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Product
Placement
BEAUTY: Skin care firms flesh out strategy

to keep items from unapproved sellers.
By MARNI USHEROFF Staff Reporter

W

HILE surfing CVS.com, shoppers
might come across a bottle of
Murad Inc.’s Skin Perfecting
Lotion and drop it in their virtual basket.
There’s just one hitch; Murad claims the
chain isn’t allowed to sell its products.
In fact, the El Segundo skin care company’s cleansers, creams and masks are only
supposed to grace the websites and shelves of
select salons, spas and beauty supply stores.
But that doesn’t stop Murad’s products from
showing up in other places.
“It’s a game of cat and mouse,” said
Richard S. Murad, general manager of the
firm founded by his uncle, dermatologist
Howard Murad, in 1989.
In truth, it’s not much of a game to the
company, which sued CVS Health Corp. last
month alleging the chain coaxed Murad products from authorized distributors or other
middlemen to illegally resell the goods.
“It’s a big problem for any business and
the Internet explosion hasn’t really helped us
at all,” Richard S. Murad said. “It’s not under
the radar anymore. If you Google a brand
name and 100 stores are selling your product
that you didn’t sell to, it gets a little crazy.”
Manufacturers of products including moisturizers, shampoos, handbags and even pharmaceuticals often sign exclusive deals with
retailers to carry their goods as a way to create an air of exclusivity or to align themselves
with particular markets. That, in turn, has created a black market of sorts for products that
are diverted to unauthorized retailers.
Diversion, most prevalent in the beauty
and fashion industries, accounted for as much
as $63 billion in lost consumer goods sales in
2009, according to a Bloomberg report.
Some companies turn a blind eye to product diversions, but others, such as Murad,
spend serious cash enlisting lawyers, investi-

gators and a variety of packaging practices to
root out the culprits.
“Every point in the chain is susceptible,
including the manufacturer,” said Mark
Riedel, an attorney with Santa Monica law
firm Conkle Kremer & Engel who focuses
on brand protection.
Manufacturers typically have one or more
distributors throughout the country or world,
and international partners tend to be more
vulnerable than stateside ones, he said.
“A lot of companies will grant additional discounts to international distributors because of
duties, taxes and licensing issues,” Riedel said,
adding that foreign-bound ships full of goods
sometimes sail right back to the United States.
Cutting out middlemen isn’t necessarily
the answer, though. It can be impractical for
smaller businesses to handle distribution
internally – they just don’t have the resources
– and larger ones might need help reaching
far-flung customers.
Products are also often diverted by retailers, consumers, contract manufacturers or
even the company itself through employees or
in warehouse sales meant to offload discontinued goods. In addition, there can also be multiple levels of diverters in order to cull enough
volume to be sold in large national stores.
“I’ve seen products diverted from salons
or doctors’ offices that went to the first-level
diverter, who sold it to the second level and
consolidated pallets and sold them to a third
level of diverter who had enough to fill a
truck,” Riedel said.
Everybody takes a cut along the way, said
David Berglass, chief executive of Santa
Monica’s DavexLabs, owner of salon hair
care line L’Anza.
Eroding value
Diversion can both dilute a brand’s value
and wound its bread-and-butter retail customers in the process.
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Rubbing It In: Murad products at the company’s mock store in its El Segundo HQ.

“The products you buy at Rite Aid and the
ones you buy at the salon, in theory, the two
should not meet,” Berglass said. “Most salon
products try to only sell to the salon to protect
the stylist and her profession because obviously if you’re able to buy it at Rite Aid, you
don’t necessarily need to go to her salon and
it affects her income.”
It also means the originating company
can’t monitor the quality of its merchandise
as well by the time it reaches the end consumer. Goods can be diluted, expired or even
mixed in with counterfeits.
This is particularly frustrating to ZO Skin
Health Inc., an Irvine skin care firm founded
by Beverly Hills dermatologist Zein Obagi.
ZO sells its treatments, some of which require
a prescription, mainly through doctors’ offices.
Like Murad, ZO has sued diverters. It’s
brought about a dozen cases against alleged perpetrators in the last few years and is in the
process of bringing legal action against another
one, according to Chief Executive Jim Headley.
The firm, which sold about $32 million in
wholesale products last year, dedicates
$400,000 a year to fighting unauthorized
sales with legal action and cyber-investigators who scour the Internet for ZO’s products, he said.

Other brands might use hidden codes that
can be illuminated by UV light, numbers
etched into bottles and packages sealed with
hologram stickers. Pharmaceutical companies
have even begun to use lasers to make indelible marks on each of their tiny capsules.
Murad uses package markers as well as
holographic sticker seals, which it claims
were missing or defaced on certain of its
products purchased from CVS.
A spokesman for CVS, citing the pending
litigation, declined to comment.
Murad, which had more than $100 million
in sales last year, spends about $250,000 a year
combatting diversion and has terminated more
than $2 million worth of business in about 50
accounts because of it, said Richard S. Murad.
“It’s good business and we hate to turn it
away,” Murad said. “But we’d rather have no
business than one that diverts from us.”
There’s plenty at stake.
It was recently announced that BritishDutch consumer goods behemoth Unilever
will buy Murad. Terms were not disclosed, and
the deal should close in the next few months.
“We’re working hard to help our accounts
to grow their own businesses,” Murad said.
“We don’t want to make selling Murad hard
for them. We want to make it easy.”

Jeans Maker’s Shares Zip Up on CEO Selection
FASHION: Victor Herrero’s

Asian ties could help Guess
pocket more business.

By COVEY SON Staff Reporter

The news that Guess Inc. co-founder Paul
Marciano plans to step down as chief executive after more than 15 years marks the end of
an era – and, for investors, a light at the end of
a long tunnel.
The downtown L.A. apparel firm
announced July 14 that Marciano, 63, will be
replaced as chief executive next month by
Victor Herrero, managing director for Asia at
Spain’s apparel giant Inditex Group, which
holds big-name fashion brands such as Zara
and Stradivarius. It’s the first time the company, previously led by Marciano’s brother
Maurice, has gone outside of its founding

family for leadership.
Guess shares spiked after the announcement, rising 7 percent the following day. That
capped a week that saw shares climb 14 percent, closing July 15 at $22.65, making Guess
one of the biggest gainers on the LABJ Stock
Index. (See page 58.)
Erinn Murphy, an analyst who follows Guess
for Minneapolis investment bank Piper Jaffray &
Co., said the appointment of industry veteran
Herrero was a pleasant surprise after years of
pressure on the company to increase profit margins, which have slimmed down from the midteens in 2011 to about 5 percent last year.
“The market is saying that people are pleased
there’s at least a change at the top to effect some
sustainable change and recovery going forward,”
she said.
By bringing Herrero aboard, Murphy said
the company improves its prospects of growth
in Asia, which represents about 11 percent of
Guess sales.

“Herrero brings a
very specific skill set,
knowing how to grow
global businesses in
Asia,” Murphy said.
In a press release
announcing the transition, Paul Marciano
said he and the board,
after searching for
more than a year, hired
Paul Marciano
Hererro because of his
understanding of the Guess brand and his
international reach. Representatives for the
company did not return calls for comment.
Though investors appear bullish on
Herrero, some analysts aren’t sure how big a
difference he’ll be able to make. While
Marciano is stepping down as chief executive,
he will remain with the company as chairman
and chief creative officer. And Maurice
Marciano, who is stepping down as chairman,
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will remain on the board.
In a research note that trailed last week’s
announcement, Bridget Weishaar, an analyst at
Chicago investment research firm Morning
Star Inc. wrote that she is weary of the brothers’ board presence and wary of their collective
28 percent stake.
“We are maintaining our poor-stewardship
rating until we have further insight into the
working relationship between the new CEO
and the Marciano brothers,” she wrote.
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