compedition in this indusiry, the return on invastment. is generally low, with an
estimated 5 % margin acoruing to owners, The small margin makes this industry financially vulnerabie 1o any
changes in demand for services andlor price-based competition. It is also affectad By any factor which affects wages
and benefit casts, including racently increasing workers' compensation insurance and for medical benefits.

CAPITAL AND LABOR INTENSITY
The level of Capital Intensity is low

The industry involves a large degree of persenal client service.




Hatt Nl and Skin Cane Services v he US

Mast arsas of aperation from taking appointments, to providing hair and nail and other sarvices and cleaning requires
diract labor input.

There has been no significant change in industry operation, which invalves a significant change in capital
requirements racently.

Analysis

Ratio: The labor intensily of this industry is determined by the ratio of labor fo capital. To caleulate this ratio, wane
and depreciation costs (taken from the cost stucture) are utilized as proxies.

Labor costs, in total, account for around 50 % of the total and depreciation for under 2 %, Tha ratio of labor to capital
is 1:0.04, meaning that for every dollar spent on wages, only 4 cents is spent on utihzing and replacing equipment
and buildings.

This industry, like all others in the personal services industry, requires a very high direct labor input. Personal. quality
and professional service are all impartant, as is client satisfaction with the end result

TECHNOLOGY AND SYSTEMS
The level of Technalogy Change is low

affacting it. The major hair care franchisor is Regis Carporation, utilizing its Regis Salans, MaslerCuts, Trade Secrets,
SmartStyls, Supercuts, Cost Cutters, Hair Masters, Style America, First Chaice Haircutters, Magicuts brands both in
the domestic and intemnational market imainly France and the UK. but expanding rapidly elsewhera),

INDUSTRY VOLATILITY
The level of volatility is medium

*  The industry is sensitive to economic cenditions, including consumer confidence,

*  The demand for value added services follows the frend rate of growih of household disposable income.
+  Some hair and nail and other senvices are seen as discretionary by consumers.

*  Most households require regular haircuts

*  Cantinued growth in the nails segment, with spas being popular,

GLOBALIZATION

The level of Globalization is low
The trend of Glabalization is increasing

The industry. in general, services the needs of the domestic market. One major operator, Regrs Carporation, has
expanded both its company owned and franchised personal hair care salons internationally, but still generates 85% of
I's revenue domestically




Key Factors

KEY SENSITIVITIES
The key sensitivities affecting the performance of the Hair, Nail and Skin Care Services industry includa:

Consumer Sentiment Index
Description: The level of consumer confidence.

Changes in consumer confidence levels has a direct effect an their spending an basic and value added services,

Per Capita Disposable Income
Descnplion: The level of and/or mavements in real per capita disposable income.

The industry is sensitive to changes in househeld disposable income, which is affected by changes in genaral
employment growth as well as in tax and interest rates. It has a direct effect on the demand for value addad Senvices,
purchases of merchandise and, to some extent, the frequency of use of services,

Population Growth Rate
Description: The level of population growth in the US

The industry is sensitive to population size, age structure and growth rate within an individual operatar’s catchment arga,

KEY SUCCESS FACTORS
The key success faclors in the Hair. Nail and skin Care Services industry are:

»  Access to multiskilled and flexible workforce
T have the right mix of people and services needed by customers in the catchment area,

*  Access lo niche markets
To develop niche areas of service/expertise 50 as not to be as affected by local price compatitiar.

* Having a loyal customer base
Have a highly safisfied and repeat client base,

o Must have license
To have the appropriale licenses,

*  Maintenance of excellent customer relations
To ensure on-gaing customer satisfaction and good word of mouth recommendations.




Key Competitors

MAJOR PLAYERS

Market Share
Major Player Markelsah;:
Regis Corporation S51% (2008
Ulta Salon, Cosmetics & Fragrarice, Inc. O 54% (2006)
Cther 93.15% (2006}

PLAYER PERFORMANGE

Regis Corporation

Brand/Trading Name(s): Regis Szlons, MasterCuls, Trade Secrels, Smiart Style, Supercuts, Cost Cutters, Hair
Master, Style America, First Choice Haircutters, Magicuts

Markel Share: 5911

History

Regis Corporation is the leading hair care and retail salon owner, aperator and franchisor, and has ils head office in
Minnesota. It provides a full range of services from custom Rairstyling, cutting, coloring, perms and manicures ang selis
nair care praducts. It operatas under the brands of Regis Salons, MasterCuts, Trade Secret, SmanSityle, Supercuts, Cost
Cutters, Hair Masters, Style America, First Chaice Haircutters and Magicuts. its up merket salons operate under the Regis
Salons brand, its value-priced salong trade under the Cost Cutters and MasterCuts brands. Regis' salans are alse located
in shopping malls (under the brand, Regis, MasterCuts and Trade secret) and strip cenlers (under the brand, Supercuts,
Cost Cutters). They are also found within Wal-Marts where they trade under the brand, SmartStyle. It continues to expand
through a combination of mergers, acquisitions and openings. As at the end of December 2005, it had a fatal af 11,211
company-cwned and franchised stores warldwide.

In January 2006, it was announced that a subsidiary of Regis Comporation was to merge with Sally Beauty Company, a
business unit of Alberto-Culver Company, that would ewn 54.5 % of the new company, subjec! fo shareholder and
requlatory approvals. The company would retain the Regis name and continue 1o be headquanterad in Minneanalis, Sally
Beauty Company is a leading global marketer of professional beauty supplies, with annual revenue of §2.25 billion and
with 822 Beauly Syslems Stores and 1,244 sales peaple. Regis was to be transfarmed inlo orofessional beauty
products distribution and servieas company. However, the merger did not proceed ang Regis received $50 million s a
merger termination fee. of which cost offsets was $34.1 million.

A summary of the recent financial perfarmance of this campany is provided in the following table, with further discussion
below.




_Summary of Recent Financial Performance

b Milian Dallars o ~ MilnDolass o
Fistal¥ear . Rewenue o PeenlGrowih - Netlcome - Pprgeni Growth
1593 aun NIC 3 NC
1999 75 21.9% a0 A%
2000 1140 16.9% 50 8575
2001 1312 15.1% 531 2%
2002 1454 108% 3 4%
2003 1685 15.9% 7 LR
2004 1920 13.9% 1060 2115
2008 2194 14.3% 845 BB5%
[ 2008 2431 10.8% 1096 89.7%

Source: Annual Repor
Meite: Fiscad year ending June.

in 1999, Regis acquired Barbers Hairstyling for Men and Women Inc and Heid's Inc. In that year, sales revenua
increased to about 3975 million, but net income grawth was static at araund $30 million lor 3.0% of revanue). In 2000, it
acquired Supercuts, UK. For that year, revenua increased to §1,140 million and net income increased to almost §50
milfion, which represented 4.3% of revenys, In Seplember 2001, it acquired the French franchisor, GGG.

Fiscal 2001

In fiscal 2001, revenus totaled $1312 million {up 14.8%) and it had 41,130 employees. Service revenue increased 14.6%
to $893.5 million, product sales increased 15.6% to $361.9 million, franchise revenye Increased 12.0% to $56.3 million
and total system-wide sales was §1 B03 milfior, up 13.7%. Just undar 93.0% of ravenue (or around $1,200 million) was
generated in the domestic market, The EBITDA 1o sales ralio was around 13.3%, eperating income increasad 9.1% fo
$109.3 millian and the net profit margin was about 4.0% of sales {or $53.1 million). Same store sales growth was 2 8%

The firm generated around two thirds of its revanye fram hair services, 28.0% from high margin hair care merchandise
sales and 3.0% from franchisor income, [1 alse stacks arange of halr care produets. During 2002, the firm planned 1o
0pen a further 550 siores.

Fiscal 2002

Inearty 2002, the firm expanded its operations o italy, Spain, Brazil, Beigium, Switzerland and Paland.
IV also acquired the Jean Louis David trademark and salons, which was the number ong salon operator in Europe.

InJuly, it acquired 328 salons operaling as BoRics, which generated revenue of $52 million, These were added fo an
additional 53 salons which had been acquired over the previcus three months and had a total of $9 million in revenue,
The BoRics were added 1o the exisling 3.400 strip snopping center salons. The firm estimated that there wers 40,000
salons in US strip shopping centars.
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Since the eardy-1990s, the company made 233 acquisttions, which added 6,522 salons, with annual revenue that totaled
$735 million and syslam-wide sales of pver 81 800 million,

For fiscal 2002, system-wide sales increased 18.4% to 52,253 million and total revenue were up 10.9% g §1 454 million,
Operaling income increased 22.5% t $109.3 million, net income increased 32.4% to £70.3 millian and the EDITDA
increased 10.6% to $193.6 millian. At the end of June 2002, the company had a total of 8,684 salons, of which 4776 wera
campany-owned and 3,908 were franchised. The domestic salons comprised 1,015 Regis Salans, 551 Mastercuts, 450
tompany-owned and 25 franchised Trade Secrat 861 company-owned and 210 franchised Smartstyle/Cost Cutters and
1.476 company-owned and 1,988 franchised Slrip Centers. Internationally, it had 382 Lompany-owned and 1,684
franchised stores, Regis Salons generated §418.2 million in revenue, Mastercuts generated 3164 8 million, Trade Secrat
generated $190 million, SmartSiyle generated 3178.7 million, Sirip Center generated $321.3 million, internationally
localed salons generated 5105.6 milliorn and franchised revenus generated 5776 mitlion.

Fiscal 2003

Al the end of December 2002, the coempany had 9,313 salons, of which 5,373 were coempany-owned and the remainder
were franchised, while internationally it had 382 cempany-owned salons and 1,684 franchised anes. |1 was also
announced that the company had acquired Vidal Sassoon salons and academies and introduced a new salon concept,
Vidal Sassoon Studios. It also acquirad Haircare Limited's licensing agraement with Procter & Gamble to expand the
salon group using the Vidal Sassoon brand name in North America, UK and Garmany

In March, the company announced that it would expand its Euragean high-fashion hair salon brand. Jean Louis David,
outside of New York City and planned to add between 100 and 200 stores in the greater New York, New Jersey and
Conneclicut areas, In that same manth. the company Iransferred ifs stock listing to the NYSE,

For fiscal 2003, system-wide sales increased 23.0% io $2,800 million, while consalidated sales increased 15.8% to
51,684.5 million (of which interational revenue was $171.5 million), and Operating expenses was 51,526.0 million.
Operating income was $158.9 million and netincome was $86.7 million, or 5.1% of revenue, The firm canstrucled 397

had 1,086 Regis Salons, 590 Mastercuts, 517 company-owned Trade Secrel, 25 franchised Trade Secrat, 1,033
company-owned Smarstyle/Cost Cutters in Wal-Mar, 230 franchised Smartstyle/Cast Cutlers in Wal-Mart, 1928
company-owned Strip Centers, 2172 franchised strip centers and 394 company-owned and 1,627 franchised international
salons,

Fiscal 2004

In April. the company anneunced that it acquired 153 Heliday Hair salons located primarily in Pennsylvania which was
Bxpected to add around $45 million t9 annualized revenues. Dunng the third quarer 2004 the company also acguired 115
salans in 14 separate Iransactions, of which 86 were franchise buy-backs, which addad $25 million 1 annualized
FEVENLES,
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Forfiscal 2004, revenue increased 14.0% 1o $1.920 millian and same slare revenue growth was 2 6% Nef income
increased 22.0% to $105 million (a margin of 5.5%). Al year-end, the cempany had a tofal of 10,162 salons {6,238
company owned and 3,924 franchised), compared with 9.617 salons previously, which represented a net incraase of 545
salons. The company constructed 457 salons and franchisees built an additional 268 and, in addition. 411 salans wers

Mastarcuts and 517 Trade Sacret salans. Most of its salons (around 4,435 salons) were located in sirip retail canters,
although it had 1,465 company owned and franchised salons lacated in Wal-Mart stores. Total value of its assels wis
§1,271 million . Internationaly, it had 420 company-owned and 1,594 franchised stores. Regis Salans had revanue of
3482 millian, Mastercuts had revenue of $170.3 million, Trade Secret had revenue of 5210 million, SmariStyle had
ravenue of $227.5 millian, Strip Centers had revenue of 5468 million and its international stares had revanue of $1715
million

In June, the company acquired the Blaine Beauly Career Schools, a beauty scheol operator with six schools, located in
Massachusells and which added $13 million o annual revenue, Regis employed 156 artistic directars ang investad
around 516 million each year in training its 53,000 stylists worldwide,

Fiscal 2005

For fiscal 2008, total conselidated ravenue increased 14.1% 1o §2,194.3 millian, although same store sales increased only
0.9%, compared w0 2.1% in fiscal 2004 and 1.2% in fiscal 2003. Morth American salons revenye was 31,8740 million, up
frem §1,706.0 million over the previous year. Internaticnal revenue totaled $227.0 million, up from $203.0 million, beauty
schools revenue was 533.9 million and the hair restoration centers revenus was $59.4 million, Services revenue
comprised 66.8% of the lotal, with produst revenue at 29.6% and franchise royalties and fees at 3.6%. Cost of services
represented 57.0% of service revenue, and cost of producl comprised 51.8% of this revenue. Site operating revenue
comprised 8.3% of total, while general and administrative costs were 11.9%, rent at 14.2% and depreciation and
amortization at4.2%. Operaling income represented 8 3% of total revenue, but decreased from 9.3% over the previgus
two years. This was largely due fo lower product revenue, due 1o lower retail marging and increased competition. Tha net
income represented 2.9% of tolal revenue, down from 5.4% In 2004 and 5.1% in 2003 The company estimated the total
value of the hair care industry at $53.0 billion domastically and $150.0 bilion glasally, The company’s Morth American
operations included 6,551 corporate salons and 2,310 franchised anes, while internationally it had 426 corporate salons
and 1,592 franchized enes, mainly located in the UK, France, faly and Spain. It had 55,000 corporate emplayees plobally
{an average of around 8 per salon).

In May, the company purchased 130 salons of TGF Precision Haircutters for an undisclosad sum.

Over the past 12 years the company made 339 acquisitions, that added 7,165 locations, 2 net 700 new salons added in
2005 by construction and acquisition. For company-owned salons, its services comprised 72.0% of tatal revariue from
haircutting and styling, 18.0% from hair coloring, 5.0% fram hair waxing, 2.0% from waxing and 3.0% from other services.
In general, the propertion of total revenua from hair coloring service revenues had increased over the past three years,
but decreased from haircutting and styling services.

Fiscal 2006

For fiscal 2006, revenue increased 10.8% to 52,430.9 million, with 57,634.0 million from services (up 11.4%), §718.9
millian in product sales (up 10.9%) and $77.9 million in royalties and fees (-2.0%). Operating expensas increased 8.3% to
$2,226 4 million {or 10 91.6% of revenuel. Costs of services was $928.5 million, cost of product at $371.0 million, site
operating expenses at $199.6 million, general and administrative costs at $284.1 million, rent at $350.9 millian and




depreciation at $115.9 million. Operating income was $204.5 million (or 8.4% of revenue} and nel incoma increased to
$109.6 milion {4.5% of revenue). Total value of assets was §1,.982.1 million,

Atthe end of June 2006, it had 3 total of 11,477 salons, jup 4.4%), of which 7,559 were company-owned, 3 774 were
franchised, 54 beauty carser schools, 48 company owned hair restoration cenlers and 42 franchizsed hair restaration
centers, In North America it had 1,079 Regis Salons, 542 Mastercuts, 634 Trade Secrel, 1,903 Smantstyle/Cost Cutlers in
Wal Maris and 5,035 Strip Center Salons. It had 2,040 international salons (of which 1,587 were franchised).

Total revenue from Morth America salons increased 8.7% to $2,036.6 million {with $481.8 from Regis, $174.7 million from
MasterCuls, 32828 million from Trade Secrat, $413.8 million from SmarnStyle and 5703.3 million from Strip Centers),

The same store increasa in revenue was 0.4%, down from 0.9% in 2005,

The company's results were affected by the impact of the hurricanes Katrina, Rita and Wilma and lawer product sales,
which cost the company 2,700 lost salon days and $2.5 million in revenue. 15 company-cwned slores were still closed ai
the end of December 2005.

Also in December, Regis was affected Oy fower retail product marging due to higher pramotianal activities. Overall, it
indicated that it had aperated in a challenging market over the previous 18 months in terms of growth in earnings, At the
end of Decambar 2005, it had 11,211 worldwide locations.

In 2005 the company zcquired less than a 20.0% interest in Cool Cuts 4 Kids salans, but wrote off its contribution in 2005
due to results being less than anticipated. It still held its option 1o purchase the remaining stack in 2008, Also auring 20086,
it closed 84 underperforming Regis and MasierCuts salans, largely based in malls.

Fiscal 2007

For the first half fiscal 2007, total revenue increased 8.9% to $1,296.2 million, as service revenue increased 10.7% lo
874.9 million, product revenus increased 5.5% 18 53817 million and royalties and faes increased 2.4% 10 §38.7 miliicin
Operating expenses increased 9.6% 1o $1.205.0 million, or 93.0% of revenue. Net incoma was static at $50.0 million. a
margin of 3.9% of revenue). Total store locations increased 2,1% to 11,713, as international stores increased 1.8% to
2,077, Same store revenue growth was 0.2%, compared to 1.0% previously. North America revenue increased 74%to
$1,078.8 million, operating expenses wera 5942 1 millian {(87.3% of revenue) and the operating income before tax was
§137.7 million {a margin of 12.8%). The company indicated that there were signs of recavery of its business in the secand
quarter,

Ulta Salon, Cosmetics & Fragrance, inc,
Market Share: 0.94%;

This company is privately owned by Doublemousse Investments and Global Retail Partners amang others, and aperates
in both the hair care and beauty services components. it has around 130 stores across 18 States, with most baing in
Texas and llinois. It also relails hair, fragrances ang beauty products. In 2002, it had revenues of around $308 million,
which was up almost 20% over 2001, and employed 3,200 people, {up by 73%). For 2003, estimated revenue was 5362
millian, $375 millian for 2005 and $385 million in 2006,

OTHER PLAYERS
Cheveax LLC

il JOAT IREE




rar Nail and Sier Care Ser

In August 2003, Cheveax LLC purchased the 1300 Fantastic Sams salon

s for $17 million. Fantastic Sams operates in the
US, Canada and Asia, The majority of these salons are indrvidually awn,

ed and operated.
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Industry Performance

CURRENT PERFORMANCE
Industry Contribution to GDP

»  IBISWorld estimates that, in constant 2005 prices, the Hair, Mail and Skin Care Servigas Indusiry will generals
#42,107 miflion in revenue in 2007, which represents real ravenue growth of 2.3%.

*  This industry will also contribute an estimated 323,293 million to the 1S ecanomy in 2007, which represents 0.17% of
total GDP.

*  The industry revenua is estimated 1o comprise: 73 per cent from hair care services aperators. 24 per cent fram nail
and beauty servicas and 3 per cent from barber shops.

Sensitivities

*  The hair care industry is sensitive to changes in real househald disposable incomes, which is affacted by changes in
employment and from tax and interest rate thanges, and more recently gas prices. It is evident that as the growth in
household disposable incomes fluctuates, there is a shift in the fraquency of use of hair care and bhaauty services,
particularly of higher priced/value added services tabove the basic cut service). More recently high and increasing
gas prices has alsa affected housahald disposable income and consumer expenditurg on hair and Deauty care

Revenue

Ower the five years to 2007, real industry revenue is expected by IBISWerld ta increase at an average annual rate of
3.9%, due fo:

*  confinuing population growth;

* increasing aging of the population and demand for skin care and other pampering services: and

*  the general provisien of higher valuethigher priced services and products to meet customer demand.

However forecast low economic growth in 2007 is expected 1o slow industry growth in that year.

Employment

Ower the same five year period, industry employment is expected by IBISWarld io have grown at an average annual rate
of 2.3% 1o 1.05 millien and relating to the tendency to use casual and part-time staff 1o provide services at peak customer
times. Also, scme affecting this was some fuctuation in demand for services, particularly higher priced ones, as consumer
sentiment falls, ar when househald disposable income growth comes under pressure from interest rate and gas price
rises, such as in 2005 and 2006,

Value Added - Profitability

Real value added, over the five years to 2007, was expected by IBISWorld te have grown at an average annual rate of
4.1%, due largely lo:

*  some increase in industry smplayment, even with the greater use of casual staff; and




= someincrease in profit margins, although it will continug to remain relatively low, due to continuing high level of
industry competition. as esenomic growth sows in 2007,

Industry Trends

In ganeral, the hair cara industry suffers from significant financial prablems caused by a lack of working capilal, general
lack of management and marketing skills, competition being based mainly on price, cost pressures due ta over-staffing of
salons (i.e. hinng of full-fime staft o levels which ensure full service al peak limes), low productvity and lack of
profitability. Some of the above problems are being overcome by the establishment of franchised operatars, although
these still anly account for a small part of total industry aperatars and RVENLE,

Day spas {offering massages and other services for the mind and body} to assist in reliaving stress and built ug life
Pressures were a growin segmeant in the beauty area. Industry surveys indicated that in 2002 around 36 % of rail and
beauty salons offered day spa treatments, along with other Deauty treatments, and this was estimated to have continued
to grow further.

Surveys have indicated that the number of men using salons is increasing and for a greater aray of services such as hair,
skin, nail treatments and also purchasing retail products for hame sa, Referrals from near-by medical practitioners
provides some additional business and salons should, particularly, develop links with local plastic surgeans,

Recent Performance By Year
2001

For 2001, the significantly slower sconamic growin (and, therefore, in employment and househald incomes) was
eslimated by IBISWorld io have lad 1o relatively slow real industry revenue of abaut 4.23 and value addad growth, from
reducad profits and emplayment, Bath the frequency of people aftending hair care and beauty salons and sales of retail
products through salons fell. Coupled with the intensified price-based competition was operator consclidation. In this year,
the industry exparisnced its first year of slow revenue growth since 1995, The avents of September 11, 2001 also led to
reduced consumer confidence and tn an associated fightening in gensral consumer expenditures, especially an the higner
priced services and products, towards year-end, NAILS Magazine estimated that for 2001, the ravenue of the nails salon
services segment, in neminal terms, was the same as in 1999,

2002

In 2002, while economic growlh increased slightly, if was accompanied by reduced business and consumer confidance
and increased general unemployment. The fluctuations in stock market values had a negative impact on hausehald
wealth and the failure of a number of figh profile companies also depressed general confidence levels, As such, il was
estimzled by IBISWorld that the industry experiencad lower growth in real revenue of 2.0% andg in prafits and employment
{and therefore vaiue added} and as competition increased, Both the frequency of peopls attending hair care and baauty
salons, requesting higher priced value addad services and the ravenus oblained from the sales of retail products alsa
slowed. Some further sperator consalidation accurred, NAILS Magazine estimated that in 2002, the nail lechnicians' raat
Tevenue growih fell and that working hours fell, as the number of salons increased 4.1% and technicians 1.2%,

2003
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For 2003, for the first half, continued low econemic growth led to the industry experiencing similar trading conditions as
2002. However, the increased household disposable income from past income lax reductions and improved consumer
senfimant in the second half was estimated by IBISWorld to have resulted in significantly increased real Industry revenue
arowth, particularly in the second half year, to 3.5%. This led to improved industry employment and prafits. and therefora
value added growth, as the demand for hair care and beauty services incraased, While competition levels remained
fierce, operalors wars once again able to sell their higher margin, value-added services and products. In real terms, the
nails segment total revenue. once again decreased marginally,

2004

In 2004, both stronger ecenamic growth and in househald disposable incame was estimatad by IBISWorid to have led to
the industry experiencing much stronger trading conditions. Real revenue growth was, therefore, estimated by 1B1SWarld
lo have re-bounded fo 7.7%, to the level last experienced in the late-1990s and in 2000, Mare favorable economic growth
also significantly increased value added growth, as industry employment and profitability increased. Competition ramained
strong, but there was some increased demand for higher margin, value added hair, beauly and nails producis and
sarvices. Based on Nails Magazine Survy information, this industry segment's revenuas grew strongly, in real terms, and
possibly for tha first time since the late- 1980, However, towards the end of the year, some industry companents may
nave commenced o have felt some adverse sffscts on demand from the increased interest rales and of high gas prices.
Both of thess had a direct effect en housahold disposable incomes, which, in furn, adversely affecied demand for mdustry
services and product sales,

2005

In 2005, both slower ecenomic growth and in household disposable income, was estimated by IBISWorld to have led 1o
the industry experiencing slower Irading conditions and real ravenue 1o 3.2%, and value sdded growth, The industry
commenced to feel the lagged effects from the General interest rate increases throughout 2005, This reduced growth in
household disposable income, and, therefore, consumer expenditures, which included on hair and nail SErvices.
According to Nails Magazine survey resulls, the beauty segment experienced a real reduction in overall industry revenye,
a5 well as employment. Overall, lower real revenue growth flowed thraugh inta kwer growth in industry employment and
profils, and, therefore, value added, Competition remained high.

2006

IBISWorld estimated that in 2008 both the continued low economic and heusehold dispesablz income growth, resutted in
the industry expsriencing slower trading conditions. with real revenue growth at 2.9%, together with low value added
growth. The industry is expeciad to fegl the lagged effects from the general interest rate increases which occurred to mid-

therefore, consumer senfimant and expenditure, including an personal services, such as hair and beauty care. Low
revenue growth also fiowed through into lower industry employment and profi growth, and. therefore, in value added,
Compeition increased significantly as revenue growth declined,

2007

In 2007, IBISWarld expects thal the forscast slow economic growth and in hausehold dispasable income, will result in the
indusiry experiencing slower trading conditions and real revenue of about 2.3%. The industry is also expected to continue
to feel the lagged effects from the general intares! rate increases which occurred 1o mid-2008, a5 well as from the high
gas prices in the latter part of 2006. These faciors have a direct impact on household dispasable income growth, Overall
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industry competition will increasa and some industry consolidation is sxpected, with possibly faster growth in the
franchised component and from mergers and acquisitions.

Barriers to Future Industry Growth

The major barrier to future industry growth is the continuing price-based competition, in the basic services area, I is also
highly sensitive 1o changes in economic conditions, especially any factor which affects the growth in household disposable
incomes. However, the industry doss potentially offer opportunities for further expansion and development of chain or
franchised operators,

HISTORICAL PERFORMANCE

The hair care and beauty industry has experienced significant change in iis aperations over a number of years. A major
change was the development of hair care salons for bath males and females, away from the former barber shaps which
sarviced only men, Mare recantly. thera has been an Increased demand for beauty services, in line with the general aging
of the population, and an increasing emgphasis and awareness on appearance, health and lifestyle.

The industry has shown a degrea of sensifivity 1o changes in real househeld disposable income. In low economic growth
penods, there is a tendency for customers to defer hair or beauty services, particularly higher value added ones, and to
not purchase retail merchandise from salons.

During the early 1990s, it was estimated that the industry was affected by the economic recession, which ed loa
significantly slower real growth in heusehald disposable incomes, a5 unemployment rose. This led to both decreased
demand for higher priced services and raduced frequency of visits by clients. It alsa intensified the level of price-based
competilion amang eperators and led to salon closures and reduced industry emplayment,

From 1994 to 1988, the retum of stronger economic grawth was estimated ta have led (o significantly increasad industry
revenue and value added growth, as industry profitabiity and employment increased. This resulted from increased real
nousehold disposable incomes, as employment grew rapidly and from tax and, particularly, interest rates reductions. The
industry also witnessed increased consumer confidence. While industry operaters and empleyment levals increased, profit
margins remained small, due to continued aggressive competition,

In 1597, the US Census Bureau found that there were 83,591 employer establishmants {i.e, excluded non-employer
establishments) in this industry, which had a combined revenue of $12100 million dollars (an average of revenus of
$144,000 per establishment), that employed a total of 410,945 persons (zn average of 5 emplayees per establishmeant)
and paid total wages of $5400 million, Average salaries paid in this industry was still low. To this figure, had 1o be added a
further 462,414 non-employer establishments (self-employed aperatars) which had tatal revenues of 38100 million,

Over this periad, thera was a significant expansion in franchised operatars, but the majority remained single shap owner-
aperalors,

In 1998 and 2000, the strong ecancmic growth was eslimated to have led lo stranger indusiry revenue and value added
growth, as real houssheld dispesable incomes increased. This led 1o increased frequency of attendance al salons and
increased demand for high pricedvalue added services (such as hair coloring and beauly treatments). In terms of the
nailbeauty services, this segment was also estimated 1o have experienced high growih related to changed perceptions by
consumers that beauty freatments were no longer a luxury, but increasingly were akin tn hair care and other personal
services. The emphasis in the general community on increased health and fitness and diets also assisted. Between 1997
and 1999, NAILS Magazine estimated that 1atal industry segment revenue increased from $6.280 millien to 56.440 million




The market for baauty services also expanded and included both males and femalas of any age group and income.
Salons were estabilisher (o cater for males anly, as well as for various age groups.

Revenwe :
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Hair, Nail and Skin Care Services Industry - Future Growth to 2012,
Revenue

Crver the five years to 2012, real industry revenue is expected by [BISWorld to increase at an average annual rate of
2.9%, with this refating to:

*  continuing population growth and in its aging;

*  butalso, in particular, from the foracast slower economic growth and, therefore, in househeld disposable income,
which will affect the demand far higher value/priced products and services.

*  Induslry competition is expected to alsa incraase due to slower growth,

Employment




———

Over the five years 10 2012, industry amplayment is expacted by 1BISWorld to increase at an average annual rate of 2. 2%
to 1.17 million with this mainly relating to the increasing use of casual and part-time staff o cover peak customer senice
periads, especially in the expecled slow industry growth environment,

Value Added - Profitability

Over the five years 1o 2012, real industry value added is axpecied by 1BISWarld to increase at an average annual rate of
3.0%, which is only slightly higher than expected for GOP growth over the same period of 2.8%, with this being related
mainly 1o industry employment growth, with only an expected marginal improvement in industry profitability, and the
continuing low profit margin, due ta an-going high levels of compstition,

Trends

Cwer this period. i is expected that thare wil continue to be further restruciuring of the hair care industry towards the
establishment of unisex hair care and beauty salons, with tha fraditianal barber shops cantinuing to decline.

Operators in the hair care tomponent are expecled o continue to face significant price competition. This is not 50 much
consumer led, since having the feeling of being pampered, helping a person tp feel good about themselves and overal
salisfaction with the end result are repeatedly highliohted in consumer research as being the key benefits sought by their
client. Price-based competifion is usually salon-cwner-led and is an indicator of the general lack of managerial and
marketing skills of aperators. The basic need, therefore. is for an improvement in avarall managernial skills, especially in
the marketing and financial areas and including pricing, cash flow management and cost contral,

2008

In 2008 [BISWorld expects that the forecast siaw EGonomic growth and in household gisposable income, will resuli in the
industry expariancing continuing slow trading conditions, with real revenue grawth of about 3.0%. The industry will
continue o feel the lagged effects from the general inferes! rate increases which oceurrad o mid-2006, as well as from
the high gas prices in the latter part of 2005, These factors have a direct impact on household disposable income, and.

i i ing on hair, nail and skin care services, Demand particularly for
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acquisitions.
2009-2012

The forecast continuing low aoenomic growth through to 2012 is expected to lead to similar conditions as in 2008 right
through this period. The industry will continue ta seqment into large franchised oparators and niche anes that offer spacial
services and have a very good undarstanding of their clients’ needs. with high and consistent levels of customer senvice
and outcomes. It will also hecome increasing importart to offer a range of products that are suited to clienis, although
averstocking needs to be avoided. Franchised operators will continue to expand domestically and internationally as
competition increases,

Opportunities for the industry are seen as nassibly oceurring in selling an increasing range of value-added hair and beauty
services o men and to the baby boomer generation. Day spas have increased in some areas and amarng cerain
components of the population, especially those with above average incomes, and is expected to continue. However, these
senices have to be orofessionally targeted, delivered and packaged to the right households to succeed, Franchising of




it Nail and Skn Care Services e LJE

the industry is also expscted to continue. Finally, in 2000 about 33% of tatal sales of har care products was through
salons and since ihis is a high margin area, this area should continue 1o be expanded, whers possible.

Overall, the autlook for this industry is for continuing slow growth, and with centinuing low profit margins, but with
increasing professionalism, franchising and expansion of services inlg naw mass (i.e, males and baby boomer generation)
and nichie markets (e g. day spas) areas, as well a5 from the wider market awareness and acceptance of beauty
treatments and services,
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NPD REPORTS THE INTERNET IS ONE OF THE FASTEST GROWING CHANNELS

FOR BUYING BEAUTY PRODUCTS
Older Women Just as Connected as Younger Ones

PORT WASHINGTON, NY, June 28, 2007 -Sales over the Internet now make up four percent of al sales or about $1.7 billion in the
mare than $42 billion daliar beauty industry, Even thadugh it's only about four percent of sales- il's one of the fastest grawing channels
for shopping, according to a new report from leading consumer and retail information provider The MPC Group.

Inits recent report, Emerging Charnels: Beauty Care Products Over the Internet, one in ten warnen acrass all age groups tell
NPD thiey shop for beauty products, such as makeup, skincare, and fragrances, on the Web, Furty-three percent of women who shop far
beauty on the Internet say they spent maore online in 2008 than they did in 2005, The number One reason they use the Internet js
comvenience. Mare than seven out of ten (74%) of thase women say it "saves time” and about 70 percent say "I's easter/quicker to shop

"Consumers have become mare wired and so they are more likely to research, choose and replenish beauty brands anline. We find that
women are kess accepting of buying new brands over the Internet, but they are spending their maney 3n brands they know and brust,”
said Karen Grant, senior beauty industry anakyst for The NPD Group,

th
growing seqment of the papulation. In ct, among the women who shop the Web for beauty preducts vEr four in 10 (41%) are 45 tg
54 years old compared to 36 percent of women who are 18-34 years old,

hip:iwww npd com/nressireleasea/nrace 17087 Lot
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The higher the income, the greater the likelihood women will shop for beauty products via the Intemet, Fifteen percant of women in the
375,000 and aboye categary shop the Web for beauty products, versus 10 Bercent of women with heusehold incomes af $35,000-44,000
and seven percent of women with household incomes of <$35,000,

Top 5 Websites Women Report Buying Fram

Drugstore_ com
Sephora.com

Avon.com

Clinique.com

Bathandbodywarks.com

"As a channel, the growing importance of the Intermet for beauty is undeniable, However, like every other channel, it also has inherent
challenges that must be better understood ta fully leverage Its power as it relates to beauty shopping,” sald Grant. “"Far exampla,

women love the Tnternet for its convemience aiso love the in store experience, In fact, nine out of 10 females ages 18-64 tell
us That the number one reason eyl shop in-store is the experience of touching and Teeling the products - something the Interret
does not provide, Sa, 105 important 1o get @ ETSUENGINY O Winat drives cofisumer cholce on the Internet, Where and how

beauty is purchased is not an either-or soenario. It is the marmiage of the in-store experience with the Internet that will secure the
success for brands, manufacturers and retailers in the future,” said Grant,

and guide product development, marketing, sales, merchandising, and other functions, Infarmatin is available for the following
industry sectors: automotive, beauty, commercial technology, consumer technology, entertainment, fashion, food and beverage,
foodservice, home, office supplies, software, sparts, toys, and wireless, For more information, visit vy, npd com.

hitp:/fwww.npd.comipressireleases/nrmss 170670 et
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CUTICLE CARE
Prablern outicles?
Crape seed oil &
lavender instantly

misturnize and

rough cuticles.

INTEMSIVE

rescue dry,

NEW!

DIAMOND

BASE + TOP COAT

Lock in your

nail color, hﬁ!p stop

¢+ chipping and shine,
Shine-,rs‘;%.ine!

NEWI
TRIPLE
INDULGENCE
Mourishing
formula softens
hands, smoothes
cuticles and
strengthens nails.

ADVANCED NAIL
HARDEMER
Prormise your nails

a new future, .

get harder, smoother
nails in 7 days!

NEWI
REVOLUTIONARY
WHITE TIP PEN!
Salon Perfect
French Manicure
in 5 Minutes!

NEW!

DIAMOND

PERFECT NAILS
et .diam

NEW!
DIAMOND
PERFECT
SHINE

The perfect
blend of
treatment and
iesistible,
lasting shine.




STRENGTHEN DRY

+ BRITTLE NAILS
NEW! 1 Grow longer,
MIRACLE CURE healthy nails
Stops nails from peeling . in S days,
Buaranteed, St

0% stronger nails
n 3 days!

FIRM & LIFT HANDS
Maistunize, protect, soothe
and firm very dry hands.

LAC

CUTICLE 5CIS50RS
Frecision blades
Quickly and neatly

trim cuticles.

BN LR A

NEW!

LIP INFLATION

AIRBRUSHSUN  AIRBRUSH LEGS Instandy 4 'h'mps "p:h‘.‘j
Imvisible self-tanning It's like spraying maxmum fullness & shine.
mist develops 2 on pantyhose! )
sunny glow that lasts Long-asting, trans-
up to 7 days, fer-resistant. .. skin

feels silky smonth,

LA CROSS
SWIVEL NAIL CLIP
"Swivel" Head rotates for
easy clipping at any angle! ; §
g

LIPINFLATION :

B Ta——
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editor’s note

Dure to stagrant donestic siles, western
Beauty brands must mow abroad 10 hicster
thenr business as well as book cross b
lor praduct develnpment idaas
Qe article in this ksue of the |

International Beauty Aeport focuses an the

wtion of China's beauty salon marks

Alongside ramped-up pressure from Ig<al
Nes, domestic companies Jap ihe
a1 drom multinational beauty beands—
Amang them, Nippos

rd and Pola—
wehich are capidly sEing up thei
caurtrywids. The salon market e
already huge. In 2004, it sales leapt 37.5%
1o 220 billign ywan V€228 bellionde15 7 bil-
homd32 7.3 bilion ) over 2003,
Chma's Beauty and ¢ osmelcs Ch

Inthen
shongy in

ding 1o
arnber
Up 10 the Cosmaprof (rade
Falogna, italy, in early April, WD
nal Beauly Report queried the
SRgtunives about ther business
While they fack to make thanges at homa,

Intern,
country’s

Itakan beauty marketar say they plan to
£xpand abwo, Iy in Bsia and
Eastern Eurppe including
Russia, lapan and ¥grea "o can't
depend on the takan market AT,
= Gianluca Bomett), vice presic

strat

i mark

t of
ent of the

and biesimpes devalogry
Deborah Group
Meanwhile, Eeauly companies such a5

Coty Inc., Practer % Gamble andg Un Haver
have qleaned WO wsperation from the
UPECMIN Wiordd Cup soccer champigash o
In Gérmary. Exacutives apa olyping up the
SOMPENNon &nd hopimg to cash i e iha
news themied squad af toiletrigs products
“With 300 millicn SOECLETOrS, if 15 a4 unigue
accasion,” said Murial Payl marketing
dirgciar at L'n1:,'Beauly, referring to the
event’s media coverage bringing matches 1o
passible cansurmers arund the pl

Indeed, globakzation s 1akis
an ever-guicker oip these days

it
g place at

Jennifer Weil

06 THINK PIECE Shoppers play the fiefd,
08 HAIR CARE /i ARE ErEatments emergs
12 CHIMNA alons sl the b,

T4 ITALY  Harkerors ¢
16 PACKAGING  (onyiners get infaractine
18 WORLD CUP Saceer imania fins heauty,
19 MEMOPAD  Ta¢ la10st o0 medez pligs,

W
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Ftwcawd e I

TRl

YREPORT

Pk




12 275464 Paris €

AP SYCOM - F 60 288




06

W

SHOPPERS PLAY THE FIELD

5 huyers are ng iomger faithful t X

WHILE SEARCHING FOR THAT MNEW MICHE ITEM OR A GOOD
deal, Amarican beauiy shoppers have frampdad the concept of loyalry

AL least Ihat’s aceonding o studies by the MPD Group, one of which
e recently commissioned by Women's Woar Dy (AAWDY, the sister
publication of WWD ternaticaal Beauty Repart. For i1, 2,067 WOk
it askerd about their beauty bung haknss,

Its Fesufts shiw that W, partsularly the yiorang, shop far
beauty more these duys, but they are no kinger married 1o a dispart-
frent store of any other type of retaifer,

Increasingly, consumers are playing T ' s
the fiel by dabbiling m cosmetics )

specialty chims, such as Saphora
o Viclong's Secret, and elec-
Teanic media, bka the Iniarmet

ar OV on T

“Peaple are kmk-nu_; [[=]
sarmetivng thats ditferent,
said Veney Liebimann, mdustry
analyst and president of WeL
Stratenic Retail, She added if they
final that item, they wall pay for ir,
o't even kraw how 1o define
Presiige syinoere. "

“Consumers are looking for
chance and education, ™ said in.
dustry wetesan lane Terker, adding
once consurmers find that kavel of
it and comfen, thay'll keep
returning. Todays shapgers bk for
a Ne-prassure envisanmen | offering a
lEgitimate chance af finding scdutions,
ackded Terker, wha is chief marketing
officer of Kinoer ddvanced Aasthetics,

An earlier NFD study, which deew
raspanses fram 6,863 women in Blay 2005,
showed o ot theee American womin whe
sheyp far beauty in department stores afso shap in
spedally stors, OF the same department store customers,
1% also shop in spas and salens, Another 30% shap onling,

But it doesn't work the oiher wy. OF the specialty store clientale,
less than 30% shap in dapartrment steeas, Alie, ancther 309 shop in
pas and sakans and 20% on the Internet, which 5 a magnet far the
ost prolific buyers.

That ealier study sngled aut the Internet as the charing drawing
The: heghest progartion of wimen-——or IB%—wtia have spent rmars
o Perduty products in the past year, The Intermat zlsa drew the high-
A5l numiner. 21%, who intend to spend mare in the futire.

Tha theme was renforced by the recent rFe study far WAD,

" Dispite mcreased pressure op discreticnary incone, or perhaps

rciioe, BY PETE BORM,

WITH COMNTRIBUTIONS FROM MOLLY PRIOR

because of it, consurmers are shogping and they e biryinng besuty
products,” said Karen Grand, direclor and senos mdustry analyt foe
Desity 3t MPD, Refornng fo that stidy, Grant notad vaamen anad 13
o over 55 puschast beauty products at feast once - yoal and ihey e
buying mere frequently than fe YEAE a00—across all categomes
" Howvever, their preferences have changed,” cantinued Gran
“Wanting qreater convenience, unicie preducts and envirmaments,
that fet them expenmen aied 'play,” the Internet and sheCialty stoves
are tha fastest-grenming channals foe beauty. Mot ted 1o any ane chan-
nel, & majarity af department siore shoppers ang abko
cross-shopping an speciaty stores, and in the
past 12 months, mare than hall of all 18-
-t 4year-olds across the 1,5, shopped
M SpeCalty stares for Beauty
In terms of MOAMENTUM, the spa-
wialty chairs and internet hawe 4
smiall porman af shoppers in the
VIAVD survey but the mest deamanc
growth i attracting custamess. In
makeup, for instance, anfy ane 1y 10
wiomert kst specialty stores as “usually
shopped,” bul maore than 60% of these
e say they are buyineg fram flese
relatters mare often that they were five yoars
e 20, The internet shows 3 similar stary.
™, Ane dynarmics are rovealing,
" Anakysts note FOUNIET COnsUmers
koo for ideas and directipns
| According to ire Wlvay, these
I consumers are constantly on the
! lookaut for achice, in-store o
_' threugh an ad,
! The earlier NPD study indicanel
/' 1hat 40T GT wirmen a0ed TE-To-fd
* sond they hiad shepped i a picialty
= stord T 1he previows year. A 1atal of 554,
B T oefal TE-t0-2Tear-olihs made the sanme state-
ment. When exarmning the shappng Consitie= oo o s
fetail chains, i was revesked that 68% of Sephorat female shoppers
were 18 to 34, with 27% hehween 18 arud 24, A1 Vietorias Secret,
58% of the chain’s femaks beauty shoppers ane hetween 18 and %,
wath 32% being 18-t0-24. For uepariment stores, less than half—ar
42 %—are 18-10-34
Liebmanr seas a seismic Pt in progress with CONSUITESS Qravtail-
Ing toward ether “supersized” utin like Wal-dar or fghly specal.
zed houtigues like the Apple stores “Department stores fall throwgh
the cracks, she declared. “They do less and fess speaializing, lack sere-
fee e cam Ba intimidating, Value, ease-0f-shapping experence, .
o a@nd an edded mix are the factors drng the shife,” m
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BEALITY BRANDS' LATEST ELIXIRS aRE MEANT TO KEEP HAIR
Trom showing sgns of a8 by reinvigerating scalps and protecting
fram pollution

Hap, like skin, ehanges a5 poople get on in years.

Wi tirme, the production of sehum dirninsshies and the scalp
becornes dry,* said Rolend de 13 Mettrie, scienbific disgctar at L Ordal
Prafessional Products division, in a release, “Hair can thys loaso it
softness, suppleness and shine Kicra-Circutation and caffulay
exchanges slow dawn, the root fases vitality and produces hair (hat i
thinmer and less tonad ~

From 4 marketing standpoint, targeting the aging baby-boormer
populstion is allunng, since 1z TBrEsants a groving demoaraghic.
iiorideade, there are 629 mithan Pecple mose than 60 yiEars o,
three-times mere than 50 PEATS @0, SCording 1o United Nations
research, In France alone, 30% of the popuiation is oider than 50,

These baby boormers have deen pockets, with manky 1o spend an
keeping that youthiul glow.

Beauty executives see anti-age hair care as a natural progrestion,

"IUs related 1o the grawing trend of anti-aging skin care,” said
Edina Dobos, product manager of Steckhalm-based Oriflame
Cosmetics, which debuted 3 theap-unit anti-aging line for clder hair
i meve than S0 countiies in Cetabear 2005, " The target armup of
mature and eldery women 15 aravang, and they sre oaking for prad-
ucts adapted to their specific needs.”

Ancd 1hose reats have shifled,

Mo, &t 60 years ald, you can stifl be g begutifu? worman.—nag
Aecessanly [ust) a grandmathen,* sae hurel Guifio, marketing deac-
tor aof Phyta, swned by the Paris-hased Algs Groupe.

L'Ordal's Kerastase brand came up wath a product for the scalp
and anothar for the hair that are combened with 3 massage in salons,
Called Age-Resist, the thige-step program said 1o strengthen often
beittle, agenn hair, was introduced in France at the end of Fobrugry

A tva-step version for at-home use bowed in tandem. i comes in

HAIR TODAY
TOMORROW

NG

S ]

oame. BY ELLEM GROWVES

@ st compnsing 10, G-ml. bottles of Lipa-Recharge massage tieat-
menl, sad 1o reinforce the scalp's hydo-lipicie filmn, which becomes
weaker and mare sensitive with 20, and 1o protect it from exdernal
factors. There is also a 200-ml war of Age Recharge strengthoning
hair mask_ conlEning 8 comples desgned 1o reinfarce a hair shaft's
o, The disa retalls for €65 (£45/578),

Oriflarme's three-unit & Ageing collection contains a SirengiFen-
ing complex that abo prowdes a filkn pratect haw's surlace 3ad
anti-gxdants 1o protect hair fram damage from paliuton, weather
&l over-styling,

The line inchudes a 250.mi, shampoa and & 250-mi conditioner
both far €4.50, and & 125-m), mask, for €7,

Whilz Dobos declined 10 discuss spedihic figures, she said the ang-
2QiINg ling has outperformad the brand's exsting hair case eolls|ans,

's not just ofder consumers beng fargetad By anti-aging har
care lings. As with skin care, soma brandgs clairm their products have a
orevendative function, thar people starting fram the age of 30 chould
begin taking steps o Tartify thew hair

“We know that with age, bka the <kin, hair becomes finer and
loses it thickness, " said Phye's Guills. “Earlier and earlier, waomen try
il showy dawn aging, and new Yo Cant wse Baer products for preven-
an, like a cosmetics cream, whan ¥OU'rR In your thirties and fories, *

Phita’s two-unit Pytadensaum is an ant-aging line inchuding a
shampoa said 1o restore minerals 1o hair's fiber and provida & proteg-
twe film an the harr's surface. There 15 als0 & sefum—io be applied
drzctly 1o the sealp—containing Gatuline Age Defense, a vegetable
active ingredient that fights free radicals. blackcurrant seed ol and
Qmega acids, which are bilked 10 regenerate the scalp.

The dun comprisas 2 200-mi Sampoc and a S0-mi. e
which retail for €11 and €30, respagtively

Ales sold 30,000 wits of Phytodensiom in the thres months fol-
fwing s Oclaber 2005 laynch, & trealment mask may be adeed 1o
the lineup, sad Guillo, &
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Locition: Intercos Showroom = Via Marconi, B4 — Agrate (Mi)
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please call +39 4394552201




MAKE UP FACTORY
HIGH END MAKE-UP

RAKE UP FACTORY |
mium makeup ¢
the: princip

the new pre-
ion barved on
neily for professic-
evaryhody who want
0 oreate a professional make-up®
Back to the basis and essentiak
in make-ap angd uphaldng o the
highest demands in muality
breught ta the o
the factory 1o the countes. A& come-
PMY fange to fadinate with the
symbiosis of Fhistication and
an extravagant simpicity.

whan.mak i-ug-fact cny de

e R T VUL

T, A S
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High end
make-up

| THE TRENDSETTER comPANY

| ARTDECD offers the specisbized trade a
range mplementing and comaleting the
| assortment af oher intern
inds, & urigue v; y af refillabile o
and spedialy caver market niches,
| Qenerating sdditional revenues. With a &
| market share of gver 16% ARTDECE is the i
! leading daecorat

|
|

& German
vierrational

| selective markat ahedd of all
| prefmium bramds. In ol

ARTDECT has advanced 1o o ng
| mrands in oecodative cosmetics in the wslac.
| live markei

What is the key 1o sucess?

ARTDECD cowers the marked nig
L ced corsuiner orands #nd e
nal premeum brands, You will get
vl far money with top Quaiiy products
ab wery recon ! progt & g wane:
refill absbe prodi like re b Eay]
#ye shadows, blusher, eye designes
powders, are the Meart of the collectio
Refillable solutiors tailored to women's
irdivadiza! reeds

e betwveen

L
ik

by, e F e —
i § 123

M

You seek unique opportunities to conquer the cosmetics market?..,
We offer the appropriate solution.




Ta eapand the colar cosmetic
ARTDECD inchudies other speci
in s assortment like th
wnon, off
Aisorbment «

. Ipiial poishes, condi

| Waning product lines far dey, brittle mails

Fidils, spacial
whitening bage

sellors for a raddiant finishs

e concept ARTDECD comple
he trad)

spedial products like
o sedler, epe-shadow bas
fessional camoublage mak,

nd & very scessful
zmg collection with special b ghlights
AVEFY year

ARTDECD has ake bocame a leading inng
wAON P growing markets, becaming
a pEaneer v arematic loot ang hand care
with LFEET HAND BalLamCE

A rary generation of foat ard hand (25
with e argmatic compasitions and
ral wils 10 embody & new
wellness concept for the porf, |
T e surcsshul phileeophy
® prodicts is abo ot the care of the
few skin care collection with inpavative
highlights like Cawigr Liftimg and Silk
Esseritials.

e aridecs.dg
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o unigue |
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BEYU - THE LIFESTYLE BRAND
FOR YOUNG PEOPLE

Hip, fashianabie and pre
reasonable priges, Exclusively
cialized r Cosmetics, accessories ang
epeRRar ated by the svanigarge
tengners and makeup artist
Yark, Biza and Munich. In many fount:
ries, suth as Gerrmany, Ialy, Austria and
the Netherdands, placed anchushly
in all erics. Hiomewagr,
Galaries wElle in France and other
department stoms
fasteat growing

5P

ako offer BEVY - ane o
arands in cosmetics by
by g

The lifestyle
brand for
young people

[izjus]

Fraanich « Mies + e york

COSMOPROF Bologna, Hall 18/ BoothC5-D 4
TFWA ASIA PACIFIC Singapore, Booth K 29
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Beauly salans 3 ICTEES N e

Kl g
: &

CHINAS BEAUTY SALON INDUSTRY 15 READYING FOR A FACELIFT.

AS WOMEN acitss the country spend more than ever on beauty
treatrments, local parkors are coming under infense PIESELRR b raise
the bar. There are fough times ahead far the majority of small aper-
alors offering litle more than a couple of beds and Ofe MASSEuEE I
8 555-50, 1. converled apartment

But foresgn companios that huve started mibbling at the edges of
this fast-growing market are poised to rmake serious prograss in
launching their awn beauty szlans

In mast of Chinas major cities, they are alreaty making thair pres.
ence known . lapanese brands such as Nippon Menas have sought
to tap the high end of the market, with eight salans in Ching,

Menand’s peer Pofa just apenad its second salan in Shanghai in
Seplember, where a two-hour treatment at GO0 yoan (EB2EATATY)
QULEINRS the national average by si times

Leadwng the charge, howswer, are salon chaing from Tanwan and
Hang Kong. Tzipe-based Matyral Beauty has rolled out BS0 salons
across Chng, while Hong Kongs BAL Haldings plans to open 100
parlors over the next five years with Fnt-venture partners in cities
such & Guangzhou, Shenzhen and Xian,

As they compete for mid-rangs clisntele, an ncrazes in dispos-
able income & grving the larger chains an edge. Chinese women tan
iy atfard 1o avoid the smaller parkors that hawe for vears been
fdogged by tales of betched treatments and dangarous meshags,

Quer the past decade, mare than 300,000 Peaple have been
Inured as a result of shoddy beauty treatments, according to the
China Baauty and Hairdressing Association,

are than 200,000 dispetes mvching beauty salons have, more-
over, boen reported to the China Consumar Assecizlion since 1995

“There are so many small enterprises that have gt tevn beds and
<all themsehves beauty paniors,” waid Bermadetie Lai, director of spa
development at the Shangri-la’s Chi o in Shanghae, which was
apened in September. *Thay are using laser machines that should
be hangled by a doctor or professional

The government recently stepped in ta force some kind of guality
control. A draft notice was isswed by the Winistry of Commerce last

FEROIE PITERN IO

CHINA'S SALONS F

£EL THE RUB

BY JANE MOIR

LTVHES, e R erwis) v VAL

April demanding the industry o1 up @ “blacklist” system, under
which salons that failed 1o mest bass standards vl be reporiad
1o the authorities,

The: Chinese ministry is alsa drafting detaded standards for the
industry, which is expected 1o el SO0 IN & STasrating systam
China's 1.72 millien beauty parlars will be under pressyre o call i
quits unless they imgrove their garnea.

The stakes are high, Rapid armath in Chings beauty business has
turned the salon mdustry inta a huge moneymakes Sales in 2004
leapt 37.5% to 220 bihon yuan in 2004 gver 2003, according to
Chinas Beauty and Cosmetic Chamber.

& group af economists at Beling Hormal University in August,
moreover, predictad the secioe’s earmings will double ayer the next
five pears.

Such figures refleet a general boom in cosmetics dernand,
Awverage yearly spending on beauly items has increase from about 1
yuan in the early Eighties to 25 yuan in more recent yBars

Tradtanally, 40% of customers will vist their local beauny salon
onee 3 month, while ome-thind will go two 1o three times rmonthly
Body and neck massaoes are the most popolar treatiments.

“Massages are more impartant than faceaks [fos Customens] " saig
Amanda Teng, assstant direclor at the Evian Spa in Shanghai, " Even
when it comes 1o a fagal, they want a masage throughout ~

Custamers are alsa very particular about the facial products wed
I treatments. However, brand recognition is stil fow cempared (o
whal it is overseas

et that's set 1o change. Foraign companies with 4 fuahty
track record look st to gain & definita edge as skills and serce
take on greater impanance Big multingtional brands, such as
Groupe Claring, are rumored 1o be eyeing the possibility of gpen-
00 4 beauly salon in Shanghai

And Teng expects foreign compstitian to Ny

“I'have been heaning naws of 3 lo1 of 508 COMPan ies coming
et the nixt half year,” she explained

This is echoed by Lai, wha added, “f think i1 a1 happening 11%
all go-go out there " m
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ITALY
i .. CHANGES
CK

im oo BY STEPHAMNIE ERIRO T

1N THE WAKE OF & THREE-YFAR SLUMP, ITALY'S BEAUTY INDUSTRY 15 GEARING LUP FOR
some mapor changes—bath at horme and abroad,
Far 2005 (the latest year's statistics aval able al press timel the business sales wire axpieeted
12 58 JUSL 2. 7% to €7.4 billicon (£5.1 Billion/48.9 billion} gver 2004, accordng to Unipa, the
Itahian association of cosmetics incustries
“The italian ecosarmy is really suffensg,

and that & reffocting back on the ndustng ™ said
Fatin Franching, Unipra's new president. W W magor problems. W need
Grow outside the country, and internally, we need 1o have an evolution in fhe ndustry For
ltalian beauty companies 1o move ahead nesy, they nisd to spe 1 that's af
greal guality and great service ™

Gianluca Bonety, vice president of strategies and business develaprment of
Group, agreed, saying, “You can't depend on the italian market anymoee

Numerous factors have contributed 1o this phanomenon. Amang them was the intraduction
of the euro, which drove consumes guods prices up and helped drive down consumer cond
dence, which now is at its lowest since 19596, said Orna Schezen Nofarber managing diractor of
the Estée Laudar Cos. Haly, Further, beauty manufacturers have only recently begun divarsifying

i samett

bigrak

their product offer to meet the needs of an ficreasingly segmented trade channel, 7 which
pharmacies and herbal siores have gained musd w, she added

There's been ramped up competiton from Asia, a5 well.

“¥e can't compete with China an Packaging, promaotion and makeup kits, In fact, what
ltalian cosmetics praducess meed to da now is effectively raduce costs of production whie nog
basing the quality that we are famaus for," said Roberto Martane, thairman of ITFACR

Charges ara expected 1o take place an taly's baauty retail front, too

‘Irahan consumers like the case of buying their produets in perfumenes within stores, and
the market 5 starting to shift fin that direction],” sxid Alfredo Grassell, a partner at mange-
ment consuftancy Bain & Co., refernng particularly 1o nevs Beauty corner formats Bgwng can-
cewed for supermarkets

He added that hall of Italian cansum
fumengs, however. et such perd
seliers. And the res

o5 still prafer DU makes from draditional per-
afveries, i lurn, are feeling 1the heat from mas-markest baauty
9 price war has picked wp speed quer the past thres pEArs

Mazzolan, among faly's mest prestigious perfumery chains, we @ slomes in Milan and 23
Olimpra stores elewhers in Haly, 15 leading a aroup of perfumeras, mcluding Grouppa Garho
Risa Bianca and Desied, infent an stabdizing prices

“Wi want 1o work toqether o make a stand on brands that showld have sirmalar FCES 1N -
fumeries acrass the beard,” said antonells Mande . genera manager of Mazzolar, “How [¥
you ==l 3 Lustomer something if she knows she ran Qet it down the streat valh 3 by efscount




For ather retailers, ther Tocus mons than ever 15 O QUSTOMEr service.

“Prices are raally wmpartant, but we will invest mare maney this year on bettering the guali-
v of wr sesvice,” said Stefano Biagn, commercial director of Limoni

Other manufaciusers are changing their production 1o lower-priced beauty goods. Massima
fedin, commercial director of Medicoa, a tawo-year-old company that produces perfumery lines
destned for the youth market, such as Sweet Years and Billionaie, said the COMpany's salps
arowwth of 54% 10 €6 milkan last year was largely diven by fragrances costing less than €30

T consumers walch their Moy, but they want to come o a perfurnery and buy a
qead-guality product—cur lines are really accessible, " ke saicd, *| think the falian perfumery of
the future will be ane that zalls a bt of sroducts with a price range from €0 50 0 E20"

Uitra-expensive beauty items arg selling well in Italy Executves at perfumenies Mazzalar and
Limani recomled strong safes of aber-prestige products, such as Estée Laudes's Re-Nufry Re-
Creabian cream, which gaes for €500

“Mice gromh i3 coming fram the wery selective, high-positioned brands,” said Eston
Lauder's Nofarber, “This segment has it been impactee! by the decling in consumption. Estee
Lavder brands like Re-Nutriv Re-Creation and La Mer, vary selectively distributed, are part of
this irend. "

Hawever, the biggest growth for Italy’s beauty business is predicted 1o stem from axports.

“You can't depend on the Italian market anymore.’?

[TALY &
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.

15

— Gianluca Bonetti, vice president of strategic development of the Deborah Group

Al press tme, sales shmad were expected 1o have risen 6.5% to reach £2.13 billion in 2005
wErus 2004,

Russia and China are considerpd key markets for the industry. Fxport sakes there Tram Italy
were believed (o increase 41% and 133%, raspectively in 2005 A relatively new eritry on the
export scene for taly s Vietnam, Sales 10 that country spiked 160% for the fist thres quarters
of 2005 versus 2004, said Uragre:

Mast Halian beauty executives Tegard exparting as key to survival, Even histonically Haky-
centne compames, such as Deborah Group, have begun exploning new honzans. Far example,
the: company plans to expoet its Health & Color line 1o bwo new markets—the U K. and
LS. —by 2008

Ferragamo Parfums is amang the many Walian compenies gearing its strategy towvard selling
I AsAN countries, whene if is anjaying retail success

Luciano Bertinedli, perfumes division giector of Ferragamo Parfums, s the company nad
achiowed extraordinary sales in Japan—where they increased 39% in 2005, and in Korea,
whtere Ferragamo Parfums is the seventh bestseling brand. Set 2o launch a Néve wWomen's
Salvatare Ferragam scent this sprng, the company's fragrance armm wall swest in televsion
advertisng for the first time in lapan and Korea, Ferragama Parfums will alsa reviark the Jusce
of Emanual Lingars's Apparition Tragrance, since it was considersd oo swtel by some Asian
fetifers. The re-launch is expertad nest year

“Rored and lapan are markets that are furkning a1 top speed for us,” said Berinell “lt's an
extraordinary world that presents thousands of apportunties that we will be part of * w
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Blinking Iights, zany holograms and flashy games. Sound
hike & scane fram Las vegas? Maybe. But if packaging
tesigriers have their way, perfumery and supermarket cos-

metics shelves will fook just a5 glitzy in the very nedr future,

Creators are busy concocting newlangled, high-tech meth-
ods to attract shoppers' attention. And it's 3 gond thing,
considening the thausands of new procucts hitting beauty
ounters yearly, making statement-making paramount,
Here, WWD International Beauty Report reports on some
new designs likely te cause an in-store stir,

SCHEEN SCENE
Siemens has created technclogy that will allow brands 1o bring
their products’ packaging 1o ke

The Manich-based firm is perfecting miniatuse screans 1o dis-
Play animated graphics—such as advertising, how-1o instructions
Or Computer games—an labels.

“[The technology] could be weed an any kind of packaging,
said & company spokesman

Such displays shiow Images in color and can be printed on
paper-iol fabels. They werk thanks 10 electrochromic matarials,
which change color when an elactrical valt alters their molecules'
charge. As ths shifts, the coloes alier 10 create the affect of meoy-
ing pictures. The Labels are charged using printable batteries that
last for severzal months

Such animatad labels are expected ta be commmercially avail-
ablke next year

Siemens 1outs the technology as being accessibie for any
industry and distribaston channeb—sncluding the mas market,
That's becawse tha cost per label will lkely be in CENTE, not eunas,
the comparny spokesman said

T PTEHMAT

~ PACKING A PUNCH

w1 BY BRID COSTELLO

PAETAL WORKS

A pair of ayes appears and disappears as a custormer sirolls
araurd a store, But 1% not an aver-zealous saes assistant foliow-
ing her around. Rather, il is the latest packaming for an oye cream
featurng holagraphic print,

MetalFs, 3 Leeds, Enoland-basod company, has develged
Holafx, a peinting system that enables IMagis to appear
and disappaar according 1o changes of light. It can even create
holograms.

TWe're adding value witk an atlractive finish, ” said Philip
Sheppard, marketing manager at the firn. “i puts [a brand
using tha technology] shead of the crowd, -

For the beauly industry, Metalfxs metallic printing
technelogy could alliw casmetics brands 1o reprocuce shimmer-

ing makeup shades on packaging and advertizing.

The technology is already being used on some food and toy
packaging, added Sheppand,

SAFE SCENT
SeenmSational Technesogies is serous about SECUTILY. S0 much 50, in
fact, that the Ienkintown, Pennsylvaniz-based fim haz developed a
fragrance encapsulation technoiogy that lets shoppers small a prod-
uet withaut actualy meddling wth the substance iself

“Most people wha buy a shampaa apen i and smell 1,7 sai
Stener Landau, chief technoiogy officer at the firm, ardding compa-
mes shy away fram usmy lamper-proal seaks a3 thal couly impane
the shapper's purchase decisan. But hes could have a senaus
dewmede. “If you don't put a tamper-evident system in place, your
praduct is patentially expased, and someone could tampar with the
preduct,” sesd Landag

To ensure the satety of a formula, Seent Sational Terhnologies
allows brands 1o ingect the scent af their shampon, for axarge,
nte the lid of the packaging, 5o that vhen shapgers apen it they
cansmell the paduct's odor fram the cap, while the it remaing
prolected by a safoty seal

“They probabily wouldn't resdze [the smell was coming from the
capl,” sad Landau, adding the cost of such a systam i meramal,
CHImEted at less than one cent per procuc,
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TOHELP KICK OFF THE WORLD CUP SOCCER CHAMPIONSH RS
N Germany, from Jure @ to July 5, the Beauty industry i putting
tagether a team of special-ediban produdts.

Soccer fans might never have been particularty known for their
sweel-srmelling behavion Bt Coty Beauty, for one, sees huge
patentizl in its Adidas Victary League men's fragrance line, due out
in April in mass-markeat dooes in Eurgpa, the Middle and Far East,
plus Latin America.

“With 300 million spectatars, it i a unigee occasion for
Adidas,” said Muriel Paul, marke ling director at Coty Baauty,
feterning to the event’s witdespread media cowerage bringing the
maiches ima hormes around the ijhabe.

The brand’s special-edition kine for men, ncluding an eau de
toilette, aftershave, shiver gel and dendirant, range in price from
S350 (£2 0084200 10 €13.80,

Coty intands 1o heat the score 5ot by its previous soccer scents
tfor the Eura 2004 competition, for mstance, it sold 4.4 mdlion
wnits). Executives banking on Adidas’s high visibility a5 ore of the
Wosld Cup's official sponsars ane targeting global sales of 7 millian
urits for Adidas Victory League.

In France and Germany. the collection will be available in 4 oeft
sel, called the Supparter's Kit, which includes face painis in each
parigipating country's national colors.

Adidas has alsa created a soccer dream-team 1o advertse the
brand. it plans to run 12 different posters, sach stasring a high-
profile player inchading Frances Zineding Zidane and England's
David Beckham

Puma, which sponsars vanious World Cup teams, such as ftaly,
Ghana and Senegal, is after SOCCEr-Ioving Quys and gals with its
fragrance cuo, Puma Limited Edition Waman and Ban, which was
launched i March. The fragrances are packaged i red for her an
bluie for him, with a saccer bal-shaped window cut into their
outer baxes. Prices for tha ling, alsa includng showver gel ang body
Iation, are €10 10 €15

Wide producer Practer & Gamble execulves remained mum on
2 sales targel, industry sources estimate the ling il bring in E&0
millian ar ratail in s fst pear,

Couglas Perfumeries aka £aught saccer fever in March, when it
affersd an exclusive on the licensed men's Warld Cup fragrance,

LY S SR RTRTIE

FIEA WM 2006 Available in Dauglas daoes in Garmany, Holland,
Swatzerland, Naly, France, Spain, Fortugal, Hungary, Poland,
Shovakia, the Crech Republic and Denmark, plus Douglas ankne,
the 100-ml, eau de toiletts apray retails for €29 g5,

"its performing fantastically and 15 a top-sefler a1 the
marment,” szid & Douglas spokesman, “Women ae Eaiyirsg 11 dor
men; colleciors are HNSPPING 1L up, and its sure o be 3 prized seu-
venir during the World Cup

There are numerous toiletries products ot with Warld Cup
themes, including Rexanas decdorant, introduced in February, 1o
help dans keep thew coal. The Unilever-owned brand launched the
Iimited-edition Men Sport product packaged in coloes of parmcpat-
ing nations, including France, Bragl, Gerrmany and Foland The
200-ml. can, priced at €3 26, comains an anlperspirant agent
bdled to reduce humdity by 40% .

Otfical World Cup partner Gillette launched a shawng gel
with packaging sporting the tournaments laga to go with the
introduction of its Mach3 Power Mitre razor in January, The PAG.
owned brand introduced the razon for €990, and gels, from &4,
inthe UK., Spain, Portugal, taly and Germany. And visitors to
Gillette's website can compete to win much sought-after Warkd
Cugp fickets.

Among the arbest in the game was Link Brand Solubons, of
Chesterfield, England, which created = qreaming products line
under license for England's Foatball Association. The collection,
cOmArsng two shower gals, twi deadorant sprays and a range of
aift s2ts, is available in two stents, "Home” and “Away 1 bowed
in Sainsburys suparmarket chain during the Falidays

"Our target market is into football,” sad managing diregor
fan Taggaet, noting the produets have heen selling well & bath
9ifts and persanal items. Over the Christmac period alone,
100,000 gift sets wath an avierage retall price of £5.99 weore salg
However, Taggan eapects sales to increase ten- 1o twentyfold in
the fun-up 1o the Wiald Cup

He underined, howaver, that asiute branding 1s key for a progi-
uct's lengewity fodfovang the soccer season

I it's purely a brand-slapping exercise on a weak orocuct,
there's not toc much to be gained in the development of the mals
grooming market,” he said. m
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CLICK CAFES
Lynx has often boasted that its odiferoys
Bady sprays help males attract female
admirers. And recently, the Undever.
awied men's beauty brand was o to
wove it During the manth of March, the
brand (a.k a. Axe, in France) ran “Click
Cates™ aroun P that ware inspired
by 115 latest fragranca, Click

The spaces, created to attract siu
dems, were full of atiractive girks hired by
Lyrie. Boys entering the cafés were
judged on their powers of seduction by
FINs sconng them with clicks af hand
held gizros. The h:qlues:-s(onr‘g guy at
each event then had his picture taken—in
& pose Lke that of acior Ben A " an
earlier Axe commencial—and then the
~as displaved in the cafe where
the event was hald

“Young people like io keep score
on evergthing, ™ esplained & spokesman
tar tha Lyrix brand, adding that “click
datng,” & take on speed dating, was
Alsa dmong the Click Cafies” girl-meeats-
boy activities

ima;

IMLINE TIRE
Farlums Hermis tried to net mals con-
the Internet for it newest fra.
agrance before it hit shelyes

The company ran ferre-et-
site dedicated o its men's sce
d'Hermés, from Feb. 19 to March 4, two
eks before the praduct’s in-stace
launch. Each day, informatan pertaining
1o the scent's concepl was revealed on
e site. Meanwhile, 4 cleck counted
dowen time to when hie site's Tull purpase
weauld be revealed

The idea was 10 generate buzz in 3 nan-
Coemmercial wiry, said an Herms SEokesman

“What we wanted with the jdea of
ntroducing the websie befose ntroducing
the product was to a0 stepeby-stop, creat.
09 desie, * he said. “We didn't want it 1o
bie very branded on purpose becays
about the experi
of Terre d'Hermas

SRS
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COMPETITIVE BRAND
Men are often found racing out of 2]
fumenes. That's why Formida One s1ar
David Coulthard's men's Qroomeng line,
Polia Pasition, was desigred 1o QR mMen a
break from wisiting stores dllogether
Introduced i March, the three-unr
treatment rnl-c--:m-:-—.'vludi-\g a 4-mi
face wash, a a0.mi, shaving foam and 4
30-ml, mosturizing bakm Tor §34
(E28 B 1S 50— 15 deliprad chrectly to
CUsOmens” dooes. Stone-averso shoppers
can buy the products online and even have
Thenr arder sutomatically rensmeed mernthly
"People are really busy, said et ng
Aparks, Marketing direclor at Mook
England-based Direg| Beauty Products, the
brand's producer “We'ry ali foaking for
faster ways fo get things done. Wearmen
ey picking out thew cosmet . but men
QOn't 5o much, This is 2 wery simple way of
Tecewng your essentials each manth,

ML
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FRAGRANCE FEATURE
E=yi
Arden 10 host 4 campetition pramoting
the Provacatne Woman seent. For the
#vent, Esguire asked readers [0 namingte
Lheir parin 10 513 in a phateshant
nspirad by the fragrance

“The tgature brings interesting cantent
and beautifyf phitagraghy to the Maga
Zme,” wad Helien Brocklebank, QoI pro
mintns directar a MNathlag, Esguire's par-
ent campary. “Through thi
readers can see what men really viaw as
ey B woman, ncluding prsanality and
not just |ooks

Five finalists will appear in the fou
Page pece, which
Api| issue

magazing teamed with Ehzabeth

Covmpetition,

5190 De i magazine's

“

PREEMPTIVE ACTION
mglisher Airlines is offer ng fragra

and cosmetics for free 1o travelers before
they even gat 10 the aimpart

The: Indian airfine gives beauty preduct
vouchers valued ar 4,000 rupegs
PETES290H ta its customers spending
10,000 rupaes ar more an a past ol ar
tickets. The coupon @ then redesmabie
n depariment stores and perum
chang i India, ine uding Shaopps
and Life Siyls

The program, which was kicked off an
Jan. 23 and runs through june 30, is called
Scent of Good Times

“The idea behind the seheme s 1g ELEE
Clate with like-rminded sading intermational
brands to provide masmum value 1o our

| ouests and afso croate an OpROunity to

ommunicata wath the relayant target awd
enie through a non-convantional plat-
farm, " said Girsh Shah, general manager
of marketing for the ; n & statement
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Salons galore: U.5. has 165,000 shops that care just for hair

By Fran Daniel, Winston-Salem Joumal, N.C.
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May 21-Bea McRae and her husband, Horace, were just looking for something to do in retirement and
anded up with another career,

In 1985, the couple became Graat Clips franchisees. Under their company BeaCorp Inc, in Winston-Salem,
tha McRaes own twa salons in Winston-Salem al Cloverdale Plaza and North Summit shopping centers and
one in Thomasville,

B2a McRae, who was an educator for nine years, is in charge of salon operations, Horace McRae, wha
worked in the banking industry for 41 years, oversees company financas,

"W think that it's a vary good business," Bea McRae said,

Great Clips Inc., the largest salon chain with a single brand, is one of the fastest-growing salon brands, The
Gompany recently opened its 2,500th franchisad salon. Itis in 130 markets and thousands of neighborhoods
threughout the United Stales and Canada.

In the Triad and surraunding counties, there are 30 Great Clips, savan wailing to open and five in
development. At the company’s current paca, Il is epening fiva stores a week in the cauntry.

Bul how i this chain, wilh its walk-in hair-care salon concept, able to compele in a saa of clippers?

There are differant industry figures on the number of hair salons in the United States. Brofessippal
Consultants & Re [ceg in Plano, Texas, reports in its proprietary 2005 Salon InduStry Study tha abou
femmmm‘l-vmnuk-ﬂmmbm- Udmg Barbarshops and nail and Skin-care salons,
alr salons and the number falls to abolt 165,000, Independents maka up the bislk of hair
000 to 90,000,

ouf sl
salons, about 80

Regis, the largest salon chain with sevaral brands, including Regis salans, Supercuts, MasterCuts and
SmanStyle, said on its Web site that that it has nearly 11,000 salons worldwide. Other majar chains in the
Industry include Fantastic Sams and Hair Cuttery,

According o BellSouth research, there were 281 listings under "baauty salons” in the Winston-Salem adition
of the Real Yellow Pages in 1988, compared with 378 in 2005, a 34.5 percent increase over seven years,

Great Clips is able to compete becauss it focuses on convenlance and value for customers, Bea McRas
said.

Daan Wieber, the company's execulive vice presidant of new-business development, agreed, saying thal the
company offers servicas that customers want and delivers a quality haircut at a good price seven days a
week into the evening hours, no appeintment necessary.

"We have a very limited menu: Haircuts and PEMmE,” he said. "We do a little bit of product, but those are the
things that customers want on a frequent basis.”

The McRaes’ salons prefer to schadule parms and updos for prams, waddings and similar occasions to have
enough staff on hand. They charge $9 and $11 for haircuts, but the price is sometimes less, as Graat Clips
daes a lot of adverising and pravides discount COupons,

McRag said that goad haircuts are impartant 1o buitding a Great Clips franchise business.

She tells stylists that they can get customers in the door, but whather ar not paople come back depands on

2007 Factiva, Inc. All rights reserved.




their customer service and technical skills,

“We guarantes hair culs,* she said, "Everything we do, we Quaraniee, so we don'l do color because you
can't guarantee color.*

The clientele makeup al the McRaas' Great Clips depends on the shop and local consumers, but the
majority of them are lypically men,

Great Clips ara rarely found in enclosad malls, as part of the company's focus on convenience for jis
customers and its walk-in concapt,

"You'll find us in shapping centers where cuslomers can drive up fairly close,” McRae said.

Training is a major program at Greal Clips. The company has training centers in all its significant markets for
franchisees and their amployees,

Horace McRae said that the cenlers help provide consistency with haircuts,
"We're constantly upgrading skills,* his wife said.

The McRaes also ciled the vacation and incentive-pay plans affered in their salons for helping to atiract and
relain experienced amployees.

"Great Clips takes really good care of its employaes.” said Joanne Miller-Hill, the manager of tha Cloverdale
Flaza Graat Clips, "We have really good benefits, and thay pay yau for everylhing you do. | think that makes
adifference, It makes you wani o waork for them.”

Greal Clips compeles in an industry that has been consolidating for the past five to seven YEars.

According to Professional Consultants & Resources, salon hair care genarated about $2.4 billicn in 2008,
compared with $2.1 billion in 2000,

Cyrus Bulsara, the president of Professional Consultants & Resources, said that the industry had
double-digit growth in the 1980s, slowed to between 5 percent and 7 percent in the 19305 and Is now at
about 3 percent as a result of consolidation al the 1op at some manufacturers, distributors and salon chains.
"Cansclidation without strategy or plannad growth is killing the industry,” he said,

Inthe past, stylists prescribed customers a certain product. but that's all changing, since CONSUMErs can buy
hair-care products practically anywhere,

Mow censumers can buy diverted salon brands at drug, food and mass-discount outlets,* Bulsara said.
"This has ruined the industry and its past ‘salon prescriplion’ plan,”

He expects stagnation and low growdh for the industry in coming years because of "thoughtless
cunsaﬁda!iun at distributors and salon chains without strategy or planning just to grow bigaer or demonstrate
growth,”

Great Clips, which daclined to give financial figuras, is optimistic about its futura,

Wieber said that the company expecls to expand roughly at its current pace, growing its exasting markets
and completing rollouts into new markels,

"A long as wa're taking strong real estate and we're in a successful shopping canter in a growth part of town,
then we can do well," he said.

To s2e more of the Winston-Salem Journal, or ta subscribe to the newspaper, ga to
hitp: i o urnalngw. com

Capyright (c) 2006, Winston-Salem Joumal, N.C,

Distributed by Knight Ridder/Tribune Businass Maws,
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ANNEX C

Schedule of Option Grants

Grant Strike Options

Date Price Granted
2/26/2004 $1.65 628,029
5/18/2004 1.65 254,000
6/21/2004 1.65 550,000
7/15/2004 1.65 235,000
10/26/2004 1.65 406,000
2,073,029
7/19/2005 2.10 1,115,815
10/25/2005 2.10 197,000
1,312,815
4/26/2006 2.60 1,230,000
10/24/2006 2.60 755,000
12/20/2006 5.80 120,000
2,105,000
2/28/2007 7.52 58,000
5/15/2007 7.89 70,000

128,000



