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This filing relates to a proposed business combination (the “Merger’) involving Vanguard Natural Resources, LLC
(“Vanguard”), a Delaware limited liability company, and LRR Energy, L.P. (“LRE”), a Delaware limited partnership.

Information about the Proposed Merger and Where to Find It

This communication does not constitute an offer to sell or the solicitation of an offer to buy any securities or a
solicitation of any vote or approval. In connection with the proposed Merger, Vanguard intends to file with the
Securities and Exchange Commission (the “SEC”) a Registration Statement on Form S-4 that will include a preliminary
proxy statement of LRE that also constitutes a preliminary prospectus of Vanguard. A definitive proxy
statement/prospectus will be sent to security holders of LRE seeking their approval with respect to the proposed
Merger. Vanguard and LRE also plan to file other documents with the SEC regarding the proposed transaction.
INVESTORS AND SECURITY HOLDERS ARE URGED TO CAREFULLY READ THE PROXY
STATEMENT/PROSPECTUS AND OTHER DOCUMENTS FILED WITH THE SEC WHEN THEY BECOME
AVAILABLE BECAUSE THEY WILL CONTAIN IMPORTANT INFORMATION. Investors and security holders
will be able to obtain a free copy of the proxy statement/prospectus (if and when it becomes available) and other
documents filed by Vanguard and LRE with the SEC through the website maintained by the SEC at
http://www.sec.gov. Copies of the documents filed with the SEC by Vanguard will be available free of charge on
Vanguard’s internet website at http://www.vnrllc.com or by contacting Vanguard’s Investor Relations Department by
email at investorrelations @vnrllc.com or by phone at (832) 327-2234. Copies of the documents filed with the SEC by
LRE will be available free of charge on LRE’s internet website at http://www.lrrenergy.com or by contacting LRE’s
Investor Relations Department by email at info@Irrenergy.com or by phone at (713) 345-2145.

Participants in the Solicitation

This communication does not constitute an offer to sell or the solicitation of an offer to buy any securities or a
solicitation of any vote or approval. In connection with the proposed Merger, Vanguard intends to file with the
Securities and Exchange Commission (the “SEC”) a Registration Statement on Form S-4 that will include a preliminary
proxy statement of LRE that also constitutes a preliminary prospectus of Vanguard. A definitive proxy
statement/prospectus will be sent to security holders of LRE seeking their approval with respect to the proposed
Merger. Vanguard and LRE also plan to file other documents with the SEC regarding the proposed transaction.
INVESTORS AND SECURITY HOLDERS ARE URGED TO CAREFULLY READ THE PROXY
STATEMENT/PROSPECTUS AND OTHER DOCUMENTS FILED WITH THE SEC WHEN THEY BECOME
AVAILABLE BECAUSE THEY WILL CONTAIN IMPORTANT INFORMATION. Investors and security holders
will be able to obtain a free copy of the proxy statement/prospectus (if and when it becomes available) and other
documents filed by Vanguard and LRE with the SEC through the website maintained by the SEC at
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http://www.sec.gov. Copies of the documents filed with the SEC by Vanguard will be available free of charge on
Vanguard’s internet website at http://www.vnrllc.com or by contacting Vanguard’s Investor Relations Department by
email at investorrelations @vnrllc.com or by phone at (832) 327-2234. Copies of the documents filed with the SEC by
LRE will be available free of charge on LRE’s internet website at http://www.lrrenergy.com or by contacting LRE’s
Investor Relations Department by email at info@Irrenergy.com or by phone at (713) 345-2145.

Forward-Looking Statements
This communication includes “forward-looking statements” as defined by the SEC. All statements other than historical

facts, including, without limitation, statements regarding the expected benefits of the proposed transaction to
Vanguard
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and LRE and their unitholders, the anticipated completion of the proposed transaction or the timing thereof, the

expected future reserves, production, financial position, business strategy, revenues, earnings, costs, capital

expenditures and debt levels of the combined company, and plans and objectives of management for future operations,

are forward-looking statements. When used in this press release, words such as we “may,” “can,” “expect,” “intend,” “plan,”
“estimate,” “anticipate,” “predict,” “project,” “foresee,” “believe,” “will” or “should,” “would,” “could,” or the negative therec
variations thereon or similar terminology are generally intended to identify forward-looking statements. It is uncertain

whether the events anticipated will transpire, or if they do occur what impact they will have on the results of

operations and financial condition of Vanguard, LRE or of the combined company. Such forward-looking statements

are subject to risks and uncertainties that could cause actual results to differ materially from those expressed in, or

implied by, such statements.
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These risks and uncertainties include, but are not limited to: the ability to obtain unitholder approval of the proposed
transaction; the ability to complete the proposed transaction on anticipated terms and timetable; Vanguard’s and LRE’s
ability to integrate successfully after the transaction and achieve anticipated benefits from the proposed transaction;
the possibility that various closing conditions for the transaction may not be satisfied or waived; risks relating to any
unforeseen liabilities of Vanguard or LRE; declines in oil, NGL or natural gas prices; the level of success in
exploitation, development and production activities; adverse weather conditions that may negatively impact
development or production activities; the timing of exploitation and development expenditures; inaccuracies of
reserve estimates or assumptions underlying them; revisions to reserve estimates as a result of changes in commodity
prices; impacts to financial statements as a result of impairment write-downs; risks related to level of indebtedness and
periodic redeterminations of the borrowing base under Vanguard’s and LRE’s credit agreements; the ability of
Vanguard and LRE to comply with covenants contained in the agreements governing their indebtedness; ability to
generate sufficient cash flows from operations to meet the internally funded portion of any capital expenditures
budget; ability to obtain external capital to finance exploitation and development operations and acquisitions; federal,
state and local initiatives and efforts relating to the regulation of hydraulic fracturing; failure of properties to yield oil
or gas in commercially viable quantities; uninsured or underinsured losses resulting from oil and gas operations;
inability to access oil and gas markets due to market conditions or operational impediments; the impact and costs of
compliance with laws and regulations governing oil and gas operations; ability to replace oil and natural gas reserves;
any loss of senior management or technical personnel; competition in the oil and gas industry; risks arising out of
hedging transactions; and other risks described under the caption “Risk Factors” in Vanguard’s and LRE’s Annual
Reports on Form 10-K for the period ended December 31, 2014. Readers are cautioned not to place undue reliance on
forward-looking statements, which speak only as of their dates. Except as required by law, neither Vanguard nor LRE
intends to update or revise its forward-looking statements, whether as a result of new information, future events or
otherwise.
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The following is the transcript of the Vanguard Natural Resources LL.C and Eagle Rock Energy Partners LP
acquisition overview conference call on Tuesday, May 26, 2015.

VANGUARD NATURAL RESOURCES, LLC

Moderator: Lisa Godfrey
May 26, 2015
10:00 am CT

Please stand by. We’re about to begin. Good day and welcome to the Vanguard Natural Resources Merger
Operator: Call. Today’s conference is being recorded. At this time, I would like to turn the conference over to Ms. Lisa
Godfrey, Director of Investor Relations. Please go ahead, ma’am.

Good morning, everyone. And welcome to the Vanguard Natural Resources LLC and Eagle Rock Energy
Lisa Partners LP acquisition overview conference call. We appreciate you joining us today. Before I introduce
Godfrey: Richard Robert, our Executive Vice President and Chief Financial Officer, I have some information to
provide you.

If you would like to listen to a replay of today’s call, it will be available through June 25, 2015 and maybe accessed by
dialing 888-203-1112 and using the passcode 6168215. For more information or if you’d like to be on our email
distribution list to receive future news releases, please contact me at 832-327-2234 or via email at

lgodfrey @vnrllc.com.

This information was also provided in last Thursday’s press release. Please note the information reported on this call
speaks only as of today, May 26, 2015. And therefore you are advised that time sensitive information may no longer
be accurate as of the time of any replay. Before we get started, please note that some of the comments today could be
considered forward looking statements and are based on certain assumptions and expectations of management.

For a detailed list of all the risk factors associated with our business, please refer to our 10Q that was filed on May 4,
2015 and is available on our website under the Investor Relations tab and on Edgar. Now, I would like to turn the call
over to Richard Robert, our Executive Vice President and CFO of Vanguard Natural Resources, LLC.

Thank you, Lisa. Good morning, everyone and thanks for joining us as we discuss the details of the
Richard transaction where Vanguard will acquire Eagle Rock Energy Partners LP. Before I continue let me just say
Robert:  that Scott Smith, our President and CEO is traveling out of the country and is not available to join us today
to share with in person his remarks on this exciting news.

Last Thursday, we were pleased to announce that we signed a merger agreement with Eagle Rock Energy Partners
pursuant to which Vanguard will acquire all the outstanding units of Eagle Rock in a unit for unit exchange for a total
consideration of $614 million which includes the assumption of $140 million in net debt at March 31, 2015.

Let me start by saying we appreciate the significant time and effort put forward by Eagle Rock Management and
Board of Directors in thoroughly evaluating the merits of combining our entities consistent with the LRR Energy
management and Board of Directors. They selflessly concluded that one larger, more diversified company was better
equip to handle the challenges of the current commodity price environment.
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We take their trusting us and the responsibility they have placed at our hands very seriously and will do everything in
our power to earn and justify that trust. With that, let me provide an overview of the proposed transaction. As part of
this conference call, we have included a PowerPoint slide deck on our website at www.vnrllc.com in the Investor
Relations section under Presentations.
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I’1l pause for a moment to allow people to pull up the presentation if you haven’t already done so. Okay. Hopefully
everyone’s had a chance to pull up that presentation. To follow along, please turn to Slide 3 of the slide deck. The
transaction which has been approved by the Board of Directors of both companies is structured as a tax-free
unit-for-unit transaction with an exchange ratio of 0.185 VNR units for each EROC unit.

As consideration, Vanguard will issue approximately 29 million new common units to holders of Eagle Rock’s
common units. As the new issuance will be more than 20% of our combined total outstanding common units, VNR
unitholders will have to vote to approve this merger. As we are also in the process of acquiring LRR energy,
Vanguard has obtained a consent from LRR Energy to move forward with the Eagle Rock plan of merger
simultaneously with the LRR Energy plan of merger.

Considering that both the LRR Energy and the Eagle Rock transactions are consummated, LRR Energy unitholders
will earn 12% and Eagle Rock unitholders will own 22% of the combined Vanguard entity. The consideration we
received by Eagle Rock unitholders is valued at $3.05 per unit based on Vanguard closing’s price on May 21 of
$16.48.

This consideration represents a 24% premium to the closing price for Eagle Rock units on May 21. We anticipate
closing will occur in the Third Quarter of 2015 and is subject to unitholder approval by the EROC unitholders and the
VNR unitholders. I want to point out that affiliates of NGP own more than 30% of EROC’s outstanding units and have
agreed to vote their units in favor of the transaction.

Turning to Slide 4, you’ll find an overview of Eagle Rock’s properties. This transaction is another excellent strategic fit
for Vanguard and will strengthen Vanguard’s existing footprint in the Mid-Continent region in particular. Eagle Rock
operates in 3 regions, the Anadarko and Arkoma Basins in the Mid-Continent, Permian Basin and the Gulf Coast area
which includes properties in Texas, Mississippi and Alabama.

The Mid-Continent is by far the largest area encompassing approximately 70% of Eagle Rock’s proved reserves. These
properties overlay nicely with our existing assets. And with a high proved developed percentage of 78% and a proved
reserve life of 12 years, they are highly complementary to our existing asset base.

If you turn to Slide 5, you will see more details how Eagle Rock’s assets fit into our existing properties. As many of
you may know, Eagle Rock has established a great position in the SCOOP and STACK horizontal play in Anadarko
Basin with approximately 20,000 net acres in Grady, McClain, Garvin and Stephens counties.

Currently, Eagle Rock is producing approximately 17 million cubic feet equivalent per day from 6 operated and 21
non-operated wells. We feel very fortunate to be adding another prolific Basin that is in the beginning stages of
development. At a March luncheon, a person from the consulting firm of Wood McKenzie made a presentation on the
SCOOP/STACK and Cana Woodford economics and one of the slides compared to break even economics of the
lower 48 top players. The slide was titled, “The Core of the SCOOP Has Best in Class Rocks” and so it should be no
surprise that 3 sub-plays from the SCOOP and STACK were top quartile performers. In fact, two of the SCOOP
sub-plays were rated the No. 1 and the No. 3 most economic plays in the lower 48.

Fortunately, Eagle Rock has a very strong position in the core of these sub-plays. As confirmation of the quality of
Eagle Rock’s excellent position in this developing window, I believe there are 28 active rigs in the SCOOP and 4
active rigs in the STACK area and Eagle Rock has an interest in most of those wells that are being drilled.

We are confident that this asset will provide a significant amount of future upside potential. And we look forward to

being active in this trend over the long term. Turning to Slide 6, we show the pre forma effect of the two mergers on
our reserve base. On a combined basis, VNR’s total reserves are approximately 2.6 TCFE and 71% proved developed
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at December 31st.
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As with the LRR acquisition, this transaction further diversifies our regional production while also adding more
liquids to the portfolio. Slide 7 details the many benefits of the transactions to both parties. I won’t read each point on
the slide but in a nutshell, it isn’t often that a transaction provides an opportunity to increase the scale and diversity and
improve liquidity, increase cash flow on a per unit basis and materially de-lever the company all at the same time.

I did notice there is one very important benefit that isn’t on the slide. This transaction gives Vanguard an opportunity to
attract and retain experienced oil and gas professionals from Eagle Rock. The LRR acquisition did not come with any
employees other than those out in the field. So this allows Vanguard to help fill the positions that would ultimately be
needed after the LRR closing.

Creating a top notch employee base is critical if we’re to successfully continue on growth through acquisition strategy.
We believe the transaction delivers significant benefits to the Eagle Rock unitholders who through their holdings in
Vanguard will have the ownership in a much larger MLP with an established track record of growth through
acquisitions.

Additionally, with a larger operating platform spread across 9 regions, the combined entity will have a more
diversified area of operations. Ultimately, distribution stability, distribution coverage and growth potential should all
be enhanced. In addition, the Eagle Rock unitholders are receiving a meaningful premium to its recent trading price.

Finally and probably most importantly, the Eagle Rock unitholders will continue to participate in the future growth
and upside of the combined company and will continue to be well-positioned when a commodity price recovery
occurs. If you turn to Slide 8, we show a pro forma capitalization table of the combined entities.

We intend to refinance Eagle Rock’s approximately $162 million of outstanding debt under its credit facility under our
existing credit facility. And the table on Slide 8 indicates that the $51 million in senior notes remain outstanding as
there are no change of control provisions for these notes. One very important benefit of both mergers is the beneficial
impact of VNR’s pro forma leverage metrics.

These transactions will lower VNR’s combined 2015 and 2016 pro forma leverage to approximately 4 times debt to
adjusted last 12 month EBITDA which is approximately a full turn improvement over the VNR standalone leverage
metric. Historically, Vanguard targets and has operated with a leverage ratio of approximately 3 times.

The 2014 year end leverage metric as computed for our credit facility was 3.5 times debt to adjusted EBITDA.
Although we were very fortunate last year to close two large acquisitions in the Third Quarter, we were unfortunate in
that we did not have time to refinance our credit facility debt with additional equity or unsecured bonds before the
capital markets deteriorated.

However, as I have alluded to in the past, there are many different solutions to remedy the issues that we were facing,
and I am very pleased to say that the two mergers offer a very attractive solution. Post the acquisition of both LRR and
Eagle Rock, the combined entity will have significantly reduced its’ leverage and is positioned to come out of the
current commodity cycle a much larger and stronger entity.

Turning to Slide 9, we show the pro forma impact of Eagle Rock’s hedge book. Eagle Rock is very well hedged with
its” oil and natural gas production hedge at approximately 80% in 2015 and 70% in 2016. Additionally, they have
significant hedges related to their NGL production in both 2015 and 2016.

The hedging was done in the form of plain vanilla swaps which provide significant stability in cash flows over this
time period. On a pro forma basis, this modestly improves the combined entities’ hedge percentages while also adding
longer dated oil swaps in 2017 through 2019. In summary, we’re very excited about this transaction and the immediate
benefit it brings to VNR unitholders, Eagle Rock unitholders and LRR unitholders.
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We certainly view this transaction as a win/win scenario for all unitholders and all of our other debt and equity
investors for that matter. We believe that all 3 companies’ stakeholders will benefit from a larger, more diversified
entity with lower financial leverage and stronger positions in several U.S. basins.

Standard & Poors credit rating agency has apparently come to the same conclusion as they placed Vanguard on
positive credit watch which suggests an improvement to our credit rating is likely after the mergers are consummated.
The all unit nature of these transactions will allow Vanguard, LRR Energy and Eagle Rock unitholders to jointly reap
the value growth in an improving commodity price cycle.

We look forward to welcoming both the LRR and Eagle Rock unitholders to Vanguard. With that, we’ll now open the
line for Q&A.

Thank you. Ladies and gentlemen, if you would like to ask a question, please signal by pressing star 1 on

Operator: your telephone keypad. If you’re using a speakerphone, please make sure your mute function is turned off to
“allow your signal to reach our equipment. Again, that is Star 1 to ask a question on today’s call. And we’1l
pause for just a moment to allow everyone an opportunity to signal into the queue.

Once again, ladies and gentlemen, that is star 1 to ask a question on today’s call. And ladies and gentlemen, if you did
queue into the queue, please press star 1 again to ask your question. Once again, that is star 1 to ask a question on
today’s call.

And ladies and gentlemen, if you do have a question on today’s call, please press star 1 at this time. And we’ll now take
our first question from Sachin Shah with Albert Fried.

Sachin Shah: Hello.

Overator- And it appears there are no further questions in the queue at this time. And I’m going to go ahead and turn it
p “over to our speakers for any closing remarks.
I see I must have done a pretty good job with our presentation if there’s no question. Hopefully, everyone -
any questions they may have had before we started the call have now been answered. But as always, we’re
available. And we’d be happy to answer questions when you think of them. We’re always available.

Richard
Robert:

So again, thank you for taking the time this morning. And we will look forward to talking you at some later date.

And I do apologize, this is the operator. We do have a few questions in the queue. Would you like to take
Operator:

those now?
Richard Robert: Sure.

Okay. We’ll go first to our first question from John Ragozzino with RBC Capital Markets. Caller, please
check your mute function.

Operator:
John Ragozzino: How about now?

Operator: Caller, please check your mute function.
John Ragozzino: I don’t have my mute function on.

Richard Robert: Okay. We can here you now.

10
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Alright. This is a little bit frustrating start to the call. But let me just say congratulations. And Richard,
great job with really looking out to create value in a difficult environment. It’s been quite a terror over
the last couple of weeks.

11
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Richard Robert: Thank you.

John Anyway, could you give us the pro forma decline rate on the portfolio. Then you bake in both the LRE
Ragozzino: and the Eagle Rock assets.

Well, I mean the LRR transaction as I read in their 10K, they had suggested that their (PDP) decline rate
was in the 11% range. I anticipate that the Eagle Rock decline rate is higher than that due to the nature of
their - of their SCOOP/STACK assets. They’ve been doing a lot of drilling in that area obviously.

Richard
Robert:

And so they’re going to have higher decline rates. I don’t know what that number is off the top of my head. But I'm
being motioned here that says the assets about 20%. So you know obviously with that combined with ours, you know
I think between the two of them, we always project ours to be somewhere in the 14% range.

And so I would anticipate the combination of the two, it may modestly increase our decline rate. But - and frankly, I'm
not too concerned about it. And that’s one of the nice things about you know how this asset fits in with ours as a larger
entity with more production. You know is there going to be some volatility in our production?

Perhaps a little bit. Obviously, we’re very hopeful that those SCOOP and STACK wells continue to be very
productive. So I’d like to think that they maybe a little bit volatile. But we also anticipate a fairly consistent rig count
in that area. And so you know that volatility on an overall production basis won’t be quite as large.

Okay. And when I think about to the last time I check in with Joe, you know one of his key strategic
John initiatives was managing that decline rate which I think last time I heard, it was like around 23%.
Ragozzino: Obviously, that’s a little bit above what we’d like to see in this sector. Can you comment on perhaps what
your plans are for the STACK and SCOOP plays?

I mean given the current environment, they do have you know robust economics. But to the extent that they offer such
a high decline rate, I don’t know that they necessarily make the most sense absent a sort of a drill ((inaudible))
structure or some sort of farm out where you know the take tail end of the production or something like that. Have you
given that much thought?

Yes. Certainly we have. There’s clearly a lot of optionality related to earning that type of asset. You know
Richard new fields. Continental and ((inaudible)) are all very active in the area. So Eagle Rock has an interest. And
Robert:  so you know I’m sure Joe has - has had a lot of ((inaudible)) about selling that acreage. And frankly, we’ve
already had some ((inaudible)) ourselves.

So clearly, there’s a lot of interest in earning more of that acreage. Could we do something that will potentially
increase our interest over a wider area and reduce some of the maybe higher working interest areas to a lower one and
as a result, take a larger - or take a more diverse interest in a larger part of the play?

That’s possible. You know there’s a lot of ways to manager that position. And again, we like the optionality of it. You
know as far as the decline rate is concerned, I mean it only becomes a problem from my perspective if you try to pay
distribution based on that high decline rate. And you get on that treadmill.

That’s not a treadmill we plan on getting on frankly. I think to the extent we have fresh cash flow you know new wells,

that’s going to be your mark to introduce leverage further. So you know we will manage that cash flow. We will
manage that decline rate and certainly look for opportunities to improve our position in the overall play going forward.

12
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Alright. And just one more quick housekeeping question. Looking at Slide 8 on the capitalization
tables, you still have $73 million on the RGP unit value form Eagle Rock. I presume when the deal

13
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closes and the $8.375 senior notes, I think those are net - mostly a wash when you consider the distributions and the
coupon on the notes.

What are the plans - or do you plan on liquidating that? Paying that off? And would that give you further
de-leveraging on the 3 times number that you have at the yearend 2014?

We are anticipating that Eagle Rock will continue to monetize those EPP units. You know RGP is acquired
Richard by EPP. So they’re now EPP units. And the expectation is that Eagle Rock will continue on their plan of
Robert:  divesting those units through the end of the Second Quarter. So we expect at the time that our transaction is
consummated, they will no longer have those units.

And their revolving credit facility will be at a lower number.
John Ragozzino: Okay.

Richard As far as the $51 million in notes, there’s no intentions to do anything with those at the moment. And those
Robert: are included in our 3-time - in our 4-times number that we’re anticipating on a consolidated basis.

John Ragozzino: Alright. Well, thanks very much. And gain, congrats on an active start to the year.
Richard Robert: Yes. Thank you.

0 erator'once again, ladies and gentlemen, that is star 1 to ask a question. We’ll now take our next question from
p "Adam Fackler with MLV& Company.

Adam Fackler: Good morning, guys. And congratulations.
Richard Robert: Thank you very much.

Just a quick follow up to John’s question. I believe Eagle Rock had talked about maybe deferring some
Adam operated drilling activity until the Second Half of the year. I was wondering if at this point, you had any
Fackler: feel for if you plan to also pick up a rig or two in the SCOOP or how you were going to specifically look to
handle that operated piece.

We’re going to be very patient I guess is the right word. We’re going to want to get very - you know we’re
Richard going to want to get up to speed with what our options are before we proceed down any path. So I would
Robert:  not look for us to becoming active drillers on an operated basis in the near term. We’re going to study kind
of what our options are and then make a plan.

But I wouldn’t expect us to do anything this year, any significant way on the drilling.

Adam Okay. Fair enough. I appreciate it. And then just one more if I could. Could you provide any additional
Fackler:  detail on expected G&A synergies in terms of either quantifying it or giving some color on the timing?

Sure. You know clearly when you enter into transactions like this, there are a number of duplicative public
Richard company costs that get eliminated from Day 1. You know, i.e. the Board of Directors for example. You
Robert:  know we certainly do anticipate you know some consolidation of operations. There will be some employees
that are hired. And some employees that are going to be redundant.

14
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So you know there’s a number you know audit fees, K1. There’s just a whole host of public company costs that do go
away. And we’ve looked at it fairly extensively. And we do expect that number to be quite meaningful. That’s what
makes these transactions work at the end of the day. So you know some are probably in the $15 to $20 million range.

It’s kind of what we’re anticipating from a synergy standpoint on the G&A front.

Adam Fackler: Excellent. Thank you. And that’s 15 to 20 on an annualized basis?

15
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Richard Robert: That’s correct.

Adam Fackler: Thank you. Appreciate the time. And once again, congrats on the transaction.
Richard Robert: Thank you, Adam.

Operator: And we’ll now take our next question from Jay Dobson with Wunderlich Securities.
Jay Dobson: Hey, good morning, Richard. It’s Jay Dobson. Can you hear me okay?

Richard Robert: I sure can, Jay.

Hey, great. Most of my questions have been answered. But as we look to the last I guess month or five
Jay weeks, you’ve announced two transactions. Plate’s awfully full. Maybe just talk a little bit about the M&A
Dobson: environment that you’re seeing and perhaps Vanguard’s appetite you know in the near to intermediate term
for additional activity.

Richard Robert: ~ Oh, we always have an appetite. But we do have to be realistic in terms of you know the efforts

that are going to be required to integrate both entities. The LRR transaction frankly is a much easier transaction to
integrate as it’s much more like an asset transaction because it doesn’t have a whole host of employees other than those
that are out in the field.

And we’re - you know we’re not trying to get ((inaudible)) to talk to one another etcetera, etcetera. So I like the LRR
transaction much more to an asset transaction. The Eagle Rock transaction is going to require you know much more
time and effort not unlike the Encore transaction that we executed back in 2010 and 2011.

You know and I point out you know 2011 was the year we were intergrading Encore. And that is the year we’ve had
more transactions close than any other year. We actually had 8 transactions that we - that we closed in that year at the
same time we were intergrading Encore. So I mean I think we have the bandwidth to do it.

But the reality is, we’ve got to stand down for a period of time. Every time we do what’s considered a material
transaction to the SEC guidelines, we would have to change our S4 that’s on file with the SEC. So in order to actually
end up closing these transactions, we will have to stand down and not do any material transactions for a period of time
until the transaction’s closed.

So I would anticipate that we’re going to be a little bit slower. There’s still some good deals out there. You know
fortunately, a lot of deals take quite a while to close. And so I frankly don’t anticipate that we’re going to slow down.

And we’ll continue to look for deals that we can close after these mergers are closed.

No. That’s great. And then just one quick follow on the SG&A. I think you said 15 to 20 in this one and then

Jay about 8 in the LRE transaction. Since those are largely public company expenses, I assume you can achieve
Dobson: that run rate within the first 6 to 9 months so that you know looking out six months, you’d be on that run
rate.

We’re certainly going to try and put ourselves in a positon to do it as quickly as possible. I’d say certainly
Richard say no longer than six months. You know there are some costs that we’re - you’re contractually going to
Robert:  continue to incur until those contracts run off. You know leases and other things that we don’t - that we can’t
get rid of.
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So yes, there will be some improvement even beyond the first 6 to 9 months. But yes, we anticipate the majority of the
cost savings to incur fairly quickly.

Jay Dobson: That’s great. Well, congratulations on the transaction.

Richard Robert: Thank you very much.
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Operator: And there are no further questions in the queue at this time.

Richard Okay. Well, again thank you everyone for taking the time to listen in. And as always, we’re available to
Robert: answer any questions that come up after the fact. Have a good day.

Operator: And ladies and gentlemen, that concludes today’s conference call. We thank you for your participation.

END

windowtext 2.25pt;border-left:none;border-right:none;border-top:solid windowtext 1.0pt;padding:Oin Oin Oin
Oin;width:10.7%;">

90,227

Net earnings per share:
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Basic
$

0.36
$

0.27
$

0.53
$

0.49
Diluted
$

0.35
$

0.26
$

0.51
$
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0.48
Weighted average shares:
Basic
186,335
182,831
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185,514

182,644

Diluted

191,684

187,724

190,662

187,431

The accompanying condensed notes, together with the Notes to Consolidated Financial Statements contained in the Company s Annual Report on
Form 10-K for the fiscal year ended September 30, 2011, are an integral part of these financial statements.

21



Edgar Filing: LRR Energy, L.P. - Form 425

Table of Contents

SALLY BEAUTY HOLDINGS, INC. AND SUBSIDIARIES
Consolidated Balance Sheets
(In thousands, except par value data)

March 31, September 30,
2012 2011
(Unaudited)
Assets
Current assets:
Cash and cash equivalents $ 64,810 $ 63,481
Trade accounts receivable, less allowance for doubtful accounts of $2,374 at March 31, 2012
and $2,086 at September 30, 2011 56,000 61,996
Accounts receivable, other 37,073 33,530
Inventory 689,367 665,246
Prepaid expenses 25,492 26,360
Deferred income tax assets, net 28,588 28,535
Total current assets 901,330 879,148
Property and equipment, net of accumulated depreciation of $336,530 at March 31, 2012 and
$317,677 at September 30, 2011 187,393 182,489
Goodwill 532,833 505,873
Intangible assets, excluding goodwill, net of accumulated amortization of $52,210 at
March 31, 2012 and $45,467 at September 30, 2011 135,981 129,658
Other assets 32,395 31,432
Total assets $ 1,789,932 $ 1,728,600
Liabilities and Stockholders Deficit
Current liabilities:
Current maturities of long-term debt $ 2,096 $ 3,004
Accounts payable 250,265 262,114
Accrued liabilities 167,264 185,509
Income taxes payable 2,865 9,379
Total current liabilities 422,490 460,006
Long-term debt 1,354,068 1,410,111
Other liabilities 26,530 26,154
Deferred income tax liabilities, net 56,057 51,311
Total liabilities 1,859,145 1,947,582
Stockholders deficit:
Common stock, $0.01 par value. Authorized 500,000 shares; 187,040 and 184,502 shares
issued and 186,707 and 184,057 shares outstanding at March 31, 2012 and September 30,
2011, respectively 1,867 1,841
Preferred stock, $0.01 par value. Authorized 50,000 shares; none issued
Additional paid-in capital 721,037 681,256
Accumulated deficit (781,358) (879,305)
Treasury stock, 15 shares at March 31, 2012 and September 30, 2011, at cost (103) (103)
Accumulated other comprehensive loss, net of tax (10,656) (22,671)
Total stockholders deficit (69,213) (218,982)
Total liabilities and stockholders deficit $ 1,789,932 $ 1,728,600

The accompanying condensed notes, together with the Notes to Consolidated Financial Statements contained in the Company s Annual Report on
Form 10-K for the fiscal year ended September 30, 2011, are an integral part of these financial statements.
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SALLY BEAUTY HOLDINGS, INC. AND SUBSIDIARIES
Consolidated Statements of Cash Flows
(In thousands)

(Unaudited)

Six Months Ended
March 31,
2012 2011
Cash Flows from Operating Activities:
Net earnings $ 97,947 $ 90,227
Adjustments to reconcile net earnings to net cash provided by operating activities:
Depreciation and amortization 31,493 28,888
Share-based compensation expense 10,976 10,275
Amortization of deferred financing costs 2,992 3,495
Excess tax benefit from share-based compensation 9,124) (776)
Net loss (gain) on disposal of property and equipment 5 (1,504)
Net loss on extinguishment of debt 35,145 1,741
Deferred income taxes (285) 509
Changes in (exclusive of effects of acquisitions):
Trade accounts receivable 8,076 1,288
Accounts receivable, other (2,805) (9,462)
Inventory (10,631) (12,671)
Prepaid expenses 1,463 (670)
Other assets 1,121 44
Accounts payable and accrued liabilities (30,440) 9,632
Income taxes payable 1,838 1,886
Other liabilities 319 2,723
Net cash provided by operating activities 138,090 125,625
Cash Flows from Investing Activities:
Capital expenditures (27,047) (29,370)
Proceeds from sale of property and equipment 91 145
Acquisitions, net of cash acquired (43,154) (81,170)
Net cash used by investing activities (70,110) (110,395)
Cash Flows from Financing Activities:
Change in book cash overdraft 2,516
Proceeds from issuance of long-term debt 929,200 379,505
Repayments of long-term debt (1,010,474) (397,221)
Debt issuance costs (15,191) (5,284)
Proceeds from exercises of stock options 20,111 3,807
Excess tax benefit from share-based compensation 9,124 776
Net cash used by financing activities (67,230) (15,901)
Effect of foreign exchange rate changes on cash and cash equivalents 579 279
Net increase (decrease) in cash and cash equivalents 1,329 (392)
Cash and cash equivalents, beginning of period 63,481 59,494
Cash and cash equivalents, end of period $ 64,810 $ 59,102
Supplemental Cash Flow Information:
Interest paid (a) $ 77,819 $ 51,311
Income taxes paid $ 60,746 $ 50,249

(a) For the six months ended March 31, 2012, interest paid includes $24.4 million in call premiums paid upon the redemption of certain notes.
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The accompanying condensed notes, together with the Notes to Consolidated Financial Statements contained in the Company s Annual Report on
Form 10-K for the fiscal year ended September 30, 2011, are an integral part of these financial statements.
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Sally Beauty Holdings, Inc. and Subsidiaries
Condensed Notes to Consolidated Financial Statements

(Unaudited)

1. Description of Business and Basis of Presentation

Description of Business

Sally Beauty Holdings, Inc. and its consolidated subsidiaries ( Sally Beauty or the Company ) sell professional beauty supplies through its Sally
Beauty Supply retail stores in the U.S., Puerto Rico, Canada, Mexico, Chile, the United Kingdom, Ireland, Belgium, France, Germany, the
Netherlands and Spain. Additionally, the Company distributes professional beauty products to salons and salon professionals through its Beauty
Systems Group ( BSG ) store operations and a commissioned, direct sales force that calls on salons primarily in the U.S., Puerto Rico, Canada, the
United Kingdom and certain other countries in Europe, and to franchises in the southern and southwestern regions of the U.S., and in Mexico
through the operations of its subsidiary Armstrong McCall. Certain beauty products sold by BSG and Armstrong McCall are sold under

exclusive territory agreements with the manufacturers of the products.

Basis of Presentation

The consolidated interim financial statements include the accounts of the Company and its subsidiaries. All significant inter-company accounts
and transactions have been eliminated in consolidation. In the opinion of management, these consolidated financial statements reflect all
adjustments which are of a normal recurring nature and which are necessary to present fairly the Company s consolidated financial position as of
March 31, 2012 and September 30, 2011, its consolidated results of operations for the three and six months ended March 31, 2012 and 2011, and
its consolidated cash flows for the six months ended March 31, 2012 and 2011.

All references in these notes to management are to the management of Sally Beauty.

2. Significant Accounting Policies

The consolidated interim financial statements included herein are unaudited and have been prepared by the Company pursuant to the rules and
regulations of the Securities and Exchange Commission ( SEC ). Certain information and note disclosures normally included in annual financial
statements prepared in accordance with accounting principles generally accepted in the United States ( GAAP ) have been condensed or omitted
pursuant to those rules and regulations, although the Company believes that the disclosures made are adequate to make the information not
misleading. These consolidated interim financial statements should be read in conjunction with the financial statements and notes thereto
included in the Company s Annual Report on Form 10-K for the fiscal year ended September 30, 2011. The Company adheres to the same
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accounting policies in the preparation of its interim financial statements. As permitted under GAAP, interim accounting for certain expenses,
including income taxes, is based on full year assumptions. Such amounts are expensed in full in the year incurred. For interim financial reporting
purposes, income taxes are recorded based upon estimated annual effective income tax rates.

The results of operations for these interim periods are not necessarily indicative of the results that may be expected for any future interim period
or the entire fiscal year.

3. Recent Accounting Pronouncements and Accounting Changes

Recent Accounting Pronouncements

In December 2010, the Financial Accounting Standards Board ( FASB ) issued Accounting Standards Update ( ASU ) No. 2010-28 which
amended Accounting Standards Codification ( ASC ) Topic 350, Intangibles-Goodwill and Other ( ASC 350 ). This amendment modified the
goodwill impairment test for reporting units with a zero or negative carrying amount, by requiring that Step 2 of the goodwill impairment test be
performed for such reporting units if it is more likely than not that an impairment of goodwill exists. The Company adopted this amendment
during the first quarter of its fiscal year 2012 and its adoption did not have a material effect on the Company s consolidated financial position,
results of operations or cash flows.

In December 2010, the FASB issued ASU No. 2010-29 which amended ASC Topic 805, Business Combinations. This amendment requires that
a public company that enters into business combinations that are material on an individual or aggregate basis disclose certain pro-forma
information for the current and the immediately preceding fiscal year. This amendment also expands the supplemental pro-forma disclosures to
include a description of the nature and amount of material, non-recurring pro-forma adjustments directly attributable to such business
combination or business combinations. The Company adopted this amendment during the first quarter of its fiscal year 2012 and its adoption did
not have a material effect on the Company s consolidated financial position, results of operations or cash flows.

In May 2011, the FASB issued ASU No. 2011-04 which amended ASC Topic 820, Fair Value Measurements and Disclosures ( ASC 820 ). This
amendment changed the title of ASC 820 to Fair Value Measurement and adopted fair value measurement and disclosure guidance that is
generally consistent with the corresponding International Financial Reporting Standards ( IFRS ) guidance. More specifically, this amendment
changed certain requirements for measuring fair value or for disclosing

10
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Condensed Notes to Consolidated Financial Statements

(Unaudited)

information about fair value measurements or, alternatively, clarified the FASB s intent about the application of existing fair value measurement
and disclosure guidance. The Company adopted this amendment during the second quarter of its fiscal year 2012 and its adoption did not have a
material effect on the Company s consolidated financial position, results of operations or cash flows.

In September 2011, the FASB issued ASU No. 2011-08 which amended ASC 350. This amendment allows an entity to first assess relevant
qualitative factors in order to determine whether it is necessary to perform the two-step quantitative goodwill impairment test otherwise required
under ASC 350. In effect, the amendment eliminates the need to calculate the fair value of a reporting unit in connection with the goodwill
impairment test unless the entity determines, based on the qualitative assessment, that it is more likely than not that the reporting unit s fair value
is less than its carrying amount. As permitted, the Company adopted this amendment during the second quarter of its fiscal year 2012 and its
adoption did not have a material effect on the Company s consolidated financial position, results of operations or cash flows.

We have not yet adopted and are currently assessing any potential effect of the following pronouncement on our consolidated financial
statements:

In June 2011, the FASB issued ASU No. 2011-05 which amended ASC Topic 220, Comprehensive Income ( ASC 220 ). This amendment, which
must be applied retrospectively, will allow an entity the option to present the components of net income, as well as total comprehensive income
and the components of other comprehensive income, either in a single continuous statement of comprehensive income or in two separate
consecutive statements. This amendment also eliminates the option to present the components of other comprehensive income in the statement

of stockholders equity but does not change the items that must be reported. In addition, in December 2011, the FASB issued ASU No. 2011-12
which further amended ASC 220. More specifically, this amendment provided for deferral, until further action by the FASB, of the effective

date for changes to the presentation of reclassifications of items out of accumulated other comprehensive income required by ASU No. 2011-05.
For public companies, these amendments are effective for fiscal years, and interim periods within those fiscal years, beginning after

December 15, 2011. Early application is permitted.

Accounting Changes

The Company made no accounting changes during the six months ended March 31, 2012.

4. Fair Value Measurements
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The Company s financial instruments consist of cash and cash equivalents, trade and other accounts receivable, accounts payable, interest rate
swap agreements, foreign currency option, collar and forward agreements and debt. The carrying amounts of cash and cash equivalents, trade
and other accounts receivable, and accounts payable approximate fair value due to the short-term nature of these financial instruments.

The Company measures on a recurring basis and discloses its financial instruments under the provisions of ASC 820, as amended. The Company
defines fair value as the price that would be received to sell an asset or paid to transfer a liability (i.e., the exit price) in an orderly transaction
between market participants at the measurement date. ASC 820 establishes a three-level hierarchy for measuring fair value and requires an entity
to maximize the use of observable inputs and minimize the use of unobservable inputs when measuring fair value. This valuation hierarchy is
based upon the transparency of inputs to the valuation of an asset or liability on the measurement date. The three levels of that hierarchy are
defined as follows:

Level 1 - Unadjusted quoted prices in active markets for identical assets or liabilities;

Level 2 - Unadjusted quoted prices in active markets for similar assets or liabilities; or unadjusted quoted prices for identical or similar assets or
liabilities in markets that are not active; or inputs other than quoted prices that are observable for the asset or liability; or inputs that are derived
principally from or corroborated by observable market data; and

Level 3 - Unobservable inputs for the asset or liability.

11
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Consistent with this hierarchy, the Company categorized certain of its financial assets and liabilities as follows at March 31, 2012 (in thousands):

As of March 31, 2012

Total Level 1 Level 2 Level 3

Assets

Foreign currency forwards (a) $ 7 $ 7

Foreign currency collars (a) 327 327

Total assets $ 334 $ 334

Liabilities

Long-term debt (b)(c) $ 1,404,914 $ 798,750 $ 606,164

Hedged interest rate swaps (a) 1,678 1,678

Foreign currency forwards (a) 86 86

Total liabilities $ 1,406,678 $ 798,750 $ 607,928

Consistent with this hierarchy, the Company categorized certain of its financial assets and liabilities as follows at September 30, 2011 (in
thousands):

As of September 30, 2011

Total Level 1 Level 2 Level 3
Assets
Foreign currency forwards (a) $ 424 $ 424
Foreign currency collars (a) 680 680
Total assets $ 1,104 $ 1,104
Liabilities
Long-term debt (b)(c) $ 1,420,337 $ 725,288 $ 695,049
Hedged interest rate swaps (a) 6,450 6,450
Foreign currency forwards (a) 528 528
Total liabilities $ 1,427,315 $ 725,288 $ 702,027
(a) Foreign currency options, collars and forwards, and interest rate swaps are valued for purposes of this disclosure using widely accepted

valuation techniques, such as discounted cash flow analyses, and reasonable estimates, such as projected market interest rates and projected
foreign currency exchange rates, as appropriate. Please see Note 10 for more information about the Company s foreign currency options, collars
and forwards, and interest rate swaps.

(b) Long-term debt, which is carried at amortized cost in the Company s consolidated financial statements, is generally valued for purposes

of this disclosure using widely accepted valuation techniques, such as discounted cash flow analyses, and observable inputs, such as market

interest rates, except for the senior and senior subordinated notes (prior to their December 2011 redemption) and the 6.875% senior notes due

2019 (the new senior notes ). The senior and senior subordinated notes (prior to their December 2011 redemption) were, and the new senior notes
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are, valued using unadjusted quoted market prices for such debt securities. Please see Note 9 for more information about the Company s debt.

(c) In November 2011, the Company, through certain of its domestic subsidiaries, issued $750.0 million aggregate principal amount of the
Company s new senior notes. In December 2011, the Company redeemed its senior notes due 2014 and its senior subordinated notes due 2016
with the net proceeds from the new senior notes. Please see Note 9 for more information about the Company s debt.

12
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5. Net Earnings Per Share

Basic net earnings per share, is calculated by dividing net earnings by the weighted average number of shares of common stock outstanding
during the period. Diluted net earnings per share, is calculated similarly but includes the potential dilution from the exercise of all outstanding
stock options and stock awards, except when the effect would be anti-dilutive.

The following table sets forth the computations of basic and diluted earnings per share (in thousands, except per share data):

Net earnings $ $ 97,947

Dilutive securities:

Total weighted average diluted shares 191,684 187,724 190,662 187,431

At March 31, 2012, options to purchase 44,340 and 1,964,831 shares of the Company s common stock were outstanding but not included in the
computation of diluted earnings per share for the three and six months ended March 31, 2012, respectively, since these options were
anti-dilutive. Anti-dilutive options are: (a) out-of-the-money options (options the exercise price of which is greater than the average price per
share of the Company s common stock during the period), and (b) in-the-money options (options the exercise price of which is less than the
average price per share of the Company s common stock during the period) for which the sum of assumed proceeds, including unrecognized
compensation expense, exceeds the average price per share for the period. At March 31, 2011, all outstanding options to purchase shares of the
Company s common stock were dilutive.

6. Comprehensive Income and Accumulated Other Comprehensive (Loss) Income

Comprehensive income consists of net earnings, foreign currency translation adjustments and deferred gain on interest rate swaps as follows (in
thousands):
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Three Months Ended Six Months Ended
March 31, March 31,
2012 2011 2012 2011
Net earnings $ 67,813 $ 49,278 $ 97,947 $ 90,227
Other comprehensive income adjustments:
Foreign currency translation adjustments (a) 10,975 11,324 9,095 12,015
Deferred gain on interest rate swaps (b) 1,425 1,308 2,920 2,837
Comprehensive income $ 80,213 $ 61,910 $ 109,962  $ 105,079
(a) There were no income tax amounts related to foreign currency translation adjustments recorded in other comprehensive income for the
three and six months ended March 31, 2012 and 2011.
(b) Amounts are net of income tax of $0.9 million and $0.8 million for the three months ended March 31, 2012 and 2011; and net of income

tax of $1.9 million and $1.8 million for the six months ended March 31, 2012 and 2011, respectively.

33



Edgar Filing: LRR Energy, L.P. - Form 425

Table of Contents

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

(Unaudited)

The components of accumulated other comprehensive loss, net of tax, as of March 31, 2012 and September 30, 2011 are as follows (in
thousands):

March 31, September 30,
2012 2011
Cumulative foreign currency translation adjustments (a) $ (9,629) $ (18,724)
Deferred (losses) on interest rate swaps, net of tax (b) (1,027) (3,947)
Total accumulated other comprehensive loss, net of tax $ (10,656) $ (22,671)
(a) There were no income tax amounts related to foreign currency translation adjustments at March 31, 2012 and September 30, 2011.

(b) Amounts are net of income tax of $0.7 million and $2.5 million at March 31, 2012 and September 30, 2011, respectively. Please see
Note 10 for more information about the Company s interest rate swaps.

7. Share-Based Payments

The Company measures the cost of services received from employees, directors and consultants in exchange for an award of equity instruments
based on the fair value of the award on the date of grant, and recognizes compensation expense on a straight-line basis over the vesting period or
over the period ending on the date a participant becomes eligible for retirement, if earlier.

The Company granted approximately 2.0 million and 3.0 million stock options and approximately 32,000 and 199,000 restricted share awards to
its employees and consultants during the six months ended March 31, 2012 and 2011, respectively. Upon issuance of such grants, the Company
recognized accelerated share-based compensation expense of $5.3 million and $5.0 million in the six months ended March 31, 2012 and 2011,
respectively, in connection with certain retirement eligible employees who are eligible to continue vesting awards upon retirement under the
provisions of the Sally Beauty Holdings, Inc. 2010 Omnibus Incentive Plan (the 2010 Plan ) and certain predecessor share-based compensation
plans such as the Sally Beauty Holdings, Inc. 2007 Omnibus Incentive Plan (the 2007 Plan ). In addition, the Company granted approximately
26,000 and 43,000 restricted stock units to its non-employee directors during the six months ended March 31, 2012 and 2011, respectively.

The following table presents the total compensation cost charged against income and included in selling, general and administrative expenses for
the periods presented for all share-based compensation arrangements and the related tax benefits recognized in our consolidated statements of
earnings (in thousands):
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Three Months Ended Six Months Ended
March 31, March 31,
2012 2011 2012 2011
Share-based compensation expense $ 2,945 2,437 $ 10976  $ 10,275
Income tax benefit related to share-based
compensation expense $ 1,143 946 $ 4259  $ 3,987
Stock Options

Each option has an exercise price that equals the closing market price of the Company s common stock on the date of grant and generally has a
maximum term of 10 years. Options generally vest ratably over a four-year period and are generally subject to forfeiture until the vesting period
is complete, subject to certain retirement provisions contained in the 2010 Plan and certain predecessor share-based compensation plans such as

the 2007 Plan.

14
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The following table presents a summary of the activity for the Company s stock option awards for the six months ended March 31, 2012:

Weighted
Average
Number of Weighted Remaining Aggregate
Outstanding Average Contractual Intrinsic
Options (in Exercise Term (in Value (in
Thousands) Price Years) Thousands)
Outstanding at September 30, 2011 13,778  $ 8.50 68 $ 111,571
Granted 1,979 19.21
Exercised (2,528) 7.96
Forfeited or expired (113) 10.48
Outstanding at March 31, 2012 13,116 $ 10.21 69 $ 191,413
Exercisable at March 31, 2012 7,023 $ 8.29 57 $ 115,978

The following table summarizes information about stock options under the Company s share-based compensation plans at March 31, 2012:

Options Outstanding Options Exercisable
Weighted
Number Average Number

Outstanding Remaining Weighted Exercisable Weighted
Range of at March 31, Contractual Average at March 31, Average
Exercise 2012 (in Term (in Exercise 2012 (in Exercise
Prices Thousands) Years) Price Thousands) Price
$2.00 524 2,007 5.7 $ 4.72 1,402 $ 4.49
$742 19.21 11,109 7.1 11.20 5,621 9.23
Total 13,116 6.9 $ 10.21 7,023 $ 8.29

The Company uses the Black-Scholes option pricing model to value the Company s stock options for each stock option award. Using this option
pricing model, the fair value of each stock option award is estimated on the date of grant. The fair value of the Company s stock option awards is
expensed on a straight-line basis over the vesting period (generally four years) of the stock options or to the date a participant becomes eligible
for retirement, if earlier.

The weighted average assumptions relating to the valuation of the Company s stock options are as follows:
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Six Months Ended
March 31,
2012 2011
5.0 5.0
58.4% 59.0%
1.1% 1.1%
0.0% 0.0%

The expected life of options represents the period of time that the options granted are expected to be outstanding and is based on historical
experience of employees of the Company who have been granted stock options. The expected volatility used for awards made during the six
months ended March 31, 2012, reflects the average volatility for the Company s common stock. For awards made prior to the fiscal year 2012,
the expected volatility used was derived using the average volatility of both the Company and similar companies (based on industry sector) since
it was not practicable to estimate the Company s expected volatility on a stand-alone basis due to a lack of sufficient trading history. The risk-free
interest rate is based on the five-year zero-coupon U.S. Treasury notes as of the date of the grant. Since the Company does not currently expect

to pay dividends, the dividend yield used is 0%.
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The weighted average fair value of the stock options issued to the Company s grantees at the date of grant in the six months ended March 31,
2012 and 2011 was $9.60 and $5.74 per option, respectively. The total intrinsic value of options exercised during the six months ended March
31, 2012 was $31.7 million. Cash proceeds from these option exercises were $20.1 million and the income tax benefit realized from these option
exercises was $12.3 million.

At March 31, 2012, approximately $19.8 million of total unrecognized compensation costs related to unvested stock option awards are expected
to be recognized over the weighted average period of 2.7 years.

Stock Awards

Restricted Stock Awards

The Company from time to time grants restricted stock awards to employees and consultants under the 2010 Plan. A restricted stock award is an
award of shares of the Company s common stock (which have full voting and dividend rights but are restricted with regard to sale or transfer) the
restrictions over which lapse ratably over a specified period of time (generally five years). Restricted stock awards are independent of stock
option grants and are generally subject to forfeiture if employment terminates prior to these restrictions lapsing, subject to certain retirement
provisions of the 2010 Plan and certain predecessor share-based compensation plans such as the 2007 Plan.

The Company expenses the cost of the restricted stock awards, which is determined to equal the fair value of the restricted stock award at the

date of grant, on a straight-line basis over the period (the vesting period ) in which the restrictions on these stock awards lapse ( vesting ) or over
the period ending on the date a participant becomes eligible for retirement, if earlier. For these purposes, the fair value of the restricted stock

award is determined based on the closing market price of the Company s common stock on the date of grant.

The following table presents a summary of the activity for the Company s restricted stock awards for the six months ended March 31, 2012:

Weighted
Average
Number of Weighted Remaining
Shares (in Average Fair Vesting Term
Restricted Stock Awards Thousands) Value Per Share (in Years)
Unvested at September 30, 2011 445 $ 9.12 3.1
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Granted 32 19.21

Vested (144) 8.70

Forfeited

Unvested at March 31, 2012 333 % 10.27 2.7

At March 31, 2012, approximately $2.2 million of total unrecognized compensation costs related to unvested restricted stock awards are
expected to be recognized over the weighted average period of 2.7 years.

Restricted Stock Units

The Company currently grants Restricted Stock Unit awards ( RSU or RSUs ), which generally vest less than one year from the date of grant,
pursuant to the 2010 Plan. To date, the Company has only granted RSU awards to its non-employee directors. RSUs represent an unsecured
promise of the Company to issue shares of common stock of the Company. Upon vesting, such RSUs are generally retained by the Company as
deferred stock units that are not distributed until six months after the independent director s service as a director terminates. RSUs are
independent of stock option grants and are generally subject to forfeiture if service terminates prior to the vesting of the units. Participants have
no voting rights with respect to unvested RSUs. Under the 2010 Plan, the Company may settle the vested deferred stock units with shares of the
Company s common stock or in cash.

The Company expenses the cost of the RSUs, which is determined to be the fair value of the RSUs at the date of grant, on a straight-line basis
over the vesting period (generally one year). For these purposes, the fair value of the RSU is determined based on the closing market price of the
Company s common stock on the date of grant.
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The following table presents a summary of the activity for the Company s RSUs for the six months ended March 31, 2012:

Weighted
Average
Number of Weighted Remaining
Shares (in Average Fair Vesting Term
Restricted Stock Units Thousands) Value Per Share (in Years)
Unvested at September 30, 2011 $
Granted 26 19.21
Vested
Forfeited
Unvested at March 31, 2012 26 $ 19.21 0.5

At March 31, 2012, approximately $0.2 million of total unrecognized compensation costs related to unvested RSUs are expected to be
recognized over the weighted average period of 0.5 years.

8. Goodwill and Intangible Assets

The change in the carrying amounts of goodwill by operating segment for the six months ended March 31, 2012 is as follows (in thousands):

Sally Beauty Beauty Systems
Supply Group Total
Balance at September 30, 2011 $ 75,536 $ 430,337 $ 505,873
Additions and purchase price adjustments (a) 14,982 9,189 24,171
Foreign currency translation 510 2,279 2,789
Balance at March 31, 2012 $ 91,028 $ 441,805 $ 532,833
(a) Please see Note 12 for additional information about businesses acquired.

The Company performs its goodwill impairment test during the second quarter of its fiscal year. As permitted, the Company adopted the
provisions of ASU 2011-08 in connection with its goodwill impairment test for the fiscal year 2012. There were no goodwill impairment losses
recognized in our financial statement in the current or prior periods presented.
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The following table provides the carrying value for intangible assets with indefinite lives, excluding goodwill, and the gross carrying value and
accumulated amortization for intangible assets subject to amortization by operating segment at March 31, 2012 (in thousands):

Sally Beauty Beauty Systems

Supply Group Total
Balance at March 31, 2012:
Intangible assets with indefinite lives:
Trade names $ 27,666 $ 27,421 $ 55,087
Total 27,666 27,421 55,087
Intangible assets subject to amortization:
Gross carrying amount 27,028 106,076 133,104
Accumulated amortization (8,172) (44,038) (52,210)
Net value 18,856 62,038 80,894
Total intangible assets, excluding goodwill, net $ 46,522 $ 89,459 $ 135,981

As described in Note 12, during the six months ended March 31, 2012, intangible assets subject to amortization in the amount of $11.8 million
were recorded in connection with the Company s November 2011 acquisition of Kappersservice Floral B.V. and two related companies (together,
the Floral Group ) based on their estimated fair values.
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Amortization expense was $3.6 million and $3.0 million for the three months ended March 31, 2012 and 2011, respectively; and $6.7 million
and $6.1 million for the six months ended March 31, 2012 and 2011, respectively. As of March 31, 2012, future amortization expense related to
intangible assets subject to amortization is estimated to be as follows (in thousands):

Fiscal Year:

2012 $ 6,935
2013 12,311
2014 11,914
2015 11,392
2016 10,244
Thereafter 28,098

$ 80,894

9. Short-term Borrowings and Long-term Debt

Details of long-term debt are as follows (in thousands):

As of Maturity
March 31, 2012 Dates Interest Rates

ABL facility $ Nov. 2015 (i) Prime plus (1.25% to 1.75%) or;
(ii) LIBOR plus (2.25% to 2.75%)

Term loan B 596,856 Nov. 2013 (i) Prime plus (1.25% to 1.50%) or;
(ii) LIBOR plus (2.25% to 2.50%) (a)

Senior notes 750,000 Nov. 2019 6.875%

Other (b) 3,214 2012-2015 4.05% t0 5.79%

Total $ 1,350,070

Capital leases and other $ 6,094

Less: current portion (2,096)

Total long-term debt $ 1,354,068

(a) At March 31, 2012, the contractual interest rate for the term loan B is 2.49%. The interest rate on $300.0 million of principal

outstanding under this loan is fixed by interest rate swaps which expire in May 2012.

(b) Represents pre-acquisition debt of Pro-Duo NV and Sinelco Group BVBA (' Sinelco ).
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The Company, through its subsidiaries (Sally Investment Holdings LLC ( Sally Investment ) and Sally Holdings LL.C ( Sally Holdings )), incurred
$1,850.0 million of indebtedness in connection with the Company s separation from its former parent, Alberto-Culver Company, in November

2006. These borrowings included: (i) drawing on a revolving (asset-based lending ( ABL )) credit facility in the amount of $70.0 million, (ii)
entering into two senior term loan facilities (term loans A and B) in an aggregate amount of $1,070.0 million and (iii) together (jointly and

severally) with another of the Company s indirect subsidiaries, Sally Capital Inc., issuing senior notes in an aggregate amount of $430.0 million

and senior subordinated notes in an aggregate amount of $280.0 million. Borrowings under the term loan A facility were paid in full in the fiscal

year 2010.

In November 2010, Sally Holdings entered into a new $400 million, five-year revolving credit facility (the new ABL facility or the ABL facility )
and terminated its prior ABL credit facility (the prior ABL facility ). The terms of the new ABL facility contain a commitment fee of 0.50% on

the unused portion of the facility. Borrowings under the senior term loan facilities and the ABL facility are secured by substantially all of our

assets, those of Sally Investment, a wholly-owned subsidiary of Sally Beauty and the direct parent of Sally Holdings, those of our domestic
subsidiaries and, in the case of the ABL facility, those of our Canadian subsidiaries and a pledge of certain intercompany notes. Borrowings

under the ABL facility bear interest at Prime plus 1.25% to 1.75% or LIBOR plus 2.25% to 2.75%. In connection with our termination of the

prior ABL facility we expensed approximately $1.6 million in unamortized deferred financing costs. This amount is included in interest expense

in the Company s consolidated statements of earnings.

In November 2011, Sally Holdings and Sally Capital Inc. (collectively, the Issuers ), both wholly-owned subsidiaries of the Company, the
Company and certain of its domestic subsidiaries entered into an agreement pursuant to which the Issuers sold in a private placement $750.0
million aggregate principal amount of the Issuers 6.875% Senior Notes due 2019 (the Senior
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Notes ). The Senior Notes bear interest at an annual rate of 6.875% and were issued at par. In connection with the issuance of the Senior Notes,
the Company incurred and capitalized financing costs of approximately $15.2 million. These deferred financing costs are included in other assets
on our consolidated balance sheets and are being amortized over the term of the Senior Notes using the effective interest method. The Company
intends to exchange the Senior Notes for notes that will be registered pursuant to a registration statement filed with the SEC in February 2012
and will otherwise be identical to the Senior Notes. The Company expects to complete such exchange during the third quarter of its fiscal year
2012.

In December 2011, the Issuers used the net proceeds from their issuance of the Senior Notes: (i) to redeem $430.0 million aggregate principal
amount outstanding of the Issuers 9.25% senior notes due 2014, (ii) to redeem $275.0 million aggregate principal amount outstanding of the
Issuers 10.50% senior subordinated notes due 2016 (together with the senior notes due 2014, the Old Notes ), pursuant to the terms of the
indentures governing the Old Notes, and (iii) to pay accrued and unpaid interest on the Old Notes, and fees and expenses incurred in connection
with issuance of the Senior Notes and redemption of the Old Notes. In connection with our redemption of the Old Notes we recorded a charge to
earnings in the amount of approximately $34.6 million, including approximately $24.4 million in call premiums paid and approximately $10.2
million in unamortized deferred financing costs expensed. This amount is included in interest expense in the Company s consolidated statements
of earnings.

Borrowings under the senior term loan facilities and the ABL facility are secured by substantially all of our assets, those of Sally Investment,
those of our domestic subsidiaries and, in the case of the ABL facility, those of our Canadian subsidiaries and a pledge of certain intercompany
notes. Borrowings under the senior term loan B facility may be prepaid at the option of Sally Holdings at any time without premium or penalty
and are subject to mandatory prepayment in an amount equal to 50% of excess cash flows (as defined in the agreement governing the senior term
loan facilities) for any fiscal year unless a specified leverage ratio is met. Amounts paid pursuant to said provision may be applied, at the option
of the Company, against minimum loan repayments otherwise required of us over the twelve-month period following any such payment under
the terms of the loan agreement. Additionally, borrowings under the senior term loan facilities would be subject to mandatory prepayment in an
amount equal to 100% of the proceeds of specified asset sales that are not reinvested in the business or applied to repay borrowings under the
ABL facility.

During the six months ended March 31, 2012, the Company made optional prepayments in the aggregate amount of $100.0 million on the senior
term loan B facility. In connection with such prepayments the Company expensed approximately $0.6 million in unamortized deferred financing
costs. This amount is included in interest expense in the Company s consolidated statements of earnings.

The Senior Not