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Parsing AAPL’s F1Q08 Call: Rumors of Gadgets’ Death Greatly Exaggerated

e iPod, which sold 52 million units in Apple’s (Nasdaq: AAPL — Not Rated) fiscal year ending September
29, 2007, had gone into its December quarter with a consensus estimate among analysts of about 23
million units. Some thought it could go even higher.

e Then, on January 22, AAPL reported that 22.1 million iPods, representing 5% unit growth over the year-
ago quarter, and 2.3 million iPhones were actually sold worldwide during the December quarter.

e This was also the first time that unit sales growth of iPods fell to single digits in the December quarter.
iPhone may be cannibalizing iPod, or perhaps it’s just stumbling on the high hurdle of last year’s
comparisons.

e However, ZAGG can prosper even in a slow sales environment for AAPL by increasing its market
penetration. Also, 50% of ZAGG’s sales come from the top 15% of its products, including shields for the
Motorola (NYSE: MOT — Not Rated) Razr and Palm (Nasdaq: PALM — Not Rated) Treo in addition to
the iPhone and iPod.

Worries About iPod, iPhone Sales Blowing Out Of Proportion

Are iPhone inventories piling up? AAPL announced that over 3.7 million iPhones were sold in all of calendar
2007, an apparent discrepancy with AT&T’s (NYSE: T — Not Rated) announcement January 24 that it ended 2007
with "just at or slightly under two million iPhone customers.”

Assuming 0.4 million or so iPhones were sold outside the U.S., we still have some 1.3 iPhones unreconciled.
Are they all “unlocked,” that is, operating outlaw-style on networks other than T? The company has estimated
that some 18% of iPhones sold, or 0.7 million, are unlocked. Is 18% a wild undershoot, with international visitors
able to buy iPhones here with cheap dollars and take them home? Or are the other 0.6 million or so iPhones
piling up on shelves somewhere?

Whatever the case, recent chatter about a dramatic plunge in iPhone sales seems overblown to us. The
Chinese-language Economic Daily News of Taiwan, according to Digitimes news service, wrote that sources at a
Taiwanese supplier say that AAPL has cut its F2Q08 iPhone component orders in half due to lower sales in
Europe.

A 10% to 15% drop from the December quarter to the March quarter would be understandable, but we’re not
going to take their say-so about a 50% drop. Just before the Taiwanese report broke, AAPL CFO Peter
Oppenheimer reconfirmed on the January 22 earnings call that the company is “confident" about projected sales
of 10 million iPhones by the end of 2008.
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In any case, ZAGG can succeed even if iPod and iPhone sales do slow

The four largest market opportunities for ZAGG are
e digital music players,
e cellular telephones,
e digital cameras and
® gaming systems.

e Cell phones sell a billion units a year, with iPhone’s market share now 20%. Over 26 million digital cameras
were sold in 2005. Sony’s Play Station Plus game console sold over 20 million units as of August 2006 and
Nintendo’s DS Lite sold over 21 million.

e ZAGG’s penetration of these markets has so much room to grow that ZAGG does not depend on the markets
themselves growing. For instance, boosting its penetration of the cell phone market in units to a 1% position,
or ten million units, would represent about a $200 million revenue opportunity for ZAGG.

e  ZAGG does not need to accomplish this right away to fulfill our projections. Our 2008 revenues model
represents the sale of under 700,000 units of all devices.

If and when ZAGG penetrates a big-box retailer, we consider that this would be a catalyst. We expect ZAGG
2007 results in February. We estimate 4Q07 sales of $1.7 million. We maintain our BUY rating.
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DISCLOSURES:

This report has been commissioned by Zagg, Inc. (the Company) as part of an on-going research and awareness program contracted
between Catalyst Financial Resources, LLC (CFR), and the Company. CFR has been paid or promised payment for the production and
editorial content of this report. The Company is paying CFR $7,500 per month for 12 months and warrants for services rendered.
However, the opinions, forecasts and price targets are based on our examination of company fundamentals, conversations with
management, independent analysis of markets, economic conditions, and other publicly available information.

This report has been written in accordance with current SEC regulations and the Standards of Practice developed by the Association of
Investment Management & Research (AIMR). Our research has been conducted by employing analytical practices generally accepted as
standard within the analytical industry. Our conclusions are, by the very nature of forecasting, speculative, but are also reasonable,
supportable and consistent.

Key to disclosures:

(1) Catalyst Financial Resources LLC (CFR) does not make markets in any securities and has not managed or co-managed a public
offering of securities for the subject company within the past 12 months.

(2) CFR received compensation for investment banking services from the Subject Company within the past 12 months.

(3) CFR expects to receive or intends to seek compensation for investment banking services from the Subject Company within the
next 3 months.

(4) The research analyst or a member of the research analyst’s household has a financial interest in the securities of the Subject
Company in the form of a (a) long position (b) short position (c) right (d) warrant (e) future or (f) call option in such securities.

(5) CFR and/or its officers or affiliates may either hold a position in this company’s share or own options, rights or warrants to
purchase any of the securities of the subject company.

(6) The research analyst principally responsible for preparing this research report received compensation based upon various factors,
including CFR total revenue, a portion of which was generated by CFR’s investment banking services.

(7) The research analyst or a member of the analyst’s household serves as an officer, director, or advisory board member of the
subject company;

(8) An affiliate of CFR may have a different view from the views expressed herein.

(9) CFR and/or its affiliates beneficially own 1% or more of the subject company.

(10) The Subject Company is a client of CFR or one of its affiliates.

(11) CFR is a client of the Subject Company or one of its affiliates.

The analyst herby certifies that the research conclusions and recommendation contained herein accurately reflects his/her personal views
about the industry, company and shares and also hereby certifies that no part of his/her research compensation was or will be directly or
indirectly related to the earnings estimates, target price or recommendation about the security.

The research provided herein should not be considered a complete analysis of every material fact regarding the companies, industries or
securities named above. The opinions expressed herein reflect the analysis and judgment of the author on the date of publication and are
subject to change without notice. Facts have been obtained from sources considered reliable but should not be construed as complete and
are not guaranteed to be accurate. Catalyst Financial Research LLC; its members; employees and their families may have positions in the
securities covered within the research material above and may make purchases or sales while this report is in circulation. Additional
information on the subject companies is available upon request.

EQuITY RECOMMENDATION SYSTEM:
Buy Immediate purchase is recommended. The security expected to outperform the market over the next 12 to 18 months.

Accumulate Purchase of the stock is recommended for above average appreciation over the next 12 to 18 months, but the buyer may
have an opportunity to acquire the stock within a 10% trading range.

Hold Holding the stock is recommended because the share price has moved above the specific “Buy” range and, therefore,
appreciation potential is less than or equal to the market.

Sell The stock has reached the target price objective and/or conditions have changed sufficiently to alter the outlook for the
stock.
EQUITY RISK SYSTEM:
High The security is more volatile than the market and/or the company is more leveraged than its peer group.
Moderate The security has about the same volatility as the market and/or the company carries a level of leverage in line with its
peer group.
Low The security is less volatile than the market and/or the company is less leveraged than its peer group.

DISTRIBUTION OF RECOMMENDATIONS:
At this time, there are an insufficient number of companies under coverage to generate usable distribution information or draw any
conclusions regarding bias about the research methodology. Prospective companies are screened and evaluated by sales personnel and
research analysts with the investment thesis and overall research recommendation developed before the commission is established.



