SportClips

(HAIRCUTS)

110 Briarwood e Georgetown, Texas 78628
Telephone (512) 868-1201 » Toll Free (800) 872-4247

April 1, 2006

INFORMATION FOR PROSPECTIVE FRANCHISEES
REQUIRED BY THE FEDERAL TRADE COMMISSION

To protect you, we've required your Franchisor to give you this information. We haven't
checked it. and _do not know if it is correct. it should help you make up your mind. Study it
carefully, don't rely on it alone to understand your contract. Read all of your contract carefully.
Buying a Franchise is a complicated investment. Take your time to decide. If possible, show your
contract and this information to an advisor, like a lawyer or an accountant. If you find anything you
think may be wrong or anything important that has been left out, you should let us know about it.
It may be against the law.

There may also be laws of franchising in your state. Ask your state agencies about them.

Federal Trade Commission
Washington, D.C. 20580

SCL4.06



FRANCHISE OFFERING CIRCULAR
State of California

SPORT CLIPS, INC.

- . (a Texas Corporation)
SportClips oo
C—-——————j Georgetown, Texas 78628
HAIRCUTS (512) 869-1201
(800) 872-4247

www.SportClips.com

The Franchisee will sell, primarily to men and boys, hair cutting services, hair care
products, sport memorabilia, and sports accessories, in an environment with a sports theme and
multiple televisions featuring sports programming.

The initial Franchise Fee is $25 000 for one store, ar $49.500 if you sign a Multi-Unit
Development Addendum (“MUDA"} for 3 stores. Under a MUDA, the initial Franchise Fee is
$25,000 for the first Franchise Agreement, $12.500 for the second Franchise Agreement, and
$12.000 for the third Franchise Agreement, and $10,000 for each additional Franchise
Agreement. The estimated initial investment required ranges from $127,200 to $245,000 for each
store, and $359,100 to $712,200 for 3 stores. This sum does not include rent for the business
location.

Risk Factors:

1. THE FRANCHISE AGREEMENT PERMITS THE FRANCHISEE TO SUE SPORT CLIPS,
INC. ONLY IN TEXAS. OUT OF STATE LITIGATION MAY FORCE YOU TO ACCEPT A
LESS FAVORABLE SETTLEMENT FOR DISPUTES. IT MAY ALSC COST MORE TO SUE
SPORT CLIPS, INC. IN TEXAS THAN IN YOUR HOME STATE.

2. THE FRANCHISE AGREEMENT STATES THAT TEXAS LAW GOVERNS THE
AGREEMENT, AND THIS LAW MAY NOT PROVIDE THE SAME PROTECTIONS AND
BENEFITS AS LOCAL LAW. YOU MAY WANT TO COMPARE THESE LAWS.

Information about comparisons of franchisors is available. Call the state administrators listed
in Exhibit A or your public library for sources of information.

Registration of this franchise with the state does not mean that the state recommends it or
has verified the information in this Offering Circular. If you learn that anything in this Offering
Circular is untrue, contact the Federal Trade Commission and your state authority listed in Exhibit
A of this Offering Circular.

Effective Date: June 24, 2005, as amended
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ITEM1
THE FRANCHISOR, ITS PREDECESSOR AND AFFILIATES

To simplify the language in this Offering Circular, "the Company,” "SCL" or "we" means Sport Clips, Inc., the
franchisor. "You" means the person who buys this franchise and your Spouse, and may include a corporation or a
partnership. If a corparation or a partnership is the franchisee, "you" will also include the franchisee's owners.

The Company does business as Sport Clips, Inc. and we do not do business under any other name. Our
principal address is 110 Briarwood, Georgetown, Texas 78628.The Company is a Texas corporation which was
incorporated on July 13, 1995,

The Company's agents for service of process are disclosed in Exhibit A.

The Company has sold franchises for the operation of retail stores known as "Sport Clips" since November
1995. As of December 31, 2005, the Company had 301 franchised stores and 9 Company-owned stores
operating under the name "Sport Clips." The Company has never offered franchises under any other name orin
any other line of business. We have operated Sport Clips stores of the type described in this Offering Circular
since 1993.

A Sport Clips business offers hair cutting and hair styling services to primarily men and boys, and selis
related hair care products and sports accessories and memorabilia, within a sports themed environment. Sport
Clips franchisees operate the franchise pursuant to our System, which includes our standards, specifications,
approved products, methods and procedures. The System also includes the use of the trademark and trade
name "Sport Clips." The services and products of Sport Clips stores are offered to ajl segments of the public, and
the businesses are generally located in strip center locations. In addition to laws or regulations that apply to retail
businesses generally, you will need to comply with local and state laws that regulate the operation of a hair care
or cosmetology business, and your employees may be required to have a license issued by the state or other
local government in order to provide hair cutting and related services.

Our Mission Statement is “To create a Championship Haircut Experience for men and boys in an exciting
sports environment.” As a Sports Clips franchisee, you will provide your customers with a relaxing atmosphere,
surrounded by an exciting sports-themed environment, and be able to watch current and classic sporting events
while they receive a consistently well-executed haircut. Some of the specific components of the Sport Clips
environment include a big-screen television in the front of the store, and television manitors at each haircutting
station. The televisions are turned to live or recorded sports programming approved by the Company. You will
also see in your Sport Clips store sports collectibles and merchandise. Your store will also include specific
signage and decorating items to create the “Sport Clips” look and atmosphere.

The Company offers a Muiti-Unit Development Addendum {("MUDA"). It is not our policy to award a single-
store Franchise Agreement except in unusual circumstances, such as a store manager who is approved to
become a franchisee. We have not awarded a single-store Franchise Agreement since 2002. Under a MUDA,
you will open 3 or more Sport Clips stores within a specified time period and you pay a reduced initial franchise
fee for each store. All information in this Offering Circular is applied to the MUDA unless specifically and

otherwise stated.

The Company also offers Area Development Agreements. AN Area Developer purchases a larger territory,
and has the right to sell franchises in the territory on behalf of the Company, and an Area Developer provides
certain support services to franchisees in the area. As of December 31, 2005, SCl had 30 Area Developers in 28
states (3 of these states — California, Maryland and New Mexico ~ did not have a store open as of December 31,
2005). This Offering Circular is not an offer for an Area Development Agreement. Depending upon your location,
however, an Area Developer may provide certain services offered by the Company under the Franchise
Agreement.

8CH4.06 1



You will compete with other businesses that offer a wide range of hair cutting and hair care services and
that sell hair care products, similar to those offered by a Sport Clips business, including businesses which may
be located in the same strip center as your Sport Clips franchise. Existing or new competitors in the market may
offer similar goods and engage in aggressive promotion which may include discounting.

Affiliates

Sport Clips, 1P, Inc. (*SCIP") and Sport Clips | Prop., Ltd. (SCLTD) own several trademarks that are licensed
to you by the Company under the Franchise Agreement. SCIP and SCLTD license the trademarks exclusively to
the Company. The principle address of SCIP and SCLTD is 110 Rriarwood, Georgetown, Texas 78628. SCIP is
a Texas corporation that was formed on August 22, 1995 and SCLTD is a Texas limited liability partnership that
was formed on July 6, 2004. Neither SCIP nor SCLTD has ever offered franchises under any name.

Sport Clips Realty, inc. (“SCR") may guarantee your lease under certain circumstances (see item 10). The
principle address of SCR is 110 Briarwood, Georgetown, Texas 78628. SCR is a Texas corporation that was
formed on August 15, 2005. SCR has ever offered franchises under any name.

Predecessors

There are no predecessors known to the Company that need to be disclosed in this Offering Circular.

All information contained in this Offering Circular regarding the offer and sale of franchises applies
only to such activity within the United States.

SCl4.06 . 2



SCI4.06

ITEM 2
BUSINESS EXPERIENCE

Chief Executive Cfficer: Gordon B. Logan

Gordon B. Logan has served as Chief Executive Officer of the Company and SCIP since 1995,
and President of the Company from 1995 until February 2006. Mr. Logan has served as
President of SCR since August 2005.

President. Clete Brewer

Clete Brewer has served as President of the Company since February 2006. From November
2002 until January 2006, Mr. Brewer was President of Horizant Sports, LLC, a Sport Clips Area
Developer for the states of Arkansas, Oklahoma, Kansas, SW Missouri and West Texas.
From March 1996 until  January 2002, Mr. Brewer served in Fayetteville, Alabama as
President and CEO of Edgewater Technology (EDGW:NASDAQ, formerly StaffMark, Inc.) and
Non-Executive Chairman until May 2002. From January 2002 until the present, Mr. Brewer

" ..has been a member of the Boards of Edgewater Technology. and the Executive Advisory Board

of the Sam Walton College of Business at the University of Arkansas.

Vice President of Business Development. _Paul Managiamele

Paul Mangiamele has served as Vice President of Business Development since April 2006. He
acted as a consultant to the Company from January 2006 until March 2006. From August 2004
until December 2005, Mr. Mangiamele was Chief Operating Officer of the Company. He served
as Vice President of Business Development with Regis Corporation in Minneapolis, Minnesota
from February 2003 until February 2004, where he focused on global new market development.
From August 2000 to February 2003 he was the Vice President of International Qperations for
Sylvan Learning Systems in Baltimore, Maryland, with responsibilities in both market expansion
and operational leadership.

Vice President of Market Development, Jean Booth

Jean Booth has served as Vice President of Market Development since March 1996. From
January 1996 until March 1996, Ms. Booth was the Company's Director of Market Development.

Vice President of Operations and Senior Regional Coach: Kerin Haney

Kerin Haney has served as Vice President of Operations since November 1995 Ms. Haney is
closely involved in the development of all the Sport Clips systems, including our proprietary "All-
Star Cutting System,” and is responsible for devetoping our Area and Regional Coaches and

Technicat Coaches. '

Vice President of Team Development: Nancy Vandiver

Nancy Vandiver has served as Vice President of Team Development since November 1995 and
is responsible for the development and coordination of our educational programs. Ms. Vandiver
has owned and operated a Sport Clips franchise in Salt' Lake City, Utah since April 2000.

Vice President of Finance, Chief Financial Officer, and Secretary: Rhonda Belam

Rhonda Belam has served as the Company’s Vice President, Chief Financial Officer and
Secretary since January 2000. From March 1998 until January 2000, Ms. Belam was the
Company's Controller.
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Vice President of Franchise Sales:  Richard (Dick) Mueller

Richard Mueller has served as Vice President of Franchise Sales since October 2003. From
August 2001 until October 2003, Mr. Mueller was employed by the Company as a Franchise
Sales Representative. From January 1998 until August 2001, Mr. Mueller was a Franchise Sales
Representative for Opal Concepts, Inc. in Anaheim, California. the franchisor of Fantastic Sams
and Pro-Cuts. ‘

Director of Marketing: Beth Boecker

Beth Boecker has served as Director of Marketing since January 2005. From January 2004 until
January 2005, Beth served as Director of Franchise Licensing Support. From March 1997 until
January 2004, Ms. Boecker served as the Company's Franchise Licensing Support Coordinator
and assisted Franchisees in the implementation of Local Store Marketing Programs. ’

Director of Business Coachina: Larsen Sharp

Larsen Sharp has served as Director of Business Coaching since May 2005. From January 2004
until May 2005, Mr. Sharp was 3 Business Coach for the Company, and provided support to
several Area Developers. From July 1986 until January 2004, Mr. Sharp was employed by Pizza
Hut, a division of Yum!, Inc. in Dallas, Texas, asa Field Consultant.

Director of Real Estate: Greg Smith

Greg Smith has served as Director of Real Estate since July 5003. From November 2000 until
July 2003 Mr. Smith was a Senior Real Estate Manager for Sally Beauty Company of Denton,
Texas.

Director of Franchise Administration: _Donna Lipsey

Donna Lipsey has served as Manager of Franchise Administration since March 2005. From
September 2000 until March 2005, Ms. Lipsey served as an Intellectual Property Litigation
Paralegal for a law firm in Austin, Texas.

Director of Training: Sandra Craven

Sandra Craven has served as Director of Training since April 2004. From January 1998 until
January 2004, Ms. Craven served as Instructional Designer, Communications and Training
Manager and National Manager for AT&T Wireless in Austin, Texas.

Director of Information Technology: _ Josh Wilmoth

Josh Wilmoth has served as Director of Information Technology for the Company since
December 2004. From May 2003 until December 2004, Mr. Wilmoth served as the Company’s
Manager of Information Technology Devetopment. Mr. Wilmoth has been President of Central
Texas Technology Solutions in Georgetown, Texas, since September 2001.

Creative Director: Neal Geiger

Neal Geiger has served as the Company's Creative Director since February 2006. Mr. Geiger was
Creative Director for Egg Design Group in Austin, Texas, from January 2001 until February 2008.
Mr. Geiger was Creative Director for Stanhope & Geiger Advertising in Austin, Texas from June
1987 until January 2001.
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Director: Jay Novacek

Jay Novacek was elected to the Company's Board of Directors in July 2002. Mr. Novacek has
owned and operated Upper 84 Ranch in Brady, Nebraska since March 1992, From July 2002, Mr.
Novacek has been a partner with the Company in a Sport Clips store in the Dallas, Texas.

Director: _ Louis Mancini

Louis Mancini was elected to the Company's Board of Directors in 1995. Mr. Mancini has served
as President and CEO of Murray’s Discount Auto, Belleville, Michigan since January 2005. From
December 2003 to November 2004, he was President and CEO of General Nutrition Centers, Inc.
(GNC) in Pittsburgh, Pennsylvania. From February 2003 to December 2003 he served as
Executive Vice President and Chief Marketing Officer of GNC. From March 2000 until February
2003, Mr. Mancini served as President and CEQ of Nutraceutical Enterprises, LLC in Las Vegas,
Nevada. From April 1999 until March 2000, Mr. Mancini served as Chief Executive Officer of Omni
Nutraceuticals, Inc. of Cuiver City, California.

Director. Rick Herrman

Rick Herrman was elected to the Company's Board of Directors in December 1997. From January
1990 until the present, Mr. Herrman has acted as an officer of various investment funds in
Houston, Texas, including Catalyst Capital Partners |, Ltd., Catalyst Partners i, Lid., Catalyst
Ventures, Ltd., and Catalyst/Hall Growth Capital, Ltd. .

Director: C. William Devaney

C. William Devaney was elected to the Company's Board of Directors in July 1995. Mr. Devaney
has been retired in Houston, Texas since June 1986 after serving for 20 years in the Management

_Consulting Services division of Price Waterhouse, LLP, in Houston, Texas.

SEE EXHIBIT "F" FOR A LIST OF FRANCHISE BROKERS



ITEM 3
LITIGATION

Other than the 1 action below, no litigation or arbitration is required to be disclosed in this Offering
Circular.

PENDING LITIGATION

MAG Sunshine Investments, Inc., Karen H. Gugino and Mel Gugino v. Davis Holdings, LP, Lance
Davis, Royalty QOaks Plaza, Ltd., Sport Clips, Inc. and Gordon Logan. District Court of Harris County,
Texas, 125th Judicial District, case no. 2005-08477. In April 2005, Sport Clips franchisees Karen H.
Gugino and Mel Gugino and their corporate entity (the "Franchisee"} served a lawsuit seeking unspecified
damages on several parties, including the Company and its CEQ, Gordon Logan. In the lawsuit, the
Franchisee alleges fraud and negligent misrepresentation in the approval of the site of a franchise
location. The Company and Mr. Logan each filed an Answer denying all allegations and the Company
filed a counterclaim for amounts due. The parties are currently conducting discovery, and the Company
and Mr. Logan intend to defend against the lawsuit vigorously.

ITEM 4
BANKRUPTCY

No person identified in ltems 1 or 2 of this Offering Circular has been involved as a debtor in
proceeding under the United States Bankruptcy Code required to be disclosed in this Item.

ITEM 5
INITIAL FRANCHISE FEE

Except as described in this ftem, all new franchisees pay a $48,500 lump sum franchise fee when
they sign a MUDA ($25,000 for the first Franchise Agreement, $12,500 for the second Franchise
Agreement, and $12,000 for the third Franchise Agreement), and have the right to open 3 Sport Clips
stores within a specified area and during a specified time period. In very rare circumstances, and if we
agree to award a single store Franchise Agreement or a 2 store MUDA, the franchisee will pay a $25,000
lump sum franchisee fee when the franchisee signs a Franchise Agreement for a single store, or a
$37.500 lump sum franchisee fee when the franchisee signs a Franchise Agreement with a 2 store
MUDA. We will only grant a 2 store MUDA if your store is in a city of less than 100,000 people and is at
least 75 miles from any city that has more than 100,000 people. If we grant you a single store Franchise
Agreement or a 2 store MUDA, you have no rights to buy additional franchises at a reduced price. There
are no refunds under any circumstances.

Under the MUDA, you must sign a separate Franchise Agreement before you open each store.
There are no refunds if you do not open the additional stores on time, or under any other circumstances.
If you agree to open more than 3 stores under a MUDA, the initial franchise fee for each store after the
third store, is $10,000 per store if these licenses are purchased at the time the MUDA is executed. If you
purchase the right to open an additional Sport Clips store after you sign the MUDA, the initial franchise
fee for each additional store is $15,000. The price of $15,000 for an additiona! store, after you sign a
MUDA, is guaranteed for 3 years. After 3 years, the initial franchise fee for each store will be the then-
current fee as stated in the then-current Offering Circular.

SC| participates in the International Franchise Association's VetFran program. Under this
program, a veteran of the U.S. Armed Services who has been honorably discharged, and who has had at
least one year of active service, may sign a MUDA, granting licenses to open 3 Sport Clips businesses,
for a reduced initial franchise fee of $44,500.

If we offer Supplemental Services in your area, you will sign the Supplemental Services
Agreement that is Attachment E to the Franchise Agreement and pay a Supplemental Services Fee of
$5,000 for your first store, $4,000 for your second store, and $3,000 for your third store and any additional
stores in one lump sum. See Item Item 7. Note 7, for more information regarding the Supplemental
Services Agreement. Before you open your Sport Clips store, you pay a Grand Opening Advertising Fee
of $15,000 in one lump sum. Neither the Supplemental Services Fee nor the Grand Opening Advertising
Fee is refundable under any circumstances.
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