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LEARNING FROM PETER LYNCH

During his now-legendary run at the helm of the Fidelity Magellan fund, Peter Lynch beat the S&P 500
eleven out of thirteen years, achieving an average annual return of 29%. Lynch’s investment philosophy
was predicated on a few simple principles:

Invest in what you know. In other words, companies that sell products you understand.
Do your due diligence and research an investment thoroughly.

Focus on a company’s fundamentals. It is always about the earnings.

Invest only for the long run. Forget about the market’s short-term gyrations.

One of Lynch’s favorite tactics for discovering new investment opportunities was founded upon the
simple family ritual of shopping with his wife and kids. He correctly surmised that Wall Street was often
too far removed from the masses to understand where and how consumers spent their money — until
after the fact. In Lynch’s eyes, the local mall offered a unique vantage point for any investor to observe
first-hand how certain retail chains were faring with shoppers, before the quarterly earnings came out.

Some celebrated examples of this simple yet forward thinking include Lynch’s timely purchase of
Hanesbrands Inc. (HBI) after his wife commented upon the convenience of being able to purchase L'eggs
pantyhose at the supermarket instead of a department store. Another occurred when Lynch noticed his
children and their friends stretching their pocket-money at discount clothier, The Gap, Inc. (GPS),
making it one of the most popular spots in the mall. Lynch purchased the stock and again made a killing.

DISCOVERINGZ AGG & THESHI BRIVD'SI BLE

ZAGG 2-Year Chart

U R L D U]
ey oeY HOV oI K e AT AJ A (L8]} AL 1) OV Ol

M Emerged from a long base on
‘ skyscraper volume to boot!

Source: eSignal



JBH CAPITAL | THE INFLECTION POINT

| discovered ZAGG on the scrolling tape about a month ago. In the midst of the recent market carnage,
ZAGG has remained resilient, consistently one of the strongest names on my screen. While | like that
ZAGG has broken out of a long-term base on huge volume, | love that the ZAGG story correlates
perfectly to Peter Lynch’s investment style of “investing in what you know.”

As an active trader, one of the necessities of the job is staying connected to the market action no matter
where | am, physically or geographically. This means any time | leave the office, | must arm myself with a
collection of expensive electronic gadgets, ranging from BlackBerries to iPhones to laptops to Netbooks.
While | understand that such expenses come with the trading territory, like most people, | like to get as
much mileage from my products as possible. Thus, every time | purchase a new phone or portable
computer, the very next purchase | make is a screen protector. | think most people do too.

ZAGG is a young company with a breakthrough product called the invisibleSHIELD. The invisibleSHIELD is
a patented protective film covering designed for iPods, laptops, cell phones, digital cameras, and gaming
devices. What makes ZAGG’s product so unique, as well as the market leader, is the technology behind
the film. The technology was originally developed by the U.S. military to protect the outer edges of
helicopter blades from high-speed damage.

ZAGG has a 10 year licensing agreement with the company that acquired the rights to this technology

from the military. In a mere three years, ZAGG has become the dominant force in the screen protector
sub-sector and | will show you why.

HOW STRONG IS IT?

ZAGG’s invisibleSHIELD is the most durable, scratch-resistant product on the market. As you can see in
the screenshot below, a sheet of the invisibleSHIELD was able to successfully hold 1,000 Ibs. of weight.
Check out the actual clips of the strength and scratch tests on the YouTube.com links below.

invisibleSHIELD Strength Test - iPhone

1,000 Ibs. and

invisibleSHIELD is
up to the test!
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Source: YouTube.com — http://www.youtube.com/watch?v=rQcv3ETEQdM
Scratch Test link:  http://www.youtube.com/watch?v=bJH3xZ5ZDwE
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BEST BUY —Z A G BESEFRIEND

Four years ago, ZAGG did not exist. When the finalized numbers for fiscal year 2008 are released on
March 26", ZAGG will log revenue growth of almost 300% to $20 million. This is up from 2007 revenues
of just under $5.14 million. More importantly, this growth is set to continue in 2009, with management
already guiding for 100% sales growth for the year.

How can management be so confident of their prospects in the middle of the worst recession since the
Great Depression? It goes like this. After years of selling the invisibleSHIELD via their website, franchised
mall carts, and a number of worldwide distributors, ZAGG scored a coup when two of world’s biggest
electronics distributors began stocking the invisibleSHIELD in the middle of last year.

| am talking about Best Buy and The Carphone Warehouse, a European Best Buy-equivalent with 2,700
stores.

On November 14", ZAGG reported almost 400% sales growth for its third quarter. A large part of this
increase was due to Best Buy and The Carphone Warehouse beginning to ramp up their purchases of
invisibleSHIELD. After analyzing ZAGG's latest SEC Form 10-Q, with hopes of ascertaining what Q3 sales
from Best Buy and The Carphone Warehouse might signify for Q4 and beyond to 2009, | discovered this:

e In Q2, Wholesale Distributors comprised 13% of ZAGG’s overall revenues.

e |n Q3, this percentage increased to 38%. In dollar terms, revenues increased sequentially from
$356,000 to $2.6 million in Q3.

e In Q3, Best Buy sales of the invisibleSHIELD were limited to 3 skus in 300 of its total stores. (Skus
are the individual product lines a retailer sells.) By the end of Q4, the sku count had increased
to 9 with the invisibleShield now in all 1000 Best Buy stores.

e The Carphone Warehouse stocked the invisibleSHIELD in 900 of its stores at the end of 2008.
This number is expected to grow to all 2700 stores by the end of 2009.

Though it is risky for ZAGG to be so dependent on two big box retailers for such a high percentage of its
revenues, | believe the risk is offset by the significance of this sales relationship being overlooked by the
greater market.

In an attempt to “get a feel” for how well the product has been performing in Best Buy stores, my team
and | have taken Peter Lynch’s second investing principle to heart, with a telephone campaign that
redefines the term market research. If you read on to the next page, | will explain how we have taken
our due diligence to the next level.

ON THE HORN WITH 150 BEST BUY STORES

In an effort to gain an insider’s edge on the popularity and sales rates of the invisibleSHIELD at Best Buy,
my team and | have spent the past month calling 150 different stores all across the country. We have
made a point of scattering these calls to ensure, to the best of our abilities, a bell curve of un-biased,
non-regional feedback from Best Buy salespeople. The results to date have been overwhelmingly
positive.
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The typical phone dialogue went something like this: After asking for the Mobile Phone department, the
mock caller would announce to the salesperson that he had recently received an iPhone for a gift and
was searching for the best screen protector to protect the surface from scratching — and what would he
or she suggest?

About 90% of the responses were immediate, offering enthusiastic recommendations for ZAGG’s
invisibleSHIELD. Most stores indicated the invisibleSHIELDs have been flying off of the shelves and a
number of stores mentioned they were out of stock. Here is a sampling of comments from actual Best
Buy salespeople:

Williston VT (Store 360) — Mike is having problems keeping them in stock. They are currently out of
stock and should be getting more in either tomorrow or Saturday. He thinks the manufacturer can’t
make them fast enough. He has one on his Blackberry. They make the shields for everything: PSPs,
MacBooks, computer screens. They sell the most for the iPhone.

Plattsburgh NY (Store 1091) — Roy has the invisibleSHIELD on his phone and they sell these covers more
than the rest. “The invisibleSHIELD is definitely the most popular.” He mentioned the lifetime
guarantee.

Saratoga Springs NY (Store 541) — Randy was great. He has the invisibleSHIELD on his Blackberry and
thinks it is the best protective covering out there. “It’s hard to keep these in stock. We sell about 30 per
week.”

Pittsfield MA (Store 548) — Jackie said that her co-workers put an iPhone protected with the
invisibleShield through a snow blower to test it out. “It came through unscathed. We sell an
invisibleSHIELD with almost every phone we sell. It is the Gold standard.”

| have also been frequenting the local Best Buy stores in Manhattan and have received the same kind of
positive responses from the Blue Shirts there as well. | have inquired so many times that they have
started to recognize me. As a result, | try to go in on different days and at different times to find new
salespeople to query. Almost all of their responses continue to point to ZAGG as the dominant force in
the protective-covering segment of the smartphone marketplace.

COMPETITION —NONE YET

Currently, the leading competitors to the invisibleSHIELD are the original hard cases that jump-started
the protective coverings industry for electronic devices. While they still enjoy some popularity, when
you consider that aesthetics are indeed a driving force behind the purchase of many devices — think
iPhone — then you can quickly see how a see-through, form-fitting invisibleSHIELD would be a more
attractive alternative to a clunky hard case. Thus, | think ZAGG will continue to make inroads in forging a
new subsector of the protective case market.

Digital Lifestyle Outfitters (DLO) is a company that sells the second best screen protector product.
However, the shields come 5 to-a-pack and you are obliged to replace them every 3-4 months, after
they peel off or scratch excessively. Additionally, DLO products do not include a life-time guarantee.
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The only disadvantage | can observe thus far with the invisibleSHIELD is that the application does require
some patience and can be tricky to fit to the device properly the first time. However, | personally own
one and | have experienced no problems for the past month, even after submitting it to a rigorous
scratch test.

WHAT COULD GO WRONG

Margins could be pressured at some point in the future, with the addition of other big box retailers.
While this presents a potential obstacle, adding Best Buy has actually increased traffic to ZAGG’s own
website. It seems some price-conscious shoppers test out the invisibleSHIELD at their local Best Buy and
then go home and buy it directly from the ZAGG website. This way, they save money on the Best Buy
markup.

The other obvious threat could arise from a better product coming to market. This is a possibility
although nothing is on the horizon right now. In my opinion, the longer ZAGG enjoys market leadership
around the world, the more entrenched and dominant its brand name will become with consumers. This
should allow it to hold market share even if more powerful competitors emerge in the future.

LEVERAGE IN OPERATING MODEL

ZAGG is only two quarters into profitability. While Q4 revenue growth could be more than 300%, it is a
little more difficult to assess where earnings will come in this quarter. Advertising and SG&A costs
always increase in Q4 for retailers such as ZAGG, reflecting the all-important Christmas holiday season.
This could affect earnings slightly when Q4 numbers are released in a week and a half.

Accordingly, ZAGG’s true operating leverage may not be seen until Q1 of 2009. Advertising and SG&A

should both drop in the first half of the year. This should result in explosive earnings growth when the
company releases Q1 earnings in mid-May and Q2 numbers in mid-August.

STRATEGY

ZAGG is a long-term trade for JBH Capital LLC and the accounts | oversee. Subscribers should know that
ZAGG currently trades on the Bulletin Board, which makes it a riskier play than some of my other TIP
recommendations. However, in an era where former blue chips have been relegated to penny stock
status, | think the stigma of buying unknown penny stocks has been mitigated of late. | believe that a
high-growth, story-stock such as ZAGG will attract money flows over the next 6-12 months, lifting the
stock from its’ current penny stock levels. | am therefore a continued buyer of ZAGG.

With management owning 25% of the fully-diluted share count, they have a vested interest in creating
interest in the stock. Assuming it can reach the $4 price level, management plans on listing the stock on
the NASDAQ exchange. A listing there will mean additional money flows into ZAGG as most institutions
will not accumulate a Bulletin Board stock trading below $5. With this in mind, management has been
making the rounds on the investor circuit of late and have been presenting at conferences throughout
March. Next week ZAGG will present at the noted value investor B.Riley conference. Could B. Riley
analyst coverage be far behind?



JBH CAPITAL | THE INFLECTION POINT

ZAGG should be issuing a pre-release of Q4 numbers later this week ahead of earnings. For 2009, | am
expecting earnings to almost triple to $0.25-0.30 cents a share. | have also modeled for earnings of
$0.45-0.60 cents a share in 2010. My gut instinct tells me these numbers could be conservative for 2010.
If we get a new bull market and earnings of $0.60-0.70 cents a share next year, this could be a $15 stock
by the end of 2010.

In the spirit of Peter Lynch, ZAGG has the potential to be the ever-elusive 10 bagger — the big stock
market winner that Lynch was on high-alert for as he made his ground-breaking shopping trips to the
mall with his family. If you are interested in reading more about his investment philosophy, check your
local bookseller for his seminal book, “One Up On Wall Street.”

Me, | am already on the ground floor, conducting my daily checks at Best Buy, putting Peter Lynch’s
lessons into action, circling around a stock that could soon see a major inflection point.

I think this afternoon | will call the Best Buy stores in Seattle...
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