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350 N. Glendale Avenue, Ste B522

Glendale, California 91206

(408) 201-2662

Approximate date of commencement of proposed sale of the securities to the public: From time to time, after the
effective date of this Registration Statement.

If the only securities being registered on this Form are being offered pursuant to dividend or interest reinvestment
plans, please check the following box. ☐

If any of the securities being registered on this Form are to be offered on a delayed or continuous basis pursuant to
Rule 415 under the Securities Act of 1933, other than securities offered only in connection with dividend or interest
reinvestment plans, check the following box ☒

If this Form is filed to register additional securities for an offering pursuant to Rule 462(b) under the Securities Act,
please check the following box and list the Securities Act registration statement number of the earlier effective
registration statement for the same offering. ☐

If this Form is a post-effective amendment filed pursuant to Rule 462(c) under the Securities Act, check the following
box and list the Securities Act registration statement number of the earlier effective registration statement for the same
offering. ☐
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If this Form is a registration statement pursuant to General Instruction I.D. or a post-effective amendment thereto that
shall become effective upon filing with the Commission pursuant to Rule 462(e) under the Securities Act, check the
following box. ☐

If this Form is a post-effective amendment to a registration statement filed pursuant to General Instruction I.D. filed to
register additional securities or additional classes of securities pursuant to Rule 413(b) under the Securities Act, check
the following box. ☐

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, a
smaller reporting company, or an emerging growth company. See the definitions of “large accelerated filer,” “accelerated
filer,” “smaller reporting company” and “emerging growth company” in Rule 12b-2 of the Exchange Act.

Large accelerated filer☐ Accelerated filer ☒
Non-accelerated filer (do not check if a smaller reporting company) ☐ Smaller reporting company ☐

Emerging growth company ☐

If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition
period for complying with any new or revised financial accounting standards provided pursuant to Section 7(a)(2)(B)
of Securities Act. ☐
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CALCULATION OF REGISTRATION FEE

Title of each class
of securities to be
registered
(1)

Amount to
be
registered
(2)

Proposed
maximum
offering
price
per unit
(3)(4)

Proposed
maximum
aggregate offering
price

Amount of
registration
fee

Common Stock, par value $0.0001 per
share (2)(3)(4)

Preferred Stock, par value $0.0001 per
share (2)(3)(4)

Warrants (2)(3)(4)
Debt Securities (2)(3)(4)
Units(5) (2)(3)(4)
Total Offering $ 250,000,000 $ 30,300

(1)Securities registered hereunder may be sold separately or as units with other securities registered hereunder.

(2)

An indeterminate aggregate initial offering price and number or amount of the securities of each
identified class is being registered as may from time to time be issued at indeterminate prices as shall
have an aggregate initial offering price not to exceed $250,000,000. The securities registered also
include such indeterminate amounts and numbers of common stock as may be issued upon conversion
of or exchange for preferred stock or debt securities that provide for such conversion or exchange.
Separate consideration may or may not be received for securities that are issuable upon conversion of,
or in exchange for, or upon exercise of, convertible or exchangeable securities.

(3)Not applicable pursuant to General Instruction II.D of Form S-3.

(4)Estimated solely for the purpose of calculating the registration fee pursuant to Rule 457(o) under the SecuritiesAct of 1933, as amended.

(5)Consisting of some or all of the securities listed above, in any combination, including common stock, preferredstock, warrants and debt securities.

The registrant hereby amends this registration statement on such date or dates as may be necessary to delay its
effective date until the registrant shall file a further amendment which specifically states that this registration
statement shall thereafter become effective in accordance with Section 8(a) of the Securities Act of 1933, or
until this registration statement shall become effective on such date as the Securities and Exchange
Commission, acting pursuant to said Section 8(a), may determine.
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THE INFORMATION IN THIS PROSPECTUS IS NOT COMPLETE AND MAY BE CHANGED. WE MAY
NOT SELL THESE SECURITIES UNTIL THE REGISTRATION STATEMENT FILED WITH THE
SECURITIES AND EXCHANGE COMMISSION IS EFFECTIVE. THIS PROSPECTUS IS NOT AN OFFER
TO SELL THESE SECURITIES NOR IS IT AN INVITATION FOR OFFERS TO BUY THESE
SECURITIES IN ANY STATE OR JURISDICTION WHERE THE OFFER OR SALE IS NOT PERMITTED.

SUBJECT TO COMPLETION, DATED DECEMBER 10, 2018

PROSPECTUS

B. RILEY FINANCIAL, INC.

$250,000,000
COMMON STOCK
PREFERRED STOCK
WARRANTS
DEBT SECURITIES
UNITS

We may offer and sell from time to time the above securities in one or more classes, in one or more transactions,
separately or together in any combination and as separate series, and in amounts, at prices and on terms that we will
determine at the times of the offerings. We may also offer any of these securities that may be issuable upon the
conversion, exercise or exchange of debt securities, preferred stock or warrants. The aggregate initial offering price of
the securities that we may offer through this prospectus will be up to $250,000,000.

We will provide specific terms of any offering in supplements to this prospectus, which we will deliver together with
the prospectus at the time of sale. The supplements may add, update or change information contained in this
prospectus. You should read this prospectus and any prospectus supplement carefully before you invest. This
prospectus may not be used to offer and sell securities unless accompanied by a prospectus supplement.

We may offer the securities independently or together in any combination for sale directly to purchasers, through one
or more underwriters, dealers or agents, or through underwriting syndicates managed or co-managed by one or more
underwriters, to be designated at a future date, on a continuous or delayed basis.
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Our common stock is traded on the NASDAQ Global Market (“NASDAQ”) under the symbol “RILY”. On December 7,
2018, the last reported sales price of our common stock as quoted on NASDAQ was $17.35 per share.

On December 7, 2018, the aggregate market value of our outstanding common stock held by non-affiliates was
$214.20 million.

Investing in our securities involves risks. Risks associated with an investment in our securities will be described
in the applicable prospectus supplement and certain of our filings with the Securities and Exchange
Commission, as described under the caption “Risk Factors” on page 3 of this prospectus.

NEITHER THE SECURITIES AND EXCHANGE COMMISSION NOR ANY STATE SECURITIES
COMMISSION HAS APPROVED OR DISAPPROVED OF THESE SECURITIES OR DETERMINED IF
THIS PROSPECTUS IS TRUTHFUL OR COMPLETE. ANY REPRESENTATION TO THE CONTRARY IS
A CRIMINAL OFFENSE.

The date of this prospectus is      , 2018.
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ABOUT THIS PROSPECTUS

This prospectus is part of a registration statement that we filed with the U.S. Securities and Exchange Commission, or
SEC, using a “shelf” registration process. Under this shelf registration process, we may, from time to time, sell the
securities or combinations of the securities described in this prospectus in one or more offerings in amounts that we
will determine from time to time. For further information about our business and the securities, you should refer to the
registration statement containing this prospectus and its exhibits. The exhibits to our registration statement contain the
full text of certain contracts and other important documents we have summarized in this prospectus. Since these
summaries may not contain all the information that you may find important in deciding whether to purchase the
securities we offer, you should review the full text of these documents. We have filed and plan to continue to file other
documents with the SEC that contain information about us and our business. Also, we will file legal documents that
control the terms of the securities offered by this prospectus as exhibits to the reports we file by the SEC. The
registration statement and other reports can be obtained from the SEC as indicated under the heading “Where You Can
Find More Information.”

This prospectus provides you with a general description of the securities that we may offer. Each time we offer
securities pursuant to this prospectus, we will provide a prospectus supplement and/or other offering material that will
contain specific information about the terms of that offering. When we refer to a “prospectus supplement,” we are also
referring to any free writing prospectus or other offering material authorized by us. The prospectus supplement may
also add, update or change information contained in this prospectus. If there is any inconsistency between the
information in this prospectus and the applicable prospectus supplement, you should rely on the information in the
prospectus supplement or incorporated information having a later date. You should read this prospectus and any
prospectus supplement together with additional information described under the heading “Where You Can Find More
Information.”

You should rely only on the information provided in this prospectus, in any prospectus supplement, or any other
offering material that we authorize, including the information incorporated by reference. We have not authorized
anyone to provide you with different information. You should not assume that the information in this prospectus, any
supplement to this prospectus, or any other offering material that we authorize, is accurate at any date other than the
date indicated on the cover page of these documents or the date of the statement contained in any incorporated
documents, respectively. This prospectus is not an offer to sell or a solicitation of an offer to buy any securities other
than the securities referred to in the prospectus supplement. This prospectus is not an offer to sell or a solicitation of
an offer to buy such securities in any circumstances in which such offer or solicitation is unlawful. You should not
interpret the delivery of this prospectus, or any sale of securities, as an indication that there has been no change in our
affairs since the date of this prospectus. You should also be aware that information in this prospectus may change after
this date. The information contained in this prospectus or a prospectus supplement or amendment, or incorporated
herein or therein by reference, is accurate only as of the date of this prospectus or prospectus supplement or
amendment, as applicable, regardless of the time of delivery of this prospectus or prospectus supplement or
amendment, as applicable, or of any sale of the shares.
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As used in this prospectus, unless the context indicates or otherwise requires, “the Company,” “B. Riley,” “we,” “us,” or “our”
refer to the combined business of B. Riley Financial, Inc. and all of its subsidiaries.

ii
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ABOUT B. RILEY FINANCIAL, INC.

Our Business

We provide collaborative financial services and solutions through several operating subsidiaries, including:

●

B. Riley FBR, Inc. (“B. Riley FBR”) is a leading, full service investment bank providing financial advisory, corporate
finance, research, securities lending and sales & trading services to corporate, institutional and high net worth
individual clients. B. Riley FBR was formed in November 2017 through the merger of B. Riley & Co, LLC and FBR
Capital Markets & Co.; the name of the combined broker dealer was subsequently changed to B. Riley FBR, Inc.
FBR Capital Markets & Co. was acquired by B. Riley Financial in June 2017.

●

Wunderlich Securities, Inc., acquired by B. Riley Financial in July 2017, provides comprehensive wealth
management and brokerage services to individuals and families, corporations and non-profit organizations,
including qualified retirement plans, trusts, foundations and endowments. In June 2018, Wunderlich
Securities, Inc. changed its name to B. Riley Wealth Management, Inc.

●B. Riley Capital Management, LLC, an SEC registered investment advisor, which includes:

○B. Riley Asset Management, an advisor to certain private funds and to institutional and high net worth investors;

○B. Riley Wealth Management, a multi-family office practice and wealth management firm focused on the needs of
ultra-high net worth individuals and families; and

○
Great American Capital Partners, LLC (“GACP”), the general partner of two private funds, GACP I, L.P. and GACP II,
L.P., both direct lending funds that provide senior secured loans and second lien secured loan facilities to middle
market public and private U.S. companies.

●

GlassRatner Advisory & Capital Group LLC (“GlassRatner”), a specialty financial advisory services firm we acquired
on July 31, 2018, provides consulting services to shareholders, creditors and companies, including due diligence,
fraud investigations, corporate litigation support, crisis management and bankruptcy services. The addition of
GlassRatner, strengthens B. Riley’s diverse platform and compliments the restructuring services provided by B. Riley
FBR.
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●Great American Group, LLC, a leading provider of asset disposition and auction solutions to a wide range of retailand industrial clients.

●Great American Group Advisory and Valuation Services, LLC, a leading provider of appraisal and valuation servicesfor asset based lenders, private equity firms and corporate clients.

We also pursue a strategy of investing in or acquiring companies which we believe have attractive investment return
characteristics. On July 1, 2016 and November 14, 2018, we acquired United Online, Inc. (“UOL”) and magicJack
VocalTec Ltd. (“magicJack”), respectively, as part of our principal investment strategy.

●UOL is a communications company that offers subscription services and products, consisting of Internet accessservices and devices under the NetZero and Juno brands primarily sold in the United States.

●magicJack is a Voice over IP (VoIP) cloud-based technology and services communications provider.

1
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We are headquartered in Los Angeles with offices in major cities throughout the United States including New York,
Chicago, Boston, Memphis, and Metro Washington D.C.

We currently have four operating segments: (i) Capital Markets, through which we provide investment banking,
corporate finance, securities lending, restructuring, consulting, research, sales and trading and wealth management
services to corporate, institutional and high net worth clients; (ii) Auction and Liquidation, through which we provide
auction and liquidation services to help clients dispose of assets that include multi-location retail inventory, wholesale
inventory, trade fixtures, machinery and equipment, intellectual property and real property; (iii) Valuation and
Appraisal, through which we provide valuation and appraisal services to clients with independent appraisals in
connection with asset based loans, acquisitions, divestitures and other business needs and (iv) Principal Investments -
UOL through which we provide consumer Internet access and with the recent acquisition of magicJack provide VoIP
communication services and related subscription services.

Our Corporate Information

We are a Delaware corporation. Our executive offices are located at 21255 Burbank Blvd, Suite 400, Woodland Hills,
California 91367, and the telephone number at our principal executive office is (818) 884-3737. Our website
addresses are http://www.greatamerican.com, http://www.brileyfin.com and http://www.unitedonline.net. We have not
incorporated by reference into this prospectus the information on our website, and you should not consider it to be a
part of this document.

2

Edgar Filing: B. Riley Financial, Inc. - Form S-3

13



RISK FACTORS

Investing in our securities involves risk. Before making an investment decision, you should carefully consider the
risks described under the heading “Risk Factors” contained in the applicable prospectus supplement and any related free
writing prospectus and in our most recent Annual Report on Form 10-K and subsequent Quarterly Reports on Form
10-Q, together with all of the other information appearing in, or incorporated by reference into, this prospectus and
any applicable prospectus supplement. These risks could materially and adversely affect our business, results of
operations and financial condition and could result in a partial or complete loss of your investment. Additional risks
not presently known to us or that we currently believe are immaterial may also significantly impair our business
operations and financial condition. See “Where You Can Find More Information.”

In addition, we have identified the following risk factors due to the acquisition of magicJack that may potentially
impact our business:

RISKS RELATED TO THE MAGICJACK BUSINESS

We may experience difficulties in realizing the expected benefits of the acquisition of magicJack.

Our ability to achieve the benefits we anticipate from the acquisition of magicJack will depend in large part upon
whether we are able to achieve expected cost savings, manage magicJack’s business and execute our strategy in an
efficient and effective manner. Because our business and the business of magicJack differ, we may not be able to
manage magicJack’s business smoothly or successfully and the process of achieving expected cost savings may take
longer than expected. If we are unable to manage the operations of magicJack’s business successfully, we may be
unable to realize the cost savings and other anticipated benefits we expect to achieve as a result of the magicJack
acquisition. As a result, our business and results of operations could be adversely affected and the market price of our
common stock could be negatively impacted.

The market in which magicJack participates is highly competitive and if we do not compete effectively, our
operating results may be harmed by loss of market share and revenues.

The telecommunications industry is highly competitive. We face intense competition from traditional telephone
companies, wireless companies, cable companies and alternative voice communication providers and manufacturers of
communication devices.
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The principal competitors for our products and services include the traditional telephone service providers, such as
AT&T, Inc., CenturyLink, Inc. and Verizon Communications Inc., which provide telephone service using the public
switched telephone network. Certain of these traditional providers have also added, or are planning to add, broadband
telephone services to their existing telephone and broadband offerings. We also face, or expect to face, competition
from cable companies, such as Cablevision Systems Corp., Charter Communications, Inc., Comcast Corporation, Cox
Communications, Inc. and Time Warner Cable (a division of Time Warner Inc.), which offer broadband telephone
services to their existing cable television and broadband offerings. Further, wireless providers, including AT&T
Mobility, Inc., Sprint Corporation, T-Mobile USA Inc., and Verizon Wireless, Inc. offer services that some customers
may prefer over wireline-based service. In the future, as wireless companies offer more minutes at lower prices, their
services may become more attractive to customers as a replacement for broadband or wireline-based phone service.

We face competition on magicJack device sales from Apple, Samsung, Motorola and other manufacturers of smart
phones, tablets and other hand held wireless devices. Also, we compete against established alternative voice
communication providers, such as Vonage, Google Voice, Ooma, and Skype, which is another non-interconnected
voice provider, and may face competition from other large, well-capitalized Internet companies. In addition, we
compete with independent broadband telephone service providers.

Increased competition may result in our competitors using aggressive business tactics, including providing financial
incentives to customers, selling their products or services at a discount or loss, offering products or services similar to
our products and services on a bundled basis at a discounted rate or no charge, announcing competing products or
services combined with aggressive marketing efforts, and asserting intellectual property rights or claims, irrespective
of their validity.

3
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We believe that some of our existing competitors may choose to consolidate or may be acquired in the future. 
Additionally, some of our competitors may enter into alliances or joint ventures with each other or establish or
strengthen relationships with other third parties.  Any such consolidation, acquisition, alliance, joint venture or other
relationship could adversely affect our ability to compete effectively, lead to pricing pressure, our loss of market share
and could harm our business, results of operations and financial condition.

Our future growth of magicJack depends on the success of various initiatives we are pursuing.  The failure of these
growth initiatives could have a material adverse effect on our business, results of operations, financial condition
and cash flows.

Our future growth depends primarily on (1) increased sales of magicJack devices and related products and services,
(2) the successful implementation of monetization initiatives for our proprietary mobile apps, the magicApp,
magicJack Connect and magicJack Spark, and (3) the successful integration of the Broadsmart business and
implementation of the new Small Office Home Office (“SOHO”) initiatives of the new management team. The failure to
grow device and related revenues in the Core Consumer business through increased device sales in the future would
make us more reliant on other growth initiatives and cause a longer-term decrease in our overall revenues which could
have a material adverse effect on our business, results of operations, financial condition and cash flows.

magicJack may face difficulty in attracting new customers, and if we fail to attract new customers, our business
and results of operations may suffer.

Most traditional wireline and wireless telephone service providers and cable companies are substantially larger and
better capitalized than us and have the advantage of a large existing customer base. Because most of our customers are
purchasing communications services from one or more of these providers, our success is dependent upon our ability to
attract customers away from their existing providers. In addition, these competitors could focus their substantial
financial resources to develop competing technology that may be more attractive to potential customers than what we
offer. Our competitors’ financial resources may allow them to offer services at prices below cost or even for free in
order to maintain and gain market share or otherwise improve their competitive positions.

magicJack’s competitors also could use their greater financial resources to offer broadband telephone service with
more attractive service packages that include on-site installation and more robust customer service. In addition,
because of the other services that our competitors provide, they may choose to offer broadband telephone service as
part of a bundle that includes other products, such as video, high speed Internet access and wireless telephone service,
which we do not offer at the present time. This bundle may enable our competitors to offer broadband telephone
service at prices with which we may not be able to compete or to offer functionality that integrates broadband
telephone service with their other offerings, both of which may be more desirable to consumers. Any of these
competitive factors could make it more difficult for us to attract and retain customers to our products, and cause us to
lower our prices in order to compete and reduce our market share and revenues.
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magicJack may be unable to obtain enough phone numbers in desirable area codes to meet demand, which may
adversely affect our ability to attract new customers and our results of operations.

magicJack’s operations are subject to varying degrees of federal and state regulation. It currently allows customers to
select the area code for their desired phone number from a list of available area codes in cities throughout much of the
United States. This selection may become limited if we are unable to obtain phone numbers, or a sufficient quantity of
phone numbers, including certain area codes, due to exhaustion and consequent shortages of numbers in those area
codes, restrictions imposed by federal or state regulatory agencies, or a lack of telephone numbers made available to
us by third parties. If we are unable to provide our customers with a nationwide selection of phone numbers, or any
phone numbers at all, in all geographical areas and is unable to obtain telephone numbers from another alternative
source, or is required to incur significant new costs in connection with obtaining such phone numbers, our
relationships with current and future customers may be damaged, causing a shortfall in expected revenue, increased
customer attrition, and an inability to attract new customers. As a result, our business, results of operations and
financial condition could be materially and adversely affected.

4
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If magicJack’s services are not commercially accepted by customers, our prospects for growth will suffer.

Our success in deriving a substantial amount of revenues from magicJack’s broadband telephone service offering sold
to consumers and businesses relies on the commercial acceptance of our offering from consumers and business.
Although we currently sell our services to a number of customers, it cannot be certain that future customers will find
our services attractive. If customer demand for our services does not develop or develops more slowly than
anticipated, it would have a material adverse effect on our business, results of operations and financial condition. Our
success relies on the commercial acceptance of our offering from these advertisers and retailers. magicJack is not
currently selling its advertising and retailing services and it cannot be certain future online advertisers and retailers
will find its services attractive. If demand for these services does not develop or develops more slowly than
anticipated, it would have a material adverse effect on our business, results of operations and financial condition.

If magicJack is unable to retain its existing customers, our revenue and results of operations would be adversely
affected.

We offer magicJack services pursuant to a subscriber agreement that ranges generally from one month to five years in
duration and allows our customers to gain access to our servers for telephone calls. Our customers do not have an
obligation to renew their subscriber agreement after their initial term period expires, and these agreements may not be
renewed on the same or on more profitable terms. As a result, our ability to grow depends in part on retaining
customers for renewals. We may not be able to accurately predict future trends in customer renewals, and our
customers’ renewal rates may decline or fluctuate because of several factors, including their satisfaction or
dissatisfaction with our services, the prices of our services, the fees imposed by government entities, the prices of
comparable services offered by our competitors or reductions in our customers’ spending levels. If our customers do
not renew their services, renew on less favorable terms, or do not purchase additional functionality, our revenue may
grow more slowly than expected or decline, and our profitability and gross margins may be harmed.

The market for magicJack’s services and products is characterized by rapidly changing technology and our success
will depend on our ability to enhance our existing service and product offerings and to introduce new services and
products on a timely and cost effective basis.

The market for magicJack’s services and products is characterized by rapidly changing enabling technology, frequent
enhancements and evolving industry standards. Our continued success depends on our ability to accurately anticipate
the evolution of new products and technologies and to enhance our existing products and services. Historically,
several factors have deterred consumers and businesses from using voice over broadband service, including security
concerns, inconsistent quality of service, increasing broadband traffic and incompatible software products. If we are
unable to continue to address those concerns and foster greater consumer demand for our products and services, our
business and results of operations will be adversely affected.
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Our success also depends on our ability to develop and introduce innovative new magicJack services and products that
gain market acceptance. We may not be successful in selecting, developing, manufacturing and marketing new
products and services or enhancing existing products and services on a timely basis. We may experience difficulties
with software development, industry standards, design or marketing that could delay or prevent our development,
introduction or implementation of new products, services and enhancements. The introduction of new products or
services by competitors, the emergence of new industry standards or the development of entirely new technologies to
replace existing service offerings could render our existing or future services obsolete. If our services become obsolete
due to wide-spread adoption of alternative connectivity technologies, our ability to generate revenue may be impaired.
In addition, any new markets into which we attempt to sell our services, including new countries or regions, may not
be receptive. If we are unable to successfully develop or acquire new products or services, enhance our existing
products or services to anticipate and meet customer preferences or sell magicJack products and services into new
markets, our revenue and results of operations would be adversely affected.

5
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We may be unsuccessful in protecting our proprietary rights or may have to defend ourselves against claims of
infringement, which could impair or significantly affect our business.

Our means of protecting our proprietary rights may not be adequate and our competitors may independently develop
technology that is similar ours. Legal protections afford only limited protection for our technology. The laws of many
countries do not protect our proprietary rights to as great an extent as do the laws of the United States. Despite our
efforts to protect our proprietary rights, unauthorized parties have in the past attempted, and may in the future attempt,
to copy aspects of our products or to obtain and use information that it regards as proprietary. Third parties may also
design around our proprietary rights, which may render our protected products less valuable, if the design around is
favorably received in the marketplace. In addition, if any our products or the technology underlying our products is
covered by third-party patents or other intellectual property rights, we could be subject to various legal actions.

We cannot assure you that our products do not infringe intellectual property rights held by others or that they will not
in the future. Third parties may assert infringement, misappropriation, or breach of license claims against us from time
to time. Such claims could cause us to incur substantial liabilities and to suspend or permanently cease the use of
critical technologies or processes or the production or sale of major products. Litigation may be necessary to enforce
our intellectual property rights, to protect our trade secrets, to determine the validity and scope of the proprietary
rights of others, or to defend against claims of infringement or invalidity, misappropriation, or other claims. Any such
litigation could result in substantial costs and diversion of our resources, which in turn could materially adversely
affect our business and financial condition. Moreover, any settlement of or adverse judgment resulting from such
litigation could require us to obtain a license to continue to use the technology that is the subject of the claim, or
otherwise restrict or prohibit our use of the technology. Any required licenses may not be available to us on acceptable
terms, if at all. If we attempt to design around the technology at issue or to find another provider of suitable alternative
technology to permit it to continue offering applicable software or product solutions, our continued supply of software
or product solutions could be disrupted or our introduction of new or enhanced software or products could be
significantly delayed.

magicJack’s products must comply with various domestic and international regulations and standards and failure
to do so could have an adverse effect on our business, operating results and financial condition.

magicJack’s products must comply with various domestic and international regulations and standards defined by
regulatory agencies. If it does not comply with existing or evolving industry standards and other regulatory
requirements or if we fail to obtain in a timely manner any required domestic or foreign regulatory approvals or
certificates, we will not be able to sell our products where these standards or regulations apply, which may harm our
business. Moreover, distribution partners or customers may require us, or we may otherwise deem it necessary or
advisable, to alter our products to address actual or anticipated changes in the regulatory environment. Our inability to
alter our products to address these requirements and any regulatory changes could have a material adverse effect on
our business, financial condition, and operating results.
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magicJack’s emergency and E911 calling services are different from those offered by traditional wireline telephone
companies and may expose us to significant liability.

While we do not believe that we are currently subject to regulatory requirements to provide such capability, we
provide our customers with emergency calling services/E911 calling services that significantly differ from the
emergency calling services offered by traditional wireline telephone companies. Those differences may cause
significant delays, or even failures, in callers’ receipt of the emergency assistance they need. Traditional wireline
telephone companies route emergency calls from a fixed location over a dedicated infrastructure directly to an
emergency services dispatcher at the public safety answering point (“PSAP”) in the caller’s area. Generally, the
dispatcher automatically receives the caller’s phone number and actual location information. Because the magicJack
devices are portable or nomadic, the only way we can determine to which PSAP to route an emergency call, and the
only location information that our E911 service can transmit to a dispatcher at a PSAP is the information that our
customers have registered with us. A customer’s registered location may be different from the customer’s actual
location at the time of the call because customers can use their magicJack devices to make calls almost anywhere a
broadband connection is available. Significant delays may occur in a customer updating its registered location
information, and in applicable databases being updated and new routing implemented once a customer has provided
new information. If our customers encounter delays when making emergency services calls and any inability to route
emergency calls properly, or of the answering point to automatically recognize the caller’s location or telephone
number, such delays can have devastating consequences. Customers may, in the future, attempt to hold us responsible
for any loss, damage, personal injury or death suffered as a result.

6
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Traditional phone companies also may be unable to provide the precise location or the caller’s telephone number when
their customers place emergency calls. However, traditional phone companies are covered by federal legislation
exempting them from liability for failures of emergency calling services, and magicJack is not afforded such
protection. In addition, magicJack has lost, and may in the future lose, existing and prospective customers because of
the limitations inherent in our emergency calling services. Additionally, service interruptions from our third-party
providers could cause failures in our customers’ access to E911 services. Finally, we may decide not to offer customers
E911 services at all. Any of these factors could cause us to lose revenues, incur greater expenses or cause our
reputation or financial results to suffer.

State and local governments may seek to impose E911 fees.

Many state and local governments have sought to impose fees on customers of VoIP providers, or to collect fees from
VoIP providers, to support implementation of E911 services in their area. The application of such fees with respect to
magicJack users and us is not clear because various statutes and regulations may not cover our services, we do not bill
our customers monthly, nor do we bill customers at all for telecommunication services. We may also not know the end
user’s location because the magicJack devices and services are nomadic. Should a regulatory authority require payment
of money from us for such support, we may be required to develop a mechanism to collect fees from our customers,
which may or may not be satisfactory to the entity requesting us to be a billing agent. We cannot predict whether the
collection of such additional fees or limitations on where our services are available would impact customers’ interest in
purchasing our products.

In settlement of litigation, magicJack agreed that it would, at least once a year, issue bills for 911 emergency calling
services to each user who has access to 911 services through their magicJack services, and who has provided a valid
address in a U.S. jurisdiction that provides access to 911 services and which is legally empowered to impose 911
charges on such users in accordance with applicable state and/or local law. 

Certain E911 regulatory authorities have asserted or may assert in the future that we are liable for damages, including
end user assessed E911 taxes, surcharges and/or fees, for not having billed and collected E911 fees from our
customers in the past or in the future. If a jurisdiction were to prevail in such claims, the decision could have a
material adverse effect on our financial condition and results of operations.

We may decide to end magicJack’s emergency and E911 calling services for its Core Consumer business in the
future, which may affect our revenues and expose us to significant liability.

Although we currently make available emergency and E911 services to all of our users, we do not believe that it is
required by regulations to do so for magicJack’s Core Consumer business. We may, in the future, decide to discontinue
providing such services for magicJack’s Core Consumer business. Discontinuing such services may adversely affect
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customer demand, may result in fines by the Federal Communications Commission (“FCC”) and may affect our
revenues.

Increases in credit card processing fees and high chargeback costs would increase our operating expenses and
adversely affect our results of operations, and an adverse change in, or the termination of, magicJack’s
relationship with any major credit card company would have a severe, negative impact on our business.

A significant number of magicJack’s customers purchase its products through magicJack’s website and pay for its
products and services using credit or debit cards. The major credit card companies or the issuing banks may increase
the fees that they charge for transactions using their cards. An increase in those fees would require us to either
increase the prices we charge for our products, or suffer a negative impact on our profitability, either of which could
adversely affect our business, financial condition and results of operations.

7
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We have potential liability for chargebacks associated with the transactions we process, or that are processed on our
behalf by merchants selling our products. If a customer returns his or her magicJack products at any time, or claims
that magicJack’s product was purchased fraudulently, the returned product is “charged back” to magicJack or its bank, as
applicable. If magicJack or its sponsoring banks are unable to collect the chargeback from the merchant’s account, or,
if the merchant refuses or is financially unable, due to bankruptcy or other reasons, to reimburse the merchant’s bank
for the chargeback, we bear the loss for the amount of the refund paid.

We are vulnerable to credit card fraud, as we sell magicJack products directly to customers through our website. Card
fraud occurs when a customer uses a stolen card (or a stolen card number in a card-not-present-transaction) to
purchase merchandise or services. In a traditional card-present transaction, if the merchant swipes the card, receives
authorization for the transaction from the card issuing bank and verifies the signature on the back of the card against
the paper receipt signed by the customer, the card issuing bank remains liable for any loss. In a fraudulent
card-not-present transaction, even if the merchant or magicJack receive authorization for the transaction, magicJack or
the merchant are liable for any loss arising from the transaction. Because sales made directly from magicJack’s website
are card-not-present transactions, we are more vulnerable to customer fraud. We are also subject to acts of consumer
fraud by customers that purchase magicJack products and services and subsequently claim that such purchases were
not made.

In addition, as a result of high chargeback rates or other reasons beyond our control, the credit card companies or
issuing bank may terminate their relationship with magicJack, and there are no assurances that it will be able to enter
into a new credit card processing agreement on similar terms, if at all. Upon a termination, if magicJack’s credit card
processor does not assist it in transitioning its business to another credit card processor, or if magicJack were not able
to obtain a new credit card processor, the negative impact on our liquidity likely would be significant. The credit card
processor may also prohibit magicJack from billing discounts annually or for any other reason. Any increases in the
magicJack’s credit card fees could adversely affect our results of operations, particularly if we elect not to raise our
service rates to offset the increase. The termination of magicJack’s ability to process payments on any major credit or
debit card, due to high chargebacks or otherwise, would significantly impair our ability to operate our business.

Flaws in magicJack’s technology and systems could cause delays or interruptions of service, damage our
reputation, cause us to lose customers and limit our growth.

Our service could be disrupted by problems with magicJack technology and systems, such as malfunctions in our
software or other facilities and overloading of our servers. Our customers could experience interruptions in the future
as a result of these types of problems. Interruptions could in the future cause us to lose customers, which could
adversely affect our revenue and profitability. In addition, because magicJack’s systems and our customers’ ability to
use our services are Internet-dependent, our services may be subject to “hacker attacks” from the Internet, which could
have a significant impact on our systems and services. If service interruptions adversely affect the perceived reliability
of our service, it may have difficulty attracting and retaining customers and our brand reputation and growth may
suffer.
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We depend on overseas manufacturers, and for certain magicJack products, third-party suppliers, and our
reputation and results of operations would be harmed if these manufacturers or suppliers fail to meet magicJack’s
requirements.

The manufacture of the magicJack devices is conducted by a manufacturing company in China, and certain parts are
produced in Taiwan and Hong Kong. These manufacturers supply substantially all of the raw materials and provide all
facilities and labor required to manufacture our products. If these companies were to terminate their arrangements
with us or fail to provide the required capacity and quality on a timely basis, either due to actions of the
manufacturers; earthquakes, typhoons, tsunamis, fires, floods, or other natural disasters; or the actions of their
respective governments, we would be unable to manufacture our products until replacement contract manufacturing
services could be obtained. To qualify a new contract manufacturer, familiarize it with the magicJack products, quality
standards and other requirements, and commence volume production is a costly and time-consuming process. We
cannot assure you that we would be able to establish alternative manufacturing relationships on acceptable terms or in
a timely manner that would not cause disruptions in our supply. Any interruption in the manufacture of our products
would be likely to result in delays in shipment, lost sales and revenue and damage to our reputation in the market, all
of which would harm our business and results of operations. In addition, while the magicJack contract obligations
with its contract manufacturer in China is denominated in U.S. dollars, changes in currency exchange rates could
impact our suppliers and increase our prices.

8
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We rely on independent retailers to sell the magicJack devices, and disruption to these channels would harm our
business.

Because we sell a majority of the magicJack devices, other devices and certain services to independent retailers, we
are subject to many risks, including risks related to their inventory levels and support for magicJack’s products. In
particular, magicJack’s retailers maintain significant levels of our products in their inventories. If retailers attempt to
reduce their levels of inventory or if they do not maintain sufficient levels to meet customer demand, our sales could
be negatively impacted.

Many of the retailers who sell magicJack products also sell products offered by its competitors. If these competitors
offer the retailers more favorable terms, those retailers may de-emphasize or decline to carry magicJack’s products. In
the future, we may not be able to retain or attract a sufficient number of qualified retailers. If we are unable to
maintain successful relationships with retailers or to expand our distribution channels, our business will suffer.

To continue this method of sales, we will have to allocate resources to train vendors, systems integrators and business
partners as to the use of our products, resulting in additional costs and additional time until sales by such vendors,
systems integrators and business partners are made feasible. Our business depends to a certain extent upon the success
of such channels and the broad market acceptance of our products. To the extent that our channels are unsuccessful in
selling our products, our revenues and operating results will be adversely affected.

Many factors out of our control could interfere with our ability to market, license, implement or support magicJack
products with any of our channels, which in turn could harm our business. These factors include, but are not limited
to, a change in the business strategy of magicJack’s channels, the introduction of competitive product offerings by
other companies that are sold through one or more of its channels, potential contract defaults by one or more of its
channels, bankruptcy of one or more distribution channel, or changes in ownership or management of one or more of
its channels.  For example, in February 2015, RadioShack Corporation, one of magicJack’s retail customers, filed a
voluntary petition in bankruptcy court. magicJack was owed $1.3 million by RadioShack which it did not collect and
sales to RadioShack were ceased to limit exposure. magicJack made limited sales to the RadioShack entity that
emerged from the bankruptcy proceedings and terminated its relationship with that entity effective as of October 27,
2016. Some of magicJack’s competitors may have stronger relationships with its channels than magicJack does or offer
more favorable terms with respect to their products, and magicJack has limited control, if any, as to whether those
channels implement its products rather than its competitors’ products or whether they devote resources to market and
support its competitors’ products rather than its offerings. If magicJack fails to maintain relationships with these
channels, fails to develop new channels, fails to effectively manage, train, or provide incentives to existing channels or
if these channels are not successful in their sales efforts, sales of magicJack’s products may decrease and our operating
results would suffer.

We may not be able to maintain adequate customer care during periods of growth or in connection with our
addition of new and complex devices or features, which could adversely affect our ability to grow and cause our
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financial results to be negatively impacted.

We consider our offshore customer care to be critically important to acquiring and retaining customers. A portion of
our customer care for magicJack products is provided by third parties located in Costa Rica and the Philippines. This
approach exposes us to the risk that we may not maintain service quality, control or effective management within
these business operations. The increased elements of risk that arise from conducting certain operating processes in
some jurisdictions could lead to an increase in reputational risk. Interruptions in our customer care caused by
disruptions at our third-party facilities may cause us to lose customers, which could adversely affect our revenue and
profitability. If our customer base expands rapidly in the U.S. or abroad, we may not be able to expand our outsourced
customer care operations quickly enough to meet the needs of our customer base, and the quality of our customer care
will suffer and our access right renewal rate may decrease. As we broaden our magicJack offerings and its customers
build increasingly complex home networking environments, we will face additional challenges in training our
customer care staff. We could face a high turnover rate among our customer service providers. We intend to have our
customer care provider hire and train customer care representatives in order to meet the needs of our customer base. If
they are unable to hire, train and retain sufficient personnel to provide adequate customer care, we may experience
slower growth, increased costs and higher levels of customer attrition, which would adversely affect our business and
results of operations.

9
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If we are unable to maintain an effective process for local number portability provisioning, our growth may be
negatively impacted.

We comply with requests for local number portability from our customers at the end of the 30-day trial period. Local
number portability means that our customers can retain their existing telephone numbers when subscribing to
magicJack’s services, and would in turn allow former customers to retain their telephone numbers should they
subscribe to another carrier. All carriers, including interconnected VoIP service providers, must complete the porting
process within one business day. If we are unable to maintain the technology to expedite porting our customers’
numbers, demand for our services may be reduced, we may be subject to regulatory enforcement activity, and this will
adversely affect our revenue and profitability.

RISKS RELATED TO REGULATION IN THE UNITED STATES OF MAGICJACK PRODUCTS AND
SERVICES

If we cannot continue to obtain key switching elements from magicJack’s primary competitors on acceptable terms,
we may not be able to offer our local voice and data services on a profitable basis, if at all.

We will not be able to provide our local voice and data services on a profitable basis, if at all, unless we are able to
obtain key switching elements from some of magicJack’s primary competitors on acceptable terms. To offer local
voice and data services in a market, we must connect our servers with other carriers in a specific market. This
relationship is governed by an interconnection agreement or carrier service agreement between us and that carrier.
magicJack has such agreements with Verizon, AT&T, XO Communications Services and CenturyLink in a majority
of its markets. If we are unable to continue these relationships, enter into new interconnection agreements or carrier
service agreements with additional carriers in other markets or if these providers liquidate or file for bankruptcy, our
business and profitability may suffer.

Regulatory initiatives may continue to reduce the maximum rates we are permitted to charge long distance service
providers for completing calls by our customers to customers served by our servers.

The rates that we charge and is charged by service providers for terminating calls by their customers to customers
served by its servers, and for transferring calls by its customers onto other carriers, cannot exceed rates determined by
regulatory authorities. In 2011, the FCC adopted an order fundamentally overhauling its existing intercarrier
compensation (“ICC”) rules, which govern payments between carriers for exchange traffic.  This order established a new
ICC regime that will result in the elimination of virtually all terminating switched access charges and reciprocal
compensation payments over a transition period that will end in 2020. The reductions resulting from these new ICC
rules have affected and will continue to affect our revenues and results of operations.
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Regulation of broadband telephone services are developing and therefore uncertain; and future legislative,
regulatory or judicial actions could adversely impact our business and expose us to liability.

The current regulatory environment for broadband telephone services is developing and therefore uncertain. The
United States and other countries have begun to assert regulatory authority over broadband telephone service and are
continuing to evaluate how broadband telephone service will be regulated in the future. Both the application of
existing rules to us and our competitors and the effects of future regulatory developments are uncertain. Future
legislative, judicial or other regulatory actions could have a negative effect on our business. If its VoIP telephony
service or our other magicJack products and services become subject to the rules and regulations applicable to
telecommunications providers, if current broadband telephone service rules are expanded and applied to us, or if
additional rules and regulations applicable specifically to broadband telephone services are adopted, we may incur
significant compliance costs, and we may have to restructure our service offerings, exit certain markets or start
charging for our services at least to the extent of regulatory costs or requirements, any of which could cause our
services to be less attractive to customers. We are faced, and may continue to face, difficulty collecting such charges
from our customers and/or carriers, and collecting such charges may cause us to incur legal fees. We may be
unsuccessful in collecting all of the regulatory fees owed to us. The imposition of any such additional regulatory fees,
charges, taxes and regulations on VoIP communications services could materially increase our costs and may limit or
eliminate our competitive pricing advantages.
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Regulatory and governmental agencies may determine that we should be subject to rules applicable to certain
broadband telephone service providers or seek to impose new or increased fees, taxes, and administrative burdens on
broadband telephone service providers. We also may change our product and service offerings in a manner that
subjects us to greater regulation and taxation. Such obligations could include requirements that we contribute directly
to federal or state Universal Service Funds. We may also be required to meet various disability access requirements,
number portability obligations, and interception or wiretapping requirements, such as the Communications Assistance
for Law Enforcement Act. The imposition of such regulatory obligations or the imposition of additional federal, state
or local taxes on our services could increase our cost of doing business and limit our growth.

We offer our magicJack products and services in other countries, and therefore could also be subject to regulatory
risks in each such foreign jurisdiction, including the risk that regulations in some jurisdictions will prohibit us from
providing our services cost-effectively or at all, which could limit our growth. Currently, there are several countries
where regulations prohibit us from offering service. In addition, because customers can use our services almost
anywhere that a broadband Internet connection is available, including countries where providing broadband telephone
service is illegal, the governments of those countries may attempt to assert jurisdiction over us. Violations of these
laws and regulations could result in fines, criminal sanctions against us, our officers or our employees, and
prohibitions on the conduct of our business. Any such violations could include prohibitions on our ability to offer our
products and services in one or more countries, could delay or prevent potential acquisitions, expose us to significant
liability and regulation and could also materially damage our reputation, our brand, our international expansion
efforts, our ability to attract and retain employees, our business and our operating results. Our success depends, in
part, on our ability to anticipate these risks and manage these difficulties.

The success of our business relies on customers’ continued and unimpeded access to broadband service. Providers
of broadband services may be able to block our services or charge their customers more for also using our services,
which could adversely affect our revenue and growth.

Our customers must have broadband access to the Internet in order to use our service. Providers of broadband access,
some of whom are also competing providers of voice services, may take measures that affect their customers’ ability to
use our service, such as degrading the quality of the data packets they transmit over their lines, giving those packets
low priority, giving other packets higher priority than ours, blocking our packets entirely or attempting to charge their
customers more for also using our services.

In 2015, the FCC adopted net neutrality rules that prohibited broadband providers from: 1) blocking legal content,
applications, services, or non-harmful devices; 2) impairing or degrading lawful Internet traffic on the basis of
content, applications, services, or non-harmful devices; 3) engaging in paid prioritization by favoring some lawful
Internet traffic over other lawful traffic in exchange for consideration of any kind or by prioritizing content and
services of their affiliates; and 4) unreasonably interfering with or unreasonably disadvantaging the ability of
consumers to select, access, and use the lawful content, applications, services, or devices of their choosing; or of edge
providers to make lawful content, applications, services, or devices available to consumers. In doing so, the FCC
reclassified broadband Internet access - the retail broadband service mass-market customers buy from cable, phone,
and wireless providers - as a telecommunications service regulated under Title II of the Communications Act of 1934,
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although the FCC agreed to forbear from many requirements of Title II. Significantly, these rules applied equally to
fixed and mobile broadband networks.

After the FCC’s new net neutrality rules went into effect in June 2015, various broadband providers and their trade
associations challenged the FCC’s decision before the U.S. Court of Appeals for the D.C. Circuit.  In June 2016, the
D.C. Circuit issued its decision upholding the FCC’s rules. The D.C. Circuit also denied various petitions seeking
rehearing en banc of the court’s decision.  Various parties have sought review by the United States Supreme Court of
the D.C. Circuit’s decision, which remains pending. We cannot predict the outcome of these proceedings.
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In December 2017, the FCC adopted its “Restoring Internet Freedom Order,” which: 1) restored the classification of
broadband Internet access services as unregulated information services, ending Title II regulation of these services; 2)
eliminated the FCC’s three “bright-line” net neutrality rules; 3) eliminated the FCC’s “general conduct” rule; and 4) adopted
a new transparency rule.  The “Restoring Internet Freedom Order” has been published in the Federal Register and will
take effect on April 23, 2018, except for the new transparency rule, which will not take effect until approved by the
Office of Management and Budget.

Multiple parties have filed petitions seeking judicial review of the “Restoring Internet Freedom Order,” which have been
consolidated and assigned for hearing by the United States Court of Appeals for the Ninth Circuit (which may be
asked to transfer the case to the D.C. Circuit).  We cannot predict how these challenges will be resolved.  However, a
decision by a court upholding the FCC decision to eliminate legal prohibitions against broadband providers blocking,
throttling, or otherwise degrading the quality of our data packets or attempting to extract additional fees from us or our
customers could adversely impact our business.  A court also could find that the FCC lacks legal authority to regulate
broadband services, which could prevent a future FCC from adopting new rules to govern the operating practices of
broadband providers.

We may be bound by certain FCC regulations relating to the provision of E911 service, and if we fail to comply
with FCC regulations requiring us to provide E911 emergency calling services, we may be subject to fines or
penalties.

In 2005, the FCC issued regulations requiring interconnected voice-over broadband providers to provide E911
services and to notify customers of any differences between the broadband telephone service emergency calling
services and those available through traditional telephone providers and obtain affirmative acknowledgments from
customers of those notifications. While we do not believe the FCC’s rules currently apply to our business, the FCC
could, however, extend or modify its rules to obligate us to provide E911 services according to its specific
requirements. A proposal to broaden the scope of its E911 requirements was under consideration by the FCC.
According to the FCC’s rules, certain broadband communications companies must offer enhanced emergency calling
services (“E911”) to all customers located in areas where E911 service is available from their traditional wireline
telephone company. E911 service allows emergency calls from customers to be routed directly to an emergency
dispatcher in a customer’s registered location and gives the dispatcher automatic access to the customer’s telephone
number and registered location information.

Limitations on our ability to provide E911 service or a requirement to comply with potential new mandates of the
FCC could materially limit our growth and have a material adverse effect on our profitability. We could be subjected
to various fines and forfeitures. FCC rulings could also subject us to greater regulation in some states.

Regulatory rulings and/or carrier disputes could affect the manner in which we interconnect and exchange traffic
with other providers and the costs and revenues associated with doing so.
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We exchange calls with other providers pursuant to applicable law and interconnection agreements and other carrier
contracts that define the rates, terms, and conditions applicable to such traffic exchange. The calls we exchange
originate from and terminate to a customer that uses a broadband Internet connection to access our services and are
routed using telephone numbers of the customer’s choosing. There is uncertainty, however, with respect to intercarrier
compensation for such traffic while rules continue to be challenged in various courts. The FCC Report and Order
issued in November 2011 has asserted its jurisdiction over such traffic. Various state commissions have also issued
rulings with respect to the exchange of different categories of traffic under interconnection agreements. To the

Edgar Filing: B. Riley Financial, Inc. - Form S-3

33


