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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D. C. 20549
FORM 10-K
(Mark One)

X1 ANNUAL REPORT UNDER SECTION 13 OR 15(d) OF THE SECWRITIES EXCHANGE ACT OF 1934

For the fiscal year ended December 31, 2014

O TRANSITION REPORT UNDER SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the transition period from to

Commission file number: 001-34528

ZAGG INC

NEVADA 20-2559624
(State or other jurisdiction of (I.LR.S. Employer
incorporation or organization) Identification No.)
3855 S 500 W, Suite J, Salt Lake City, U 84115
(Address of principal executive offices (Zip Code)

Issuer’s telephone number: (801) 263-0699
Securities registered under 12(b) of the Exchangeck

Common Stock, $.001 par value The NASDAQ Stock Market LLC
(Title of Class) (Name of exchange on which registerer

Securities registered under 12 (g) of the Exchang¥ct: None
Indicate by check mark if the registrant is a vikelbwn seasoned issuer, as defined in Rule 40%e@dcurities Act. YeEl No M

Indicate by check mark if the registrant is notuieed to file reports pursuant to Section 13 ord}®f the Exchange Act. Yd&d No M

Indicate by check mark whether the registrant lsmstted electronically and posted on its corpo¥bsite, if any, every Interactive Data
File required to be submitted and posted pursuaRide 405 of Regulation S-T during the precedimgdhths (or for such shorter period that
the registrant was required to submit and post file). Yes®! No O

Indicated by check mark whether the registrantfi(@gl all reports required to be filed by Sectib® or 15(d) of the Exchange Act during the
past 12 months (or for such shorter period thatégéstrant was required to file such reports), @)chas been subject to such filing
requirements for the past 90 days. ¥&s No O

Indicate by check mark if disclosure of delinquilitigs pursuant to Item 405 of Regulation S-K @t montained herein, and will not be
contained, to the best of registrant’s knowledgeléfinitive proxy or information statements incorgted by reference in Part 11l of this Form
10-K or any amendment to this Form 10K.

Indicate by check mark whether the registrantleasge accelerated filer, an accelerated filer, maxzelerated filer, or a smaller reporting comg
See the definitions of “large accelerated filegttelerated filer” and “smaller reporting compaimnyRule 12b-2 of the Exchange Act.

[ ] Large Accelerated Filer [X] Accelerated Filer

[ ] Non-accelerated Filer (do not check if ¢ [ ] Smaller Reporting Company
smaller reporting company)

Indicate by check mark whether the registrantskell company (as defined in Rule 12b-2 of the BExge Act). Yedd NoM

The aggregate market value of the voting and ndmga@ommon equity held by non-affiliates as of @0, 2014, was $125,589,981. For
purposes of the foregoing calculation only, direst@nd executive officers and holders of 10% orevadrthe issuer's common capital stock
have been deemed affiliates.

The number of shares of the Registrant’'s commackstatstanding as of March 3, 2015, was 29,457,365.
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PART |

Special Note Regarding Forward-Looking Statements

Information included or incorporated by referentehis Annual Report on Form 10-K contains forwerdking statements. All forward-
looking statements are inherently uncertain as #ieybased on current expectations and assumgiioregrning future events or future
performance of the Company. Readers are cautiooieth place undue reliance on these forwlaking statements, which are only predicti
and speak only as of the date hereof. Forward-tap&tatements may contain the words “believes djgmt,” “expects,” “anticipates,”
“estimates,” “forecasts,” “intends,” “strategy,”lgm,” “may,” “will,” “would,” “will be,” “will cont inue,” “will likely result,” and similar
expressions, and are subject to numerous knowmiakitbown risks and uncertainties. Additionally, staénts relating to implementation of
business strategy, future financial performancguiition strategies, capital raising transactigresformance of contractual obligations, and
similar statements may contain forward-lookingestants. In evaluating such statements, prospeictiestors and shareholders should
carefully review various risks and uncertaintiesntified in this Report, including the matters fegth under the captions “Risk Factors” and in
the Company’s other SEC filings. These risks antkuninties could cause the Company’s actual iesuidiffer materially from those
indicated in the forward-looking statements. Thenpany disclaims any obligation to update or puplashnounce revisions to any forward-
looking statements to reflect future events or tigyments.

Although forward-looking statements in this Ann&edport on Form 10-K reflect the good faith judgmeihdur management, such statements
can only be based on facts and factors currentiyknby us. Consequently, forward-looking statemangsinherently subject to risks and
uncertainties, and actual results and outcomesdifify materially from the results and outcomesdssed in or anticipated by the forward-
looking statements. Factors that could cause driboite to such differences in results and outcomelside, without limitation, those
specifically addressed under the heading “Riskd¥atbelow, as well as those discussed elsewheatasrinnual Report on Form 10-K.
Readers are urged not to place undue relianceese tftorward-looking statements, which speak onlyfdlse date of this Annual Report on
Form 10-K. We file reports with the Securities &dhange Commission (“SEC”). You can read and apymaterials we file with the SEC
at the SEC’s Public Reference Room, 100 F. StNfet,Washington, D.C. 20549. You can obtain addélanformation about the operation of
the Public Reference Room by calling the SEC a@@-8EC-0330. In addition, the SEC maintains arriaesite (www.sec.gov) that contains
reports, proxy and information statements, andrdtiffermation regarding issuers that file electaatiy with the SEC, including us.

We disclaim any obligation to revise or update fotward-looking statements in order to reflect &went or circumstance that may arise after
the date of this Annual Report on Form 10-K. Resdee urged to carefully review and consider théoua disclosures made throughout the
entirety of this Annual Report, which attempt tvisé interested parties of the risks and factoais ey affect our business, financial condit
results of operations and prospects.

ITEM 1. BUSINESS
Our Business

ZAGG Inc (“we,” “us,” “our,” “ZAGG,” or the“Company) is headquartered in Salt Lake City, Utah, and &a international office located in
Shannon, Ireland. The Company designs, producdgliatributes professional and premium creativelped solutions including screen
protection, keyboards for tablet computers and feal®vices, keyboard cases, earbuds, mobile pavigians, cables, and cases under the
ZAGG and InvisibleShield brands. In addition, then@pany designs, produces, and distributes earbedslphones, mobile power solutions,
Bluetooth speakers, cases, and cables for mobiieeteunder the iFrogz brand in the fashion andlyoudented lifestyle sector.

We maintain our headquarters at 3855 South 500 \8eges B, C, D, I, J, K, L, M, N, O, P, Q, R addSalt Lake City, Utah, 84115. The
telephone number of the Company is 801-263-0699 wabsite addresses are www.ZAGG.com and www.iFooga. The URLs are included
here as inactive textual references. Informatiamtaioed on, or accessible through, our websitestis part of, and is not incorporated by
reference into this report.

Our Products
InvisibleShield— The “Protection” Brand

The InvisibleShield brand is focused on device grtibn. From protective film and glass to casegisibleShield device protection products
offer customers a wide array of protection typed fatures, all with a lifetime guarantee.

Our films were developed originally to protect thading edge of rotary blades on military helicopt& hrough constant innovation, we
continue to formulate new films that are desigreedfer the highest standards in self-healing,tsbrarotection, and impact protection. We
also continue to innovate customer installationhods like our patented Easy Apply Double Tabs.

All of our films are designed to provide long lastiprotection for the surface of any electronicidesubject to normal wear and tear. We
accommodate a custom fit for thousands of devipesyas well as offer an automated OnDemand solstigrtailers can supply customers
with screen protection for both new and old devimaels without having to hold excess inventory.




In addition to our traditional InvisibleShield filproducts, we launched InvisibleShield Glass duthegfirst quarter of 2014, which is designed
to provide premium screen protection and claritgng with a superior feel and touch sensitivity.

Along with our film and glass products, the InvisiBhield brand offers mobile device cases, likepibjgular Orbit case, which complement our
InvisibleShield screen protection products.

We intend to continue to innovate our line of livisShield products in future periods in respomsmarket changes.
ZAGG - The “Work” Brand

The ZAGG brand stands for innovative and efficiérch-cessory” products. Our ZAGG products ardgiesd to be professional, and feature
premium design and materials that appeal to cus®heking for the best possible mobile accessohyt®ons.

Keyboards

ZAGG keyboards are designed to offer our custoraersnhanced and innovative productivity experieBagce entering this category in 2010,
ZAGG has continually reinvented its product linekel/boards, while also providing timely solutions hew devices released by Apple,
Samsung, and other leading mobile device manufaistuin addition to device specific keyboards aibfkeyboard cases, ZAGG has
produced a universal line of full size Bluetootlylkeards compatible with virtually any mobile opérgtsystem.

We expect to continue to innovate and expand ouetBbth keyboard product lines as end users’ reménts evolve in this rapidly changing
market segment.

Audio
ZAGGAudio products were first released in late 20081 continue to focus on innovation and supesdue. Key ZAGGAudio products
include the award-winning ZAGGsmartbuds and the ZRSrbuds (featuring Reflective Acoustics™).

Power

ZAGGsparg portable batteries are designed to chamgealevice that utilizes a USB, including smartpd® tablets, handheld gaming systems,
and digital cameras. The ZAGGsparq family has lmeastructed with built-in prongs that allow the @evto double as a wall charger,
eliminating the need for an extra power adapteiG&&parq models contain Lithium Polymer batteried @me polycarbonate to reduce damag
from wear and tear.

iFrogz — The “Play” Brand

The iFrogz brand stands for fun, clever, and yauthfobile accessory products. The brand has hacksadn a variety of categories with large
retailers in and outside of the United States.dggroecame part of the ZAGG family in 2011.

Audio

In 2007, iFrogz released its first audio productider the EarPollution product line. The eclectieston of earbuds and headphones
specifically targeted a younger demographic, Llitsgipealed to a wide spectrum of consumers. Sineénitial launch of the EarPollution™
audio line, iFrogz has continued to innovate arubexl its headphone and earbud products to inclidenys for all ages under both the
EarPollution and iFrogz brands.

Starting in 2013, the iFrogz Audio line began imfihg portable Bluetooth speakers that combine clawectionality and a playful look with
impressive audio quality.

Cases

iFrogz began manufacturing cases in 2006, initi@iythe Apple iPod. These unique cases were we#ived by the market due to their blend
of fashion, quality, and design. Initially, all ealwere online, but in early 2007 iFrogz begarribisting its case products through large reta
and began more firmly establishing itself as a lfuitand fashion-oriented brand. Since 2007, tmegE case offerings have expanded to
include a wide array of sleek and stylish casesiéw generations of Apple iPod, iPhone, iPad, aamdsting Galaxy smartphones and tablets.

Power
iFrogz power products cover a wide array of configions. These colorful chargers, power banks,cafdes offer tremendous value for a wide
demographic of consumers.




2015 International Consumer Electronics Show

The annual International Consumer Electronics SHOBS) provides the Company the opportunity to isice new creative product soluti
to the market. At the 2015 CES, the Company higitdid three new key product offerings:

« InvisibleShield HD>- The InvisibleShield HDX is designed as an advanpegimium film that combines three times shattetqarior
with an ultraelear finish for a thin film that provides proteariifrom inevitable drops and scratches. The Inlé§ihield HDX has be
designed with EZ Apply™ tabs, a moistdree application method which provides the easagstlication on the market. T
InvisibleShield HDX is available online now at ZAG®m or through ZAGG retail partne

o ZAGG Pocket Delivering over 85% the size of a desktop keybotird,ZAGG Pocket keyboard is designed to maintagt, fnatur:
typing and then folds into a compact protectivedtaize case that easily fits into pockets anaggsirUnlike other portable keyboa
the ZAGG Pocket is designed to fold between linekeys to preserve comfortable spacing to helpauget more done. The ZAC
Pocket is available online now at ZAGG.com or tlgloZ AGG retail partner:

« ZAGG Speaker CaseThe ZAGG Speaker Case is designed as a protecatieetghone case for the Apple iPhone 6 that feata
removable Bluetooth speaker. The ZAGG Speaker Ggserfect for boosting music, conference calldgeis and games. The Spei
Case also features an 1800mAh backup battery, vdaiclprovide up to 8 hours of additional talk tiraed can be shared with a frie
The ZAGG Speaker Case will be available in late2Q15.

Strategy

At ZAGG, our focus is to (1) design creative prodsalutions for users of mobile devices, (2) dedide products to consumers through global
distribution partners and online, and (3) beconeepifeferred brand through emphasizing innovatiahmoduct-quality, providing excellent
customer service, and focusing on the end-usepgrgénce with our products. We focus our corportaam, and individual goals to
accomplish this overall corporate strategy.

We plan to continue to expand our product offerjmgsluding entering new product categories, artéramg new domestic and global markets
that we believe will be consistent with our overatporate strategy.

Design and Packaging

We design our InvisibleShield products for appimaton thousands of specific electronic devices. I@gistics partners acquire precision-cut
raw materials from exclusive third-party suppliéfbese precision-cut InvisibleShields either ugeBasy Apply Double Tabs installation or
are packaged with an installation kit consistin@ahoisture adhesive-activating solution, a squeeged instructions for application on
specific electronic devices. We have establishidiomships with package assembly, shipping, agétits companies worldwide that we
expect will allow us to expand our InvisibleShigiebduction and shipping capacity as we continugréev and enter new markets.

We also customize each InvisibleShield cut desigrife specific electronic device and currentlyéhthousands of unique designs. Each cut
design is developed internally and is owned exeklgiby us. We do not own the patent for the baaterals, which is held by our exclusive
supplier. Our supplier has contractually agreeddiosell the base materials to any of our compstitd/e believe that our relationship with the
manufacturer of the raw material is on excellenngeand anticipate no interruption in our abiliyacquire adequate supplies of raw materials
and produce products.

For all ZAGG products, we design the exterior pgikg to ensure it is consistent with the overaltkeéing strategy and is consistent with the
desires of our major retailer partners. We havégdes the hard plastic and cardboard box packamifg informative and attractive for point-
of-sale displays. We outsource the production akpging to various independent third parties.

We manufacture our other mobile device accessthagoards, keyboard cases, audio products, gase®r solutions, and other accessories,
using third party contract manufacturers locatecharily in Asia. We have established relationshigith third-party manufacturers, package
assembly, warehousing, shipping, and logistics @omgs that allow us to expand our accessories ptimtuand shipping capacity as we
continue to grow our current customer base and eet® markets.

Market for Products

Portable electronic devices, notably handheld désyicontinue to advance in performance and furalityn Furthermore, the market is
expanding as evidenced by continued innovative pduct releases, particularly in tablets and gpmares. Correspondingly, the aesthetics
of such devices are increasingly important as ugggically consider the look and feel of such desj as much as performance, in making
their purchasing decisions.

As a result, an industry and significant market éa®rged for (1) protecting portable electronicides, notably the “high end” tablet and
smartphone devices, and (2) enhancing the consexperience with accessories for mobile electropiaks.
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We sell each of our product lines to consumerdeafteonic and hand-held devices directly via oubsites and other key online e-tailers, and
through our distributors and retail partners. Weasignificant amount of product for use on Apgl#ad, iPhone, and iPod devices;
Samsung’s Galaxy smartphones and tablets; and ditrSurface tablets, though we have experiencatineed diversification as other
manufacturers’ presence in the market has increased

In addition to Apple and Samsung, the handheldmeics industry has continued to market and dgvdkvices with touch screen interfaces,
and several major manufacturers, including Motqrblell, Lenovo, Blackberry, Xiaomi, and HTC contito release innovative products eact
year. The InvisibleShield is the ideal device petitsn offering for all types of gadgets, in partmutouct-screen devices, as it does not inter
with the functionality of the device while offerircpmplete scratchproof protection. Our keyboardipot line is ideal for tablet and smartph
users as the product line includes keyboards tiedb@th device specific and device agnostic, whieghcompatible with many tablet and smart
phone devices. In addition our ZAGGaudio and iFrAgdio product lines offer excellent enhancemerdrig mobile device. We will continue
to focus our marketing and innovation efforts aitimese types of product solutions that protectearithnce mobile devices.

Market Segments

With thousands of InvisibleShield products/prodeanfigurations available, we have a protective ciogfor all major market segments of
handheld electronic devices, including: smartphptaddets, MP3 players, notebook computers, laptpasing devices, GPS devices, watch
faces, and similar devices and surfaces. We inti@iedntinue to configure the InvisibleShield protior use in newly developed consumer
devices. The InvisibleShield can be quickly confegl) packaged, and shipped to customers for neweteas they enter the consumer
marketplace, making the InvisibleShield availaldegurchase at the time of or within days of thentzh of new electronic devices. In addition,
InvisibleShield On Demand makes it possible foaitets to have an InvisibleShield available onlthench date for all device releases.

One of the fastest growing market segments isahlet and smartphone segment. Most often, smargand tablet buyers are drawn to these
devices by their elegant design, as well as ttesy4o-use functionality. However, everyday usemfinars the finish of the devicesgreen an
other areas that receive wear and tear. The Ing@Biteld and iFrogz cases offer excellent devicggmtion, while not impeding the form or
functionality of the smart phones and tablets, @maot inhibit the touch sensitivity for smartpherend tablets with touch screen technology.
Further, our keyboard line provides a professiamal innovative solution to interact with tabletsl@amartphones.

As sales of electronics continue to grow, we apétg that sales of our complementary accessoryuptedavill continue to grow, as well. The
largest areas of our market opportunities relatates of smartphones and tablets. According téigpfilngs, over 63.3 million iPads and 19:
million iPhones were sold by Apple during 2014. Mgament believes that ZAGG is positioned to seragkat needs within this industry with
our multiple products lines that include devicetpotion, keyboards and keyboard cases, audio, mpbilver, and protective cases.

Marketing and Distribution

Domestically, we sell our products on our websitedig box electronics retailers, to distributaad to franchisees that own and operate
kiosks and ZAGG branded stores in shopping malisratail centers. In addition, our products areilalsée for sale worldwide via our websit
and through retailers and distributers we havenpaed with from our subsidiary in Shannon, Irela@dtrently we advertise our products
primarily on the Internet, through magazine adsyugh print advertisements in conjunction with cetail partners, and through point of sale
displays at retail locations. We intend to contitaistrategically expand our advertising activiiie2015, particularly through interactive
displays within retailers. We are also seekingremte strategic partnerships with makers of smartps and tablets, electronic accessories, ar
mobile content providers to enhance our produaroffs.

Indirect Channels (amounts in thousand:

We sell our products through indirect channelsudirig big box retailers, domestic and internatiafisiributors, independent Apple retailers,
university bookstores, and small independently ahcensumer electronics stores. For the year enéeérbber 31, 2014, we sold
approximately $235,789 of product, or approxima@d9s of our overall net sales for 2014. We reqinicérect channel partners to enter into a
reseller agreement with us.

We continue to sell directly to retailers or thrbugjstributors to market and place our productsséde in the United States and abroad. We
have entered into distribution agreements withras throughout the world for the marketing, dmttion and sale of our products.
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Website Sales (amounts in thousands)

We sell our products worldwide directly to consusen our websites at www.ZAGG.com and www.iFrogmc&or the year ended December
31, 2014, we sold approximately $12,741 of prodocgpproximately 5% of our overall net sales fot2. The URLs are included here as
inactive textual references. Information containador accessible through, our websites are notgbaand are not incorporated by reference
into, this Annual Report on Form 10-K.

Franchisees (amounts in thousands)

We sell our products to franchisees that operatsksi and ZAGG branded stores in shopping mallsetail centers. We enter into agreements
with these franchisees who then purchase the ptedmcl resell them to consumers. For the year eddedmber 31, 2014, we sold
approximately $13,055 of product, or approximat&ly of our overall net sales for 2014, through flasees and our corporate owned mall
carts. Third party franchisees are required tordnte a standard franchise agreement with us viheve charge an up-front fee that is
recognized into revenue over the life of the fraseterm. For the year ended December 31, 2014ea@ognized $0.2 million in net sales
related to these agreements.

Company Organization

Our operations are divided into two operating geupAGG Domestic, which serves customers in theddhStates and Canada, and ZAGG
International, which serves customers throughoaitrést of the world. Both ZAGG Domestic and ZAG®&mational are organized with sales,
marketing, eCommerce, operations, product developared management, and general and administratiwtibnal departments. Although
ZAGG Domestic and ZAGG International operated fifiedent locations, the product offerings are thesaas are the manufacturers,
distribution channels, and type of customer. Fes¢hand other reasons, we consider ZAGG DomesliZzAGG International a single
reporting segment under US generally accepted atioguprinciples (“US GAAP”).

Warranties

We offer a lifetime guaranty of the durability afronvisibleShield products. If the InvisibleShigfdever scratched or damaged (in the course
of normal use), a customer simply needs to retuerotd product and we will replace it for free. Tgreducts to which the InvisibleShield is
applied typically have relatively short lives, whibelps to limit our exposure for warranty clairfer products that contain electronic
components, the Company offers a one-year manuéatswarranty should the product cease to fungpi@perly during the first year.

Intellectual Property Rights

ZAGG, through its wholly-owned subsidiary, ZAGG éfiectual Property Holding Company, Inc., ownsitytiand design patents in the U.S.
and in various foreign countries which correspamd tumber of our products, including patents witims focused on certain features of
ZAGG's InvisibleShield protective films for electriw devices. ZAGG continues to actively pursuelfertprotection for its InvisibleShield
protective films and associated methods in theddn8tates and in foreign countries, having filepiaapplications for (i) both wet and dry
application processes for securing protective fittmsonsumer electronic devices; (ii) dry-applioatprotective films; and (iii) on-demand
production of electronic device accessories, indgdilms. In addition, ZAGG has filed applicatigrend in some instances secured patent:
a variety of its protective cases and keyboard yectsd ZAGG has additional patents pending in thH&. @nd internationally for a variety of
current and expected products.

ZAGG owns thousands of InvisibleShield protectiiha fdesigns for protecting a variety of consumectionic devices. New designs are
routinely added to ZAGG's portfolio to accommodtite newest electronic devices on the market.

Additionally and as described in detail below, ZA@Ghe owner of numerous trademarks for use imeotion with its goods and services.
ZAGG has filed formal applications for a varietyteddemarks, and has further secured trademargtratipns for many of its trademarks in
both the U.S. and in foreign countries.

ZAGG has strategically developed relationships @fiteh exclusive agreements with a number of thadypvendors and suppliers. ZAGG’s
long-standing relationship with its raw materiappliers and its manufacturers expands the scopetehtial intellectual property protection
available to ZAGG, including development of innavatsolutions for protective films. These relatibips also provide ZAGG with a
reasonable expectation that it will be able to $yppstomers with products long into the future.

ZAGG regularly files patent and trademark applimasi to protect its inventions, designs and tradksaWhile ZAGG believes that the
ownership of intellectual property is importantt®business, and that its success is based irupart the ownership of intellectual property
rights, ZAGG'’s success is also based upon creptivduct solutions, establishing the preferred bramdng both retailers and consumers, anc
targeted global distribution.




Patents and Trademarks

The Company currently holds rights to patents imdato certain aspects of its products. The Comgwagyregistered or has applied for
trademarks in the U.S. and a number of foreign tras1 Although the Company believes the ownersfiiguch patents and trademarks is an
important factor in its business and that its ses@oes depend in part on the ownership therefCtmpany relies primarily on the innovative
skills, technical competence, and marketing abgitf its personnel.

The Company regularly files patent applicationprmtect innovations arising from its research, dtgw@ent and design, and is currently
pursuing a number of patent applications. Over titme Company has accumulated a portfolio of isqatdnts. No single patent or trademark
is solely responsible for protecting the Compamy@ducts. The Company believes the duration gfatents is adequate relative to the
expected lives of its products.

Because of technological changes in the industigsich the Company competes, current extensiverp&overage and the rapid rate of
issuance of new patents, it is possible that gedamponents of the Company’s products may unkngiyiimfringe existing patents or
intellectual property rights of others. From tinoetime, the Company has been notified that it maynfringing certain patents or other
intellectual property rights of third parties.

Employees

We have 163 full-time employees and 57 part-timglegees (total of 220), including our managemeairte200 of our employees are located
in the United States and support the operatiol®A@3G Domestic, while there are 20 employees locatdckland to support our ZAGG
International operations. No employee is represebyea labor union, and we have never sufferedhemruption of business caused by labor
disputes. We believe our relationship with our esgpks is good.

Our Corporate History

Prior to March 2007, the Company was known as 8HBmbe Corporation. However, at that time, the Camypzhanged its name from
ShieldZone Corporation to ZAGG Incorporated to dxgtosition the Company to become a large enterprithe electronics’ accessories
industry through organic growth and through makargeted acquisitions. The ShieldZone name was sfgygific to the screen protection
product line, and although screen protection isra product line, the name change has brought timep@ny the opportunity to add new
products to its product offering. During 2011, empany changed its name from ZAGG Incorporated®GG Inc.

In June 2011, ZAGG acquired 100% of the outstandhages of iFrogz, which further diversified théstirng ZAGG product line, particularly
for audio and protective case accessories.

The Company designs, produces, and distributeggsmnal and premium creative product solutionkiting screen protection, keyboards for
tablet computers and mobile devices, keyboard caselsuds, mobile power solutions, cables, andsaaséer the ZAGG and InvisibleShield
brands. In addition, the Company designs, prodwas distributes earbuds, headphones, mobile psoletions, Bluetooth speakers, cases,
and cables for mobile devices under the iFrogzdrarthe fashion and youth oriented lifestyle secto

ZAGG intends to continue to identify complimentg@npven products and companies that fit the ZAGGuincstrategy.

Seasonal Business

The Company has historically experienced increas¢dales in its fourth fiscal quarter comparedther quarters in its fiscal year due to
increased holiday seasonal demand. This histquatrn should not be considered a reliable indicaftthe Company’s future sales or
financial performance.

In addition, the Company has historically been fpedy impacted near the time of major device ldwexby Apple and Samsung. We expect
major device launches to continue to positivelyactpour operations during 2015 and beyond.

ITEM 1A. RISK FACTORS
Because of the following factors, as well as ofhetors affecting the Company'’s financial conditamd operating results, past financial
performance should not be considered to be a telinficator of future performance, and investdrswdd not use historical trends to anticipate

results or trends in future periods.

Risks Related to our Financial Conditio

If we are unable to maintain our line of credit faglity, we could face a deficiency in our short terncash needs that would negatively
impact our business (amounts in thousands).




On December 23, 2014, the Company and Wells Faagi BNational Association (“Wells Fargo”), enteiiatb the Third Amendment to
Credit Agreement (“Third Amendment”), which moddi¢he original Credit Agreement entered into betwéne Company and Wells Fargo on
December 7, 2012 (“Credit Agreement”) and all sgliemt amendments to the Credit Agreement (Firstdmeent to the Credit Agreement
entered into on December 20, 2013 and Second Amemichm the Credit Agreement entered into on Novembg014).

The Third Amendment provides $25,000 revolving lifieredit (“Line of Credit”) and extended the mtiyidate from December 1, 2015 to
December 1, 2016. As of December 31, 2014, thébatance outstanding on the line of credit wa®zer

Attached to the Credit Agreement are a numbematiftial and non-financial debt covenants. If weranecompliant with the covenants, Wells
Fargo may decide to limit our ability to accessltivee of Credit. In such event, our short-term cestfuirements may exceed available cash ol
hand resulting in material adverse consequencesrtbusiness.

The restrictive covenants contained in our Credit Areement may limit our activities.

Our obligations under the Credit Agreement are igztby all or substantially all of the Company’sets and the majority of the equity in
foreign subsidiaries . Under the Credit Agreemeatane subject to specified affirmative covenantamary for loans of this type, including
but not limited to the obligations to maintain adatg accounting records in accordance with US GA#&serve and maintain all licensees,
permits, and other governmental compliance; mairddiequate insurance; ensure facilities are kegodaa repair; maintain our principal
depository bank account with Wells Fargo; provideiaus notices to Wells Fargo; and deliver finahstatements to Wells Fargo. We are also
subject to certain negative covenants customarofors of this type, including but not limited tmfibitions against certain mergers and
acquisitions, pledging assets collateralized utigeiCredit Agreement, making financial or otherrguméees, certain management and
ownership changes, the imposition of additionaidien collateral or other of our assets, and pitibits against additional indebtedness.

Failure to comply with the restrictive covenant®im Line of Credit could accelerate the repaynuérany debt outstanding under the Credit
Agreement. Additionally, as a result of these feste covenants, we may be at a disadvantage cadpa our competitors that have greater
operating and financing flexibility than we do.

Our level of indebtedness reduces our financial figbility and could impede our ability to operate.

The Credit Agreement requires us to pay a variedike of interest, which will increase or decreaasell on variations in LIBOR. Additionally,
fluctuations in interest rates can significantlg@se our profits. We do not have any hedge dtasigontracts that would protect us against
changes in interest rates.

The amount of our indebtedness could have impodamsequences for us, including the following:

« requiring us to dedicate a substantial portionwfaash flow from operations to make payments ardebt, thereby reducing funds
available for operations, future business oppotiemand other purpose

- limiting our flexibility in planning for, or reaatig to, changes in our business and the industmhioh we operate;

« making it more difficult for us to satisfy our dedttligations, as any failure to comply with sucHigditions, including financial and
other restrictive covenants, could result in amewé default under the Credit Agreement, whichlddead to, among other things, an
acceleration of our indebtedness or foreclosuta@tollateral, which could have a material advefect on our business or financial
condition;

« limiting our ability to borrow additional funds, ¢t sell assets to raise funds, if needed, for wgrkapital, capital expenditures,
acquisitions or other purposes; ¢

« increasing our vulnerability to general adverseneooic and industry conditions, including changemtarest rates.

We may not generate sufficient cash flow from opiers to service and repay our debt and relatedatibns and have sufficient remaining
funds to achieve or sustain profitability in oureogtions, meet our working capital and capital exiiteire needs or compete successfully in ou
industry, which would have a material adverse ¢ftecour operations. As of December 31, 2014, ¢kel amount outstanding on the Line of
Credit was zero.

Risks Related to our Company and Busint

Because sales of consumer electronic accessories dependent on new products, product development drconsumer acceptance, we
could experience sharp decreases in our sales anafit margin if we are unable to continually introduce new products and achieve
consumer acceptance.




The consumer and mobile electronics accessory fridsigre subject to constant and rapidly changorgsumer preferences based on
performance features and industry trends. We genalieof our sales from our consumer and mobi#etebnics accessories business. We
cannot assure you that we will be able to growrévenues of our business or maintain profitabif@yr consumer accessories business
depends, to a large extent, on the introductionaamdlability of innovative products and technolegyi We believe that our future success
depends in large part upon our ability to enhangeesgisting products and to develop, introduce, magdket new products and improvement
our existing products.

However, if we are not able to continually innovatel introduce new products that achieve consustapgance, our sales and profit margins
may decline. Our revenues and profitability wilpéed on our ability to maintain existing and geteeaditional customers and develop new
products. A reduction in demand for our existingdarcts would have a material adverse effect orbasmess. The sustainability of current
levels of our business and the future growth ohsewenues, if any, depends on, among other factors

« the overall performance of the economy and dismnatly consumer spending,
« competition within key markets,

- continued customer acceptance of our products,

» customer acceptance of newly developed products, an

- the demand for other products and services.

We cannot provide assurance that we will maintaiimcrease our current level of revenues or prdfitaiture periods.

While we are pursuing and will continue to pursuedoict development opportunities, there can bessarance that such products will comi
fruition or become successful. Furthermore, whiteumber of those products are being tested, weotgmavide any definite date by which
they will be commercially available or financialjable. We may experience operational problems siith products after commercial
introduction that could delay or defeat the abitifysuch products to generate revenue or operptiofifs. Future operational problems could
increase our costs, delay our plans or adversédgtabur reputation or our sales of other prodwdigh, in turn, could have a material adverse
effect on our success and our ability to satisfiyahligations. We cannot predict which of the magsible future products will meet evolving
industry standards and consumer demands. We cprmatle assurance that we will be able to adaptuth technological changes, offer such
products on a timely basis or establish or mairtatompetitive position.

Because we face intense competition, including coetition from companies with significantly greater resources than ours, if we are
unable to compete effectively with these companiesyr market share may decline and our business calibe harmed.

Our market is highly competitive with numerous ceatilprs. Some of our competitors may have substtntjreater financial, technical,
marketing, and other resources than we possesshwiay afford them competitive advantages oveAgs result, our competitors may
introduce products that have advantages over aatugts in terms of features, functionality, easas#, and revenue producing potential. The)
may also have more fully developed sales channelsonsumer sales including large retail sellearmgements and international distribution
capabilities. In addition, new companies may etitermarkets in which we compete, further increasmgpetition in the consumer electronics
accessories industry. Increased competition mayltriesprice reductions, reduced profit marginssdaf market share and an inability to
generate cash flows that are sufficient to maint&iexpand our development and marketing of newlyets, which would adversely impact
financial performance.

Because we are dependent on third party sources &equire sufficient quantities of raw materials to poduce our products, any
interruption in those relationships could harm ourresults of operations and our revenues.

Our manufacturing partners acquire substantiallpfahe raw materials that we use in our prodficis a limited number of suppliers.
Accordingly, we can give no assurance that:

« our supplier relationships will continue as prebeint effect,

o our suppliers will not become competitors,

« our suppliers will be able to obtain the componemisessary to produce high-quality, technologieatlyanced products for us,
- we will be able to obtain adequate alternativesuosupply sources should they be interrupted,

» if obtained, alternatively sourced products of Hatitory quality would be delivered on a timely ibascompetitively price:
comparably featured or acceptable to our custoraed
« our suppliers will have sufficient financial resoes to fulfill their obligations.

Our inability to procure sufficient quality and quaies of products that are in demand could redugeprofitability and have a material adve
effect on our relationships with our customerany of our supplier relationships are terminatethtarrupted, we could experience an
immediate or long-term supply shortage, which cddsle a material adverse effect on our business.
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Because we do not internally develop the technolodgr a number of our key products, including the IrvisibleShield film products, the
impact of technological advancements may cause pibmargin erosion and adversely impact our profitahlity and inventory value.

Because we do not internally develop the technofogya number of our key products, including theisibleShield film products, we cannot
provide assurance that we will be able to sourclertelogically advanced products in order to rentampetitive. Furthermore, the introduct
or expected introduction of new products or tecbgigs may depress sales of existing products amthédogies. This may result in declining
profit margins and inventory obsolescence. Becauesmaintain a substantial investment in produceirtery, declining prices and inventory
obsolescence could have a material adverse effieatiobusiness and financial results.

Our estimates of excess and obsolete inventoryprase to be inaccurate, in which case the netzable value for excess and obsolete
inventory may be understated or overstated. Althong make every effort to ensure the accuracy ofanecasts of future product demand,
any significant unanticipated changes in demarneédairnological developments could have a signifid@apiact on the value of our inventory
and operating results. During the third quarter£@ie Company recorded a $9,600 write-down ofritwmey related to inventory items
expected to be sold below their carrying value.

There can be no guarantee that we will be able topand into additional complementary product lines @ to continue to configure our
products to match new products or devices.

Although we anticipate expanding into additionaingdementary product lines to provide support to sttaitegy to provide creative product
solutions to mobile device users, there can beuawamtee that we will be successful in innovatind expanding into additional product lines.
Numerous factors, including market acceptancejritndnd retaining contract partners that are aetd#pto ZAGG, and general market ¢
economic conditions, could prevent us from pardtipg in these complementary product lines, whiahla limit our ability to implement our
business strategy.

Similarly, although we intend to continue to config the screen protection, keyboards, audio, casespther product lines for new products
and devices, there can be no guarantee that wéevdble to either match the demand for our pradastew devices and products are
introduced, or that purchasers of such devicegpandiucts will want to purchase our products for imseonnection with them. Any limitation
our ability to match demand or gain market accegganf our products in connection with new deviaed products could have a material
adverse effect on our business.

Breaches of our information technology systems mawyaterially damage business partner and customer rationships, curtail or
otherwise adversely impact access to online stores, subject the Company to significant reputationa] financial, legal and operational
consequences.

Our business requires that the Company use anel aistomer, employee and business partner pergatetitifiable information (“P11"),

which may include, among other information, nanagkiresses, phone numbers, email addresses, cprefgences, tax identification numk
and payment account information. The Company regquiser names and passwords in order to accés®itaation technology systems. The
Company also uses encryption and authenticatidmtdogies designed to secure the transmissiontanaige of data and prevent access to
Company data or accounts. As with all companiessdlsecurity measures are subject to third-pactyrisg breaches, employee error,
malfeasance, faulty password management, or atiegiarities. For example, third parties may afieto fraudulently induce employees or
customers into disclosing user names, passwordther sensitive information, which may in turn ksed to access our information technology
systems. To help protect customers and the Compla@y;ompany monitors accounts and systems foruahastivity and may freeze accou
under suspicious circumstances, which may restherdelay or loss of customer orders.

The Company devotes significant resources to nétwecurity, data encryption and other security messto protect its systems and data, bu
these security measures cannot provide absoluteised o the extent the Company was to experienbeeach of its systems and was unable
to protect sensitive data, such a breach couldmafiyedamage business partner and customer rektips, and curtail or otherwise adversely
impact access to online stores and services. Mereda computer security breach affects the Camjsasystems or results in the
unauthorized release of Pll, the Company’s repatadind brand could be materially damaged, useso€ttmpany’s products and services
could decrease, and the Company could be exposedshk of loss or litigation and possible liahiliwwhile the Company maintains insurance
coverage that, subject to policy terms and condfitiand subject to a significant self-insured rétenis designed to address certain aspects of
cyber risks, such insurance coverage may be ircserfti to cover all losses or all types of claimattimay arise in the continually evolving area
of cyber risk.




If we fail to maintain proper inventory levels, our business could be harmed.

We produce our key products prior to the time weeinee customers’ purchase orders. We do this tannige purchasing costs, the time
necessary to fill customer orders, and the riskasf-delivery. However, we may be unable to sellgfarlucts we have produced in advance.
Inventory levels in excess of customer demand raaylt in inventory write-downs, and the sale ofesscinventory at discounted prices could
significantly impair our brand image and have aariat adverse effect on our operating results amhtial condition. Conversely, if we
underestimate demand for our products or if wetéagroduce the quality products that we requirthattime we need them, we may experit
inventory shortages. Inventory shortages mightydsfapments to customers, negatively impact digtdbrelationships, and diminish brand
loyalty.

Mobile electronic devices typically have relativelyort life cycles. We may be left with obsoleteantory if we do not accurately project the
life cycle of different mobile electronic devic&the charges associated with reserving slow-movirapsolete inventory as a result of not
accurately estimating the useful life of mobileatlenics could negatively impact the value of oweintory, and operating results.

As we continue to grow our business, increased sal® indirect retail customers may put pressure omur gross profit margins.

Sales of products through indirect retail custontgpgcally result in increased sales volume, bubater margins than sales directly to end
customers made on our websites. As the Companyndggnd continues to grow existing relationshigh widirect customers, increases in
sales to our indirect customers likely will advéysenpact our gross profit margins. Accordinglyetk is no assurance that we will continue to
recognize similar gross profit margins in the fettw those currently being realized.

As we continue to grow our business, entrance inteew and complimentary product lines may put pressug on our gross profit margins.

We anticipate expanding into additional complemgnpsoduct lines to provide support to our strategprovide creative product solutions to
mobile device users. However, there can be no gtegahat sales of products through new produeslimill occur at or above the gross profit
margins we have historically realized. Accordindhgre is no assurance that we will continue toge&ze similar gross profit margins in the
future to those currently being realized.

The Company has contractual rights customary in théndustry to use its Internet addresses, but if thee rights were lost, the loss could
have a material effect on the Company’s financial gsition and results from operations.

The Company has protected the right to use itsrnieteaddresses to the extent possible, and the &oyrgoes not expect to lose its rights to
the Internet addresses. However, there can besupaagce in this regard, and such loss could hamatarial adverse effect on the Company’s
financial position and results of operations.

Because we are dependent for our success on keyanare officers, our inability to retain these offcers would impede our business plan
and growth strategies, which would have a negativiempact on our business and the value of your investent.

Our success depends on the skills, experience enfickmance of key members of our management tealmdimg Randy Hales, our President
and CEO; Brandon T. O’Brien, our CFO; and Steve,Taur COO. Although we have employment agreemwittsthese individuals, were we
to lose one or more of these key executive offio@eswould be forced to expend significant time amzhey in the pursuit of a replacement,
which would result in both a delay in the implenainn of our business plan and the diversion ofkimgy capital. We can provide no assurs
that we could find satisfactory replacements fasthkey executive officers at all, or on terms thatild not be unduly expensive or
burdensome to the Company. Although we routinedyésequity-based compensation to attract and retapioyees, such incentives may not
be sufficient to attract and retain key personnel.

Three of our retailers, Best Buy, Walmart, and AT&T, account for a significant amount of our net salesand the loss of, or reduced
purchases from, these or other retailers could hava material adverse effect on our operating results

In 2014, Best Buy, Walmart, and AT&T accounted 3686, 11%, and 11%, respectively of our net sales.dd/not have long-term contracts
with any of our retailers, including Best Buy, Walrty and AT&T, and all of our retailers generallyrghase from us on a purchase order basi:
As a result, these retailers generally may, witkelior no notice or penalty, cease ordering atithgeour products, or materially reduce their
orders. If certain retailers, including Best BuyaMdart, or AT&T, cease selling our products, sltwit rate of purchase of our products, or
decrease the number of products they purchaseesuits of operations would be adversely affected.

We may be adversely affected by the financial contibn of our retailers and distributors.

Some of our retailers and distributors have expegd financial difficulties in the past. A retailerdistributor experiencing such difficulties
will generally not purchase and sell as many ofraducts as it would under normal circumstanceksrmaay cancel orders. In addition, a
retailer or distributor experiencing financial difilties generally increases our exposure to uactble receivables. We extend credit to our
retailers and distributors based on our assessofidiir financial condition, without requiring dateral. While such credit losses have
historically been within our estimated reservesditowances for bad debts, we cannot assure tlsaivith continue to be the case. Financial
difficulties on the part of our retailers or distutors could have a material adverse effect onmesults of operations and financial condition. As
of December 31, 2014, Best Buy and AT&T accountediB% and 14%, respectively, of accounts rece@vabbth accounts are presently
being paid on terms satisfactory to
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If we fail to attract, train and retain sufficient numbers of our qualified personnel, our prospectshusiness, financial condition and
results of operations will be materially and adversly affected.

Our success depends to a significant degree upoability to attract, retain and motivate skilleddaqualified personnel. Failure to attract and
retain necessary technical personnel, sales arketivay personnel, and skilled management couldraelyeaffect our business. If we fail to
attract, train, and retain sufficient numbers @sth highly qualified people, our prospects, busini@sancial condition, and results of operati
will be materially and adversely affected.

If our products contain defects, our reputation cold be harmed and our results of operations adversglaffected.

Some of our products may contain undetected defetso imperfections in the underlying base materised in production or manufacturing
defects. The occurrence of defects or malfunctamad result in financial losses for our custoneand in turn increase warranty claims from
our customers and diversion of our resources. Ariese occurrences could also result in the l6ss delay in market acceptance of our
products and loss of sales.

Because we experience seasonal and quarterly fluetions in demand for our products, no one quarters indicative of our results of
operations for the entire fiscal year.

Our quarterly results may fluctuate quarter to tpraas a result of market acceptance of our pradtioe sales mix, changes in pricing, the
timing of inventory write downs, changes in thetaaismaterials, the use of airfreight to transgamdducts, the incurrence of other operating
costs and factors beyond our control, such as geaeonomic conditions and actions of competitdrs.are also affected by seasonal buying
cycles of consumers, such as the holiday seasdrtharintroduction of popular consumer electronstgh as a new introduction of products
from Apple, Samsung, Microsoft, HTC, Blackberrydasthers. Accordingly, the results of operationany quarter will not necessarily be
indicative of the results that may be achievedaféull fiscal year or any future quarter.

Because we have limited protection on the intellegal property underlying our products, we may not beable to protect our products
from the infringement of others or may be preventedrom marketing our products.

We do not own proprietary rights with respect te fitm we use in our InvisibleShield products. Hewe we have protected key proprietary
design and utility elements of other products tigfopatents. In addition, we own and keep confidétitie design configurations of the film ¢
the product cut designs which are our copyrights.3&fek to protect our intellectual property right®ugh confidentiality agreements with our
employees, consultants and partners, and domestifoeeign patent prosecution and similar meansvél@r, no assurance can be given that
such measures will be sufficient to protect oueliettual property rights or that the intellectpabperty rights that we have are sufficient to
protect other persons from creating and marketifggtantially similar products. If we cannot proteat rights, we may lose our competitive
advantage. Moreover, if it is determined that awdpicts infringe on the intellectual property riglf third parties, we may be prevented from
marketing our products.

Claims relating to the infringement of third-papsoprietary rights, even if not meritorious, couddult in costly litigation, divert management’
attention and resources, or require us to eithtar émo royalty or license agreements which areaglvantageous to us or pay material amoun
of damages. In addition, parties making these daimay be able to obtain an injunction, which cquiglvent us from selling our products.

We face potential class action and derivative lawstis and other potential liabilities that could mateially adversely impact our business
financial condition and results of operations.

We have been, are currently, and may in the fuberéhe subject of various lawsuits and proceediimgSeptember 2012, we and certain of
current and former officers and directors were g defendants in two putative class action lawsthe plaintiffs in the putative cla
action lawsuits claim that as a result of RoberP&dersen's alleged December 2011 margin accdest Hze defendants initiated a succes
plan to replace Mr. Pedersen as our CEO with Mtesjabut failed to disclose either the successlan pr Mr. Pedersen's margin account s
in violation of Sections 10(b), 14(a), and 20(a)d &SEC Rules 10b-5 and 19aunder the Securities Exchange Act of 1934, asnaled (th
“Exchange Act”). On February 7, 2014, the Courteesd an order granting the Companyiotion to dismiss the consolidated complaint
February 25, 2014, plaintiffs filed a notice of app On June 17, 2014, plaintiffs filed their openiappellate brief appealing the Co
decision with respect to some of their claims. @ppeal is now pending in the U.S. Court of Appeaénth Circuit. The Tenth Circuit he:
oral argument for the appeal on January 22, 2015.
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Additionally, in December 2012, the first of threleareholder derivative actions was filed againgéisd of our current and former officers i
directors. These complaints make allegations sirtdldhose presented in the putative class actissuits, but they also assert various statt
causes of action, including claims for breach dtifiary duty, waste of corporate assets, unjustiement, and insider trading. On April
2014, ZAGG moved to dismiss the complaints and atoker 9, 2014, the Court entered an order grardisguissal of the complain
However, on January 8, 2015, plaintiffs filed aic@tf appeal, and the appeal is now pending irutls Court of Appeals, Tenth Circuit.

In the fourth quarter of 2012, we received requésisrovide documentation and information to treffsdf the SEC in connection with a non-
public investigation being conducted by the S&Salt Lake City office. The Company believes tinestigation includes a review of the f:
and circumstances surrounding some of the samesissised by the plaintiffs in the above lawsisicifically, whether the Company fai

to disclose Mr. Pedersen's margin account saléseoalleged existence of a plan to have Mr. Halexeed Mr. Pedersen as our CEO.
Company responded to these requests and is comefaty with the staff. The SEC investigation into the matter is ongoind @e are unab

to assess or quantify with any certainty the outeotiming or potential costs.

See "ltem 3:-egal Proceedings" for more information about thessters. In defending and ultimately resolvingsthenatters, we may
required to pay amounts in excess of any insuradigert management's attention from the operatioauo business or change our busii
practices, any of which could materially adverssfgct our business, financial condition, resuft®perations, liquidity and, consequently,
trading price of our common stock.

The current economy is affecting consumer spendingatterns, which could adversely affect our business

Consumer spending patterns, especially discretjosaending for products such as mobile, consumeiaanessory electronics, are affected
among other things, prevailing economic conditiergergy costs, raw material costs, wage rategtiofl, interest rates, consumer debt,
consumer confidence and consumer perception ofoesimnconditions. A general slowdown in the U.S. aprdain international economies, or
an uncertain economic outlook could have a matadaérse effect on our sales and operating results.

The disruptions in the national and internatiorm@remies since 2008 and the related uncertaimtiaaémployment are depressing consumer
confidence and spending. If such conditions persisumer spending will likely decline further gh@ would have an adverse effect on our
business and our results of operations.

If we are unable to effectively manage our growthour operating results and financial condition willbe adversely affected.

We intend to return our business to growth by edpamnour sales and product development organizaitidny growth in or expansion of our
business is likely to place a strain on our managerand administrative resources, infrastructund,information systems. As with other
growing businesses, we expect that we will nee@fioe and expand our business development cagiedjlour systems and processes, and o
access to financing sources. We also will needrtg train, supervise, and manage new employeessél processes are time consuming and
expensive, will increase management responsilslaied will divert management attention. We provadsurance that we will be able to:

expand our systems effectively or efficiently oitimely manner

allocate our human resources optima

meet our capital need

identify and hire qualified employees or retainueal employees; ¢

incorporate effectively the components of any bessor product line that we may acquire in ourretimachieve growtr

If our competitors misappropriate our proprietary k now-how and trade secrets, it could have a materiadverse effect on our business.

We depend heavily on the expertise of our prodagetbpment team. If any of our competitors copiestberwise gains access to similar
products independently, we might not be able topetaas effectively. The measures we take to pgroteadesigns may not be adequate to
prevent their unauthorized use. Further, the laisreign countries may provide inadequate protectf such intellectual property rights. We
have brought and in the future may need to briggllelaims to enforce or protect such intellecfualperty rights. Any litigation, whether
successful or unsuccessful, could result in sutistaosts and diversions of resources.

If any of our facilities were to experience catastphic loss, our operations would be seriously harnge

Our facilities could be subject to a catastropbislifrom fire, flood, earthquake, or terroristatgi Our activities, including sales and
marketing, customer service, finance, and othéicatibusiness operations are in two locations. @anufacturing and logistics activities are
conducted at other facilities separate from oupomate headquarters. Any catastrophic loss at ttaedlies could disrupt our operations, de
production and revenue, and result in large exmettseepair or replace the facility. While we halastained insurance to cover most potential
losses, we cannot provide assurance that our mgistsurance coverage will be adequate againstlar possible losses.
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If we fail to maintain an effective system of intenal control over financial reporting, we may not beable to accurately report our
financial results, and current and potential stocklolders may lose confidence in our financial reportig.

We are required to establish and maintain adequsgmal control over financial reporting that pides reasonable assurance regarding the
reliability of our financial reporting and the paption of financial statements in accordance WghGAAP. We are likewise required, on an
annual basis, to evaluate the effectiveness ofideimal controls and to disclose on a quarteri$any material changes in those internal
controls.

Any failure to maintain and continue to improve @ternal controls could adversely impact our &piio report our financial results on a
timely and accurate basis. If our financial statete@re not accurate, investors may not have a ledenpnderstanding of our operations or 1
lose confidence in our reported financial inforroatiLikewise, if our financial statements are niladf on a timely basis as required by the SEC
and The Nasdaq Global Market, we could face sem@neequences from those authorities. In either, dasguld result in a material adverse
effect on our business or have a negative effethertrading price of our common stock.

Because we distribute products internationally, eawomic, political and, other risks associated with or international sales and
operations could adversely affect our operating rests.

Because we sell our products worldwide, our busigsubject to risks associated with doing busimgrnationally. Our sales to customers
outside the United States accounted for approxima@s of our net sales in fiscal 2014. Accordinglur future results could be harmed by a
variety of factors, including:

« changes in foreign currency exchange rates;

« exchange controls;

« changes in regulatory requirements;

« changes in a specific country's or region's palitar economic conditions;

« tariffs, other trade protection measures and impoetxport licensing requirements;

« potentially negative consequences from changesxiteivs or application of such tax laws;

« difficulty in staffing and managing widespread agi@mns;

« changing labor regulations;

« requirements relating to withholding taxes on rémmites and other payments by subsidiaries;
« different regimes controlling the protection of auntellectual property;

« restrictions on our ability to own or operate sdi@ies, make investments or acquire new businesgbsse jurisdictions; and
« restrictions on our ability to repatriate dividerfdem our subsidiaries.

Our international operations are affected by glazainomic and political conditions, only some ofiehhare described above. Changes in
economic or political conditions in any of the ctigs in which we operate could result in excharage movement, new currency or exchange
controls or other restrictions being imposed onapegrations. We cannot provide assurance thatchamges will not have an adverse effec
our foreign operations and our financial results.

There can be no guarantee that additional amountgpgnt on marketing or advertising will result in addtional sales or revenue to the
Company.

In 2015, management intends to expand our advegtigith more inter-active displays within retailensd to continue our marketing efforts
relating to existing products and potential newdpiat introductions. However, there can be no guaeathat such increased advertising or
marketing efforts and strategies will result inreesed sales.

If the Company does not effectively manage its gla supply chain management functions with RR Donnéy, or RR Donnelley doe
not adequately perform the supply chain managemergervices it has been engaged to provide, inventorgceipts may be delayed, orde
fulfilment could be disrupted, supply chain expenss may increase, and customer relationships may bearmed, resulting in &
disruption to the Company’s operations and decreaskprofitability.

During the second and third quarters of 2014, thengany transitioned to RR Donnelley as the Comgangw global supply chain provid
RR Donnelley has been engaged to perform warehgugiaentory receipt, order fulfilment, and shipgiservices for the Company. If
Company does not effectively manage its global suppain management functions to RR Donnelley, B Bonnelley does not adequal
perform the services it has been engaged to prounentory receipts may be delayed, order fulfdim could be disrupted, supply ct
expenses may increase, and customer relationshglysbm harmed, resulting in a disruption to the Camys operations and decrea
profitability.
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Risks Related to the Compa’'s Securities

Because the price of our common stock has been, anthy continue to be, volatile, our shareholders maxgot be able to resell shares
our common stock at or above the price paid for sutshares.

The price for shares of our common stock has etddbiigh levels of volatility with significant vatoe and price fluctuations, which may make
our common stock unsuitable for some investors.example, for the two years ended December 31,,28&4losing price of our common
stock ranged from a high of $7.87 to a low of $3p&7 share. At times, the fluctuations in the pa€eur common stock may have been
unrelated to our operating performance. The pricaio common stock may also have been influenced by

« fluctuations in our results of operations or thempions of our competitors or customers;

« the aggregate amount of our outstanding debt armkpgons about our ability to make debt servicgnpents;

» failure of our results of operations and sales meres to meet the expectations of stock market atsafynd investors;
« perceived reductions in demand or expectationsdagafuture demand by our customers;

« changes in stock market analyst recommendatiorsdagy us, our competitors or our customers;

« the timing and announcements of product innovatinae products or financial results by us or ounpetitors;

« the acquisition of the debt facilities;

« the departure of ZAGG directors or executives;

« increases in the number of shares of our commark stotstanding; and

« changes in our industry.

Based on the above, our stock price may continexperience volatility. Therefore, we cannot gusgarthat our investors will be able to re
our common stock at or above the price at whick fhechased it.

Because we may, at some time in the future, issudditional securities, shareholders are subject toittion of their ownership.

Although we have no immediate plans to raise aoiuii capital, we may at some time in the futuresdoAny such issuance would likely dilt
shareholders’ ownership interest in our companyraag have an adverse impact on the price of ounmoomstock. In addition, from time to
time we may issue shares of common stock in coiorestith equity financing activities or as incergs/to our employees and business
partners. We may expand the number of shares blailader stock incentive and option plans, ortereaw plans. All issuances of common
stock would be dilutive to an existing investor@dings in the Company. If an investor’'s holdings diluted, the overall value of the shares
may be diminished and the ability to influence shatder voting will also be harmed.

Because we do not expect to pay dividends for theréseeable future, investors seeking cash dividenasll not purchase our commor
stock.

We currently intend to retain any future earningsupport the development and expansion of ounksasiand do not anticipate paying cash
dividends in the foreseeable future. Our paymeminyffuture dividends will be at the discretionoof board of directors after taking into
account various factors, including but not limitecbur financial condition, operating results, caskeds, growth plans and the terms of any
credit agreements that we may be a party to airite In addition, our ability to pay dividends oar common stock may be limited by state
law. Accordingly, investors must rely on salesh#it common stock after price appreciation, whickymot occur in the future, as the only \
to realize their investment.

Techniques employed by short sellers may drive dowtlhe market price of the Company’s common stock.

Short selling is the practice of selling securitieat the seller does not own, but rather has lbadofrom a third party with the intention of
buying identical securities back at a later dateetarn to the lender. The short seller hopes éditdrom a decline in the value of the securities
between the sale of the borrowed securities anguhehase of the replacement shares, as the dilert expects to pay less in that purchase
than it received in the sale. As it is in the stsgiter’'s best interests for the price of the stimcllecline, many short sellers publish, or arrange
for the publication of, negative opinions regardihg relevant issuer and its business prospecsigr to create negative market momentum
and generate profits for themselves after sellistpak short. These short attacks have, in the [gasto selling of shares in the market.
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In the past several years, our securities have theesubject of short selling. Reports and infofarahave been published about ZAGG which
the Company believes are mischaracterized or iacgrand which have occasionally been followed kg@ine in our stock price.

It is not clear what additional effects the negafpublicity will have on the Company, if any, othiean potentially affecting the market price of
our common stock. If the Company continues to leestibject of unfavorable allegations, the Compaay have to expend a significant
amount of resources to investigate such allegatiodgor defend itself. While the Company would sgly defend against any such short sellel
attacks, the Company may be constrained in the ardnmwhich it can proceed against the relevanttsdeller by principles of freedom of
speech, applicable state law, or issues of comadarenfidentiality. Such a situation could be cpsthd time-consuming, and could distract the
Company’s management from growing the Company. #attilly, such allegations against the Company @¢owigatively impact its business
operations and stockholders equity, and the valamp investment in the Company’s stock could whiced.

ITEM 1B. UNRESOLVED STAFF COMMENTS
None.

ITEM 2. PROPERTIES

Real Property (dollar amounts in thousands)

Our principal executive offices and facilities argrently located in approximately 57,000 squagt & office and warehouse space located at
3855 South 500 West, Suites B, C, D, |, J, K, LN\MO, P, Q, R and S, Salt Lake City, Utah 8411%e master lease agreement covering all ¢
the suites expires July 31, 2017 (early terminatiithout penalty is permitted as of February 28,&0 Rent at this location is recorded on a
straight line lease rate of $39 per month. We kdase kiosks space at mall locations in Califoamd Utah, and office space in Shannon,
Ireland for the office of our ZAGG Internationalffiok.

On December 5, 2014, we entered into a lease agrador new office space in a to-be constructedding located at 7200 South Bingham
Junction Boulevard in Murray, Utah. The Compangxpecting to rent the fourth and fifth floors oéthuilding, which will become our new
corporate office location. It is expected that @@mmpany will begin constructing leasehold improvatealuring February 2016 and move into
the office space when the leasehold constructiconsplete. The initial lease term is for 90 morahd straight line monthly rent is expected tc
be $110. The lease term and monthly payments wilcommence until the Company occupies the offiaes.

ITEM 3. LEGAL PROCEEDINGS

Certain of the legal proceedings in which we ax®ived are discussed in Note 12, "Commitments amati@gencies," to our Consolidated
Financial Statements in this Annual Report on Fa@¥K, and are hereby incorporated by reference.

ITEM 4. MINE SAFETY DISCLOSURES
Not applicable
PART Il
ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELA TED STOCKHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES (dolar and share amounts in thousands, excluding averagprice
per share)
During the first quarter of 2014, our board of dimes approved a stock repurchase program. Th& stparchase program authorized the
Company to make repurchases of $10,000 in the ggtg®f shares of the Compasgommon stock. The repurchases were to be maaiegtt

the use of a 10b5-1 Plan, which was put in platckeabeginning of March 2014.

During November 2014 in 14 separate transactidwesCompany purchased 745 shares of ZAGG Inc constook at the prevailing market
price for a total of $4,172, which included comnoss and processing fees totaling $22.

During December 2014 in 12 different transactiaghs,Company purchased 512 shares of ZAGG Inc constumk at the prevailing market
price for a total of $2,919, which includes prodegdees of $15.
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Period (a) (b) (©) (d)
Total Number of Shares  Average Price Paid pet Total Number of Shares Maximum Number of

Purchased Share Purchased as Part of  Shares that May Yet Be

Publicly Announced Purchased Under the
Plans or Programs Plans or Programs

October 1 — October 31

2014 - - - -

November - Novembe!

30, 2014 745 $ 5.57 74E 58€(1)

December 1 — Decembx

31, 2014 51z $ 5.67 512 62(2)

Total 1,257 $ 5.61 1,25

(1) The maximum number of shares that were abletpurchased under the repurchase plan as of N&re39b2014 was determined
based on the $3,340 remaining amount that was apdioiofor the purchase of ZAGG Inc common stockarritie repurchase plan and
the closing stock price on November 30, 2014 o7@5The actual number of shares that were ultimgtetichased in December 2014
was based on the market price of ZAGG Inc commoaoksat the time of purchas

(2) The maximum number of shares that were abletpurchased under the repurchase plan as of Dec&hp2014 was determined
based on the $421 remaining amount that was am#ftbfor the purchase of ZAGG Inc common stock utigerepurchase plan and
the closing stock price on December 31, 2014 of %t

Market Information
Our common stock is currently quoted on The NASD&RQbal Market of The NASDAQ Market under the symBEa&IGG. The following tabli

sets forth, for each full quarterly period withirettwo most recent fiscal years, the high and lalessprices (in dollars per share) of our
common stock as reported or quoted on The NASDAfit@aMarket.

2014 Quarter Ended High Low
March 31, 201« $ 4.7¢ $ 3.91
June 30, 201 $ 5.5C $ 4.1¢
September 30, 201 $ 6.1¢ $ 5.0¢
December 31, 201 $ 6.9¢ $ 4.81
2013 Quarter Ended High Low
March 31, 201: $ 7.81 $ 6.6¢
June 30, 201 $ 7.4¢€ $ 4.8¢
September 30, 201 $ 5.8¢ $ 4.4t
December 31, 201 $ 4.9z $ 3.67

Holders of Common stock

At January 28, 2015, there were approximately gstered holders or persons otherwise entitlecbtd bur common shares pursuant to a
shareholders’ list provided by our transfer agempire Stock Transfer. The number of registeredett@ders excludes any estimate by us of
the number of beneficial owners of common sharésihestreet name.

Dividends

There are no restrictions in our articles of inavgtion or bylaws that restrict us from declarimgdends. The Nevada Revised Statutes,
however, do prohibit us from declaring dividendsendy after giving effect to the distribution of ttliwidend:

= we would not be able to pay our debts as they beatun in the usual course of busines:

m our total assets would be less than the sum oftataf liabilities, plus the amount that would beeded to satisfy the rights
shareholders who have preferential rights sup#sitinose receiving the distributic
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We have not declared or paid cash dividends orr@mmon stock since our inception, and our BoarBicéctors currently intends to retain all
earnings for use in the business for the foresedahlre. Any future payment of dividends to hofdef common stock will depend upon our
results of operations, financial condition, castuieements, and other factors deemed relevant bdoard of Directors.

Securities Authorized for Issuance Under Equity Corpensation Plans (share amounts in thousands)

Number of
securities
remaining
Number of available for
securities to future
be issued issuances
upon exercist under equity
of Weighted- compensatior
outstanding average plans
options and  exercise prict (excluding
vesting of of securities
restricted outstanding reflected in
Plan Category stock options first column)
Equity compensation plans approved by securitydrsld 911 $ 487 10,25¢
Equity compensation plans not approved by sechaotgers — — _
Total 911 $ 4.8¢ 10,25¢

In 2007, the Company’s board of directors adoptedlin 2008 the Company’s shareholders approvedA4@G Incorporated 2007 Stock
Incentive Plan (the “2007 Plan”). The 2007 Plan waended to increase the number of shares issuatie the 2007 Plan to 10,000. As of
December 31, 2014, there were 6,164 shares awaflabgrant under the 2007 Plan.

In January 2013, the Company’s Board of Directaigpéed and in June 2013 the Company’s sharehddgign®vedhe ZAGG Inc 2013 Equit
Incentive Award Plan (the “2013 Plan”), a new egiicentive plan intended to replace the 2007 Plawe. 2013 Plan is an “omnibus plan”
under which stock options, stock appreciation sgherformance share awards, restricted stockremtdcted stock units can be awarded. The
2013 Plan’s initial share reservation was 5,000eshdl he term of the plan is for 10 years fromdate of its adoption. As of December 31,
2014, there were 4,091 shares available for gnad¢uthe 2013 Plan.

Upon adoption of the 2013 Plan in January 2013Cimpany ceased to grant awards pursuant to the R@d. All awards granted after
January 2013 have been and will continue to betgdamnder the 2013 Plan. All awards that are ondtey under the 2007 Plan will continue
to vest, be exercisable, and expire accordingdd thspective terms.

Recent Sales of Unregistered Securities (amounts tinousands)

During the year ended December 31, 2014, we didssak unregistered securities.

During the year ended December 31, 2013, we istheetbllowing securities:

We issued 500 unregistered shares of common stoc@resideration for the purchase of a patent.

In each of the transactions listed above, the #@&siwere issued pursuant to Section 4(2) of theuBties Act of 1933, as amended, (the
“Securities Act”) and rules and regulations pronatégl thereunder. None of the transactions invoédvpdblic offering.

Stock Performance Graph

The following Performance Graph and related infotima shall not be deemed "soliciting material" dit¢d" with the Securities and Exchange
Commission, nor shall such information be incorgiedaby reference into any future filing under tlee&ities Act or Exchange Act, each as
amended, except to the extent we specifically purate it by reference into such filing.

The following graph compares the cumulative totereholder return on our common stock over theyaer period ended December 31, 2
with the cumulative total return during such peracddhe NASDAQ Stock Market (U.S. Companies) amekar group index composed of
consumer electronics accessory companies, the membehich are identified below (the “Peer Groufs) the same period. The following
graph assumes an initial investment of $100.00 ditfdends reinvested. The stock performance shawthe graph below represents
historical stock performance and is not necessanmilicative of future stock price performance.
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COMPARISON OF 5 YEAR CUMULATIVE TOTAL RETURN*
Among ZAGG, Inc., the Russell 3000 Index, the NASDAQ Composite Index,
and a Peer Group

$400
$350 -
$300 -
$250 -
$200 -
$150 -
$100
$50 ‘
$0 - . . . . .
12/09 12110 12111 12112 12113 12114
—8— ZAGG, Inc. --+r-- Russell 3000 —G— NASDAQ Com posite —#— Peer Group
*$100 invested on 12/31/09 in stock or index, including reinvestment of dividends.
12/31/09 12/31/10 12/31/11 12/31/12 12/31/13 12/31/14
ZAGG Inc 100.0( 194 .3¢ 180.3¢ 187.7¢ 110.9: 173.2:
Russell 300( 100.0( 116.9¢ 118.1: 137.5: 183.6¢ 206.7:
NASDAQ Composite 100.0( 117.6: 118.7( 139.0( 196.8: 223.7¢
Peer Grouy 100.0( 151.5¢ 186.8: 246.9¢ 268.1: 375.8(

The Peer Group consists of consumer electroniassaocy companies that have securities traded oNdabdaqg Stock Market. The members of
the Peer Group are as follows: Apple Inc., Comalmo, iGo, Inc., Logitech International SA, Plamiics Inc, Skullcandy Inc, and Universal
Electronics Inc.

ITEM 6. SELECTED FINANCIAL DATA (in thousands, exce pt per share amounts)

The selected historical financial data presentdovbare derived from our consolidated financiatest@ents. The selected financial data shoulc
be read in conjunction with Item 7, “Managementisddssion and Analysis of Financial Condition ares&ts of Operations,” and our
consolidated financial statements and the notestivéincluded elsewhere in this report.

Year ended December 31,

2014 2013 2012 2011 2010

CONSOLIDATED STATEMENT OF OPERATIONS
DATA:
Net sales $ 261,58! $ 219,35¢ $ 264,42" $ 179,12! $ 76,13t
Income from operation 16,98: 10,94¢ 33,49 28,13" 16,81«
Net income attributable to stockhold: 10,46: 4,79( 14,50¢ 18,24¢ 9,96:
Earnings per share attributable to stockholc

Basic $ 0.3t $ 0.1€ $ 0.4t $ 067 $ 0.4¢

Diluted 0.3¢ 0.1¢ 0.4¢€ 0.6: 0.41

Weighted average share



Basic
Diluted

BALANCE SHEET DATA:

Total asset
Current assetl
Current liabilities
Total equity

30,24°
30,61(

201,27¢
147,02:

74,20¢
127,07.
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30,90(
31,45¢

175,471
116,48:

33,09¢
124,83:

30,33¢
31,65¢

206,08!
131,18!

41,81¢
124,09¢

27,13
29,08

202,32¢
108,23(

33,74(
102,62t

22,51¢
24,26:

57,43:
46,70¢
23,09(
32,78:




ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FI NANCIAL CONDITION AND RESULTS OF
OPERATIONS

Certain statements, other than purely historidarmation, including estimates, projections, staata relating to our business plans,
objectives, and expected operating results, andghemptions upon which those statements are bagetiprward-looking statements” within
the meaning of the Private Securities LitigatiorfdrR@ Act of 1995, Section 27A of the Securities Aad Section 21E of the Exchange Act.
These forward-looking statements generally aretifled by the words “believes,” “project,” “expegtsanticipates,” “estimates,” “forecasts,”
“intends,” “strategy,” “plan,” “may,” “will,” “would,” “will be,” “will continue,” “will likely result,” and similar expressions. We intend such
forward-looking statements to be covered by the-safrbor provisions for forward-looking statemeststained in the Private Securities
Litigation Reform Act of 1995, and are includingstistatement for purposes of complying with thcesfe-darbor provisions. Forward-looking
statements are based on current expectations anchpsons that are subject to risks and unceresmihich may cause actual results to differ
materially from the forward-looking statements. @bility to predict results or the actual effectfture plans or strategies is inherently
uncertain. Factors which could have a material es#effect on our operations and future prospeciside, but are not limited to: changes in
economic conditions, legislative/regulatory changesilability of capital, interest rates, competit and generally accepted accounting
principles. These risks and uncertainties showdd bk considered in evaluating forward-lookingestants and undue reliance should not be
placed on such statements. We undertake no olgigtdiupdate or revise publicly any forward-lookstgtements, whether as a result of new
information, future events or otherwise. Furthdoimation concerning our business, including addi factors that could materially affect
financial results, is included herein and in ourestfilings with the SEC.

”ou ” o, ” o, ” o, ” o,

Overview

At ZAGG, our focus is to (1) design creative prodsamiutions for users of mobile devices, (2) dedise products to end-users through global
distribution partners and online, and (3) beconeepifeferred brand through the innovation and quafitour products, providing excellent
customer service, and focusing on the end-usemilatdge and experience with our products. We faeuscorporate, team, and individual
goals to accomplish this overall corporate strategy

We believe that hand-held devices and gadgets edr$t enjoyed with the right mix of (1) protectfoom scratches and damage and (2)
accessories that enhance the consunesgserience with their electronic device. We belitheg our full product offering, which includes sen
protection, our keyboard lines, audio accessopiedgective cases, and mobile power solutions, pes/consumers with unparalleled device
protection and enhanced enjoyment of their molidetemnic device.

We plan to continue to expand our product offerjmgsluding into new product categories, and entgriew domestic and global markets that
we believe will be consistent with our overall corate strategy. Our products are available thramghwebsites at www.ZAGG.com and
www.iFrogz.com, and through our retail distributicdmannels, which include major retailers like BBgy, Walmart, AT&T, Sprint, Verizon, T-
Mobile, Target, Radio Shack, and The Carphone Warsdr independent electronics resellers; colleg&diores; independent Mac stores; |
kiosks; and other online retailers. During 2014,had three customers that accounted for more tB&mdf our net sales. We continue to
increase our product lines to offer additional gtatic accessories and services to our tech-sawstomer base.

To recap results for 2014 (amounts in thousands):

o Ourrevenue increased 19% from $219,356 in 20B264,585 in 2014. The increase in revenue from 202914 was primarily
related to the following factors: (1) strong sadé®ur accessory products designed for the iPhosmedGPhone 6 Plus, (2) increased
success within the screen protection product [saeticularly with the launch of InvisibleShield Gi (3) increased placement and
improved point of sale marketing for the keyboardduct line at key retailers, (4) increased safesabile power solutions, and (5)
increased international sals

« The percentage of sales related to our key prdihed for the years ended December 31, 2014 ang, 2@ds approximately:

2014 2013
Screen Protectio 46% 42%
Keyboards 31% 29%
Audio 12% 16%
Power Managemel 6% 2%
Other 5% 11%

« Our gross profit declined from $87,120 in 2013 83844 in 2014. Gross profit as a percent of regaaiso declined from 40% in
2013 to 32% in 2014. This decline in profit margias primarily linked to inventory write-downs reded during 2014 for product
expected to be sold below the carrying value. Tikigative impact on gross profit margin was pastiaffset by an increase in the sale
of screen protection, which is our most profitapieduct line.

«  Our income from operations increased from $10,8480113 to $16,983 in 2014. Our operating margic@etage increased from 5%
in 2013 to 6% in 2014. The increase in operatinggmavas due primarily to the overall increaseafes comparing 2013 to 2014.
However, this benefit to operating income was péytioffset by inventory write-downs recorded dgri2014 for product expected to



be sold below the carrying value. In addition, dgr2013, the Company recorded non-cash impairnrerges of $11,246 and $591
related to the impairment of goodwill and intangibhnd an investment in a private company, res@dgtiSimilar charges did not
recur in 2014

Our strategic business objectives for 2014 inclindefollowing:

» continue to design creative product solutions f&era of mobile devices;

o expand the distribution of our products througlyésed, global distribution partners;
e become the preferred brand through the innovatishcaality of our products;

e increase market presence within retailers throatgractive advertising displays;

« focus on our international sales opportunitiesdalgtoour distribution facility in Ireland that we gect to enable us to better serve our
worldwide customer bas

e increase the number of SKUs with our existing congtrs from products under both the ZAGG and iFraganés; and

grow traffic and sales through our websites www.ZGm and www.iFrogz.com.

We intend for the following discussion of our firwgal condition and results of operations to provitfermation that will assist in
understanding our consolidated financial statemdinéschanges in certain key items in those fir@rstatements from period to period, and th
primary factors that accounted for those changesiadl as how certain accounting principles, pelcand estimates affect our consolidated
financial statements.

Critical Accounting Policies (in thousands)

The discussion and analysis of our financial caodiaind results of operations are based on oundiahstatements, which have been prepare
in accordance with U.S. GAAP. The preparation eSthfinancial statements requires us to make dstnaamd judgments that affect the
reported amounts of assets, liabilities, revenundsexpenses, and related disclosure of contingesettgand liabilities. On an going basis, w
evaluate our estimates based on historical expsriand on various other assumptions that are leeligvbe reasonable under the
circumstances, the results of which form the bfsisnaking judgments about the carrying valuesssiss and liabilities that are not readily
apparent from other sources. Actual results m&erdifom these estimates under different assumstimrconditions. Significant items subject
to such estimates include the allowance for dolibifaounts, inventory reserve, sales returns ltghthe useful life of property and equipme
the useful life of intangible assets, stock-basadmensation, and income taxes.

An accounting policy is deemed to be critical iféfuires an accounting estimate to be made basadsumptions about matters that are hi
uncertain at the time the estimate is made, ibdiffit estimates reasonably may have been usdd;lmriges in the estimate that are reasonab
likely to occur may materially impact the financi&htements. Management believes the followingcafiaccounting policies affect our more
significant judgments and estimates used in thpasetion of our consolidated financial statements.
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Revenue recognitiol

The Company records revenue when persuasive eddd#ran arrangement exists, product delivery hasroed, the sales price to the custo

is fixed or determinable, and collectability isseaably assured. The Company’s revenue is deriesa $ales of our products through our
indirect channel, including retailers and distrimst through our direct channel including www.ZA®@@n, www.iFrogz.com, and our
corporate-owned and third-party-owned mall kioslg] from the franchise fees derived from the ontiogrof new franchisees. For sales of
product, our standard shipping terms are FOB shippbint, and we record revenue when the prodwtiigped, net of estimated returns and
discounts. For some customers, the contractuapstggerms are FOB destination. For these shipmemsecord revenue when the product is
delivered, net of estimated returns and discolrgsfranchise fees, we recognize revenue on ayktrine basis over the franchise term. The
Company records revenue from royalty agreemenrttseiperiod in which the royalty is earned.

Promotional products given to customers or potéantiatomers are recognized as a cost of sales. iGashtives provided to our customers are
recognized as a reduction of the related sale ,paive, therefore, are a reduction in sales.

Reserve for sales returns and warranty liabill

For product sales, the Company records revenu@fmrstimated returns and discounts, when deliteyoccurred, collection of the relevant
receivable is reasonably assured, persuasive egdefran arrangement exists and the sales prfoeets or determinable. Our return policy
allows end users and certain retailers rights tirmgpurchased products. In addition, the Compamegally provides the ultimate consumer a
warranty with each product. Due to the nature efgbreen protection product line, end user retimnscreen protection are generally not
salvageable and are not included in inventory. Wlenate a reserve for sales returns and warrarttyecord the estimated reserve amount as
reduction of sales, and as a sales return resiahiéity. When product is returned and is expedtetle resold, as is the case with returns of
packaged screen protection, keyboards, audio ptedeases, and power products, the reserve isdeg@s a reduction of revenues and cost ¢
sales, and as a sales return reserve liability.sBltes returns and warranty reserve requires maragdo make estimates regarding return 1
for sales and warranty returns. Historical expamemctual claims, and customer return rightstageey factors used in determining the
estimated sales return and warranty reserve.

Allowance for Doubtful Accounts

We provide customary credit terms to our customafes perform ongoing credit evaluations of the ficiahcondition of our customers and
maintain an allowance for doubtful accounts bagsshihistorical collections experience and judgmest expected collectability of
accounts. Our actual bad debts may differ fromestimates.

Valuation of Note Receivable

We engaged independent third-party appraisal fiovassist us in determining the fair values ofatelal of the note receivable. Such
valuations require significant estimates and assiomp Management determined the value of the &feshof ZAGG common stock held by
Mr. Harmer based on quoted market prices. Thea®talte holdings securing the note receivable walteed primarily based on the sales
comparison approach as sales of comparable prepevére utilized. The investments in real estatepamies were valued utilizing compare
market sales, a discounted cash flow analysisp#met appropriate valuation methodologies. The gemknd regarding the note receivable anc
the Company’s relationship with Mr. Harmer is do@anted in Notes 9 and 12 to the consolidated firdstatements.

Management’s estimates of fair value are based apsamptions believed to be reasonable, but whiemherently uncertain and
unpredictable and, as a result, actual resultsdifégr from estimates.

Inventories

In assessing the realization of inventories, weraggired to make judgments as to future demandinemments and to compare these with
current inventory levels. When the market valuaeéntory is less than the carrying value, the muey cost is written down to the estimated
net realizable value thereby establishing a newlsasis. Our inventory requirements may changedaseur projected customer demand,
market conditions, technological and product lifele changes, longer or shorter than expected ysageds, and other factors that could ai
the valuation of our inventories.
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Income taxes

The Company recognizes deferred income tax assétbiities for expected future tax consequenaksvents that have been recognized in
the financial statements or tax returns. Underntashod, deferred income tax assets or liabilgiesdetermined based upon the difference
between the financial statement and income taxsbafsassets and liabilities using enacted tax rewpscted to apply when differences are
expected to be settled or realized. Deferred inctamassets are reviewed for recoverability andatidn allowances are provided when it is
more likely than not that a deferred tax asset mali be realizable in the future. The effect oredefd tax assets and liabilities of a change ii
rates is recognized in income in the period theluithes the enactment date.

The Company recognizes the effect of income taitipas only if those positions are more likely thaot of being sustained. Recognized
income tax positions are measured at the largestiahthat is greater than 50% likely of being readi. Changes in recognition or measurel
are reflected in the period in which the changgidlyment occurs. The Company records estimatecesitand penalties related to
unrecognized tax benefits, if any, as a compongkimoome tax provision.

The Company has foreign subsidiaries formed oriaedto conduct or support its business outsideJhiéed States. The Company does not
provide for U.S. income taxes on undistributed ey for its foreign subsidiaries as the foreigmaays will be permanently reinvested in
such foreign jurisdictions.

Long-lived Assets

Long-lived assets, such as property and equipraadtdefinitelived intangible assets, are reviewed for impairbwveimenever events or chang

in circumstances indicate that the carrying amafiain asset may not be recoverable. If circumst&neguire a long-lived asset or asset grour
be tested for possible impairment, recoverabilftiong-lived assets is measured by comparisorsafatrying amount to the undiscounted casl
flows that the asset or asset group is expectgérierate over the remaining life in measuring wérethe assets are recoverable. If such asse
are considered to be impaired, the impairment teebegnized is measured by the amount by whicleding/ing amount of the assets exceeds
its fair value. Fair value is determined throughiasas valuation techniques including discountechdésnv models, quoted market values and
third-party independent appraisals, as consideeedssary.

Stocl-based compensation

The Company recognizes stock-based compensati@ms&pn its consolidated financial statements feards granted to employees and non-
employees, which include restricted stock, stodioog, and warrants. Equity-classified awards agasuared at the grant date fair value of the
award. The fair value of restricted stock is meeguon the grant date based on the quoted closinkeiarice of the Company’s common
stock. The fair value of the stock options is meagdwn the grant date using the Black-Scholes ogticing model based on the underlying
common stock closing price as of the date of githetexpected term, stock price volatility, andfiee interest rates . The Company
recognizes compensation expense net of estimatfsitfimes on a straight-line basis over the redgiiservice period of the award, which is
generally the vesting term of the award. No compgos expense is ultimately recognized for awacdsshich employees do not render the
requisite service and are forfeited. Excess taefisnof awards that are recognized in equity esldb stock option exercises are reflected as
financing cash inflows.
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Results of Operations (in thousands)
The following table sets forth our results of opienas expressed as a percentage of net salesefgetiods indicated (amounts in thousands):

Year Ended December 31

2014 2013 2012
Net sales $ 261,58! 100.% $ 219,35t 100.(% $ 264,42! 100.(%
Cost of sales 178,24: 68.1 132,23t 60.2 143,88( 54.4
Gross profit 83,34« 31.¢€ 87,12( 39.7 120,54! 45.¢
Advertising and marketin 7,54 2.8 8,952 4.1 12,49¢ 4.7
Selling, general and administrati 49,11( 18.¢ 46,35¢ 21.1 53,33( 20.2
Impairment of goodwill and
intangibles - 0.C 11,24¢ 5.1 11,497 4.3
Amortization of definite-lived
intangibles 9,70¢ 3.7 9,62( 4.4 9,73 3.7
Income from operatior 16,98 6.5 10,94¢ 5.C 33,49 12.7
Interest expens (270 (0.2) (57%) (0.3 (6,32)) (2.9
Loss from equity method investmen
in HzO - 0.C (2,019 0.9 (2,86¢) (1.9
Other income and (expense) 121 0.C 127 0.1 (406) (0.2
Income before provision for income
taxes 16,93¢ 6.5 8,48t 3.8 23,89¢ 9.C
Income tax provision (6,479 (2.5) (3,695 1.7 (9,399 (3.6)
Net income 10,46: 4.C 4,79( 2.2 14,50¢ 5.E

YEAR ENDED DECEMBER 31, 2014, AS COMPARED TO THE YEAR ENDED DECEMBER 31, 2013 (in thousands, except pe
share data)

Net sales

Net sales for the year ended December 31, 2014, $261,585 compared to net sales of $219,356 éoy¢lar ended December 31, 2013
increase of $42,229 or 19%. The increase in revéone 2013 to 2014 was primarily related to thédwaing factors: (1) strong sales of our
accessory products designed for the iPhone 6 dah#6 Plus, (2) increased success within the sgresection product line, particularly wi
the launch of InvisibleShield Glass, (3) increapltement and improved point of sale marketingherkeyboard product line at key retailers,
(4) increased sales of mobile power solutions, (@héhcreased international sales. We continueslidrso our indirect channel retailers
including Best Buy, Walmart, Target, Radio Shacld the Carphone Warehouse; wireless carriers inmguliT&T, Sprint, Verizon, TMobile,
Cricket, and Cincinnati Bell; and both domestic &m@ign electronics accessory distributors. Westitefocused on distribution through our
franchise program and through our websites, www.ZA&@m and www.iFrogz.com.

The percentage of sales related to our key prdihes for the years ended December 31, 2014 an8, 20ds approximately:

2014 2013
Screen Protectio 46% 42%
Keyboards 31% 29%
Audio 12% 16%
Power Managemei 6% 2%
Other 5% 11%

The percentage of sales related to our key digiobuhannels for years ended December 31, 2012648, was approximately:

2014 2013
Indirect channe 90% 85%
Website 5% 9%
Mall cart and kiosk prograi 5% 6%

Gross profit

Gross profit for the year ended December 31, 20/B4, $83,344 or approximately 32% of net sales agpeaned to $87,120 or approximately
40% of net sales for the year ended December 31.Zthis decline in profit margin was primarily kied to inventory write-downs recorded
during 2014 for product expected to be sold belogvdarrying value. This negative impact on grosditomargin was partially offset by an
increase in the sale of screen protection, whidursmost profitable product line.



As we strive to grow the Company, we anticipate tawill have increased sales through indirechelgh partners and that our sales of
keyboard, audio, case, and products in new categuarill increase more quickly than our screen mtita product line sales. Thus, we expect

these factors, along with increased in-store athiegtto end customers, to put pressure on oursgrodit percentage in future periods. There
are no assurances that we will continue to recegsiinilar gross profit margins in the future.
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Operating expenses

Total operating expenses for year ended Decemh&(4, were $66,361, a decrease of $9,813 froah dpierating expenses for year ended
December 31, 2013, of $76,174. The $9,813 deciieaggerating expenses was primarily attributabléheofollowing factors; (1) 2013 non-
cash impairment charges of $11,246 and $591 retatétk impairment of goodwill and intangibles ardinvestment in a private company,
respectively, which charges did not recur in 2423 a decline is share-based compensation expersodewer grants being made to
employees than in prior years, and (3) an overdtelse in advertising and marketing expensesodaiegduction in less effective online
advertising. These reductions in operating expewses partially offset by (1) increases in salagrd benefits expense as employees earned
their 2014 annual bonus (no annual bonus was eanriZ@fl 3) and (2) increases in commission due tovamall increase in sales.

Income from operation:

We reported income from operations of $16,983lerytear ended December 31, 2014, compared to infromeoperations of $10,946 for the
year ended December 31, 2013, an increase of $6[b&7change in income from operations was dubkedtéms identified above under |
sales, gross profit, and operating expenses.

Other income (expense)

For the year ended December 31, 2014, total otkperese was $49 compared to total other expensg,46$ for the year ended Decembel
2013. The decrease is primarily attributable tedlide in the loss from our equity method investtieriHzO as the balance was reduced t
during 2013 and a reduction in interest expengkttiean overall reduction in debt from $17,543 ac&mber 31, 2013 to $0 at Decembe
2014.

Income tax provisior

We recognized an income tax provision of $6,473Heryear ended December 31, 2014, compared tanimt¢ax expense of $3,695 for the y
ended December 31, 2013. From 2013 to 2014, oectdfe tax rate decreased from 43.5% to 38.2%.dBeeease in rate is attributable to an
increase in the domestic manufacturing deductionedsas a change in the state tax rate used faatian of deferred income taxes. These
decreases were partially offset by an increaskédrstate rate used for current income taxes.

Net income

As a result of these factors, we reported net ircofi$10,461 or $0.34 per diluted share for the gealed December 31, 2014, compared t
income of $4,790 or $0.15 per diluted share foryts@ ended December 31, 2013.

YEAR ENDED DECEMBER 31, 2013, AS COMPARED TO THE WR ENDED DECEMBER 31, 2012 (in thousands, except ghare
data)

Net sales

Net sales for the year ended December 31, 2012 $2%9,356 compared to net sales of $264,425 éyelar ended December 31, 201
decrease of $45,069 or 17%.

For the year ended December 31, 2013, sales dheisibleShield product line accounted for approately 42% of our revenues, compared tc
46% in 2012. Sales in 2013 of our keyboard lineoaated for approximately 29% of our revenues, cargpéo 24% in 2012. The decline in
revenue from 2012 to 2013 was primarily relatethefollowing factors: (1) increased market comf@tiin our major product lines, (2) a
decline in our online sales across all productdljrf8) a decline in sales through distribution mars, which was directly impacted by our
decision during the first quarter of 2013 to ceseléing into a number of then distribution custom@nd (4) our failure to expand distribution
to our direct wholesales customers and close stgmif business with new customers at the sameasaite 2012.

For the year ended December 31, 2013, approxim&&&y of our overall net sales were through ourrgatichannel, 9% were through our

websites, and 6% were through our mall cart andkkyograms. For the year ended December 31, 2pp2pximately 82% of our overall net
sales were through our indirect channel, 13% wen@ugh our websites, and 5% were through our naatland kiosk programs.
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Gross profit

Gross profit for the year ended December 31, 20&3,$87,120 or approximately 40% of net sales agpeaoed to $120,545 or approximately
46% of net sales for the year ended December 3B.Zthis decline in profit margin was linked to fielowing factors: (1) the continued
product sales mix shift, as a higher percentagriototal sales were generated by lower marginyetsisuch as our keyboard, audio, and cas
products compared to prior years where a highergmage of sales were generated by our Invisibé&products, our highest margin product
line; (2) a decline in sales through distributiaartpers, which was directly impacted by our deciglaring the first quarter of 2013 to cease
selling into a number of then distribution customir resolve pricing conflicts; (3) our failureggpand distribution to our direct wholesales
customers and close significant business with nestoeners at the same rate as in 2012; and (4) ioryewrite-downs recorded during 2013
for product to be sold below the carrying value.

Operating expenses

Total operating expenses for year ended Decemh&MB, were $76,174, a decrease of $10,880 freethaperating expenses for year ended
December 31, 2012, of $87,054. The $10,880 deciaaggerating expenses was primarily attributabléhe overall decreases in advertising
and marketing expenses, $1,409 in payroll and dtaslked compensation expense incurred during treedharter of 2012 related to the
departure of Robert Pedersen Il (the Company’s éorchief executive officer) that did not recur 13, a reduction in salaries and benefits
expense largely attributable to executives and eyags not achieving their 2013 annual bonus (timei®avas earned in 2012), a reduction in
credit card and bank fees due to lower online silemg 2013 compared to 2012, a decline in comprissdriven by the reduction in overall
sales comparing 2013 to 2012, an overall redudti@iock based compensation expense due to a dedregrants and the decline in the
Company'’s stock price as compared to grants irr gears, and other declines in other selling, galrend administrative expenses due to cost
control initiatives instituted by the Company dgyithe second quarter of 2013. These decreasespadially offset by (1) a charge of $591
incurred during the second quarter of 2013 relt&datie impairment of an investment in a private pany that was originally acquired by the
Company as part of the foreclosure of collaterausag a note receivable and (2) an $11,246 noh-charge for the impairment of goodwill
and an intangible trademark asset recorded dunadourth quarter of 2013 — a similar charge of,421 was recorded during the fourth
quarter of 2012, but the charge in 2013 was mopaatiul to the operating margin given the declimgales and gross profit in 2013 comparec
to 2012.

Income from operation:

We reported income from operations of $10,946 lierytear ended December 31, 2013, compared to infromeoperations of $33,491 for the
year ended December 31, 2012, a decrease of $2Z,BdThange in income from operations was dukedtéms identified above under gr
profit and operating expenses.

Other income (expense)

For the year ended December 31, 2013, total ottgrese was $2,461 compared to total other expeirs® 593 for the year ended Decen
31, 2012. The decrease is primarily attributablglfpa reduction in interest expense tied to anraleeduction in debt from $46,173
December 31, 2012 to $17,543 at December 31, 2@lQled with a reduction in our interest rate frér25% throughout most of 2012 to a
that fluctuated between 1.00% and 1.63% during 2()3a charge of $430 paid to PNC and Cerberusrtainate our prior credit agreem
when the Company refinanced with Wells Fargo inddelser 2012, which was classified as a componeimt@fest expense in the consolid:
financials and did not recur in 2013, (3) a nonkhcabarge of $1,509 related to the wmti-of debt issuance costs when the Com,
terminated its credit agreement with PNC and Ceidand entered into a new credit agreement witHs/¥argo in December 2012, which \
classified as part of interest expense and dideair in 2013, and (4) a decline in the loss fram equity method investment in HzO as
balance was reduced to $0 during 2013.

Income tax provisior

We recognized an income tax expense of $3,69%@ye¢ar ended December 31, 2013, compared to intphexpense of $9,393 for the year
ended December 31, 2012. From 2012 to 2013, oectdfe tax rate increased from 39.3% to 43.5%. iMbeease in rate is due to the reductior
in income before tax during the year coupled wihain non-deductible charges incurred during ther yhat included the loss on equity
method investment in HzO, the impairment of an streent during the second quarter of 2013, and eedse in the domestic manufacturing
deduction percentage — these items were much mmor@pnced during the year due to the drop in incbafere tax than they would have
otherwise been.

Net income

As a result of these factors, we reported net ircofr$54,790 or $0.15 per diluted share for the yeated December 31, 2013, compared to ne
income of $14,505 or $0.46 per diluted share ferytbar ended December 31, 2012.
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Liquidity and Capital Resources (in thousands)

Comparison of the Year Ended December 31, 201018 2

At December 31, 2014, our principal sources ofitlifjy were cash generated by operations, cash ad;tend availability on our credit facility.
Our principal uses of cash have been to fund wgrkampital requirements, make payments on outstgrikbt, and repurchase shares of Z£
Inc common stock.

Cash and cash equivalents on-hand decreased @1$8&December 31, 2014, from $15,031 on Decembe2@®L3, a decrease of $5,570. The
decrease in cash is largely the result of posttagh from operations during 2014, offset by $17 j54%yments on debt during 2014, $9,579 ir
cash used to purchase treasury stock, and $4,43{pital expenditures. Earnings from foreign operat are considered permanently re-
invested and of the $9,461 cash balance on Decesih@014, cash from foreign entities totaled $6,@ghich constitutes 53% of the total ¢
and cash equivalents balance.

Accounts receivable, net of allowances, increasek¥6,729 on December 31, 2014, from $46,591 oreidber 31, 2013, an increase of
$29,138. The increase is largely due to net salggasing to $102,415 in the fourth quarter of 2€ddhpared to $66,818 in the fourth quarter
of 2013.

Accounts payable increased to $49,379 on Decenmhe2@ 4, from $15,207 on December 31, 2013, areaser of $34,172. The increase is
largely the result of increased inventory purchasd3ecember 2014, payments due to our third-pagistics partners, and an overall increase
in operating activities when comparing the fourttader of 2014 to the fourth quarter of 2013.

At December 31, 2014, we had working capital of, 8IZ compared to $83,385 as of December 31, 2013.

Based on our current level of operations, we belignat cash generated from operations, cash on haddavailable borrowings under our
existing credit arrangements will be adequate tetroar currently expected capital expendituresvaorking capital needs for the next 12
months and beyond. However, we operate in a ragiiyving and often unpredictable business envireminthat may change the timing or
amount of expected future cash receipts and experdi Accordingly, there can be no assurancenbahay not be required to raise additic
funds through the sale of equity or debt securitieBom debt facilities. Additional capital, if eded, may not be available on satisfactory
terms, if at all.

Comparison of the Year Ended December 31, 201818 2

At December 31, 2013, our principle sources ofidgy were cash generated by operations, cash adstend the issuance of a Line of Credit
with Wells Fargo. Our principle uses of cash weréund working capital requirements, make paymentsutstanding debt, and purchase
shares of ZAGG Inc common stock.

Cash and cash equivalents on-hand decreased @33%1&n December 31, 2013, from $20,177 on DeceBbe2012, a decrease of $5,146.
The decrease in cash was largely the result ofipesiash from operations during 2013, offset b8,$30 in payments on debt during 2013
$9,997 in cash used to purchase treasury stochirigsrfrom foreign operations were considered peemty re-invested and of the $15,031
cash balance on December 31, 2013, cash from foegitities totaled $3,361, which constituted 22a@fhe total cash and cash equivalents
balance.

At December 31, 2013, we had working capital of, 883 compared to $89,369 as of December 31, 2012.
Debt and Letters of Crec

On December 23, 2014, the Company and Wells Fargered into the Third Amendment, which modified driginal Credit Agreement
entered into between the Company and Wells Fargdemember 7, 2012 and all subsequent amendmetits ©redit Agreement (First
Amendment to the Credit Agreement entered into endbnber 20, 2013 and Second Amendment to the Gxgotement entered into on
November 4, 2014). TtLine of Credit includes a letter of credit sub-featthat allows the Company to issue standby comiaidetters of
credit against the Line of Credit, not to exceedrat time an aggregate of $5,000. During 2014 &1B27ZAGG did not issue any standby
commercial letters of credit.

The Third Amendment retains the $25,000 Line ofdrend extended the maturity date from Decemb@015 to December 1, 2016. As of
December 31, 2014, the total balance outstandirtg®ftine of credit was zero.

As consideration for entering into the Third Amerait) the Company agreed to pay to Wells Fargo andment fee of $10 as well as
reasonable legal and collateral examination fees.

Borrowings and repayments under the Line of Cnaxdiy occur from time to time in the Company’s oradyneourse of business through
December 1, 2016. Any outstanding borrowings utidertine of Credit mature and are due on Decemp2016.
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The outstanding principal balance under the Lin€m&dit bears interest at a fluctuating rate pewuamdetermined to be the sum of the (1)
LIBOR margin established under the Credit Agreenfaith the initial LIBOR margin being set at 1.25%)d (2) Daily Three Month LIBOR
(as defined in the Credit Agreement) in effect frisme to time. Each change in the rate of inteneitbecome effective on each business day
on which a change in Daily Three Month LIBOR is aanced by Wells Fargo. At December 31, 2014, therést rate on the Line of Credit
was 1.13%, though as noted above, the outstandilagde was $0.

At December 31, 2014, the Company was in compliavitte covenants associated with the Credit Agreé¢men
Contractual Obligations and Commitments (in thousauls)

The following table provides information on our ¢@etual obligations as of December 31, 2014:

Total
Inventory Purchase Contractual Obligations
Payments on Debt Commitment Operating Leases (1)
2015 $ - $ 458 3 91z $ 1,367
2016 - - 767 767
2017 - - 37€ 37¢€
2018 - - - -
Thereafte! = s s s
Total $ -3 455 S 2058 $ 2,51

(1) Unrecognized uncertain tax benefits of $1,001 atancluded in the table above as we are not strenwvthe amount will be pai
Off Balance Sheet Arrangements
As of December 31, 2014, there were no off balahe®=t arrangements.
ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES A BOUT MARKET RISK
We are exposed to certain market risks in the arglicourse of our business. These risks resultagsifynfrom changes in foreign currency
exchange rates and interest rates. In additioninbeimational operations are subject to risksteeldo differing economic conditions, change
political climate, differing tax structures and ethregulations and restrictions.
To date we have not utilized derivative financratruments or derivative commodity instruments. denot expect to employ these or other
strategies to hedge market risk in the foresedablee. We invest our cash in money market fundsictvare subject to minimal credit and
market risk. We believe that the market risks aisged with these financial instruments are immatgslthough there can be no guarantee tha
these market risks will be immaterial to us.
See “Liquidity and Capital Resources” for furthéadission of our financing facilities and capitailsture. Market risk, calculated as the
potential change in fair value of our cash equive@nd line of credit resulting from a hypothétit®% (100 basis point) change in interest
rates, was not material at December 31, 2014.
ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
Our consolidated financial statements and footniiteeto are set forth beginning on page F-1 af Report.
ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE
None.

ITEM 9A. CONTROLS AND PROCEDURES

1. Disclosure Controls and Procedure

Under the supervision and with the participatiomof management, including our principal executffecer and principal financial officer, we
conducted an evaluation of our disclosure contral$ procedures, as such term is defined under Ralel5(e) promulgated under the
Exchange Act, as of December 31, 2014. Based eretkaluation, our principal executive officer amohpipal financial officer concluded that
as of the end of the period covered by this Repantdisclosure controls and procedures were riettfe due to a material weakness
described below in Item 9A.2.
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2. Management’s Report on Internal Control Over Firancial Reporting

Our management is responsible for establishingnaaidtaining adequate internal control over finah@aorting as defined in Rule 13a-15(f)
under the Exchange Act. Our internal control ovwearicial reporting is a process designed to prokeédsonable assurance regarding the
reliability of financial reporting and the prepacet of financial statements for external purpogeadcordance with generally accepted
accounting principles. Internal control over finethceporting includes those policies and procesithet:

« pertain to the maintenance of records that in mrea@lsie detail accurately and fairly reflect the sactions and dispositions of our
assets

« provide reasonable assurance that transactionre@reded as necessary to permit preparation offiahstatements in accordance
with generally accepted accounting princip

» provide reasonable assurance that our receiptexpehditures are being made only in accordanceawithorization of our
management and directors; &

« provide reasonable assurance regarding preventitmely detection of unauthorized acquisition, vselisposition of assets that
could have a material effect on our consolidataedritial statement

Under the supervision and with the participatiomof management, including our principal executffecer and principal financial officer, we
conducted an evaluation of the effectiveness ofirternal control over financial reporting basedtloa framework in "Internal Control—
Integrated Framework" (1992) issued by the CommitteSponsoring Organizations of the Treadway Ccssion.

Based on this evaluation, our management deterntivedur internal controls over financial repagtiare not effective due to a material
weakness identified related to the ineffective afien of the reconciliation of in-transit inventaand the review thereof. A material weakness
is a control deficiency, or combination of contdalficiencies, in internal control over financiapogting such that there is a reasonable
possibility that a material misstatement of thestgnt's annual or interim financial statement mot be prevented or detected on a timely
basis.

This material weakness resulted in the overstateofdnventory and understatement of cost of satesf and for the year ended December 3!
2014 that was corrected by management with a posirg adjustment that was recorded after the gedr2014 close, but before the issuance
of the 2014 financial statements on this Form 10-Kus, the post-closing adjustment that resultechfthis material weakness is properly
recorded in the financial statements included is frorm 10-K.

Our independent registered public accounting filkBMG LLP, has issued an attestation report expngsan adverse opinion on the
effectiveness of our internal control over finaheegporting, which is included at 9A.6 below.

3. Changes in Internal Control Over Financial Reporting

Except for the material weakness related to théfdogve operation of the reconciliation of in-tighinventory and the review thereof, there
were no changes in our internal control over finaln@porting that occurred during the fourth geathat have materially affected, or are
reasonably likely to materially affect, our interantrol over financial reporting.

4. Remediation Plan

As of December 31, 2014, we had not remediatednthterial weaknesses related to the ineffectiveadjwar of the reconciliation of in-transit
inventory and the review thereof . However, subseatjto December 31, 2014 year-end, we have cuyreathpleted and/or initiated the
following actions:

« Renegotiating contract terms with the Company’sikegntory suppliers, changing the inventory dejverms from free on board
(“FOB") shipping point to FOB destination, thereby sigmifitdy reducing i-transit inventory
« Conducting inventory reconciliation training withose responsible for performing and reviewing inegnreconciliations.
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5. Inherent Limitations on Effectiveness of Controls

Our disclosure controls and procedures are designprbvide reasonable assurance of achieving thgérctives. Nevertheless, an internal
control system, no matter how well conceived anerafed, can provide only reasonable, not absastjrance that the objectives of the
control system are met. Further, the design ofrdarobsystem reflects the fact that there are respoonstraints, and the benefits of controls
considered relative to their costs. Because oirtherent limitations in all control systems, no lesagion of controls can provide absolute
assurance that all control issues and instanciauwd, if any, within the Company have been detecidese inherent limitations include the
realities that judgments in decision-making carfiaudty, and that breakdowns can occur becausexgilsierror or mistake. Additionally,
controls can be circumvented by the individual aftsome persons, by collusion of two or more peppt by management override of the
internal control. The design of any system of aoistalso is based in part upon certain assumptbosit the likelihood of future events, and
there can be no assurance that any design wilesdicim achieving its stated goals under all pagfuture conditions. Over time, control may
become inadequate because of changes in conditiotiss degree of compliance with the policies rmcpdures may deteriorate.

6. REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders
ZAGG Inc:

We have audited ZAGG Inc’s internal control ovaraficial reporting as of December, 31, 2014 basedriveria established iftnternal
Control—Integrated Frameworil992) issued by the Committee of Sponsoring Omgditns of the Treadway Commission (COSO). Z/
Inc’s management is responsible for maintaining effedtiternal control over financial reporting and fts assessment of the effectivenes
internal control over financial reporting, included the accompanying ManagemenReport on Internal Control Over Financial Repg
(Item 9A.2). Our responsibility is to express afnggn on the Company’s internal control over finehceporting based on our audit.

We conducted our audit in accordance with the statslof the Public Company Accounting Oversight ifq@nited States). Those stand:
require that we plan and perform the audit to sbtaasonable assurance about whether effectivenaiteontrol over financial reporting w
maintained in all material respects. Our auditudeld obtaining an understanding of internal coraxar financial reporting, assessing the
that a material weakness exists, and testing aatli@ing the design and operating effectivenedatefnal control based on the assessed
Our audit also included performing such other pdoces as we considered necessary in the circunestaWe believe that our audit provide
reasonable basis for our opinion.

A companys internal control over financial reporting is @@ess designed to provide reasonable assuranaeliregthe reliability of financie
reporting and the preparation of financial statetmdor external purposes in accordance with gelyemicepted accounting principles
companys internal control over financial reporting incleddose policies and procedures that (1) pertatheéanaintenance of records tha
reasonable detail, accurately and fairly refleet tlransactions and dispositions of the assetseotdmpany; (2) provide reasonable assui
that transactions are recorded as necessary toitpgraparation of financial statements in accor@amdgth generally accepted accoun
principles, and that receipts and expenditureshef dompany are being made only in accordance withosizations of management :
directors of the company; and (3) provide reasanalssurance regarding prevention or timely deteatiounauthorized acquisition, use
disposition of the company’s assets that could lzanweterial effect on the financial statements.

Because of its inherent limitations, internal cohwver financial reporting may not prevent or @ttemisstatements. Also, projections of
evaluation of effectiveness to future periods agexct to the risk that controls may become inadégjbecause of changes in conditions, ol
the degree of compliance with the policies or pdoces may deteriorate.

A material weakness is a deficiency, or a combamatif deficiencies, in internal control over finglaeporting, such that there is a reasor
possibility that a material misstatement of the pany's annual or interim financial statements wilt be prevented or detected on a tir
basis. A material weakness related to the ineffectiperation of the reconciliation of in-transivémtory and the review therebBs bee
identified and included in management's assessMéntalso have audited, in accordance with the staisdof the Public Accounting Oversi
Board (United States), the consolidated finandiatesnents of ZAGG Inc. This material weakness wassiclered in determining the natt
timing and extent of audit tests applied in ourifafithe 2014 consolidated financial statementsl this report does not affect our report d
March 10, 2015, which expressed an unqualifiediopinn those consolidated financial statements.

In our opinion, because of the effect of the afeatibned material weakness on the achievemenedsltfectives of the control criteria, ZA(
Inc has not maintained effective internal contreeéofinancial reporting as of December 31, 2014eldaon criteria established internal
Control—Integrated Framework (199®sued by the Committee of Sponsoring Organizatidrike Treadway Commission (COSO).

(signed) KPMG LLP

Salt Lake City, Utah
March 10, 2015
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ITEM 9B. OTHER INFORMATION

Not applicable
PART III

ltems 10, 11, 12, 13 and 14 in Part Il of this Bem@re incorporated herein by reference to ouindife proxy statement for our 2015 Annual
Meeting of Shareholders. We intend to file our nigifre proxy statement with the SEC not later th20 days after December 31, 2014,
pursuant to Regulation 14A of the Exchange Act.

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS, AND CORPORA TE GOVERNANCE

ITEM 11. EXECUTIVE COMPENSATION

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

PART IV
ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES
15(a)(1). Financial Statements.

The following consolidated financial statements] aglated notes and Report of Independent Regisfeublic Accounting Firm are filed as
part of this Annual Report:

Page

Report of Independent Registered Public Accourfing F-2
Consolidated Balance Sheets as of December 31,&01201: F-3
Consolidated Statements of Operations for the yeraged December 31, 2014, 2013 and 2 F-4
Consolidated Statements of Comprehensive Incomthéoyears ended December 31, 2014,

2013 and 201 F-5
Consolidated Statements of Equity for the yearedrdecember 31, 2014, 2013 and 2 F-6
Consolidated Statements of Cash Flows for the yeaded December 31, 2014, 2013 and 2 F-7
Notes to Consolidated Financial Statem F-9
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15(a)(2). Financial Statement Schedules.

None.

15(a)(3). Exhibits.

Exhibit
Number Description

3.1 Articles of Incorporation of Registrant as filedtivihe State of Nevada (previously filed as an lexid Form SB-2 filed with
the Commission on December 2, 2005 and incorpotategin by this reference).

3.1.1 Certificate of Correction as filed with the StafeNevada (previously filed as an exhibit to FormK @led with the
Commission on March 15, 2012 and incorporated hedygithis reference).

3.2 Amended and Restated Bylaws of ZAGG IncorporateeMjpusly filed as an exhibit to a Current RepartFmrm 8-K filed
with the Commission on November 19, 2014 and ino@ied herein by this reference).

10.1 Credit Agreement between ZAGG Inc and Wells Fargal8 National Association (previously filed as ahibit to a Current
Report on Form 8-K filed with the Commission on Bexber 13, 2012 and incorporated herein by thiseaf).

10.2 Revolving Line of Credit Note & Addendum to RevailgiLine of Credit Note between ZAGG Inc and Welisgo Bank,
National Association (previously filed as an exhtbia Current Report on Form 8-K filed with ther@mission on December
13, 2012 and incorporated herein by this reference)

10.3 Term Note & Addendum to Term Note between ZAGGdnd Wells Fargo Bank, National Association (presigdiled as an
exhibit to a Current Report on Form 8-K filed witte Commission on December 13, 2012 and incorpdtateecin by this
reference).

104 Security Agreement between ZAGG Inc and Wells Fa&8gok, National Association (previously filed asexhibit to a Current
Report on Form 8-K filed with the Commission on Bexber 13, 2012 and incorporated herein by thiseaf).

10.5 General Pledge Agreement between ZAGG Inc and Weallgo Bank, National Association (previously fileslan exhibit to a
Current Report on Form 8-K filed with the Commissin December 13, 2012 and incorporated hereihibyéference).

10.6* Employment Agreement between ZAGG Inc and Bandd8ri®h (previously filed as an exhibit to a Curr&gport on Form 8-
K filed with the Commission on December 13, 2018 atorporated herein by this reference).

10.7* Employment Agreement between ZAGG Inc and Randgsi@dreviously filed as an exhibit to a Current &epn Form 8-K
filed with the Commission on December 13, 2012 imedrporated herein by this reference).

10.8* ZAGG Inc 2013 Equity Incentive Award Plan (prevityuled as an exhibit to a Current Report on F@+K filed with the
Commission on January 17, 2013 and incorporategithey this reference).

10.9* ZAGG Incorporated 2007 Stock Incentive Plan (praslg filed as an exhibit to an Annual Report onrRdi0-K filed with the
Commission on November 14, 2007 and incorporateeitndy this reference).

10.10* Employment Letter Agreement between ZAGG Inc armbdal. Schwartz (previously filed as an exhib# Burrent Report on
Form 8-K filed with the Commission on August 9, 30nd incorporated herein by reference and incatpdrherein by this
reference).

10.11 First Amendment to Credit Agreement between ZAGGdnd Wells Fargo Bank, National Association (poesly filed as an
exhibit to a Current Report on Form 8-K filed witte Commission on December 23, 2013 and incorpbitzeein by this
reference).

10.12 First Modification to Promissory Note and to Addendbetween ZAGG Inc and Wells Fargo Bank, Natigkedociation

(previously filed as an exhibit to a Current RegmrtForm 8-K filed with the Commission on Decem®8&y 2013 and
incorporated herein by this reference).
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10.13

10.14

10.15

10.16

10.17

10.18*

211

23.1
31.1

31.2

32.1

32.2

EX-101.INS

EX-
101.SCH

EX-
101.CAL

EX-
101.DEF

EX-
101.LAB

EX-
101.PRE

Second Amendment to Credit Agreement and Waiv&eadault between ZAGG Inc and Wells Fargo Bank, bl
Association (previously filed as an exhibit to ag@erly Report on Form 1Q-filed with the Commission on November 5, 2(
and incorporated herein by this reference).

Second Modification of Promissory Note between ZABGand Wells Fargo Bank, National Associatioregpously filed as
an exhibit to a Quarterly Report on Form 10-Q fikeith the Commission on November 5, 2014 and inccaed herein by this
reference).

Third Amendment to Credit Agreement and Waiver efddlt between ZAGG Inc and Wells Fargo Bank, NaloAssociation
(previously filed as an exhibit to a Current RegmrtForm 8-K filed with the Commission on Decem8&y 2014 and
incorporated herein by this reference).

Third Modification of Promissory Note between ZAG& and Wells Fargo Bank, National Association {poesly filed as an
exhibit to a Current Report on Form 8-K filed witte Commission on December 23, 2014 and incorpbitatecin by this
reference).

Amendment to Code of Business Conduct and Ethifs;teve as of November 13, 2014 (previously fieeglan exhibit to a
Current Report on Form 8-K filed with the Commissin November 19, 2014 and incorporated hereirhisyréference).

Employment Agreement between ZAGG Inc and Steve (paeviously filed as an exhibit to a Current Remm Form 8-K
filed with the Commission on October 7, 2014 arzbiporated herein by this reference).

List of subsidiaries (previously filed as an exhtbian Annual Report on Form 10-K filed with ther@mission on March 12,
2014 and incorporated herein by this reference).

Consent of Independent Registered Public Accourfing — KPMG LLP

Certification of Chief Executive Officer pursuantRules 13a-14(a) or 15d-14(a) under the Secuiiehange Act of 1934, as
Amended.

Certification of Chief Financial Officer pursuaot Rules 13a-14(a) or 15d-14(a) under the Secufitiehange Act of 1934, as
Amended.

Certification of Chief Executive Officer pursuant18 U.S. C. Section 1350, as adopted pursuargdtdd 906 of the
Sarbanes-Oxley Act of 2002.

Certification of Chief Financial Officer pursuant18 U.S. C. Section 1350, as adopted pursuarg¢bdd 906 of the Sarbanes-
Oxley Act of 2002.

XBRL Instance Document

XBRL Taxonomy Extension Schema Document
XBRL Taxonomy Extension Calculation Linkbase
XBRL Taxonomy Extension Definition Linkbase
XBRL Taxonomy Extension Labels Linkbase

XBRL Taxonomy Extension Presentation Linkbase

* Management compensatory plan or arrangementmed|to be filed as an exhibit pursuant to Item 1 5(tthis report.
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SIGNATURES

Pursuant to the requirements of section 13 or 16f(the Securities Exchange Act of 1934, the Regit has duly caused this Report to be
signed on its behalf by the undersigned, thereduaty authorized.

ZAGG INC

Dated: March 10, 201 By: /s/IRANDALL L. HALES
Randall L. Hales
President, CEO, & Director
(Principal Executive Officer

Requirements of the Securities Exchange Act of 1884 report has been signed below by the follgwirrsons on behalf of the Registrant
in the capacities and on the dates indicated.

Dated: March 10, 201 By: /s/IRANDALL L. HALES
Randall L. Hales
President, CEO, & Director
(Principal Executive Officer

Dated: March 10, 201 By: /s/IBRANDON T. O'BRIEN
Brandon T. O'Brien
Chief Financial Officer
(Principal Accounting and Financial Office

Dated: March 10, 201 By: /s/CHERYL LARABEE

Cheryl Larabee
Chair Persol

Dated: March 10, 201 By: /s/DAN MAURER
Dan Maurer
Director

Dated: March 10, 201 By: /s/TODD HEINER
Todd Heiner
Director

Dated: March 10, 201 By: /s/IBRAD HOLIDAY

Brad Holiday
Director
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INDEX TO FINANCIAL STATEMENTS
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Report of Independent Registered Public Accountingrirm

The Board of Directors and Stockholders
ZAGG Inc:

We have audited the accompanying consolidated balaheets of ZAGG Inc and subsidiaries as of Deee®b, 2014 and 2013, and
related consolidated statements of operations, celmepsive income, equity, and cash flows for edd¢heyears in the thregear period ende
December 31, 2014. These consolidated financidmsints are the responsibility of the Companyianagement. Our responsibility it
express an opinion on these consolidated finasta¢ments based on our audits.

We conducted our audits in accordance with thedstats of the Public Company Accounting OversighamBioUnited States). Those stand.
require that we plan and perform the audit to obtaasonable assurance about whether the finastiééments are free of mate
misstatement. An audit includes examining, on aldasis, evidence supporting the amounts and digidg in the financial statements. An
also includes assessing the accounting princigded and significant estimates made by managenmemtelhas evaluating the overall finan
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, the consolidated financial statetaepferred to above present fairly, in all materspects, the financial position of ZAGG
and subsidiaries as of December 31, 2014 and 20itBthe results of their operations and their ¢asts for each of the years in the thrgea
period ended December 31, 2014, in conformity Wwit8. generally accepted accounting principles.

We also have audited, in accordance with the stdsdaf the Public Company Accounting Oversight Bo@dnited States), ZAGG Ing’
internal control over financial reporting as of Baetber 31, 2014, based on criteria establishelatgrnal Control —Integrated Framewol
(1992) issued by the Committee of Sponsoring Omgditins of the Treadway Commission (1992 COSO). eport dated March 10, 20
expressed an adverse opinion on the effectiverfabg @ompany’s internal control over financial oejing.

(signed) KPMG LLP

Salt Lake City, Utah
March 10, 2015
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ZAGG INC AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(in thousands, except par value)

2014 2013

ASSETS
Current assets

Cash and cash equivalel 9,461 $ 15,03:

Accounts receivable, net of allowances of $1,9120h4 and $2,540 in 20: 75,72¢ 46,59:

Inventories 48,37¢ 44,53¢

Prepaid expenses and other current a: 2,681 2,40:

Deferred income tax assets 10,77+ 7,917
Total current assets 147,02: 116,48:
Property and equipment, net of accumulated depreciation at $7,659 in 2014%5,778 in 201 7,30C 5,00¢
Intangible assets, net of accumulated amortization at $33,242 ind&2&id $23,431 in 201 31,40¢ 41,21¢
Deferred income tax asset 14,29( 11,37°
Note receivable 801 801
Other assets 457 58¢
Total assets 201,27¢ $ 175,47(
LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities

Accounts payabl 49.37¢ % 15,20}

Income taxes payab 6,464 6,35¢

Accrued liabilities 6,91( 2,60¢

Accrued wages and wage related expe 2,60( 891

Deferred revenu 17¢ 15¢

Sales returns liability 8,67 7,87:
Total current liabilities 74,20¢ 33,09¢
Revolving line of credit - 17,54:
Total liabilities 74,20¢ 50,63¢
Stockholders' equity

Common stock, $0.001 par value; 100,000 share®andu;

32,686 and 32,331 shares issued in 2014 and 2843 ctively 33 32
Additional paic-in capital 85,15 82,80"
Accumulated other comprehensive income (li (895) 93
Note receivable collateralized by stc (34¢) (34¢)
Treasury stock, 3,569 and 1,756 common sharesli 28d 2013 respectively, at ci (29,57¢) (9,999
Retained earnings 62,70" 52,24«

Total stockholders' equity 127,07: 124,83:
Total liabilities and stockholders' equity 201.27¢ $ 175.47

See accompanying notes to consolidated financsistents.
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ZAGG INC AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS

(in thousands, except per share amounts)

For the Years Ended December 31

2014 2013 2012

Net sales $ 261,58! 219,35¢ $ 264,42!
Cost of sales 178,24 132,23t 143,88l
Gross profit 83,34« 87,12( 120,54!
Operating expenses

Advertising and marketin 7,54z 8,952 12,49t

Selling, general and administrati 49,11( 46,35¢ 53,33(

Impairment of goodwill and intangible - 11,24¢ 11,497

Amortization of definite-lived intangibles 9,70¢ 9,62( 9,732
Total operating expense: 66,36 76,17¢ 87,05¢
Income from operations 16,98: 10,94¢ 33,49:
Other income (expense)

Interest expens (170 (57%) (6,329

Loss from equity method investment in H - (2,019 (2,86¢)

Other income and (expense) 121 127 (406)
Total other expense (49) (2,467) (9,599
Income before provision for income taxe: 16,93¢ 8,48¢ 23,89¢
Income tax provision (6,479 (3,69%) (9,399
Net income 10,46 4,79( 14,50¢
Earnings per share attributable to stockholders:

Basic earnings per share $ 0.3F 0.1€ $ 0.4§

Diluted earnings per share $ 0.34 0.1t $ 0.4¢€

See accompanying notes to consolidated financa#tistents.
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ZAGG INC AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(in thousands)

For the Years Ended December 31

2014 2013 2012
Net income $ 10,46: $ 479C $ 14,50¢
Other comprehenseive income (loss), net of ta
Foreign currency translation gain (loss) (98¢€) 15C (24)
Total other comprehensive income (loss (98¢) 15C (24)
Comprehensive income $ 9,47 % 4940 $ 14,48:

See accompanying notes to consolidated financsistents.
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ZAGG INC AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF EQUITY
(in thousands)

Accumulated Note
Additional Other Receivable Total
Common Stock Paid-in Comprehensive Collateralized Treasury Retained  Stockholder¢
Shares Amount Capital Income (Loss) By Stock Stock Earnings Equity

Balances,

December 31,

2011 29,78, $ 30$ 70,24t $ (32 $ (566) $ - $ 32,94¢ % 102,62¢
Net income - - - - - - 14,50t 14,50:
Other
comprehensiv
loss - - - (24 - - - (24)

Option exercise 49t - 59¢ - - - - 59¢

Warrant

exercises 55€ 1 29t - - - - 29¢

Restricted stock

release 382 - - - - - - -

Option expens - - 1,00¢ - - - - 1,00¢

Warrant grant

expense - - 311 - - - - 311

Restricted stock

expenst - - 4,191 - - - - 4,191

Excess tax

benefits related

to share-based

payments - - 582 - - - - 582

Balances,

December 31,

2012 31,21 $ 31$ 77,23 $ (57) $ (566) $ -$  4745: % 124,09¢
Net income - - - - - - 4,79( 4,79(
Other
comprehensiv
loss - - - 15C - - - 15C

Purchase of

1,756 shares of

treasury stocl - - - - - (9,999 - (9,999
Consideration

for acquisition o

patent 50C 1 1,94¢ - - - - 1,94¢
Option exercise 13t - 27C - - - - 27C
Restricted stock

release 481 - - - - - - -
Option expens - - 28C - - - . 28C
Restricted stock

expense - - 3,58¢ - - - - 3,58¢

Tax shortfall
related to share
based paymen - - (517) - - - - (511)

Reclassification
of note
receivable
collateralized by



stock

Balances,
December 31,
2013

Net income
Other
comprehensiv
loss

Purchase of
1,813 shares of
treasury stocl
Warrant
exercises
Option exercise
Restricted stock
release
Stock-based
compensation
expense

Tax shortfall
related to share
based payment:

Balances,
December 31,
2014

- - - - 21¢ - - 21¢€
32,33. $ 32 % 82800 $ 93 $ (349% (9,990 % 5224 $ 124,83:
) . ; - - - 10,46 10,46

- - - (98¢) - - - (98¢)

- - - - - (9,579 - (9,579

3 - - - - - - -

14¢€ - 26E - - - - 26E
204 1 - - - - - 1

- - 2,17¢ - - - - 2,17¢

- - (91) - - - - (91
32,68¢ $ 33$ 8515 $ (895) $ (346 $ (19570%  62,70° $ 127,07:

See accompanying notes to consolidated financsistents.
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ZAGG INC AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

For the Years Ended December 31,
2014 2013 2012

Cash flows from operating activities
Net income $ 10,46 $ 4,79C % 14,50¢
Adjustments to reconcile net income to net ¢

provided by operating activitie

Stocl-based compensatic 2,17: 4,12¢ 5,701
Impairment of goodwill and intangible - 11,24¢ 11,497
Impairment of investmer - 591 -
Excess tax benefits related to sl-based paymen (22 (52 (707)
Depreciation and amortizatic 12,89¢ 12,157 11,55¢
Deferred income taxe (5,770 (5,787 (8,299
Amortization of deferred loan cos 66 12C 70¢
Write-off of deferred loan cos - 27 1,50¢
Expense related to issuance of warr: - - 311
Loss on disposal of property and equipmr - - 313
Loss on investment in equity method investnr - 2,01z 2,86¢
Changes in operating assets and liabili
Accounts receivable, n (29,490 8,07¢ (9,099
Inventories (4,350 (4,409 (20,339
Prepaid expenses and other current a: (427) 7,33¢ (7,600
Other asset 16C - (11)
Accounts payabl 33,37: (3,839 3,04«
Income taxes payab 13 2,78 (65€)
Accrued liabilities 4,61¢ (1,557 (262)
Accrued wages and wage related expe 1,70¢ (1,872 681
Deferred revenu 21 (564) 40z
Sales returns liability 812 1,167 1,29¢
Net cash provided by operating activities 26,25 36,36¢ 17,44¢
Cash flows from investing activities
Deposits on and purchase of intangible as - (500 (72
Purchase of property and equipment (4,430 (2,58¢) (2,769)
Net cash used in investing activities (4,430 (3,089 (2,836

Cash flows from financing activities

Payment of debt issuance cc - (43 (23¢)
Purchase of treasury sto (9,579 (9,999 -
Proceeds from issuance of term n - - 24,00(
Proceeds from revolving credit faciliti 56,07t 69,29 26,23t
Payments on term no - (24,000 (45,000
Payments on revolving credit faciliti (73,619 (73,92) (27,396
Proceeds from exercise of warrants and opt 265 27C 89t
Excess tax benefits related to share-based payments 22 52 707

Net cash used in financing activities (26,839 (38,349 (20,794
Effect of foreign currency exchange rates on cashd cash equivalents (55€) (74) (72
Net decrease in cash and cash equivaler (5,570 (5,146 (6,256
Cash and cash equivalents at beginning of the pedo 15,03: 20,177 26,43

Cash and cash equivalents at end of the peric $ 9,461 $ 15,03 $ 20,17"




Supplemental disclosure of cash flow informatior
Cash paid during the period for inter $ 97 $ 461 3% 4,475
Cash paid during the period for taxes $ 12,37C $ 6,51 $ 18,53¢

See accompanying notes to consolidated financsgistents.
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ZAGG INC AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS (CONTINUED)
(Dollars and shares in thousands)

Supplemental schedule of noncash investing and fineing activities
For the Year Ended December 31, 2014:
Purchase of $975 in fixed assets financed throeghuants payable.
For the Year Ended December 31, 2013:
Reclassification of $218 from note receivable delalized by stock to note receivable.
Issued 500 shares of common stock with a fair vafug2,275 in connection with the purchase of plfeatent is recorded as a componen
of intangible assets in the consolidated balaneet3h$1,945 was recorded to additional paid intah$1 was recorded to common stock,
while the remaining $329 was recorded as a lighilithin accrued liabilities on the consolidatedaree sheet.

For the Year Ended December 31, 2012:

Foreclosed on real property valued at $250 thaeskas collateral to a note receivable (Note Qe(flmsed property recorded as a
component of other noncurrent assets in the categelil balance sheet).

Foreclosed on private company stock and warran$$ b6 that served as collateral to a note recedv@bte 9) (foreclosed property
recorded as a component of other noncurrent aisstits consolidated balance sheet).

See accompanying notes to consolidated financ#tistents.
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ZAGG INC AND SUBISDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollars, units, & shares in thousands, except peshare data)

(1) ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNT ING POLICIES
The Company

P rior to March 2007, the Company was known asl@&bane Corporation. However, at that time, the Campchanged its name from
ShieldZone Corporation to ZAGG Incorporated to dxeptosition the Company to become a large enterprithe electronics’ accessories
industry through organic growth and through makargeted acquisitions. The ShieldZone name was sfggific to the screen protection
product line, and although screen protection isra product line, the name change has brought tmep@ny the opportunity to easily add new
products to its product offering. During 2011, empany changed its name from ZAGG Incorporated®GG Inc.

In June 2011, ZAGG acquired 100% of the outstandhages of iFrogz, which further diversified théstirg ZAGG product line, particularly
for audio and protective case accessories.

The Company designs, produces, and distributeggsmnal and premium creative product solutionkiting screen protection, keyboards for
tablet computers and mobile devices, keyboard caselsuds, mobile power solutions, cables, andsaaséer the ZAGG and InvisibleShield
brands. In addition, the Company designs, prodwmas distributes earbuds, headphones, mobile psoletions, Bluetooth speakers, cases,
and cables for mobile devices under the iFrogzdrarthe fashion and youth oriented lifestyle secto

Use of estimates

The preparation of consolidated financial statesmé@ntonformity with U.S. generally accepted acamgprinciples (“US GAAP”) requires
management to make estimates and assumptiondfengtttae reported amounts of assets and liaksligied disclosure of contingent assets anc
liabilities at the date of the consolidated finahsitatements and the reported amounts of revamiexpenses during the reporting period.
Actual results could differ from those estimateign8icant items subject to such estimates incltideallowance for doubtful accounts,
inventory reserve, sales returns liability, thefukkfe of property and equipment, the useful ldeintangible assets, stock-based compensatio
and income taxes. These estimates and assumpt®based on management’s best estimates and jutigiemagement evaluates its
estimates and assumptions on an ongoing basis hisitogical experience and other factors, includimgeconomic environment, which
management believes to be reasonable under thenstances. Management adjusts such estimates sund@sons when facts and
circumstances dictate an adjustment is necessary.

Principles of consolidatior

The consolidated financial statements include tw®ants of ZAGG Inc and its wholly owned subsidiarzAGG International Distribution
Limited (“ZAGG International”), Patriot Corporatip@ AGG Intellectual Property Holding Co, Inc., aBAGG Retail, Inc. All intercompany
transactions and balances have been eliminatezhsotidation.

At December 31, 2010, HzO, Inc. (“HzQ"), a privatampany engaged in the development of water-blgcténhnologies for consumer and
industrial applications, was consolidated by thenfany as a variable interest entity (VIE). On Deben22, 2011, HzO entered into an
Amended Series B Stock Purchase Agreement witloapgof third party investors. ZAGG considered thigconsideration event and
concluded that as of December 22, 2011, HzO shouldnger be considered a VIE under authoritataeoanting literature, but was
considered a voting interest entity. Ultimately,magement concluded that HzO should no longer bedtioiated into the ZAGG financials as
of December 31, 2011. From December 22, 2011 téotlmth quarter of 2013, management accountedganvestment in HzO as an equity
method investment. However, during the fourth ceraof 2013, HzO received additional equity finamgim which ZAGG did not participate.
As a result of the additional investment, ZAGG'saatment declined below 20% and the investmentis accounted for as a cost method
investment. The carrying amount of the investmeiizO was $0 at December 31, 2014 and 2013.
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ZAGG INC AND SUBISDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollars, units, & shares in thousands, except peshare data)

Cash equivalents

The Company considers all highly liquid instrumeptschased with a maturity of three months or tedse cash equivalents. Amounts
receivable from credit card processors are alssidered cash equivalents because they are bothktehorand highly liquid in nature and are
typically converted to cash within three days @& Hales transaction. Amounts receivable from cieadill processors at December 31, 2014 an
2013 totaled $120 and $19, respectively. Cash atpnts as of December 31, 2014 and 2013, congisi@arily of money market fund
investments and amounts receivable from credit pesdessors.

Fair value measurements

The Company measures at fair value certain findragid nonfinancial assets by using a fair value hierarchat tbrioritizes the inputs
valuation techniques used to measure fair valuie. vaéue is the price that would be received td arlasset or paid to transfer a liability ir
orderly transaction between market participanth@tmeasurement date, essentially an exit priceecban the highest and best use of the
or liability. The levels of the fair value hieraschre:

Level 1 — Quoted market prices in active marketddentical assets or liabilities;

Level 2 —Significant other observable inputs (e.g., quotdades for similar items in active markets, quoteitgs for identical or simil:
items in markets that are not active, inputs othan quoted prices that are observable such azatteate and yield curves, and marke
corroborated inputs); and

Level 3 — Unobservable inputs in which there iddibr no market data, which require the reporting to develop its own assumptions.

Accounts receivabli

The Company sells its products to end users thrandjtrect distribution channels and other resellen® are extended credit terms after an
analysis of their financial condition and creditrttiness. Credit terms to distributors and resg|lethen extended, are based on evaluation of
the customers’ financial condition. Accounts reebie are recorded at invoiced amounts and do rastibeerest.

The Company maintains allowances for doubtful ant®ior estimated losses resulting from the ingbdf customers to make required
payments. Management regularly evaluates the afloevéor doubtful accounts considering historicablkes adjusted to take into account
current market conditions, customers’ financialdition, receivables in dispute, receivables agargl current payment patterns. Account
balances are written off against the allowancer afteneans of collection have been exhausted lamgdtential for recovery is considered
remote. Payments subsequently received on wriffeneceivables are credited to bad debt expensleeiperiod of recovery.

The following summarizes the activity in the Companallowance for doubtful accounts for the yearseenBecember 31, 2014, 2013
2012:

For the Years Ended December 3]

2014 2013 2012
Balance at beginning of ye $ 254C $ 297¢ 3% 2,07(
Additions charged to expen 38¢ 1,14z 2,101
Write-offs charged against the allowance (1,019 (1,576 (1,19%)
Balance at end of year $ 1,91C $ 254 $ 2,97¢
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ZAGG INC AND SUBISDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollars, units, & shares in thousands, except peshare data)

Inventories

Inventories, consisting primarily of finished goaatsd raw materials, are valued at the lower of,a@etermined on a first in, first out basis, or
market. Management performs periodic assessmendtgtéomine the existence of obsolete, slow mowangl, non-saleable inventories, and
records necessary write downs in cost of salesdoae such inventories to net realizable value e@stablished, the original cost of the
inventory less the related inventory write downresents the new cost basis of such products.

Property and equipmer

Property and equipment are recorded at cost. Digie@t expense is computed using the straight#ie¢hod over the estimated useful lives of
the assets. Leasehold improvements are amortizdtios lesser of the useful life of the asset erténm of the lease.

Major additions and improvements are capitalizelijevcosts for minor replacements, maintenancerapdirs that do not increase the useful
life of an asset are expensed as incurred. Up@memetnt or other disposition of property and equepimthe cost and related accumulated
depreciation or amortization are removed from ttmants. The resulting gain or loss is reflectesélting, general and administrative expe

During the second quarter of 2014, the Company cenuad a development project utilizing both interarad external developers to improve
the www.ZAGG.com and www.iFrogz.com websites. Teeedlopment project is intended to provide additidnactionality to the websites
and will transition the websites to an improvedwafe platform. During the year ended Decembe2814, the Company capitalized website
development costs for internal and external deepotaling $859. These costs are included wighaperty and equipment on the
consolidated balance sheet. Depreciation of weldsitelopment costs begins when the resulting welhsitctionality is ready for its intended
use and placed in service; as the project isistihe development stage, no depreciation has teemded during 2014. Website development
costs are included within computer equipment arfitveoe in Note 4.

Intangibles asset

Intangible assets include internet addresses, fsaiatellectual property, and acquired intangiblesonnection with the acquisition of iFrogz,
which include customer relationships, trademarks-compete agreements, and other miscellaneousjibta assets.

Definite-lived intangible assets are amortized dheir estimated economic lives, using a straigtg-br accelerated method consistent with th
underlying expected future cash flows related togpecific intangible asset. Amortization expessecorded within cost of sales or operating
expense depending on the underlying intangibletasse

Impairment of lon¢-lived assets

Long-lived assets, such as property and equipraadtdefinitelived intangible assets, are reviewed for impairbwveimenever events or chang

in circumstances indicate that the carrying amafiain asset may not be recoverable. If circumst&neguire a long-lived asset or asset grour
be tested for possible impairment, recoverabilftiong-lived assets is measured by comparisorsafatrying amount to the undiscounted casl
flows that the asset or asset group is expectgérierate over the remaining life in measuring wérethe assets are recoverable. If such asse
are considered to be impaired, the impairment teebegnized is measured by the amount by whicleding/ing amount of the assets exceeds
its fair value. Fair value is determined throughiaas valuation techniques including discountechdésnv models, quoted market values and
third-party independent appraisals, as consideeedssary.

Contingencies
Liabilities for loss contingencies arising fromios, assessments, litigation, fines, and penadtigsother sources are recorded when it is

probable that a liability has been incurred andatm@unt can be reasonably estimated. Legal costsred in connection with loss
contingencies are expensed as incurred.
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(Dollars, units, & shares in thousands, except peshare data)

Revenue recognitiol

The Company records revenue when persuasive eddd#ran arrangement exists, product delivery hasroed, the sales price to the custo

is fixed or determinable, and collectability is semably assured. The Company’s revenue is derigad $ales of our products through our
indirect channel, including retailers and distrimst through our direct channel, including www.ZA@@m, www.iFrogz.com, and our
corporate-owned and third-party-owned mall kiosls] from the franchise fees derived from the ondiogrof new franchisees. For product
sales, our standard shipping terms are FOB shipgpding, and we record revenue when the produdtifgped, net of estimated returns and
discounts. For some customers, the contractuapstygerms are FOB destination. For these shipmem@secord revenue when the product is
delivered, net of estimated returns and discolrgsfranchise fees, we recognize revenue on ayktréine basis over the franchise term. The
Company records revenue from royalty agreemenrttseiperiod in which the royalty is earned.

Promotional products given to customers or poténtiatomers are recognized as a cost of sales. i@eshtives provided to our customers are
recognized as a reduction of the related sale ,paice, therefore, are a reduction in sales.

Allowance for sales returns, warranty, and otheredits

For product sales, the Company records revenusfmrstimated returns and discounts, when deliteyoccurred, collection of the relevant
receivable is reasonably assured, persuasive egdefran arrangement exists and the sales prfoeets or determinable. Our return policy
allows end users and certain retailers rights tirmgpurchased products. In addition, the Compamegally provides the ultimate consumer a
warranty with each product. Due to the nature efdbreen protection product line, end user retimnscreen protection are generally not
salvageable and are not included in inventory. ¥lenate a reserve for sales returns, warranty odmer credits, and record the estimated
reserve amount as a reduction of sales, and desarsturn reserve liability. When product is retd and is expected to be resold, as is the
with returns of packaged screen protection, keytmaaudio products, cases, and power productseieeve is recorded as a reduction of
revenues and cost of sales, and as a sales regarve liability. The sales returns and warransginee requires management to make estimate
regarding return rates for sales and warranty metudlistorical experience, actual claims, and austoreturn rights are the key factors used in
determining the estimated sales return and warnasgrve.

The following summarizes the activity in the Comypansales return and warranty liability for the yeansled December 31, 2014, 2013
2012:

For the Year Ended December 31,

2014 2013 2012
Balance at beginning of ye $ 787 3% 6,691 $ 5,38
Additions charged to salt 35,92 30,45( 28,69(
Sales returns & warranty claims charged againstrves (35,12) (29,27Y) (27,38()
Balance at end of year $ 8,67/ $ 7,87 3% 6,691

Income taxes

The Company recognizes deferred income tax assébiities for expected future tax consequenaisvents that have been recognized in
the financial statements or tax returns. Underriéshod, deferred income tax assets or liabildgiesdetermined based upon the difference
between the financial statement and income taxsbafsassets and liabilities using enacted tax expected to apply when differences are
expected to be settled or realized. Deferred inctax@ssets are reviewed for recoverability andatdn allowances are provided when it is
more likely than not that a deferred tax asset moll be realizable in the future. The effect oredefd tax assets and liabilities of a change il
rates is recognized in income in the period theluithes the enactment date.
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The Company recognizes the effect of income taitipas only if those positions are more likely thaot of being sustained. Recognized
income tax positions are measured at the largestiahthat is greater than 50% likely of being readi. Changes in recognition or measurel
are reflected in the period in which the changgidlyment occurs. The Company records estimatedesitand penalties related to
unrecognized tax benefits, if any, as a compongkimoome tax provision.

The Company has foreign subsidiaries that condustipport its business outside the United Statks.Jompany does not provide for U.S.
income taxes on undistributed earnings for itsifpresubsidiaries as the foreign earnings will bey@nently reinvested in such foreign
jurisdictions.

Stocl-based compensation

The Company recognizes stock-based compensati@ms&pn its consolidated financial statements feards granted to employees and non-
employees, which include restricted stock, stodikoog, and warrants. Equity-classified awards agasuared at the grant date fair value of the
award. The fair value of restricted stock is meadun the grant date based on the quoted closinketarice of the Company’s common
stock. The fair value of the stock options is meadwn the grant date using the Black-Scholes ogiitccing model based on the underlying
common stock closing price as of the date of githetexpected term, stock price volatility, andfiee interest rates. The Company recogr
compensation expense net of estimated forfeitunes straight-line basis over the requisite serpiggod of the award, which is generally the
vesting term of the award. No compensation expengkimately recognized for awards for which eny@es do not render the requisite ser
and are forfeited. Excess tax benefits of awardsahe recognized in equity related to stock optieercises are reflected as financing cash
inflows.

Advertising and marketing

General advertising is expensed as incurred. Avegtallowances provided to retailers are recom@®dn expense at the time of the related
sale if the Company receives an identifiable beémef®xchange for the consideration and has evielefdair value for the advertising;
otherwise, the allowance is recorded as a reductisevenue. Advertising expenses for the yeargémecember 31, 2014, 2013 and 2012
were $7,542, $8,952 and $12,495, respectively.

Foreign currency translation and transactions

The Companys primary operations are at the parent level whids the U.S. dollar (USD) as its functional cucyefThe Euro is the function
currency of the Company'’s foreign subsidiaries. @xdingly, assets and liabilities for these subsidsare translated into USD using exchang
rates in effect at the end of each period. Revamgeexpenses for these subsidiaries are translated rates that approximate those in effect
during the period. Gains and losses from theselxtians are recorded as a component of stockigldguity. Gains and losses resulting from
foreign currency transactions are included in inea@a a component of other income and (expensbgindnsolidated statements of operation:
and totaled $149, ($7) and ($17) for the years @éfdlcember 31, 2014, 2013 and 2012, respectively.

Earnings per share

Basic earnings per common share excludes dilutidhisscomputed by dividing net income attributaiolestockholders by the weighted aver
number of shares of common stock outstanding duhiageriod. Diluted earnings per common sharectflthe potential dilution that could
occur if stock options or other common stock edieives were exercised or converted into common stolek dilutive effect of stock options
other common stock equivalents is calculated udingreasury stock method.

F- 13




ZAGG INC AND SUBISDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollars, units, & shares in thousands, except peshare data)

The following is a reconciliation of the numeratord denominator used to calculate basic earningshaee and diluted earnings per share for
the years ended December 31, 2014, 2013 and 2012:

2014 2013 2012

Net income attributable to stockhold: $ 10,46 $ 4,79C $ 14,50¢
Weighted average shares outstanc 30,24% 30,90( 30,33¢
Dilutive effect of stock options, restricted stoekd warrants 362 55¢ 1,315
Weighted average diluted shares 30,61( 31,45¢ 31,65¢
Earnings per share attributable to stockholc

Basic $ 0.3t $ 0.1€ $ 0.4¢

Dilutive $ 0.3/ $ 0.1t $ 0.4¢€

For the years ended December 31, 2014, 2013, at?l &stricted stock, warrants and stock optionsurchase 485, 620, and 169 shares of
common stock, respectively, were not considerathioulating diluted earnings per share because#neant or stock option exercise prices or
the total expected proceeds under the treasuri stethod for the warrants, restricted stock, oclstptions was greater than the average
market price of common shares during the period tretefore, the effect would be anti-dilutive.

Recent accounting pronouncemer

In May 2014, the Financial Accounting Standardsrddqa-ASB”) issued Accounting Standard Update (“A%Mo. 2014-09, “Revenue from
Contracts with Customers (Topic 606).” This ASUlires a five-step process by which entities witlagnize revenue to depict the transfer of
goods or services to customers in amounts thadatetthe consideration to which an entity expectsa@ntitled to in exchange for those goods
or services. The ASU also will require enhancedld&ires to enable users of financial statemernisiderstand the nature, amount, timing,
uncertainty of revenue and cash flows arising foamtracts with customers. The ASU is effectivedonual and interim reporting periods
beginning after December 15, 2016, with early aidopprohibited. We are currently evaluating the @mipthis ASU will have on our
consolidated financial statements.

In August 2014, the FASB issued ASU No. 2014-15stbsure of Uncertainties about an Entity’s Alilib Continue as a Going Concern.”
This ASU describes how an entity should assessitiy to meet obligations and sets disclosuraii@nents for how this information should
be disclosed in the financial statements. The st@hgrovides accounting guidance that will be usih existing auditing standards. The ASU
applies to all entities for the first annual perertling after December 15, 2016, and interim paertbdreafter. This ASU is not expected to |
a significant impact on the Company’s consoliddieancial statements.

(2) INVENTORIES
Inventory consisted of the following components:

December 31

2014 2013
Finished good $ 48,14 $ 40,99
Raw materials 233 3,541
Total inventory $ 48,37¢ $ 44,53¢

Included in prepaid expenses and other currentsagge inventory deposits with third-party mantfiaers at December 31, 2014 and 2013 o
$1,425 and $735, respectively. In addition, as ef@&@nber 31, 2014, the Company made a commitmgnirthase $455 in raw materials used
in the production of certain keyboard products. Toenpany has entered into an agreement with a plairy manufacturer to outsource
production and logistics for certain products. Unitie agreement, the Company may be required thpge inventory units on hand at the
supplier if certain circumstances occur. No oblmaexists nor have any products been purchasetibscember 31, 2014.

(3) INVESTMENT IN HzO

HzO, Inc. (“HzQ") is a private company engagedha tlevelopment of water-blocking technologies forsumer and industrial electronics
applications. Prior to the fourth quarter of 20tti Company accounted for its investment in HzOeunlle equity method of accounting.
However, due to an equity raise by HzO during theth quarter of 2013 that reduced ZAG®wnership percentage below 20%, the Com
began accounting for the investment as a cost ™ettvestment. During the second quarter of 2014 Hised an additional $20,000 in eq;
capital. ZAGG did not participate in the capitabe Due to this equity raise and 2014 option égescat HzO, ZAG's ownership interest i



HzO decreased from 15.3% at December 31, 2013.id%4d 8t December 31, 2014.
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For the years ended December 31, 2014, 2013, &t} #te Company recorded a loss from investmehtz@ of $0, $2,013 and $2,866,
respectively. The loss from investment in HzO waorded as a component of other income (expengkgiconsolidated statement of
operations in each respective period. The carryaige of the investment at December 31, 2014 ad® 2as $0 due to the accumulated los
(4) PROPERTY AND EQUIPMENT

Property and equipment consisted of the following:

December 31

2014 2013
Useful Lives

Computer equipment and softw 3 to 5 year: $ 2,627 $ 1,51¢
Equipment and mold 3 to 10 year: 8,23¢ 5,17:
Furniture and fixture 7 years 77C 77¢
Automobiles 5 years 234 201
Leasehold improvements 1to 4.75 years 3,09( 3,111
14,95¢ 10,78:

Less accumulated depreciation (7,659 (5,779
Net property and equipment $ 7,30 $ 5,00¢

(5) GOODWILL AND INTANGIBLE ASSETS
Impairment of Goodwil

For the years ended December 31, 2013 and 2012 dimpany recorded impairments of goodwill in theoants of $1,484 and $5,441,
respectively, when it was determined that the ¢agryalue of goodwill exceeded its fair value. Tdetermination was made during the
impairment analyses performed during the fourthrigma of 2013 and 2012. In conjunction with the @nment tests, the Company considered
factors such as the overall decline in the markieepf the Company’s stock, a decline in markeitedization for a sustained period, and a
decline in forecasted operations as indicatorpétential goodwill impairment. In determining th@aunt of impairments within the analyses
in 2013 and 2012, we considered both the incomeoapp, utilizing a discounted cash flow analysig] enarket approach, which considers
what other purchasers and sellers in the markeg paid for companies reasonably similar to the mampunit.

The goodwill impairments are included as a compbpé&impairment of goodwill and intangibles in tbensolidated statement of operations.

The changes in the carrying amount of goodwilltfa year ended December 31, 2013 and 2012, acd@asd:

2013 2012
Balance as of January
Gross goodwil $ 6,92t $ 6,92¢
Accumulated impairment losses (5,441 —
Net goodwill as of January 1,48¢ 6,92¢
Gooduwill acquired during the ye — —
Impairment loss (1,482 (5,44))
Balance as of December
Gross goodwil 6,92°¢ 6,92¢
Accumulated impairment losses (6,925) (5,447
Net goodwill as of December 31 $— 3 1,484

Impairment of Indefinit-lived Intangible Assets

During the fourth quarter of 2013, the Company madeand strategy change to place greater empbrasie promotion of the ZAGG and
InvisibleShield brands. As a result of this deaisiowe determined that future cash flows under finegz trademark likely will be less than
previously estimated and that the trademark shbeldonsidered a definite-lived intangible assetma@gment incorporated this information
into an impairment analysis performed during thertte quarter of 2013, relying on a discounted d&sk analysis and market approach.
Management determined the carrying amount of #aetmark exceeded the fair value and an impairntearge of $9,762 was recorded at
December 31, 2013 as a component of the impairofegodwill and intangibles line in the consolidhtgatement of operations . As the
trademark was then considered a def-lived intangible, the Company commenced amortizihgtrademark over a t-year useful life on a



accelerated basis consistent with the projectaddutash flows from the trademark. Amortizatiortto$ intangible commenced in the first
quarter of 2014. Future amortization of this traderis included in the estimated future amortizagapense table below in this Note.

Decembe

31, 2013
iFrogz trademark prior to impairme $ 16,80(
iFrogz trademark impairment g9,762)
iFrogz trademark — definite-lived $ 7,03¢

During the fourth quarter of 2012, the Company deieed that future cash flows under the EarPollutimademark likely would be less than
previously estimated and that the trademark shbeldonsidered a definite-lived intangible assemafgement performed an impairment
analysis during the fourth quarter of 2012, relyamga discounted cash flow analysis and marketogmbr, and determined that the carrying
amount of the trademark exceeded the fair valueaarichpairment charge of $5,917 was recorded aeber 31, 2012 as a component of the
impairment of goodwill and intangibles line in tbensolidated statement of operations . As the tradk was considered a definite-lived
intangible, management commenced amortizing tldetmark over an eight-year period on an accelefzdsis consistent with the projected
future cash flows from the trademark. Amortizatadrthis intangible commenced in the first quarteP@13. Future amortization of this
trademark is included in the estimated future aizpatibn expense table below in this Note.

Decembe
31
2012
EarPollution trademark prior to impairme $ 8,30(
EarPollution trademark impairment (5,919)
EarPollution trademark — definite-lived $ 2,38t

In addition, during the fourth quarter of 2012, tbempany wrotesff $139 in internally developed software acquiiedhe iFrogz acquisition
it was abandoned in December 2012. The chargelisdad as a component of the impairment of goodait intangibles line in the
consolidated statement of operations.
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Definite-lived Intangibles

Definite-lived intangibles as of December 31, 2@ 2013, were as follows:

As of December 31, 201

Weighted
Write -off of Transfers from Average
Gross Carrying Accumulated Fully Amortized Indefinite-life Net Carrying Amortization
Amount Amortization Asset Classification Amount Period
Customer relationshig $ 41500 $ (23,839 $ —  $ —  $ 17,66 8.0 year
Non-compete agreemer 4,10( (2,949 — — 1,151 4.8 year
Other Trademark 3,50( (2,21¢) — — 1,28¢ 9.7 year
iFrogz Trademarl 7,03¢ (1,157) — — 5,88¢ 10.0 year
EarPollution Trademar 2,38t (2,02¢) — — 1,357 8.0 year
Other 60C (5549 — — 46 5.0 year
Acquired technolog' 70¢ (267) — — 442 7.0 year
Internet addres 124 (79) — — 46 10.0 year
Patents 4,69¢ (1,167 — — 3,53¢ 12.5-14.0 year
Total amortizable assets $ 64,65( $ (33,24) $ — 3 — $ 31,40¢ 8.4 year
As of December 31, 201
Weighted
Write -off of Transfers from Average
Gross Carrying Accumulated Fully Amortized Indefinite-life Net Carrying Amortization
Amount Amortization Asset Classification Amount Period

Customer relationshig $ 41500 $ a7,53) $ —  $ —  $ 23,96 8.0 year
Non-compete agreemer 4,10( (2,169 — — 1,931 4.8 year
Other Trademark 3,50( (1,719 — — 1,781 9.7 year
iFrogz Trademarl — — — 7,03¢ 7,03¢ 10.0 year
EarPollution Trademar 2,38t (559 — — 1,82¢ 8.0 year
Other 661 (487) (62) — 11z 5.0 year
Acquired technolog 70¢ (26%) — — 544 7.0 year
Internet addres 124 (6€) — — 58 10.0 year
Patents 4,69¢ (7349 — — 3,96: 12.5-14.0 year
Total amortizable asse $ 57,67° $ (23,43) $ (61) $ 7,03t $ 41,21¢ 8.4 year

Customer relationships, trademarks, and other @giitdes are amortized on an accelerated basis ¢ensisith their expected future cash flows
over their estimated useful life, which resultsgcelerated amortization. The remaining definiediintangible assets are amortized using the
straight line method over their estimated usefal For the years ended December 31, 2014, 20H432@H2 amortization expense was $9,811,
$9,702, and $9,801, respectively. Amortization exggewas primarily recorded as a component of operakpense, however, amortization
expense related to acquired technology in 20143 28dd 2012 of $102, $82, and $69, respectivelg, imaorded as a component of cost of
sales.

Estimated future amortization expense is as follows

2015 $ 8,56(
2016 7,12¢
2017 5,64¢
2018 4.62¢
Thereaftel 5,44¢
Total $ 31,40¢
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(6) INCOME TAXES

The components of income tax (provision) benefitthe years ended December 31, 2014, 2013 and 2e4:2,

2014 2013 2012
Current (provision)
Federa $ (9,709 $ (8,720 $ (15,46¢)
State (2,507) (76€) (2,109
Foreign (37) — (116)
Total current (12,244) (9,48¢) (17,686
Deferred (provision) benefi
Federal 4,14 5,03¢ 7,20¢
State 1,627 75E 1,08¢
Foreign — _ _
Total deferred 5,771 5,791 8,29:
Total (provision) benefit $ (6,479 $ (3,695 $ (9,399)

The following is a reconciliation of the income ¢ésxcomputed using the federal statutory rate t@tbeision for income taxes for the years
ended December 31, 2014, 2013 and 2012:

2014 2013 2012
Tax at statutory rate (359 $ (5,927) $ (2,970 $ (8,369
State tax, net of federal tax bent (955) 25 (663%)
Non-deductible expense and ott (680) 42¢ (341)
Domestic production activities deducti 68¢ 331 67€
Return to provision adjustme 452 (14¢) (49
Liguidation of iFrogz EL — 5 —
Reserve related to FIN ¢ (541) (382 —
Interest and penalti¢ (37 32 —
Effect of state rate changes, net of federal tapefie 52€ — —
Increase in valuation allowance — (952) (652)

$ (6479 $ (3,699 $ (9,399

The tax effects of temporary differences that gése to significant portions of deferred tax assetd liabilities at December 31, 2014 and
2013, are as follows:

2014 2013
Deferred tax asset
Allowance for doubtful accoun $ 72¢ $ 95¢
Deferred revenu 12 38
Inventories 5,58¢ 3,211
Stocl-based compensatic 1,82t 1,46¢
Sales returns accru 3,37¢ 2,94:
Acquisition costs, net of amortizatis 23¢ 252
Intangible asse! 11,70¢ 8,32(
Goodwill 2,067 2,192
HzO investmen 1,52( 1,48:
Capital loss carrover 27¢ 271
Reserve on note receival 58¢ 56¢
Other liabilities 66 39
Deferred tax asse 27,98¢ 21,74(
Valuation allowance (1,79¢) (1,759
Total deferred tax assets $ 26,18¢ $ 19,98°
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Deferred tax liabilities

Property and equipment 1,122 69:
Total gross deferred tax liabilities 1,122 69:
Net deferred tax assets $ 25,06: $ 19,29
Deferred tax assets, r— current $ 10,77¢ $ 7,917
Deferred tax assets, net — noncurrent 14,29( 11,37
Net deferred tax assets $ 25,06¢ $ 19,29

The Company recorded a full valuation allowancedreja deferred tax asset generated by losses mviéstment in HzO. HzO is a
development stage enterprise and given currenatipas and uncertainty of future profitability, nsement has determined that it is more
likely than not that the deferred tax asset will be realizable. Given this, a full valuation allace at December 31, 2014 and 2013 of $1,52
and $1,483, respectively, has been recorded aghmsieferred tax asset. In addition, at DecembeB14 and 2013, the Company recorded
full valuation allowance against deferred tax assesulting from capital loss carry-overs as thenfGany determined that it was unlikely the
capital loss carry-overs would be able utilizede 45 change in the valuation allowance from 2013014 reflected in the table above is due
entirely to the change in the effective state dateng 2014.

For all other deferred tax assets, no valuatiamnahce has been recorded at December 31, 2014043¢ & management believes it is more
likely than not that the results of future operasiavill generate sufficient taxable income to realits deferred tax assets.

The Company has not recognized a deferred taxitiafor the undistributed earnings of its foreigperations that arose in 2014 and prior y
as the Company considers these earnings to bdritdbf reinvested. Cash held by foreign entitieattis considered permanently re-invested
totaled $5,036 as of December 31, 2014. If thi eeere repatriated to the United States, outsideséttlement of intercompany payables or
payment of intercompany royalties, the Company Waded to accrue and pay the related tax. How#weiCompany considers these funds
permanently re-invested and has no plans to repattiese funds.

The Company recognizes the impact of a tax positiothe financial statements if that position isrendikely than not of being sustained
audit, based on the technical merits of the pasiths of December 31, 2014 and 2013, the Compatgrded a tax contingency of $1,001
$460, respectively. The tax contingencies are pilynaelated to the Company’ global tax strategy and certain transactionsoiei@r
jurisdictions in prior periods. These tax continges, on a gross basis, are reconciled in the tadtaw:

2014 2013
Unrecognized tax benefits, as of Janua $ 46C $ 61
Gross increases — tax positions in current period 541 39¢
Total benefit $ 1,001 $ 46(

As of December 31, 2014, the Company's liabilitated to unrecognized tax benefits was $1,001 a€lwB959 would impact the Compar
effective tax rate if recognized.

For the years ended December 31, 2014, 2013, ah?, 20e Company recorded $38, $32, and $0, respdgctin each year in interest ¢
penalties.

The Company is currently under examination by thegeSof Minnesota and has accrued $146 based ompreliminary discussions. Tt
amount is a component of income taxes payable erctinsolidated balance sheet. The Company is dlyrmeot under examination by a
other state or federal tax authority, but remaingect to income tax examinations for each of fisrotax years, which extend back to 201:
federal income tax purposes and 2010 for statenied@x purposes.
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(7) STOCK OPTIONS, WARRANTS, AND RESTRICTED STOCK
Equity Incentive Award Plan:

In 2007, the Company’s board of directors adoptedlin 2008 the Company’s shareholders approved A4@G Incorporated 2007 Stock
Incentive Plan (the “2007 Plan”). The 2007 Plan waended to increase the number of shares issuatie the 2007 Plan to 10,000. As of
December 31, 2014, there were 6,164 shares avafiabyrant under the 2007 Plan. However, upon éalopf the 2013 Plan in January 2013
(see below), the Company ceased to grant awardsiauirto the 2007 Plan. All subsequent awards aedeall future awards will be granted
under the 2013 Plan. All awards that are outstandimder the 2007 Plan will continue to vest, ba@gable, and expire according to their
respective terms.

On January 15, 2013, the Company’s Board of Dirsadopted and in June 2013, the Company’s shatetsohpproved the ZAGG Inc 2013
Equity Incentive Award Plan (the “2013 Plan”), amnequity incentive plan intended to replace theZ2Btan. The 2013 Plan is an “omnibus
plan” under which stock options, stock appreciatights, performance share awards, restricted stoul restricted stock units can be
awarded. The 2013 Plan’s initial share reservatidn000 shares. The term of the plan is for 1dyyéom the date of its adoption. As of
December 31, 2014, there were approximately 4,08fes available for grant under the 2013 Plan.

Common Stock Options

Option awards are granted with an exercise pricelegy the market price of the Company’s stockhatdate of grant; those option awards
generally vest based on three years of continuensce and have five-year contractual terms.

The fair value of stock options has historicallgbestimated as of the grant date using the BSatioles option pricing model, though no st
options were granted during 2014, 2013, or 2012.

The following table summarizes the stock optionvitgtfor the Company’s stock incentive plans fhetyear ended December 31, 2014:

Weighted-
Average Net
Weighted- Remaining Agg_reg.ate
Average Contractual Intrinsic
Options Exercise Price Term Value
(In thousands) (Per share) (In years) (In thousands)
Outstanding at December 31, 2( 439 $ 3.61 1.2 $ 18€
Exercisec (149) 1.8:
Forfeited/expirec (5) 412
Outstanding at December 31, 2( 285 $ 5.0z 0.6 $ 504
285 $ 5.02 0.6 $ 504

Exercisable at December 31, 2(

The weighted-average grant-date fair value of mystigranted during the years ended December 31, 2018, and 2012 was $0 as no shares
were granted. The total intrinsic value of optiexercised during the years ended December 31, 20148, and 2012, was $417, $540, and
$3,555, respectively.

As of December 31, 2014, there was $0 of total eogrized compensation cost related to nonvestedt sigtions granted under the stock
incentive plans. The total grant date fair valustudres vested during the years ended Decemb2034, 2013 and 2012, was $154, $593, an
$1,060, respectively.

The Company recorded share-based compensationsexpaly for those options that are expected ta W estimated fair value of the stock
options is recognized on a straight-line basis tlverrequisite service period of the award, whibéanerally the vesting term of the award.
During the years ended December 31, 2014, 2012@h8, the Company recorded equity-based compensatjgense of $28, $280 and
$1,008, respectively, which is included as a corepowof selling, general and administrative expefibe. net tax benefit recognized on equity-
based compensation expense for the year ended Dec&h, 2014, 2013 and 2012 was $73, $88, and $&8jectively. The tax benefit
realized from stock options exercised for the yarated December 31, 2014, 2013 and 2012 was $73a688599, respectively.
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During the third quarter of 2012, the Company imedran incremental charge of $154 that was thetdiesult of the Separation and Releas
Claims Agreement (“Separation Agreement”) betwéenGompany and Robert G. Pedersen Il, the Compémyteer chief executive officer.
Under the terms of the Separation Agreement, MilePxen’s 32 unvested stock options continued tbureger the original terms of the option
grant. However, because future services to be peed by Mr. Pedersen were not considered substantider US GAAP, the options were re-
measured and the expense associated with thesm®ptas accelerated. In addition, the Company fedus $910 charge during the third
quarter of 2012 related to consulting fees due toR@dersen under the Separation Agreement, whéch payable in monthly installments ¢
the one-year term of the Separation Agreement.

Warrants

During the years ended December 31, 2014, 20132@b8, the Company issued warrants to purchase consimares for investor relations
consulting services of 0, 0, and 50, respectivEhe 2014, 2013, and 2012 warrants are exercisal¥@, &0 and $9.02, respectively. The
warrants expire five years from the grant datewmarck fully vested on the date of grant. The grargse independently valued using the Black-
Scholes option pricing model with separate asswnptfor each tranche based on the fair value o€thrapany’s common stock on each
vesting date, expected term equal to the remaicimgractual term on each vesting date, expecteatilil weighted between the Company’s
historical volatility and the average historicalatility of similar entities with publicly tradechares over the expected term for each vesting
date, and risk-free rate for the expected termdasehe U.S. Treasury yield curve in effect witheaiod that approximates the remaining
contractual term for each vesting date. For the gaded December 31, 2014, 2013, and 2012, the @aymecorded expense of $0, $0, and
$311, respectively, for these warrants.

The fair value of warrants has been estimated #seofesting date using the Black-Scholes optiacirgy model. For the years ended
December 31, 2014, 2013, and 2012 the followingragsions were used in determining the fair value:

2012
Expected dividend yiel 0.C%
Risk-free interest rat 0.81%

5.C

Expected term (year: year:
Expected volatility 89.5(%

The following table summarizes the warrant actifitythe year ended December 31, 2014:

Weighted-
Average Net
Weighted- Remaining Aggregate
Average Contractual Intrinsic
Warrants Exercise Price Term Value
(In thousands) (Per share) (In years) (In thousands)
Outstanding at December 31, 2( 390 $ 8.0t 2.0 $ (1,447)
Granted — —
Exercisec (5) 2.5¢
Forfeited/expirec — —
Outstanding at December 31, 2( 385 $ 8.12 1.0 $ (512)
Exercisable at December 31, 2( 385 $ 8.1¢ 1.0 $ (5129)

The weighted-average and grant-date or dest-fair value of warrants granted during the yesnded December 31, 2014, 2013, and 201z
$0, $0, and $6.46, respectively. The total intanailue of warrants exercised during the years @member 31, 2014, 2013 and 2012, was
$18, $0, and $4,195, respectively.
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As of December 31, 2014, there was $0 of total eogrized estimated compensation cost related teested warrants granted. The total fair
value of warrants vested during the years ende@i@ber 31, 2014, 2013, and 2012 was $33, $0, ant, $84pectively.

For warrants that are compensatory, the Compamydscshare-based compensation expense relatedranmgonly for warrants that have
vested. The amount of the expense recognized e&dlmsthe estimated fair value of the warrantshenvesting date. During the years ended
December 31, 2014, 2013 and 2012, the Companydedaquity-based compensation expense relatedrtants of $0, $0, and $311,
respectively, which is included as a componeneting, general and administrative expense. Theéaebenefit recognized on equity-based
compensation expense related to warrants for taegmded December 31, 2014, 2013 and 2012 wa$andl $119, respectively. The tax
benefit realized from compensatory warrants exedcfsr the years ended December 31, 2014, 2012@h2iwas $9, $0, and $114,
respectively.

Restricted Stocl

Restricted stock awards are granted with a famezalqual to the ending stock price on the datearitgA summary of the status of the
Company’s restricted stock as of December 31, 28id changes during the year ended December 34, B)dresented below:

Weighted-
Average

Restricted Grant Date

Stock Fair Value

(In thousands) (Per share)
Outstanding at December 31, 2( 357 $ 5.9¢€
Grantec 58¢ 4.8¢
Vested (21¢) 6.3¢
Forfeited (101) 5.4¢
Outstanding at December 31, 2( 627 $ 4.8:

As of December 31, 2014, there was $1,391 of tatedcognized compensation cost related to nonvesgtdcted stock awards granted under
the stock incentive plans. That cost is expectdzktoecognized over a weighted-average period mrioagmately 0.9 years.

The Company recorded share-based compensationsxpaly for restricted stock that is expected t&t.vEhe estimated fair value of the
restricted stock awards is recognized on a strdigbhtbasis over the requisite service period efdward, which is generally the vesting term o
the award. During the years ended December 31,, 20148, and 2012, the Company recorded equity-besegensation expense of $2,053,
$3,846 and $4,699, respectively, which is included component of selling, general and adminisgakpense. The net tax benefit recogn
on equity-based compensation expense for the yeaiesd December 31, 2014, 2013 and 2012, was $I8&&and $1,809, respectively. The
tax benefit realized from vested restricted staokilie years ended December 31, 2014, 2013, arigi 2@6 $378, $1,042 and $1,169,
respectively.

During the third quarter of 2012, the Company imedran incremental charge of $345 that was thetdiesult of the Separation Agreement. In
accordance with the terms of the Separation Agregnvlr. Pedersen’s 127 then unvested stock optiesame fully vested on August 17,
2013. However, under US GAAP, the expense assdcigith these options was accelerated as it wasrdated that the service to be
performed by Mr. Pedersen was not considered substantive.

During the year ended December 31, 2012, certai@@&mployees received grants of restricted stodketected to file an Internal Revenue
Code Section 83(b) election and thereby electeddeive a net amount of shares in exchange foCtmpany incurring the tax liability for the
grant date fair value of the award. In additiorrfaie ZAGG employees elected to receive a net amoiushares upon the vesting of a restris
stock grant in exchange for the Company incurriregtaix liability for the fair value of the award tre vest date. This resulted in the Compan
recording $508 in compensation expense, with tleebbeing originally recorded to accrued wageswaagde related expenses rather than to
additional paid-in capital.
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During the years ended December 31, 2014 and 2@ttin ZAGG employees elected to receive a neuatnaf shares upon the vesting of a
restricted stock grant in exchange for the Compacyrring the tax liability for the fair value df¢ award on the vest date. This resulted in the
Company recording $75 and $257, respectively, mpensation expense, with the offset being origina@torded to accrued wages and wage
related expenses rather than to additional paahipital.

(8) FAIR VALUE MEASUREMENTS
Fair Value of Financial Instrumen

At December 31, 2014 and 2013, the Company’s filghimtstruments included cash and cash equivalestgunts receivable, accounts
payable, a note receivable, and a line of credh Wells Fargo. The carrying amounts of cash arsth eguivalents, accounts receivable and
accounts payable approximates fair value due tslbet-term maturities of these financial instrutseihe carrying value of the debt balances
approximate fair value because the variable inteegss reflect current market rates.

In addition, as discussed in Note 9, managementdsa@n impairment on the note receivable if thievi@ue of the underlying collateral is less
than the carrying amount. The assets that colléerdne note receivable include real propertyeiiests in entities that own real property, and
80 shares of the Company'’s stock that carry aictistr legend until two months after the note rgaéie is paid in full. Management
determined that the fair value of the collateralemded the carrying value of the note receivablgeaember 31, 2014 and 2013.

Fair Value Measuremen

At December 31, 2014 and 2013, the following asaetsliabilities were measured at fair value or@urring basis using the level of inputs
shown (in thousands):

Fair Value Measurements Using
December 31, 201 Level 1 Inputs Level 2 Inputs Level 3 Inputs

Money market funds included in cash
equivalents $ 374 $ 37. — _

Fair Value Measurements Using:
December 31, 2013 Level 1 Inputs Level 2 Inputs Level 3 Inputs

Money market funds included in cash

equivalents $ 16z $ 16: — —
Nor-Recurring Fair Value Measurements
The Company also measures the fair value of ceasgrts on a non-recurring basis, generally ghartamually or when events or changes in
circumstances indicate that the carrying amouthefssets may not be recoverable. These asskidargoodwill, intangible assets, property

and equipment, asset purchase credits, and calla@euring the note receivable.

The following tables presents assets held as oééer 31, 2013 (none in 2014), measured at fairevah a normecurring basis using the le'
of inputs shown at the time of impairment (in thaods).

Fair Value Measurements Using:

December Level 1 Level 2 Level 3

31, 2013 Inputs Inputs Inputs
Goodwill $ — — — 3 —
iFrogz trademar $ 7,03¢ — — 3 7,03¢
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As discussed in Note 5, at December 31, 2013, neanagt performed an impairment analysis over easét and ultimately recorded an
impairment of goodwill of $1,484 and an impairmefthe iFrogz trademark of $9,762. Thus, the badarin the table above reflect the fair
value at December 31, 2013. The fair value of gab@wd the iFrogz trademark were determined usiaigous valuation methods, including
the income and market approaches. Under the inempeach, the estimate of the present value ofetegduture cash flows was based on
discount rates which incorporate a risk premiurtat@ into account the risks inherent in those etquecash flows. The expected cash flows
were estimated using available historical operadia projected into the future based on the Cogipauirrent expectations. Various market
approaches were utilized to determine appropratealty rates applicable to the valuation of theodz trademark, to determine appropriate
comparable company market multiples to estimatediige of the ZAGG Domestic reporting unit, anckgtimate the overall value of the
consolidated entity.

Fair Value Measurements Using

December Level 1 Level 2 Level 3

31, 2012 Inputs Inputs Inputs
Goodwiill $ 1,48¢ — — 3 1,48¢
EarPollution trademar $ 2,38¢ — — 3 2,38¢

A s discussed in Note 5, at December 31, 2012, ganant performed an impairment analysis over easbtand ultimately recorded an
impairment of goodwill of $5,441 and an impairmefithe EarPollution trademark of $5,917. Thus,lih&ances in the table above reflect the
fair value at December 31, 2012. The fair valugaddwill and the EarPollution trademark were detaad using various valuation methods,
including the income and market approaches. Uridgeiricome approach, the estimate of the presené \ailexpected future cash flows was
based on discount rates which incorporate a risknprm to take into account the risks inherent osthexpected cash flows. The expected ca:
flows were estimated using available historicalraing data projected into the future based orChmpany’s current expectations. Various
market approaches were utilized to determine apjaigproyalty rates applicable to the valuatiorha& EarPollution trademark, to determine
appropriate comparable company market multiplesstinate the value of the iFrogz reporting unit emestimate the overall value of the
consolidated entity.

(9) NOTE RECEIVABLE

In June 2008, Lorence Harmer became a member @dhgany’s board of directors and in December 20@%, appointed as the chairman of
the Audit Committee. Mr. Harmer introduced the Campto a consumer electronics product, which bedamen as the ZAGGbox. The
ZAGGbox was intended to aggregate digital contenhss music, pictures, videos, and movies iniogleslocation so that users could share
the content with most other networked media playiacduding mobile devices. After investigating timarket opportunity for the ZAGGbox,
the Company determined in June 2009 that it wishaxbtain certain rights for the development arld shthe ZAGGbox in North America.
The Company entered into negotiations with TelegbitLC (“Teleportall”), the owner of the technajp used in the ZAGGbox, regarding
production and distribution of the ZAGGbox. On Juife 2009, the Company issued its initial purctasier for ZAGGbox units in the amot
of $3,500 and advanced to Teleportall a total g1 $3 representing a $200 non-recurring enginedhiRE) fee and $953 in payment of 30%
of the total purchase price for the units ordengdhie Company. Mr. Harmer participated in the nigiains between the Company and
Teleportall, and continued to represent the Complargughout 2009 and 2010 concerning the ZAGGboxay 2010, the Company entered
into a Distribution and License Agreement with Palgall, which memorialized Teleportall’s agreemnimanufacture and deliver
ZAGGboxes to the Company and appointed the Compairtlge exclusive distributor for the ZAGGbox in NoAmerica. Additionally, in May
2010, the Company entered into an agreement witmetaHoldings, LLC (“Holdings”), an affiliate of MiHarmer, under which Holdings
agreed to repurchase unsold ZAGGboxes under caitaiimstances.

Teleportall proceeded to develop the ZAGGbox amdiged periodic progress reports to the Companyvéler, Teleportall did not deliver t
product in time for the 2009 Christmas selling seasSubsequently, during the December 1, 2009,inteef the Board of Directors of the
Company, Mr. Harmer disclosed to the other membgtise Board that he owned an interest in TelefloAéter a discussion about his
financial interest in Teleportall during that meeti Mr. Harmer stated he was willing to divest héthef any ownership in Teleportall, and the
Board of Directors voted unanimously to accept Narmer’s proposal that he would do so, and assuherdafter that Mr. Harmer had
completed his divestiture.
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The development of the product continued in 2011t ¢hie expectation that the product would be dedigieén time for the 2010 Christmas
selling season. The Company made additional paysifentong lead-time parts to Teleportall in thgeggate amount of $2,747. When it
became obvious to the Company that the productdvoot be ready to market and sell during the 20kGsBnas season, the Company
commenced discussions to restructure the Distobuind License Agreement with Teleportall. Durihg tourse of those discussions, the
Company learned in January 2011 that Mr. Harmendiddivest himself of any interest in Teleporfallowing the December 2009 meeting of
the Board of Directors of the Company where heedjte do so, but retained an indirect ownershigredt of 25% in Teleportall as well as
other entities potentially affiliated with the ZA®Gx. As a result of the foregoing, the Company euténto an agreement with Teleportall,
Harmer and several entities owned or controlledlbyHarmer (the “Harmer Agreement”), dated March 2311, but subject to further
negotiations and ratification through April 5, 20Pursuant to the Harmer Agreement, the partiesealjto terminate the Distribution and
License Agreement on the following terms:

e Mr. Harmer, Teleportall, and certain of their affies delivered a promissory note (the “Not@djed March 23, 2011, to the Compan
the original principal amount of $4,126 which a@sinterest at the rate of LIBOR plus 4% per anadjusted quarterly) payable as
follows: (i) interest only payments (a) on Septen® 2011, and (b) thereafter on or before thiedag of each calendar quarter, (i)
50% of the net profits of each ZAGGbox sale by pettall and its affiliates to be applied, first,aocrued interest and, second, to the
principal balance of the Note, and (iii) the unpl#édance of principal and interest due in full oareh 23, 2013. The principal amount
of the Note is equal to the aggregate amount op#yenents made by the Company to Teleportall plasrternal cost of the ZAGGbox
project incurred by the Company. The Note is setbrecertain real property, interests in entitiest town real property and restricted
and free-trading securities.

e Teleportall and the Company entered into a Lice&kgreement on March 23, 2011 under which the Comfliaepsed to Teleportall the
use of certain ZAGG names and trademarks to sdlb@iribute the ZAGGbox product. Teleportall agrée pay ZAGG a 10% royalty
on net sales of ZAGGboxes per calendar quartefliasrese fee.

e Teleportall and ZAGG entered into a nexrelusive, two year Commission Agreement on Margh2®11, under which Teleportall cor
make introductions of many ZAGG products in all soies where ZAGG did not then have exclusive agpigreements in respect of
the marketing, distribution or sale of its produdise Commission Agreement provided that (a) it lid@utomatically terminate
concurrent with any uncured default under the Naiel, (b) the term could be extended for an additiime period on reasonable tel
if Teleportall’s introductions during the initiab-year term resulted in the purchase of no leas $25,000 of ZAGG products during
the initial term. Payment terms of the Commissigre®ement are as follows:

« 10.0% commission payments on orders received bZtmpany from retailers and distributors first @iuced to the
Company by Teleportall during the first 60 day®athe introduction is made (the “ LoatdPeriod”) to be split 50/50
between cash to Teleportall and principal paymentthe Note. However, all commission payments bélpaid to ZAGG if
Teleportall is in breach of the terms of the Nat@uy other agreements between the pai

« 3.0% commission on all orders within the first 2dnths after the Load-in Period, and 2.0% theredfitem retailers and
distributors first introduced to the Company ascdégd under the terms set forth in the precedintgbpoint. The 3.0% and
2.0% commissions will be split 50/50 between cashdleportall and principal payments on the Notet

« 3.0% commission on all orders generated in countrigere Teleportall is paid commission under theseof the preceding
two bullet points (excluding the United Statesyjamlless of Teleportall's involvement in ZAGG'’s egat of the order until
the first to occur of (i) payment in full of the Mp (ii) termination of the Commission Agreemen(idy 24 months after the
applicable Loa-in Period.
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No revenue has been recognized from Telepo

As part of the Harmer Agreement, the Company mediéi previously granted stock option award to Matrier, which resulted in a charge of
$1,560 that was recorded in the second quarte®@bf.ZThe charge was recorded in the second quarg@11 due to further negotiations and
ratification on April 5, 2011. The further negottats concerned the restricted legend placed om&fes of stock subject to repayment of the
Note.

The Note was originally accounted for under the cesovery method and was originally included ie tonsolidated balance sheet at $3,900
which was the value of the ZAGGbox inventory adwmnche original face value of the Note of $4,126 for reimbursement of the inventory
advances and other costs associated with the ZA&&ia approximated fair value at March 23, 201thasvariable interest rate on the Note
approximated market rates.

On September 20, 2011, and prior to the due dateedirst interest-only payment due on the Note, Warmer and two of his affiliates,
Holdings and Teleportall, filed a lawsuit in Utalate court against the Company, Robert G. Pedelis@@AGG'’s former CEO), Brandon T.
O'Brien (ZAGG’s CFO) and KPMG LLP (ZAGG's indepentteegistered public accounting firm). KPMG LLP avdéssrs. Pedersen and
O’Brien were subsequently dismissed from the latyssi well as certain of the plaintsfcauses of action against the Company. In thesud,
the plaintiffs allege that the defendants defamedHi&rmer, breached the Harmer Agreement and ardifwith other rights of the plaintiffs.
The Company has responded to the plaintiffs’ claidesying all of the material allegations madetwy plaintiffs. The Company believes the
plaintiffs’ claims to be without merit and intentiscontinue to vigorously defend against them.

Subsequently, Mr. Harmer failed to make the reglingerest-only payment to the Company due on Sapte 23, 2011. Mr. Harmer failed to
cure the default and ZAGG commenced foreclosurthertollateral securing the loan, which consisteeaf property, interests in entities that
own real property, and restricted and free-tradiecurities, which included 45 shares of ZAGG comstogk. In addition to the collateral, Mr.
Harmer had also agreed that he would not sell &@eshof ZAGG common stock until two months after Hote was paid in full. Given the
Note is full recourse, and the 80 shares are ctlyrbring held by the Third District Court in théag of Utah, the Company believes it «
recover the 80 shares in partial payment of theealance.

Following Mr. Harmer’s default on the loan, managaitdetermined that it was probable that the Comyparuld be unable to collect all
amounts due from Mr. Harmer according to the teofithe Note. As the Note became collateral-dependgon Mr. Harmer’s default,
management engaged various third-party certifiddateon specialists to assist management in itsrdehation of the fair value of the
collateral and whether it is sufficient to recottee Note balance. As of December 31, 2014, managtetetermined that the estimated fair
value of the underlying collateral was between $1,&8nd $1,666. As management has not been ab$e¢otain whether Mr. Harmer owns
50% or 100% of Holdings, management used the lawéthe above range ($1,531) and compared itda#nrying amount of the Note of
$1,149. The remaining Note balance of $1,149 agpedne collectable given management’s best esinfahe cash recovery on the collateral
securing the Note (fair value, less cost to sélfj1n531. Additionally, the Company has classif&3#8 of the Note as an offset to equity,
representing the collateral secured by ZAGG comstook, which management has taken steps to retmvepay the Note, as noted below. If
a decrease in the amount of the Note classifiexhasffset to equity occurs as a result of a deergathe stock price, the Company reclassifies
the difference back to the note receivable linmit: the consolidated balance sheet to the extanhthere is sufficient underlying collateral in
excess of the book value. During the years ende@dmber 31, 2014 and 2013, the Company reclasdifieahd $218, respectively, from eqt

to the note receivable line item on the consolid&@ance sheet to reflect the decrease in the @oygstock price. Ultimately, any recovery
in excess of the carrying value of the Note willrbeognized when realized.

F- 25




ZAGG INC AND SUBISDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollars, units, & shares in thousands, except peshare data)

The Company determined the fair values of the tai¢d of the Note, which required estimates andmaggions. Management determined the
value of the 80 shares of ZAGG common stock helMbyHarmer based on quoted market prices. Theastake holdings were valued
primarily based on the sales comparison approaschlas of comparable properties were utilized. ifliestments in real estate companies \
valued utilizing comparable market sales, a distadicash flow analysis, and other valuation methagies management deemed to be
appropriate.

Since the Note became collateral dependent in @ct2®11, management has (1) foreclosed and sadthdi®s of ZAGG common stock for
$496 (December 2011); (2) foreclosed on real ptygperiued at $250 (January 2012); and (3) foredasestock and warrants in a private
company of $516 (May 2012). These foreclosures weerded as a reduction to the Note in the periathich the foreclosure occurred.
Management continues to actively pursue the foseekof all remaining collateral.

At December 31, 2014, the total unpaid principaabee, including accrued interest, late fees arstisdacurred in collection, totaled $4,735.
(10) DEBT AND LETTERS OF CREDIT
Wells Fargo Revolving Line of Credit Facility

On December 23, 2014, the Company and Wells Fargered into the Third Amendment, which modified griginal Credit Agreement
entered into between the Company and Wells Fargdemember 7, 2012 and all subsequent amendmetits ©redit Agreement (First
Amendment to the Credit Agreement entered into endbnber 20, 2013 and Second Amendment to the Gxgotement entered into on
November 4, 2014). TtLine of Credit includes a letter of credit sub-featthat allows the Company to issue standby comiaidetters of
credit against the Line of Credit, not to exceedrat time an aggregate of $5,000. During 2014 &1B27ZAGG did not issue any standby
commercial letters of credit.

The Third Amendment provides a $25,000 Line of @Gradd extended the maturity date from Decemb@015 to December 1, 2016. As of
December 31, 2014 and 2013, the total balanceamdstg on the line of credit was zero and $17,5d8pectively.

As consideration for entering into the Third Amerait) the Company agreed to pay to Wells Fargo andment fee of $10 as well as
reasonable legal and collateral examination fees.

Borrowings and repayments under the Line of Cnaxdiy occur from time to time in the Company’s oradyneourse of business through
December 1, 2016. Any outstanding borrowings utideriine of Credit mature and are due on Decemp2016.

Any outstanding principal balance under the Lin€ofdit bears interest at a fluctuating rate pewamdetermined to be the sum of the (1)
LIBOR margin established under the Credit Agreenfaith the initial LIBOR margin being set at 1.25%)d (2) Daily Three Month LIBOR
(as defined in the Credit Agreement) in effect friame to time. Each change in the rate of intengbtbecome effective on each business day
on which a change in Daily Three Month LIBOR is aanced by Wells Fargo.
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Pursuant to the terms of the Amendment, Wells Faif@djust the LIBOR margin used to determine tht of interest under the Line of
Credit on a quarterly basis. The applicable LIBO&gin is calculated based on the Company's ratiotdl Liabilities to Tangible Net Worth
(as these terms are defined in the Credit Agreenireaccordance with the following table:

Applicable
LIBOR
Total Liabilities to Tangible Net Wort Margin
1.00 or greate 1.25%
0.65 or greater, but less than 1 1.0(%
Less than 0.6 0.75%

Under the Line of Credit, each adjustment is effecbn the first business day of the Company’sdfisgiarter following the quarter during
which Wells Fargo receives and reviews the Commamgst current fiscal quartend financial statements in accordance with thairements
established in the Credit Agreement.

In addition, under the Amendment the Company pagfis#Fargo a quarterly fee based on the averagsedgnamount of the Line of Credit
depending on the Company’s Leverage Ratio (agehis is defined in the Credit Agreement) basedherfollowing table:

Applicable

Unusel

Commitmen

Fee (pe

Leverage Rati( annum
1.00 or greate 0.35%
0.65 or greater, but less than 1 0.25%
Less than 0.6 0.15%

For the years ended December 31, 2014 and 2013ar&¥5$73, respectively, in unused line fees had berirred and was included as a
component of interest expense in the consolidatddreent of operations.

At December 31, 2014, the interest rate on the binéredit was 1.13%, though as noted above, tietanding balance was $0. At December
31, 2013, the weighted average interest rate aouddtanding borrowings under the Line of Credis\Wwa00%. At December 31, 2014 and 2(
the effective interest rate was 0% and 1.11%, xdapedy.

The Company originally incurred and capitalized $28direct costs related to the establishmenhefGredit Agreement with Wells Fargo. |
the years ended December 31, 2014 and 2013, thp&gnamortized $66 and $120, respectively of theee costs, which is included as a
component of interest expense in the consolidatddreent of operations.

The Company amortizes these deferred loan coser tind effective interest rate method. The carryialge of deferred loan costs at Decen
31, 2014 and 2013, was $60 and $126, respectigrtyjs included as a component of noncurrent @bgets in the consolidated balance shee

Attached to the Credit Agreement are a numbemaiitial and non-financial debt covenants. At Deaan®d, 2014, the Company was in
compliance with all covenants associated with thed® Agreement.

(11) TREASURY STOCK

In each of fiscal year 2014 and 2013, the Compabgard of directors authorized the repurchase dbu§10,000 of the Company’s
outstanding common stock. The Company’s boardrettirs also authorized the Company to enter irRala 10b5-1 plan when appropriate.

For the years ended December 31, 2014 and 204 & dmpany purchased 1,813 and 1,756 shares, reghgaf ZAGG Inc common stock.
Cash consideration paid for the purchase of ZAG&crmmon stock for the years ended December 34 26d 2013 was $9,579 and $9,997,
respectively, which included commissions paid toklers of $54 and $53, respectively. For the yeaded December 31, 2014 and 2013, the
weighted average price per share was $5.25 ané $®&pectively. The consideration paid has beeorded within stockholders’ equity in the
condensed consolidated balance sheet.
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(12) COMMITMENTS AND CONTINGENCIES

Operating leases

The Company leases office and warehouse spaceg @ffjuipment, and mall cart locations under opagdéases that expire through 2017.
Future minimum rental payments required under fyerating leases at December 31, 2014 are as follows

2015 $ 91z
2016 767
2017 37¢€
Total $ 2,05¢

For the years ended December 31, 2014, 2013 ar] 281t expense was $1,640, $1,564 and $1,61%cteply. Rent expense is recognized
on a basis which approximates straight line overdéase term. Rent expense for the years endedibec81, 2014, 2013, and 2012 was n¢
sublease income of $910, $996, and $751 respectivel

Commercial Litigation

Lorence A. Harmer, et al v ZAGG Inc et al, Thirdlidial District Court, Salt Lake County, State dfld, Civil No. 11091768. On September
20, 2011, Lorence A. Harmer, a former director &G and two of his affiliates, Harmer Holdings, LL&nd Teleportall, LLC, filed a lawsuit
against the Company, Robert G. Pedersen Il, Braid@iBrien, and KPMG LLP. KPMG LLP was dismissedrh the lawsuit in January
2012. The plaintiffs alleged that the defendanfamied Mr. Harmer, breached the Settlement Agreermethbther agreements between the
plaintiffs (alleging claims for breach of contrabteach of the covenant of good faith, and failidgaand the Company, and interfered with
other rights of the plaintiffs. The defendants eenall of the material allegations made by thempitis. On October 29, 2012, the Company
filed a Counterclaim and Third-Party Complaint agaiHarmer, Holdings, Teleportall and third-partpi@l Industrial Services Limited
asserting claims for breach of contract, deficiemegemnity and attorneys’ fees, breach of the ietptovenant of good faith and fair dealing,
guasi contract, unjust enrichment, quantum mendtdeclaratory judgment. On June 10, 2013, thetabsimissed the plaintiffs’ claims for
defamation, negligence, tortious interference, iatetference with prospective economic relationsiagt the Company and all claims against
Messrs. Pedersen and O’Brien. The Company beligneglaintiffs’ remaining claims of breach of cat, breach of the covenant of good
faith and fair dealing, and declaratory relief sowithout merit and intends to continue to vigotgukefend against them. The plaintiffs have
not yet made a specific damages claim.

Patent/Trademark Litigatio

ZAGG Intellectual Property Holding Co. Inc. v. NIRdoducts et al, U.S. District Court, District of &h, 2:11-cv-00517 On June 7, 2011, the
Company filed a patent infringement lawsuit agahistU Products, LLC; Wrapsol, LLC; XO Skins, LLC; Bien of Ideas, Inc.; Clear-Coat,
LLC; Case-Ari, LLC; United SGP Corp.; Stealth Gugrlituorsity Products, LLC; Skinomi LLC; Cellairi8est Skins Ever; Headco, LLC;
and Ghost Armor, LLC that seeks to enforce rigmdar United States Patent No. 7,957,524. The dafgsdhave raised defenses and, in som
cases, asserted counterclaims against the Comibaatygeek declarations of unenforceability or nafinligement of the patent. These
counterclaims do not assert any claims for affimgatelief, including claims for damages, agaihgt €Company, apart from a request for an
award of costs and attorneys’ fees to the prevgjiarty. NLU Products, LLC; Wrapsol, LLC; XO Skind,C; Fusion of Ideas, Inc.; Clear-
Coat, LLC; Case-Ari, LLC; United SGP Corp.; Sted&hards; and Vituorsity Products, LLC have settiéth the Company. Litigation of this
action was stayed pending a reexamination of Uriitratles Patent No. 7,957,524 by the United StatemnPand Trademark Office
(“USPTQ"). The reexamination led to amendmenth®dlaims of the patent, and the USPTO issuedxanmei@ation certificate. This case was
administratively closed with leave to reopen. Tlempany is currently analyzing the various defenslamtrrent product offerings in light of
the reexamined claims.
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ZAGG v. TrekStor, Regional Court, Dusseldorf, Ganynin September 2011, the Company brought suit in 8ldssf, Germany against
TrekStor for infringement of ZAGG design registoats for the ZAGGmate keyboard case and for untaimpetition. After the Company
completed briefing of its claims against TrekStod presented its case at oral argument, Trek3gat di separate proceeding alleging that it is
the owner of the ZAGGmate keyboard case design Cdmepany’s action against TrekStor was then st@gediing the resolution of TrekSter’
case against the Company. On July 23, 2013, TrekStiaims were dismissed and the Company was awaitd costs in that action. Although
that decision has been appealed, the stay on thgp&uy’s action against TrekStor has been lifted nicessary bond has been posted, and tt
court will proceed to issue a decision regardirg@ompany’s claims. In the opinion of managemdret,ultimate disposition of TrekStor's
appeal will not have a material adverse effect@n@ompany’s consolidated financial position, ressaf operations, or liquidity.

ZAGG Intellectual Property Holding Co v. Tech2&kt U.S. District Court, District of Utah, 2:14-680113-BCW. On February 18, 2014,
ZAGG IP filed a complaint against Tech21, Ltd. gifey, among other things, that the defendant maises, sells, offers for sale, and/or
imports into the United States a kit for protectingurface of an electronic device that infringeeast one claim of ZAGG IB’U.S. patent Nc
8,567,596 entitled Elecl.tronic Device ProtectiienFApplication Kit and Method (the “596 Patent"The defendant has not filed any
counterclaims and no material determinations haembmade by the court in this matter. This litigatis stayed pending resolution of Inter
Partes Patent Review of the ‘596 Patent, in the TCEP

ZAGG Intellectual Property Holding Co v. Superiosr@munications, Inc., U.S. District Court, Distrift Utah 2:14-cv-00121-TSOn
February 19, 2014, ZAGG IP filed a complaint aga8isperior Communications, Inc. alleging, amongothings, that the defendant makes,
uses, sells, offers for sale, and/or imports iheoWnited States kits for protecting a surfaceroélectronic device that infringe at least one
claim of the ‘596 Patent. The defendant has netlfdny counterclaims and no material determinati@ve been made by the court in this
matter. This litigation is stayed pending resolutad Inter Partes Patent Review of the ‘596 Patearthe USPTO.

Class Action Lawsuits

James H. Apple, et al. v. ZAGG Inc, et al., U.Stiit Court, District of Utah, 2:1-cv-00852; Ryan Draayer, et al. v. Zagg Inc, et al.§
District Court, District of Utah, 2:1-cv-00859. On September 6 and 10, 2012, two putative chasen lawsuits were filed by purpor
Company shareholders against the Company, Ran@ddisHBrandon Mrien, and Cheryl Larabee, as well as Robert GeRea Il, th
Company'’s former Chairman and CEO, and Edward Bistand Shuichiro Ueyama, former members of the Gmylp Board of Director
These lawsuits were subsequently amended by a eomhfiled on May 6, 2013. The plaintiffs seek deation of a class of purchasers of
Companys stock between October 15, 2010 and August 172.24e plaintiffs claim that as a result of Mr. Besen's alleged December 2
margin account sales, the defendants initiatedcaession plan to replace Mr. Pedersen as the Corrpp&EO with Mr. Hales, but failed
disclose either the succession plan or Mr. Ped&rseargin account sales, in violation of Sectiodé}, 14(a), and 20(a), and SEC Rules 50b
and 14a-9, under the Securities Exchange Act oft 18% “Exchange Act”)On March 7, 2013, the U.S. District Court for thistiict of Utal
(the “Court”) consolidated the Apple and Draayer actions andyasdithe caption In re: Zagg, Inc. Securities hitign, and on May 6, 201
plaintiffs filed a consolidated complaint. On J&ly2013, the defendants moved to dismiss the cioiadetl complaint. On February 7, 2014,
Court entered an order granting the Compamgbtion to dismiss the consolidated complaint.Rébruary 25, 2014, plaintiffs filed a notice
appeal with the U.S. Court of Appeals, Tenth Circ@n June 17, 2014, plaintiffs filed their openiagpellate brief appealing the Coi
decision with respect to some of their claims. Teath Circuit heard oral argument on the appealamuary 22, 2015The U.S. Court ¢
Appeals, Tenth Circuit, has not yet entered a d@tisn the appeal.

Arthur Morganstern v. Robert G. Pedersen Il et &hird Judicial District Court, Salt Lake Countyta® of Utah, Civil No. 1209084¢; Albert
Pikk v. Robert G. Pedersen Il et al., U.S. Dist@icturt, District of Utah, Case No. 2:-cv-1188; Rosenberg v. Robert G. Pedersen Il et al.,
U.S. District Court, District of Utah, Case No. 2:tv-1216. On December 14, 2012, the first of three shddehaerivative complaints were
filed against several of the Company’s current famaher officers and directors. These complaint&erallegations similar to those presented
in the consolidated class action lawsuits, but tleg assert various state law causes of actichuyding claims for breach of fiduciary duty,
waste of corporate assets, unjust enrichment,raiddr trading. Each of these derivative compsaseiek unspecified damages on behalf of th
Company, which is named solely as a nominal defeinaigainst whom no recovery is sought. On Febr@én2013, the Court consolidated
Pikk andRosenbergctions and assigned the captiome ZAGG Inc. Shareholder Derivative Litigatipand on June 5, 2013, plaintiffs filed a
consolidated complaint. On April 4, 2014, the deffents moved to dismiss the consolidated compl@ntOctober 9, 2014, the Court entered
an order granting dismissal of the consolidatedmaimt. On January 8, 2015, plaintiffs filed a wetiof appeal, and the appeal is now pending
in the U.S. Court of Appeals, Tenth Circuit.
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SEC Investigation

In the fourth quarter of 2012, the Company recenegfliests to provide documentation and informaticthe staff of the SEC in connection
with a non-public investigation being conductediy SEC’s Salt Lake City office. The Company bedethe investigation includes a review
of the facts and circumstances surrounding sontikeo$ame issues raised by the plaintiffs in thevall@wsuits; specifically, whether the
Company failed to disclose Mr. Pedersen's margiowat sales or the alleged existence of a plamte Mr. Hales succeed Mr. Pedersen a
Company’s CEO. The Company responded to these stxjand is cooperating fully with the staff. Then@many has chosen to disclose this
non-public investigation due to the highly publature of the lawsuits described above, which thengamy intends to defend vigorously.

Other Litigation

The Company is not a party to any other litigatimrother material claims at this time. While then@any currently believes that the amoun
any ultimate potential loss for known matters woudd be material to the Company’s financial comditithe outcome of these actions is
inherently difficult to predict. In the event of adverse outcome, the ultimate potential loss cbalde a material adverse effect on the
Company’s financial condition or results of opesas in a particular period.

The Company establishes reserves when a particodingency is probable and estimable. Other thasd discussed above, the Company he
not accrued for any loss at December 31, 2014dctimsolidated financial statements as the Comgaayg not consider a loss to be probable
nor estimable. The Company faces contingenciesatieateasonably possible to occur; however, theoregbly possible exposure to losses
cannot currently be estimated.

(13) CONCENTRATIONS
Concentration of credit risk

Financial instruments which potentially subject @@mpany to concentrations of credit risk consisigipally of cash and accounts receivable.
The Company places its cash with high credit gudiliancial institutions. The Company maintainsdésh in bank deposit accounts, which, at
times, exceed federally insured limits. The Complaay not experienced any losses in such accouotsgih December 31, 2014.

At December 31, 2014 and 2013, approximately 4884190, respectively, of the balance of accountsivable was due from the Company’s
largest customer. In addition at December 31, 20112013, separate customers accounted for 14%4hdrespectively, of the accounts
receivable balance. No other customer account batawere more that 10% of accounts receivable e¢ber 31, 2014 or 2013. If one or
more of the Compang’significant customers were to become insolventere otherwise unable to pay for the products iplexy; it would hav

a material adverse effect on the Company’s findreciadition and results of operations.

Concentration of supplier
The Company'’s logistics partners arrange for prtdaof its raw materials related to the Invisibé&d film products primarily from one
source. Management is aware of similar raw matetfat would be available from other sources itinegl and has current plans to

immediately engage such resources if necessarfiaAge in supplier, however, could cause a delayanufacturing and a possible loss of
sales, which could adversely affect operating tesul
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Concentration of sales

F or the years ended December 31, 2014, 2013, @2 2ne customer accounted for 30%, 26%, and 88pectively, of the Company’s
sales; during the same periods, a second custaroeuated for 11%, 18%, and 11%, respectively, l#fssand a third customer accounted for
11%, 6%, and 7%, respectively, of sales. No othstamer account balances were more that 10% of daking 2014. If the Company loses
one or more of the Company’s significant customiésgpuld have a material adverse effect on the gamy’s financial condition and results
operations.

The percentage of sales by geographic region ®y#ars ended December 31, 2014, 2013 and 2013ppasximately:

2014 2013 2012
United State! 90% 90% 87%
Europe 7% 5% 6%
Other 3% 5% %

At December 31, 2014 and 2013, net assets loca@@aas in Shannon, Ireland totaled $8,050 an®%$8réspectively.
(14) SEGMENT REPORTING

As of December 31, 2012, the Company reported Gimhinformation on the following three reportalsiegments: ZAGG, iFrogz, and HzO.
During the first quarter of 2013, management cadatéd a number of ZAGG/iFrogz processes and fanstiwhich resulted in the
announcement of the closure of the iFrogz officeagan, Utah and the lay-off of a number of iFregaployees during the first quarter of
2013. Ultimately, it was decided that the two afSovould be consolidated and that the marketiragymt development, product management,
customer service, sales, accounting, and IT tehathtd previously operated independently, would he combined.

In addition, as the Company has continued to evas/a mobile device accessories company, finaimf@mation reviewed and evaluated by
the chief operating decision maker is at the cadat#d company level, including budget and sale®ves. Further, due to the decrease in size
and significance of the HzO investment ($0 baleatd@ecember 31, 2014 and 2013), management detiritito be a corporate asset rather
than a separate operating segment.

Ultimately, management concludes that the Comphanyld be considered a single reportable segme2id and 2013.

(15) — QUARTERLY FINANCIAL DATA (UNAUDITED)

Quarterly financial information is presented in fokowing summary:
Year ended December 31, 201

First Second Third Fourth
Quarter Quarter Quarter Quarter Year
Net sales $ 49,00 $ 50,15« $ 60,01! $ 102,41 $ 261,58!
Income (loss) from operatiol 1,94( 1,58( (6,617) 20,07« 16,98
Net income (loss 98¢ 793 (4,319 12,99¢ 10,46:
Earnings (loss) per share attributable to stocldrstd(1)

Basic $ 0.0: $ 0.0: $ 0.19 $ 044 $ 0.3t
Diluted 0.0¢ 0.0¢ (0.149 0.42 0.3¢
Weighted average common shali

Basic 30,54¢ 30,28: 30,31: 29,85« 30,24°
Diluted 30,86 30,57¢ 30,31: 30,28¢ 30,61(
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ZAGG INC AND SUBISDIARIES
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Year ended December 31, 201

Earnings (loss) per share attributable to stockdrstd(1)

Basic
Diluted

Weighted average common shai

Basic
Diluted

First Second Third Fourth
Quarter Quarter Quarter Quarter Year

$ 51,47 $ 51,19¢ $ 49,86¢ $ 66,81¢ $ 219,35t
2,007 5,41¢ 6,43¢ (2,912 10,94¢

87¢ 2,77¢ 3,18¢ (2,049 4,79(

$ 0.0: $ 0.0¢ $ 0.1C $ (0.0 $ 0.1¢
0.0z 0.0¢ 0.1C (0.07) 0.1t

31,05 30,73¢ 30,92¢ 30,88: 30,90(
31,72¢ 31,21¢ 31,46¢ 30,88: 31,45¢

(1) The earnings per share calculations for each ofjtiagters were based upon the weighted averageeruwhbhares outstanding during e
period, and the sum of the quarters may not belaqulae full year earnings per common share anm

(16) DEFINED CONTRIBUTION PLAN

The Company offers a 401(k) for full-time employ#est have been with the Company for over 90 dalge. Company matches participant
contributions of 100% up to 3% of an employeesagabnd 50% of contributions from
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Consent of Independent Registered Public Accountingirm

The Board of Directors

ZAGG Inc:

We consent to the incorporation by reference inrégistration statements (No. 333-147510, 333-17928d 333-187467) on Form S-8 and
(No. 333-181748) on Form S-3 of ZAGG Inc of ourogplated March 10, 2015, with respect to the chasted balance sheets of ZAGG Inc
as of December 31, 2014 and 2013, and the relatesblidated statement of operations, compreheimsogeme, equity, and cash flows for eact

of the years in the three-year period ended Decethe2014, which report appears in the Decembg2314 annual report on Form 10-K of
ZAGG Inc.

Our report dated March 10, 2015, on the effectigerd internal control over financial reportinga$ecember 31, 2014, expresses our
opinion that ZAGG Inc did not maintain effectivaémal control over financial reporting as of Det®m31, 2014 because of the effect of a
material weakness on the achievement of the obgsctf the control criteria and contains an explaygparagraph that states that a material
weakness related to the ineffective operation efrédtonciliation of in-transit inventory and theissv thereof has been identified and included
in management's assessment.

(signed) KPMG LLP
Salt Lake City, Utah
March 10, 2015



EXHIBIT 31.1
CERTIFICATION
I, Randall L. Hales, certify that:
1. | have reviewed this Annual Reportrmrm 10-K of ZAGG Inc;

2. Based on my knowledge, this repogsinot contain any untrue statement of a mat@galbr omit to state a material fact necessary to
make the statements made, in light of the circuntgt® under which such statements were made, nigtadisg with respect to the period covered by this
report;

3. Based on my knowledge, the finansatements, and other financial information ineltiéh this report, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of andHermeriods presented in this report.

4. The registrant's other certifyindjadr(s) and | are responsible for establishing araihtaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a—15(e) and 15a&}1560d internal control over financial reportirgg @defined in Exchange Act Rules 13a—15(f) and 15d—
(f)) for the registrant and have:

(a) Designed such disclosure controls andqulures, or caused such disclosure controls mmuggures to be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made known to us by others withi
those entities, particularly during the period inigh this report is being prepared;

(b) Designed such internal control oveafinial reporting, or caused such internal contvelrdinancial reporting to be designed under
our supervision, to provide reasonable assuramgagding the reliability of financial reporting atfte preparation of financial statements for externa
purposes in accordance with generally accepteduatiog principles;

(c) Evaluated the effectiveness of thegtegit's disclosure controls and procedures arsepted in this report our conclusions about
the effectiveness of the disclosure controls andgutures, as of the end of the period coveredibyéport based on such evaluation; and

(d) Disclosed in this report any changéhimregistrant's internal control over financigdaging that occurred during the registrant's
most recent fiscal quarter (the registrant's fofisital quarter in the case of an annual repost ias materially affected, or is reasonably likely
materially affect, the registrant's internal cohtreer financial reporting; and

5. The registrant's other certifyinfiagr(s) and | have disclosed, based on our magnteevaluation of internal control over financial
reporting, to the registrant's auditors and thatauminmittee of the registrant's board of direct@aispersons performing the equivalent functions):

(a) All significant deficiencies and maggniveaknesses in the design or operation of intearerol over financial reporting which are
reasonably likely to adversely affect the registsaability to record, process, summarize and feffeaincial information; and

(b) Any fraud, whether or not material,tthevolves management or other employees who haigréficant role in the registrant's
internal control over financial reporting.

Date: March 10, 2015
/s/ RANDALL L. HALES

Randall L. Hales
Chief Executive Officer, President, & Director
(Principal Executive Officer



EXHIBIT 31.2
CERTIFICATION
I, Brandon T. O’Brien, certify that:
1. | have reviewed this Annual Reportrmrm 10-K of ZAGG Inc;

2. Based on my knowledge, this repogsinot contain any untrue statement of a mat@galbr omit to state a material fact necessary to
make the statements made, in light of the circuntgt® under which such statements were made, nigtadisg with respect to the period covered by this
report;

3. Based on my knowledge, the finansatements, and other financial information ineltiéh this report, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of andHermeriods presented in this report.

4. The registrant's other certifyindjadr(s) and | are responsible for establishing araihtaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a—15(e) and 15a&}1560d internal control over financial reportirgg @defined in Exchange Act Rules 13a—15(f) and 15d—
(f)) for the registrant and have:

(a) Designed such disclosure controls andqulures, or caused such disclosure controls mmuggures to be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made known to us by others withi
those entities, particularly during the period inigh this report is being prepared;

(b) Designed such internal control oveafinial reporting, or caused such internal contvelrdinancial reporting to be designed under
our supervision, to provide reasonable assuramgagding the reliability of financial reporting atfte preparation of financial statements for externa
purposes in accordance with generally accepteduatiog principles;

(c) Evaluated the effectiveness of thegtegit's disclosure controls and procedures arsepted in this report our conclusions about
the effectiveness of the disclosure controls andgutures, as of the end of the period coveredibyéport based on such evaluation; and

(d) Disclosed in this report any changéhimregistrant's internal control over financigdaging that occurred during the registrant's
most recent fiscal quarter (the registrant's fofisital quarter in the case of an annual repost ias materially affected, or is reasonably likely
materially affect, the registrant's internal cohtreer financial reporting; and

5. The registrant's other certifyinfiagr(s) and | have disclosed, based on our magnteevaluation of internal control over financial
reporting, to the registrant's auditors and thatauminmittee of the registrant's board of direct@aispersons performing the equivalent functions):

(a) All significant deficiencies and maggniveaknesses in the design or operation of intearerol over financial reporting which are
reasonably likely to adversely affect the registsaability to record, process, summarize and feffeaincial information; and

(b) Any fraud, whether or not material,tthevolves management or other employees who haignéficant role in the registrant's internal
control over financial reporting.

Date: March 10, 2015
/sl BRANDON T. O'BRIEN

Brandon T. O'Brien
Chief Financial Officel
(Principal Financial Officer)



EXHIBIT 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report onfdr0-K of ZAGG Inc (the "Company") for the year eddDecember 31, 2014, as
filed with the Securities and Exchange Commisstbe (Report™), I, Randall L. Hales, Chief Execut®éicer of the Company, certify,
pursuant to 18 U.S.C. § 1350, as adopted pursad906 of the Sarbanes-Oxley Act of 2002, thath&best of my knowledge:

(1) The Report fully complies with thejrerements of section 13(a) or 15(d) of the Sem#iExchange Act of 1934; and

(2) The information contained in the Refairly presents, in all material respects, timaficial condition and results of
operations of the Company.

/sSIRANDALL L HALES

Randall L. Hales
Chief Executive OfficerPresident, & Director
March 10, 2015

This certification accompanies the Reparspant to Section 906 of the Sarbanes-Oxley ARDOP and shall not, except to the
extent required by the Sarbanes-Oxley Act of 2@@2Jeemed filed by the Company for purposes ofi@ed8 of the Securities Exchange Act
of 1934, as amended.

A signed original of this written statemeadiuired by Section 906 of the Sarbanes-OxleyoA@0D02 has been provided to the
Company and will be retained by the Company andished to the Securities and Exchange Commissis etaff upon request.



EXHIBIT 32.2

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report onfdr0-K of ZAGG Inc (the "Company") for the year eddDecember 31, 2014, as
filed with the Securities and Exchange Commisstbe (Report™), I, Brandon T. O’Brien, Chief FinaatOfficer of the Company, certify,
pursuant to 18 U.S.C. § 1350, as adopted pursad906 of the Sarbanes-Oxley Act of 2002, thath&obest of my knowledge:

(1) The Report fully complies with thejeerements of section 13(a) or 15(d) of the Sem#iExchange Act of 1934; and

(2) The information contained in the Refairly presents, in all material respects, timaficial condition and results of
operations of the Company.

/sIBRANDON T. O'BRIEN

Brandon T. O’'Brien
Chief Financial Officer
March 10, 2015

This certification accompanies the Reparspant to Section 906 of the Sarbanes-Oxley AR0DOR and shall not, except to the
extent required by the Sarbanes-Oxley Act of 2@@2Jeemed filed by the Company for purposes ofi@ed8 of the Securities Exchange Act
of 1934, as amended.

A signed original of this written statemeadiuired by Section 906 of the Sarbanes-OxleyoA@D02 has been provided to the
Company and will be retained by the Company andished to the Securities and Exchange Commissis etaff upon request.



