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PART I. FINANCIAL INFORMATION

Item 1. Financial Statements.

B. RILEY FINANCIAL, INC. AND SUBSIDIARIES

Condensed Consolidated Balance Sheets

(Dollars in thousands, except par value)

Assets

Assets:

Cash and cash equivalents
Restricted cash

Due from clearing brokers

Securities and other investments owned, at fair value

Securities borrowed
Accounts receivable, net
Due from related parties
Loans receivable

Prepaid expenses and other assets
Operating lease right-of-use assets

Property and equipment, net
Goodwill

Other intangible assets, net
Deferred income taxes
Total assets

Liabilities and Equity
Liabilities:

Accounts payable

Accrued expenses and other liabilities

Deferred revenue
Due to partners

Securities sold not yet purchased

Securities loaned

Mandatorily redeemable noncontrolling interests

Operating lease liabilities

March 31,

2019
(Unaudited)

$163,462
7,491
22,418
288,802
827,242
43,975
1,965
53,448
87,942
51,086
15,644
223,243
88,479
42,789

$1,917,986

$5,217
90,921
69,959
1,428
35,948
824,833
4,529
65,855

December
31,
2018

$179,440
838
37,738
273,577
931,346
42,123
1,729
38,794
79,477
15,523
223,368
91,358
42,399

$1,957,710

$5,646
108,662
69,066
2,428
37,623
930,522
4,633
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Notes payable 1,193 1,550
Term loan 89,138 79,166
Senior notes payable 465,040 459,754
Total liabilities 1,654,061 1,699,050

Commitments and contingencies (note 15)

B. Riley Financial, Inc. stockholders' equity:

Preferred stock, $0.0001 par value; 1,000,000 shares authorized; none issued — —
Common stock, $0.0001 par value; 100,000,000 shares authorized; 26,525,216 and

26,603,355 issued and outstanding as of March 31, 2019 and December 31, 2018, 2 2
respectively

Additional paid-in capital 257,888 258,638
Retained earnings 7,468 1,579
Accumulated other comprehensive loss (1,991 ) (2,161 )
Total B. Riley Financial, Inc. stockholders' equity 263,367 258,058
Noncontrolling interests 558 602

Total equity 263,925 258,660
Total liabilities and equity $1,917,986 $1,957,710

The accompanying notes are an integral part of these condensed consolidated financial statements.
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B. RILEY FINANCIAL, INC. AND SUBSIDIARIES
Condensed Consolidated Statements of Income
(Unaudited)

(Dollars in thousands, except share data)

Three Months Ended

March 31,

2019 2018
Revenues:
Services and fees $131,853 $88,449
Interest income - Securities lending 9,330 7,291
Sale of goods 945 38
Total revenues 142,128 95,778
Operating expenses:
Direct cost of services 18,537 11,652
Cost of goods sold 1,119 41
Selling, general and administrative expenses 90,543 68,098
Restructuring charge 147 217
Interest expense - Securities lending 6,804 5,168
Total operating expenses 117,150 85,176
Operating income 24,978 10,602
Other income (expense):
Interest income 637 128
Loss from equity investments (3,762 ) (672 )
Interest expense (10,770 ) (4,227 )
Income before income taxes 11,083 5,831
Provision for income taxes (3,104 ) (989 )
Net income 7,979 4,842
Net (loss) income attributable to noncontrolling interests (44 ) 339
Net income attributable to B. Riley Financial, Inc. $8,023 $4,503
Basic income per share $0.31 $0.17
Diluted income per share $0.30 $0.17
Weighted average basic shares outstanding 26,217,215 26,219,277
Weighted average diluted shares outstanding 26,687,531 27,271,819

The accompanying notes are an integral part of these condensed consolidated financial statements.
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B. RILEY FINANCIAL, INC. AND SUBSIDIARIES
Condensed Consolidated Statements of Comprehensive Income
(Unaudited)

(Dollars in thousands)

Three Months

Ended

March 31,

2019 2018
Net income $7,979 $4,842
Other comprehensive income (loss):
Change in cumulative translation adjustment 170 (220 )
Other comprehensive income (loss), net of tax 170 (220 )
Total comprehensive income 8,149 4,622
Comprehensive (loss) income attributable to noncontrolling interests (44 ) 339
Comprehensive income attributable to B. Riley Financial, Inc. $8,193 4,283

The accompanying notes are an integral part of these condensed consolidated financial statements.
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B. RILEY FINANCIAL, INC. AND SUBSIDIARIES

Condensed Consolidated Statements of Equity
(Unaudited)

(Dollars in thousands, except share data)

Additional
Preferred Common Stock Paid-in
Stock
ShardsnourRhares Amoun€apital

Retained

Earnings

Balance, January 1, 2018 —$ — 26,569,462 $ 2 $259,980 $6,582

Vesting of restricted
stock, net of shares
withheld for employer
taxes

Share based payments —_ = —

Dividends on common

stock ($0.16 per share)

Net income for the three

months ended March 31, — — —

2018

Foreign currency

translation adjustment

Balance, March 31,2018 —$ — 26,677,422 §$

— — 107,960

Balance, January 1, 2019 —$ — 26,603,355 $
Vesting of restricted
stock, net of shares

withheld for employer 78911
taxes

Stqck repurchased and (157050 )
retired

Share based payments — - —
Dividends on common

stock ($0.08 per share)

Net income for the three

months ended March 31, — — —
2019

Foreign currency

translation adjustment

2

2

1,125 )

2,558

(203 )

4,503

Accumulated
Other

ComprehensiWoncontrollihigtal

Loss Interests
$ (534 ) $ (184

— 306

(220 ) —

$261,413 $10,882 $ (754 ) $ 122

$258,638 $1,579

714 )

(2,650 )
2,614

(2,134)

8,023

Balance, March 31,2019 —$ — 26,525,216 $ 2 $257,888 $7,468

$ (2,161 ) $ 602

— (44

170 —
$ (1,991 ) $ 558

Equity

) $265,846

(1,125 )

2,558
(203 )

4,809

(220 )
$271,665

$258,660

(714 )

(2,650 )
2,614
(2,134 )

7,979

170
$263,925

11
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The accompanying notes are an integral part of these condensed consolidated financial statements.
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B. RILEY FINANCIAL, INC. AND SUBSIDIARIES
Condensed Consolidated Statements of Cash Flows
(Unaudited)

(Dollars in thousands)

Cash flows from operating activities:
Net income

Adjustments to reconcile net income to net cash provided by (used in) operating activities:

Depreciation and amortization
Provision for doubtful accounts
Share-based compensation

Non-cash interest and other

Effect of foreign currency on operations
Loss from equity investments

Deferred income taxes

Impairment of leaseholds and intangibles, lease loss accrual and loss on disposal of fixed

assets

Income allocated and fair value adjustment for mandatorily redeemable noncontrolling

interests

Change in operating assets and liabilities:
Due from clearing brokers

Securities and other investments owned
Securities borrowed

Accounts receivable

Prepaid expenses and other assets

Accounts payable, accrued payroll and related expenses, accrued value added tax payable and

other accrued expenses

Amounts due to/from related parties and partners
Securities sold, not yet purchased

Deferred revenue

Securities loaned

Net cash provided by (used in) operating activities

Cash flows from investing activities:

Purchases of loans receivable

Repayment of loans receivable

Purchases of property and equipment and intangible assets
Proceeds from sale of property, equipment and intangible assets
Equity investments

Dividends from equity investments

Three Months Ended

March 31,

2019 2018

$7,979 $4,842
4913 3,337
233 305
2,614 2,558
736 186
130 (48 )
3,762 672
(390 ) —
88 286
169 175
15,320 (16,417)
(15,225 ) (5,457 )
104,104 (54,003 )
2,845 ) (8,078 )
(3,706 ) (16,012)
(1,251 ) (10,049)
(1,236 ) 473
(1,675 ) (8,555 )
893 378
(105,689) 51,352
8,924 (54,055)
(20,154 ) —
5,500 —
(1,746 ) (693 )
12 —
(10,558 ) (3,575 )
433 —

13
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Net cash used in investing activities

Cash flows from financing activities:

Repayment of notes payable

Proceeds from term loan

Proceeds from issuance of senior notes

Payment of debt issuance costs

Payment of employment taxes on vesting of restricted stock
Dividends paid

Repurchase of common stock

Distribution to noncontrolling interests

Net cash provided by financing activities

Decrease in cash, cash equivalents and restricted cash

Effect of foreign currency on cash, cash equivalents and restricted cash
Net decrease in cash, cash equivalents and restricted cash
Cash, cash equivalents and restricted cash, beginning of year
Cash, cash equivalents and restricted cash, end of period

Supplemental disclosures:
Interest paid
Taxes paid

(26,513

(357
10,000
4,987
(145
(714
(2,606
(2,650
274
8,241
(9,348
23
(9,325
180,278

)
)

~— N O N

)

(4,268 )

357 )
7,267
76 )
(1,125 )
(1,779 )
ar7 )
3,813
(54,510)
314 )
(54,824 )
152,534

$170,953 $97,710

$17,435
$192

The accompanying notes are an integral part of these condensed consolidated financial statements.

$9,008
$136
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B. RILEY FINANCIAL, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Dollars in thousands, except share data)

NOTE 1—ORGANIZATION AND NATURE OF BUSINESS OPERATIONS

B. Riley Financial, Inc. and its subsidiaries (collectively the “Company”) provide investment banking and financial
services to corporate, institutional and high net worth clients, and asset disposition, valuation and appraisal and capital
advisory services to a wide range of retail, wholesale and industrial clients, as well as lenders, capital providers,

private equity investors and professional services firms throughout the United States, Australia, Canada, and Europe

and with the acquisitions of United Online, Inc. (“UOL”) on July 1, 2016 and magicJack VocalTec Ltd. (“magicJack™) on
November 14, 2018, provide consumer Internet access and cloud communication services.

The Company operates in four operating segments: (i) Capital Markets, through which the Company provides
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 the Company provides 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 the Company provides 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 — United Online and magicJack, through which the Company
provides consumer Internet access and related subscription services from United Online and cloud communication
services primarily through the magicJack devices.

NOTE 2—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(a) Principles of Consolidation and Basis of Presentation

The condensed consolidated financial statements include the accounts of B. Riley Financial, Inc. and its
wholly-owned and majority-owned subsidiaries. The condensed consolidated financial statements also include the
accounts of (a) Great American Global Partners, LLC which is controlled by the Company as a result of its ownership
of a 50% member interest, appointment of two of the three executive officers and significant influence over the
funding of operations, and (b) GA Retail Investments, L.P. which is controlled by the Company as a result of its

15
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ownership of a 50% partnership interest, appointment of executive officers and significant influence over the
operations. The condensed consolidated financial statements have been prepared by the Company, without audit,
pursuant to interim financial reporting guidelines and the rules and regulations of the Securities and Exchange
Commission (“SEC”). Certain information and footnote disclosures normally included in annual financial statements
prepared in accordance with accounting principles generally accepted in the United States of America (“GAAP”) have
been condensed or omitted pursuant to such rules and regulations. In the opinion of the Company’s management, all
adjustments, consisting of only normal and recurring adjustments, necessary for a fair presentation of the financial
position and the results of operations for the periods presented have been included. These condensed consolidated
financial statements and the accompanying notes should be read in conjunction with the audited consolidated financial
statements and accompanying notes included in the Company’s Annual Report on Form 10-K for the year ended
December 31, 2018, filed with the SEC on March 6, 2019. The results of operations for the three months ended March
31, 2019 are not necessarily indicative of the operating results to be expected for the full fiscal year or any future
periods.

(b) Use of Estimates

The preparation of the condensed consolidated financial statements in accordance with accounting GAAP requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities at the date of
the condensed consolidated financial statements and reported amounts of revenue and expense during the reporting
period. Estimates are used when accounting for certain items such as valuation of securities, reserves for accounts
receivable, the fair value of intangible assets and goodwill, the fair value of mandatorily redeemable noncontrolling
interests, fair value of share based arrangements and accounting for income tax valuation allowances. Estimates are
based on historical experience, where applicable, and assumptions that management believes are reasonable under the
circumstances. Due to the inherent uncertainty involved with estimates, actual results may differ.

16
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(c) Revenue Recognition

On January 1, 2018, the Company adopted Accounting Standards Codification (“ASC”) 606 — Revenue from Contracts
with Customers using the modified retrospective method and the impact was determined to be immaterial on our
condensed consolidated financial statements. The new revenue standard was applied prospectively in the Company’s
condensed consolidated financial statements from January 1, 2018 forward and reported financial information for
historical comparable periods was revised and will continue to be reported under the accounting standards in effect
during those historical periods.

Revenues are recognized when control of the promised goods or performance obligations for services is transferred to
the Company’s customers, in an amount that reflects the consideration the Company expects to be entitled to in
exchange for the goods or services.

There have been no material changes to the Company’s revenue recognition accounting policy set forth in the
Company’s Annual Report on Form 10-K for the year ended December 31, 2018. See Note 12 for information on
revenue from contracts with customers.

(d) Direct Cost of Services

Direct cost of services relates to service and fee revenues. The costs consist of employee compensation and related
payroll benefits, travel expenses, the cost of consultants assigned to revenue-generating activities and direct expenses
billable to clients in the Valuation and Appraisal segment. Direct costs of services include participation in profits
under collaborative arrangements in which the Company is a majority participant. Direct costs of services also include
the cost of consultants and other direct expenses related to Auction and Liquidation contracts pursuant to commission
and fee based arrangements in the Auction and Liquidation segment. Direct cost of services in the Principal
Investments — United Online and magicJack segment include cost of telecommunications and data center costs,
personnel and overhead-related costs associated with operating the Company’s networks, servers and data centers,
sales commissions associated with multi-year service plans, depreciation of network computers and equipment,
amortization expense, third party advertising sales commissions, license fees, costs related to providing customer
support, costs related to customer billing and processing of customer credit cards and associated bank fees. Direct cost
of services does not include an allocation of the Company’s overhead costs.

(e) Interest Expense — Securities Lending Activities

17
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Interest expense from securities lending activities is included in operating expenses related to operations in the Capital
Markets segment. Interest expense from securities lending activities is incurred from equity and fixed income
securities that are loaned to the Company.

(f) Concentration of Risk

Revenues in the Capital Markets, Valuation and Appraisal and Principal Investments — United Online and magicJack
segments are currently primarily generated in the United States. Revenues in the Auction and Liquidation segment are
primarily generated in the United States, Australia, Canada and Europe.

The Company’s activities in the Auction and Liquidation segment are executed frequently with, and on behalf of,
distressed customers and secured creditors. Concentrations of credit risk can be affected by changes in economic,
industry, or geographical factors. The Company seeks to control its credit risk and potential risk concentration through
risk management activities that limit the Company’s exposure to losses on any one specific liquidation services
contract or concentration within any one specific industry. To mitigate the exposure to losses on any one specific
liquidation services contract, the Company sometimes conducts operations with third parties through collaborative
arrangements.

The Company maintains cash in various federally insured banking institutions. The account balances at each

institution periodically exceed the Federal Deposit Insurance Corporation’s (“FDIC”) insurance coverage, and as a result,
there is a concentration of credit risk related to amounts in excess of FDIC insurance coverage. The Company has not
experienced any losses in such accounts. The Company also has substantial cash balances from proceeds received

from auctions and liquidation engagements that are distributed to parties in accordance with the collaborative
arrangements.

18



Edgar Filing: B. Riley Financial, Inc. - Form 10-Q

(g) Advertising Expenses

The Company expenses advertising costs, which consist primarily of costs for printed materials, as incurred.
Advertising costs totaled $362 and $93 for the three months ended March 31, 2019 and 2018, respectively.
Advertising expense is included as a component of selling, general and administrative expenses in the accompanying
condensed consolidated statements of income.

(h) Share-Based Compensation

The Company’s share-based payment awards principally consist of grants of restricted stock, restricted stock units and
costs associated with the Company’s employee stock purchase plan. In accordance with the applicable accounting
guidance, share-based payment awards are classified as either equity or liabilities. For equity-classified awards, the
Company measures compensation cost for the grant of membership interests at fair value on the date of grant and
recognizes compensation expense in the condensed consolidated statements of income over the requisite service or
performance period the award is expected to vest. The fair value of the liability-classified award will be subsequently
remeasured at each reporting date through the settlement date. Change in fair value during the requisite service period
will be recognized as compensation cost over that period.

In June 2018, the Company adopted the 2018 Employee Stock Purchase Plan (‘“Purchase Plan”) which allows eligible
employees to purchase common stock through payroll deductions as a price that is 15% of the market value of the
common stock on the last day of the offering period. In accordance with the provisions of ASC 718, Compensation —
Stock Compensation (“ASC 718”), the Company is required to recognize compensation expense relating to shares
offered under the Purchase Plan. For the three months ended March 31, 2019, the Company recognized compensation
expense of $121 related to the Purchase Plan. At March 31, 2019, there were 687,427 shares reserved for issuance
under the Purchase Plan.

(i) Income Taxes

The Company recognizes deferred tax liabilities and assets for the expected future tax consequences of events that
have been included in the condensed consolidated financial statements or tax returns. Deferred tax liabilities and
assets are determined based on the difference between the financial statement basis and tax basis of assets and
liabilities using enacted tax rates in effect for the year in which the differences are expected to reverse. The Company
estimates the degree to which tax assets and credit carryforwards will result in a benefit based on expected
profitability by tax jurisdiction. A valuation allowance for such tax assets and loss carryforwards is provided when it
is determined to be more likely than not that the benefit of such deferred tax asset will not be realized in future
periods. Tax benefits of operating loss carryforwards are evaluated on an ongoing basis, including a review of

19



Edgar Filing: B. Riley Financial, Inc. - Form 10-Q

historical and projected future operating results, the eligible carryforward period, and other circumstances. If it
becomes more likely than not that a tax asset will be used, the related valuation allowance on such assets would be
reduced.

The Company recognizes tax benefits from uncertain tax positions only if it is more likely than not that the tax
position will be sustained on examination by the taxing authorities, based on the technical merits of the position. Once
this threshold has been met, the Company’s measurement of its expected tax benefits is recognized in its financial
statements. The Company accrues interest on unrecognized tax benefits as a component of income tax expense.
Penalties, if incurred, would be recognized as a component of income tax expense.

(j) Cash and Cash Equivalents

The Company considers all highly liquid investments with a maturity of three months or less when purchased to be
cash equivalents.

(k) Restricted Cash

As of March 31, 2019, restricted cash balance of $7,491 included $469 cash collateral for one of the Company’s
telecommunication suppliers, $365 certificate of deposits collateral for certain letter of credits, and $6,657 of cash
collateral related to a retail liquidation engagement. As of December 31, 2018, restricted cash balance of $838
included $469 cash collateral for one of the Company’s telecommunication suppliers and $369 certificate of deposits
collateral for certain letter of credits.

(1) Securities Borrowed and Securities Loaned

Securities borrowed and securities loaned are recorded based upon the amount of cash advanced or received.
Securities borrowed transactions facilitate the settlement process and require the Company to deposit cash or other
collateral with the lender. With respect to securities loaned, the Company receives collateral in the form of cash. The
amount of collateral required to be deposited for securities borrowed, or received for securities loaned, is an amount
generally in excess of the market value of the applicable securities borrowed or loaned. The Company monitors the
market value of the securities borrowed and loaned on a daily basis, with additional collateral obtained, or excess
collateral recalled, when deemed appropriate.

10
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The Company accounts for securities lending transactions in accordance with ASC “Topic 210: Balance Sheet,”
which requires companies to report disclosures of offsetting assets and liabilities. The Company does not net securities
borrowed and securities loaned and these items are presented on a gross basis in the condensed consolidated balance
sheets.

(m) Due from/to Brokers, Dealers, and Clearing Organizations

The Company clears all of its proprietary and customer transactions through other broker-dealers on a fully disclosed
basis. The amount receivable from or payable to the clearing brokers represents the net of proceeds from unsettled
securities sold, the Company’s clearing deposit and amounts receivable for commissions less amounts payable for
unsettled securities purchased by the Company and amounts payable for clearing costs and other settlement charges.
This amount also includes the cash collateral received for securities loaned less cash collateral for securities borrowed.
Any amounts payable would be fully collateralized by all of the securities owned by the Company and held on deposit
at the clearing broker.

(n) Accounts Receivable

Accounts receivable represents amounts due from the Company’s Auction and Liquidation, Valuation and Appraisal,
Capital Markets and Principal Investments — United Online and magicJack customers. The Company maintains an
allowance for doubtful accounts for estimated losses inherent in its accounts receivable portfolio. In establishing the
required allowance, management utilizes a specific customer identification methodology. Management also considers
historical losses adjusted for current market conditions and the customers’ financial condition and the current
receivables aging and current payment patterns. Account balances are charged off against the allowance after all
means of collection have been exhausted and the potential for recovery is considered remote. The Company does not
have any off-balance sheet credit exposure related to its customers. The Company’s bad debt expense and changes in
the allowance for doubtful accounts for the three months ended March 31, 2019 and 2018 are included in Note 6.

(o) Leases

The Company determines if an arrangement is, or contains, a lease at the inception date. Operating leases are included
in right-of-use assets, with the related liabilities included in operating lease liabilities in the condensed consolidated
balance sheet.
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Operating lease assets represent our right to use an underlying asset for the lease term and lease liabilities represent
our obligation to make lease payments arising from the lease. Operating lease assets and liabilities are recognized at
the lease commencement date based on the estimated present value of lease payments over the lease term. We use our
estimated incremental borrowing rate in determining the present value of lease payments. Variable components of the
lease payments such as fair market value adjustments, utilities, and maintenance costs are expensed as incurred and
not included in determining the present value. Our lease terms include options to extend or terminate the lease when it
is reasonably certain that we will exercise that option. Lease expense is recognized on a straight-line basis over the
lease term. We have lease agreements with lease and non-lease components which are accounted for as a single lease
component. See Note 8 for additional information on leases.

(p) Property and Equipment

Property and equipment are stated at cost. Depreciation and amortization is computed using the straight-line method
over the estimated useful lives of the assets. Property and equipment held under capital leases are amortized on a
straight-line basis over the shorter of the lease term or estimated useful life of the asset. Depreciation and amortization
expense on property and equipment was $1,536 and $1,177 for the three months ended March 31, 2019 and 2018,
respectively.

(q) Loans Receivable

Loans receivable are measured at historical cost and reported at their outstanding principal balances net of any
unearned income, charge-offs, unamortized deferred fees and costs on originated loans, and for purchased loans, net of
any unamortized premiums or discounts. Loan origination fees and certain direct origination costs are deferred and
recognized as adjustments to interest income over the lives of the related loans. Unearned income, discounts and
premiums are amortized to interest income using a level yield methodology. As of March 31, 2019 and December 31,
2018, total loans receivable carried at cost was $53,448 and $38,794, respectively. The loans receivable carried at cost
have various maturity dates ranging from April 2019 to January 2023.

11
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(r) Securities and other Investments Owned and Securities Sold Not Yet Purchased

Securities owned consist of marketable securities and investments in partnership interests and other securities
recorded at fair value. Securities sold, but not yet purchased represents obligations of the Company to deliver the
specified security at the contracted price and thereby create a liability to purchase the security in the market at
prevailing prices. Changes in the value of these securities are reflected currently in the results of operations.

As of March 31, 2019 and December 31, 2018, the Company’s securities and other Investments owned and securities
sold not yet purchased at fair value consisted of the following securities:

March December
31, 31,
2019 2018

Securities and other investments owned:
Common and preferred stocks and warrants $189,165 $193,459

Corporate bonds 28,740 18,825
Fixed income securities 13,365 3,825

Loans receivable at fair value 34,041 33,731
Partnership interests and other 23,491 23,737

$288,802 $273,577

Securities sold not yet purchased:

Common stocks $10,091 $11,130
Corporate bonds 20,206 16,338
Fixed income securities 5,651 10,155

$35,948  $37,623

(s) Fair Value Measurements

The Company’s assessment of the significance of a particular input to the fair value measurement in its entirety
requires judgment and considers factors specific to the asset or liability. Fair value is the price that would be received
to sell an asset or paid to transfer a liability in an orderly transaction between market participants at the measurement
date. A fair value measurement assumes that the transaction to sell the asset or transfer the liability occurs in the
principal market for the asset or liability or, in the absence of a principal market, the most advantageous market. In
general, fair values determined by Level 1 inputs utilize quoted prices (unadjusted) for identical instruments that are
highly liquid, observable and actively traded in over-the-counter markets. Fair values determined by Level 2 inputs
utilize inputs other than quoted prices included in Level 1 that are observable for the asset or liability, either directly
or indirectly. Level 2 inputs include quoted prices for similar instruments in active markets, quoted prices for identical
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or similar instruments in markets that are not active and model-derived valuations whose inputs are observable and
can be corroborated by market data. Level 3 inputs are unobservable inputs that are supported by little or no market
activity and that are significant to the fair value of the assets or liabilities. In certain cases, the inputs used to measure
fair value may fall into different levels of the fair value hierarchy. In such cases, the level in the fair value hierarchy
within which the fair value measurement in its entirety falls has been determined based on the lowest level input that
is significant to the fair value measurement in its entirety. The Company’s assessment of the significance of a
particular input to the fair value measurement in its entirety requires judgment, and considers factors specific to the
asset or liability.

The Company’s securities and other investments owned and securities sold and not yet purchased are comprised of
common and preferred stocks and warrants, corporate bonds, loans receivable valued at fair value and investments in
partnerships. Investments in common stocks that are based on quoted prices in active markets are included in Level 1
of the fair value hierarchy. The Company also holds nonpublic common and preferred stocks and warrants for which
there is little or no public market and fair value is determined by management on a consistent basis. For investments
where little or no public market exists, management’s determination of fair value is based on the best available
information which may incorporate management’s own assumptions and involves a significant degree of judgment,
taking into consideration various factors including earnings history, financial condition, recent sales prices of the
issuer’s securities and liquidity risks. These investments are included in Level 3 of the fair value hierarchy.
Investments in partnership interests include investments in private equity partnerships that primarily invest in equity
securities, bonds, and direct lending funds. The Company also invests in priority investment funds and the underlying
securities held by these funds are primarily corporate and asset-backed fixed income securities and restrictions exist
on the redemption of amounts invested by the Company. The Company’s partnership and investment fund interests are
valued based on the Company’s proportionate share of the net assets of the partnerships and funds; the value for these
investments are derived from the most recent statements received from the general partner or fund administrator.
These partnership and investment fund interests are valued at net asset value (“NAV”) in accordance with ASC “Topic
820: Fair Value Measurements.”

12
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The fair value of mandatorily redeemable noncontrolling interests is determined based on the issuance of similar
interests for cash, references to industry comparables, and relied, in part, on information obtained from appraisal

reports and internal valuation models.

The following tables present information on the financial assets and liabilities measured and recorded at fair value on
a recurring basis as of March 31, 2019 and December 31, 2018.

Assets:

Securities and other investments owned:
Common and preferred stocks and warrants
Corporate bonds

Fixed income securities

Loans receivable at fair value

Total

Investment funds valued at net asset value (1
Total assets measured at fair value

Liabilities:

Securities sold not yet purchased:
Common stocks

Corporate bonds

Fixed income securities

Total securities sold not yet purchased

Mandatorily redeemable noncontrolling interests issued

after November 5, 2003
Total liabilities measured at fair value

13

Financial Assets and Liabilities Measured at Fair Value
on a Recurring Basis at March 31, 2019 Using
Quoted prices

in
Fair value active markets  Other Significant
at for observable unobservable
March 31,  identical assets inputs inputs
2019 (Level 1) (Level 2)  (Level 3)
$ 189,165 $ 161,676 2,975 $ 24514
28,740 — 27,410 1,330
13,365 — 13,365 —
34,041 — — 34,041
265,311 $ 161,676 $43,750  $ 59,885
23,491
$ 288,802
$ 10,091 $ 10,091 $— $ —
20,206 — 20,206 —
5,651 — 5,651 —
35,948 10,091 25,857 —
4,529 — — 4,529
$ 40,477 $ 10,091 $25,857  $4,529
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Financial Assets and Liabilities Measured at Fair Value
on a Recurring Basis at December 31, 2018 Using
Quoted prices

in
Fair value active markets  Other Significant
at for observable unobservable
December . . . .
31 identical assets inputs inputs
2018 (Level 1) (Level 2)  (Level 3)

Assets:

Securities and other investments owned:

Common and preferred stocks and warrants $ 193,459 $ 168,882 — $ 24,577

Corporate bonds 18,825 — 18,825 —

Fixed income securities 3,825 — 3,825 —

Loans receivable at fair value 33,731 — — 33,731

Total 249,840 $ 168,882 $ 22,650 $ 58,308

Investment funds valued at net asset value(D 23,737

Total assets measured at fair value $ 273,577

Liabilities:

Securities sold not yet purchased:

Common stocks $11,130 $ 11,130 $— $ —

Corporate bonds 16,338 — 16,338 —

Fixed income securities 10,155 — 10,155 —

Total securities sold not yet purchased 37,623 11,130 26,493 —

Mandatorily redeemable noncontrolling interests issued

after November 5, 2003 4,633 o T 4,633

Total liabilities measured at fair value $42256 $ 11,130 $ 26,493 $ 4,633

Certain investments that are measured at fair value using the net asset value per share (or its equivalent) practical
expedient have not been classified in the fair value hierarchy in accordance with ASC “Topic 820 Fair Value

(W Measurements.” The fair value amounts presented in the tables above for investment funds valued at net asset value
are intended to permit reconciliation of the fair value hierarchy to the amounts presented in the condensed
consolidated balance sheets.

As of March 31, 2019 and December 31, 2018, financial assets measured and reported at fair value on a recurring
basis and classified within Level 3 were $59,885 and $58,308, respectively, or 3.1% and 3.0%, respectively, of the
Company’s total assets. In determining the fair value for these Level 3 financial assets, the Company analyzes various
financial, performance and market factors to estimate the value, including where applicable, over-the-counter market
trading activity.
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The following table summarizes the significant unobservable inputs in the fair value measurement of level 3 financial
assets and liabilities by category of investment and valuation technique as of March 31, 2019:

Fair
value at
March
31,
2019
Assets:
Common and preferred stocks $24.514
and warrants
Corporate bonds 1,330
Loans receivable at fair value 34,041
Total level 3 assets measured at $59.885

fair value

Liabilities:

Mandatorily redeemable

noncontrolling interests issued  $4,529
after November 5, 2003

Valuation Weighted

Technique Unobservable Input Range Average
Over-the-counter

Market approach . . $7.18-$10.50/share  $7.79
trading activity
Market price of $0.60/share $0.60
related security

Yield analysis ~ Market yield 13.0% 13.0%

Optionpricing 1\ alized volatility 26% - 53% 26%

model

Discounted cash o o capjital 12.2% 12.2%

flow

Market

comparable Revenue multiple 1.1X 1.1X

companies

Discounted cash Market interest rate ~ 4.5% 4.5%

flow

Discounted cash Market interest rate ~ 7.9% - 14.8% 11.2%

flow

Market approach Operating income 6.0x 6.0x

multiple

The changes in Level 3 fair value hierarchy during the three months ended March 31, 2019 and 2018 are as follows:

Level 3  Level 3 Changes During the Period Level 3
ftalance Fair Relating to  Purchases, Transfer ftalance
Beginning Value  Undistributed Sales and and/or End of
of out

. . of .
Year Adjustmeiiarnings Settlements Level 3 Period
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Three Months Ended March 31, 2019

Common and preferred stocks and warrants $24577 $(18 )$ — $ 45 ) $— $24,514
Corporate bonds — — — — 1,330 1,330
Loans receivable at fair value 33,731 35 475 (200 ) — 34,041

Mandatorily redeemable noncontrolling interests

issued after November 5, 2003 4,633 o (104 ) — o 4,529
Three Months Ended March 31, 2018

Common stocks and warrants $28,346 $(1,885) $ 578 $ 6,848 $— $33,887
Loans receivable at fair value 33,713 417 ) — 4,120 ) — 29,176
Partnership interests and other 26,104 (193 ) (161 ) 11,169 — 36,919
Mandatorily redeemable noncontrolling interests 4.478 o 53 o o 4.536

issued after November 5, 2003

During the three months ended March 31, 2019, there was a transfer of one financial asset from level 1 to level 3 in
the fair value hierarchy as a result of the asset’s principal market becoming inactive during the quarter.

The amount reported in the table above for the three months ended March 31, 2019 and 2018 includes the amount of
undistributed earnings attributable to the noncontrolling interests that is distributed on a quarterly basis. The carrying
amounts reported in the condensed consolidated financial statements for cash and cash equivalents, restricted cash,
accounts receivable, accounts payable and accrued expenses and other liabilities approximate fair value based on the
short-term maturity of these instruments.

The carrying amount of the senior notes payable approximates fair value because the contractual interest rates or
effective yields of such instruments are consistent with current market rates of interest for instruments of comparable
credit risk.

During the three months ended March 31, 2019 and 2018, there were no assets or liabilities measured at fair value on
a non-recurring basis.

(t) Derivative and Foreign Currency Translation

The Company periodically uses derivative instruments, which primarily consist of the purchase of forward exchange
contracts, for certain Auction and Liquidation engagements with operations outside the United States. The Company
did not use any derivative contracts during the three months ended March 31, 2019. During the three months ended
March 31, 2018, the Company’s use of derivatives consisted of the purchase of forward exchange contracts (a) in the
amount of $54,406 Canadian dollars, of which $10,703 remained open at March 31, 2018 and settled in April 2018,
and (b) $1,500 Euro’s that settled in March 2018.
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The forward exchange contract was entered into to improve the predictability of cash flows related to a retail store
liquidation engagement that was completed in December 2016. The net gain from forward exchange contracts was
$30 during the three months ended March 31, 2018 and is included in selling, general and administrative expenses in
the condensed consolidated statements of income.

The Company transacts business in various foreign currencies. In countries where the functional currency of the
underlying operations has been determined to be the local country’s currency, revenues and expenses of operations
outside the United States are translated into United States dollars using average exchange rates while assets and
liabilities of operations outside the United States are translated into United States dollars using year-end exchange
rates. The effects of foreign currency translation adjustments are included in stockholders’ equity as a component of
accumulated other comprehensive income in the accompanying condensed consolidated balance sheets. Transaction
(loss) gains were ($186) and $138 during the three months ended March 31, 2019 and 2018, respectively. These
amounts are included in selling, general and administrative expenses in the Company’s condensed consolidated
statements of income.

(u) Common Stock Warrants

The common stock warrants entitle the holders of the warrants to acquire shares of the Company’s common stock from
the Company at a price of $17.50 per share (the “Exercise Price”), subject to, among other matters, the proper
completion of an exercise notice and payment. The Exercise Price and the number of shares of Company common
stock issuable upon exercise are subject to customary anti-dilution and adjustment provisions, which include stock
splits, subdivisions or reclassifications of the Company’s common stock. The common stock warrants expire on July 3,
2022. As of March 31, 2019, warrants to purchase 821,816 shares of common stock were outstanding.

(v) Equity Investment

bebe stores, inc.

At March 31, 2019, the Company had a 30.5% ownership interest in bebe stores, inc. (“bebe”). The equity ownership in
bebe is accounted for under the equity method of accounting, and is included in prepaid expenses and other assets in
the condensed consolidated balance sheets.

National Holdings Corporation

31



Edgar Filing: B. Riley Financial, Inc. - Form 10-Q

On November 14, 2018, the Company entered into an agreement to acquire shares of National Holdings Corporation
(“National Holdings”), a Nasdaqg-listed issuer, from Fortress Biotech, Inc. for an aggregate purchase price totaling
approximately $22.9 million. The transaction was completed in two tranches. In the first tranche, which was

completed in the fourth quarter of 2018, the Company acquired shares representing 24% of the total outstanding

shares of National Holdings. The second tranche was completed in the first quarter of 2019. As of March 31, 2019, the
Company had purchased 6,159,550 shares of National Holdings” common stock, representing 48.8% of National
Holdings’ outstanding shares, at $3.25 per share. The carrying value for the National Holdings investment at March 31,
2019 increased to $22,323 from $9,902 at December 31, 2018 and is included in prepaid expenses and other assets in
the condensed consolidated balance sheets. The equity ownership in National Holdings is accounted for under the
equity method of accounting.

(w) Statements of Cash Flows — Supplemental Non-cash Disclosures

During the three months ended March 31, 2018, non-cash investing activities included the conversion of a loan
receivable in the amount of $16,867 and accrued interest receivable of $51 into an equity investment in bebe that
totaled $16,918.

(x) Variable Interest Entity

In January 2018, the operations of GACP II, LP, a private debt investment limited partnership (the “Partnership”)
commenced operations. The Company’s investment in the Partnership is a variable interest entity (“'VIE”) since the
unaffiliated limited partners do not have substantive kick-out or participating rights to remove the Company’s
subsidiary that is the general partner managing the Partnership. The Company has determined that it is not the primary
beneficiary due to the fact that its fee arrangements are considered at-market and thus not deemed to be variable
interests, and it does not hold any other interests in the Partnership that are considered to be more than insignificant.
The Company determines whether it is the primary beneficiary of a VIE at the time it becomes involved with a VIE
and reconsiders that conclusion at each reporting date. In evaluating whether the Company is the primary beneficiary,
the Company evaluates its economic interests in the entity held either directly by the Company or indirectly through
related parties. The consolidation analysis can generally be performed qualitatively; however, if it is not readily
apparent that the Company is not the primary beneficiary, a quantitative analysis may also be performed.
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The carrying value of the Company’s investments in the VIE that was not consolidated is shown below.

March

31,

2019
Partnership investments $7,230
Due from related party 579

Maximum exposure to loss  $7,809

() Reclassification

The Company reclassified $262 of revenues that was reported as interest income — securities lending during the three
months ended March 31, 2018 to revenues — services and fees. The previously reported amount of $7,553 as interest
income — securities lending was reduced by $262 to $7,291 for the three months ended March 31, 2018 and the
previously reported amount of $88,187 as revenues — services and fees was increased by $262 to $88,449 for the three
months ended March 31, 2018.

(z) Recent Accounting Pronouncements

Not yet adopted

In January 2017, the FASB issued ASU 2017-04, Intangibles — Goodwill and Other (Topic 350): Simplifying the Test
for Goodwill Impairment. This standard simplifies the accounting for goodwill impairment. The guidance removes
Step 2 of the goodwill impairment test, which requires a hypothetical purchase price allocation. Goodwill impairment
will now be the amount by which a reporting unit’s carrying value exceeds its fair value, not to exceed the carrying
amount of goodwill. The revised guidance will be applied prospectively and is effective for calendar year-end SEC
filers for its annual or any interim goodwill impairment tests in fiscal years beginning after December 15, 2019. Early
adoption is permitted for interim or annual goodwill impairment tests performed on testing dates after January 1,
2017. The Company has not yet adopted this update and currently evaluating the effect this new standard will have on
its financial condition and results of operations.

In June 2016, the FASB issued ASU 2016-13, Measurement of Credit Losses on Financial Instruments. This standard
requires an allowance to be recorded for all expected credit losses for certain financial assets. The new standard
introduces an approach, based on expected losses, to estimate credit losses on certain types of financial instruments.
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ASU 2016-13 is effective for public companies for interim and annual period beginning December 15, 2019. Entities
are required to apply the standard’s provisions as a cumulative-effect adjustment to retained earnings as of the
beginning of the first reporting period in which the guidance is adopted. The Company has not yet adopted this update
and currently evaluating the effect this new standard will have on its financial condition and results of operations.

Recently adopted

In February 2016, FASB issued ASU. 2016-02: Leases (Topic 842) which requires a lessee to recognize a right-of-use
(ROU) asset and lease liability on the balance sheet for all leases with a contract term longer than 12 months and
provide enhanced disclosures. The Company adopted the new standard effective January 1, 2019 using the modified
retrospective method. The Company elected the ‘package of practical expedients,” which permits the Company not to
reassess under the new standard the Company’s prior conclusions about lease identification, lease classification and
initial direct costs. Upon adoption of ASC 842 on January 1, 2019, the Company recognized $67,519 operating lease
liabilities with corresponding operating lease right-of-use assets. See Note 8 to the accompanying financial statements
for additional information on leases.

In February 2018, the FASB issued ASU 2018-02, Income Statement — Reporting Comprehensive Income (Topic
220): Reclassification of Certain Tax Effects from Accumulated Other Comprehensive Income that provides for the
reclassification from accumulated other comprehensive income to retained earnings for stranded effects resulting from
the Tax Reform Act. The accounting update should be applied either in the period of adoption or retrospectively to
each period in which the effect of the change in the U.S. federal corporate income tax rate in the Tax Reform Act is
recognized. The accounting update is effective for the fiscal year beginning after December 15, 2018. The adoption of
this standard did not have a material impact to the Company’s financial condition and results of operations.
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In August 2016, the FASB issued ASU 2016-15, Statement of Cash Flows (Topic 230): Classification of Certain Cash
Receipts and Cash Payments (“ASU 2016-15"), which clarifies how companies present and classify certain cash receipts
and cash payments in the statement of cash flows. ASU 2016-15 is effective for us in our first quarter of fiscal year
2019. The adoption of this standard did not have a material impact to the Company’s financial condition and results of
operations.

On January 1, 2018, the Company adopted ASC 606 — Revenue from Contracts with Customers using the modified
retrospective method and the impact was determined to be immaterial on the Company’s consolidated financial
statements. The new revenue standard was applied prospectively in the Company’s consolidated financial statements
from January 1, 2018 forward and reported financial information for historical comparable periods will not be revised
and will continue to be reported under the accounting standards in effect during those historical periods. See Note 12
to the financial statements for additional information on the adoption of this standard.

In August 2018, the Financial Accounting Standards Board (the “FASB”) issued Accounting Standards Update (“ASU”)
No. 2018-13: Fair Value Measurement (Topic 820) (“ASU 2018-13"). The amendments in this update change the
disclosure requirements for fair value measurements by removing, modifying and adding certain disclosures. The
Company early adopted ASU 2018-13 in the third quarter of 2018 and the adoption did not have a material impact on
our consolidated financial statements.

In March 2018, the FASB issued ASU 2018-05: Income Taxes (Topic 740) — Amendments to SEC Paragraphs
Pursuant to SEC Staff Accounting Bulletin No. 118. The amendments in this update provide guidance on when to
record and disclose provisional amounts for certain income tax effects of the Tax Reform Act. The amendments also
require any provisional amounts or subsequent adjustments to be included in net income from continuing operations.
This ASU also discusses required disclosures that an entity must make with regard to the Tax Reform Act. This ASU
is effective immediately as new information is available to adjust provisional amounts that were previously recorded.
The Company has adopted this standard and will continue to evaluate indicators that may give rise to a change in the
Company’s tax provision as a result of the Tax Reform Act. See Note 13 to the accompanying financial statements for
additional information on the Tax Reform Act.

On January 1, 2018, the Company adopted ASU 2016-18 — Statement of Cash Flows (Topic 230): Restricted Cash
(“ASU 2016-18”) using the retrospective method which requires adjustment to prior periods in the statement of cash
flows. ASU 2016-18 clarifies how restricted cash should be presented on the statement of cash flows and requires
companies to include restricted cash with cash and cash equivalents when reconciling the beginning of period and end
of period totals on the statement of cash flows. Restricted cash previously classified under investing activities is now
included in the reconciliation of beginning and ending cash on the statement of cash flows. The adoption of ASU
2016-18 did not have a material impact on the Company’s financial condition and results of operations.
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NOTE 3— ACQUISITIONS

Acquisition of magicJack VocalTec Ltd

On November 9, 2017, the Company entered into an Agreement and Plan of Merger (the “magicJack Merger
Agreement”) with B. R. Acquisition Ltd., an Israeli corporation and wholly-owned subsidiary of the Company (“Merger
Sub”), and magicJack VocalTec Ltd., an Israeli corporation (“magicJack’), pursuant to which Merger Sub would merge
with and into magicJack, with magicJack continuing as the surviving corporation and as an indirect subsidiary of the
Company. Pursuant to the magicJack Merger Agreement, customary closing conditions were satisfied, and the
acquisition was completed on November 14, 2018. Subject to the terms and conditions of the Agreement and Plan of
Merger, each outstanding share of magicJack converted into the right to receive $8.71 in cash without interest,
representing approximately $143,115 in aggregate merger consideration.

The assets and liabilities of magicJack, both tangible and intangible, were recorded at their estimated fair values as of
the November 14, 2018, acquisition date for magicJack. The application of the purchase method of accounting
resulted in goodwill of $106,008 which represents the benefits from synergies with the Company’s existing business
and acquired workforce. Acquisition related costs, such as legal, accounting, valuation and other professional fees
related to the acquisition of magicJack, were charged against earnings in the amount of $52 and included in selling,
general and administrative expenses in the condensed consolidated statements of income for the three months ended
March 31, 2019. The purchase accounting for the acquisition has been accounted for as a stock purchase with all of
the recognized goodwill is expected to be non-deductible for tax purposes.
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The preliminary purchase price allocation was as follows:

Consideration paid by B. Riley:

Number of magicJack shares outstanding at November 14, 2018 16,248,299
Cash merger consideration per share $8.71

Total cash consideration for magicJack common shares 141,523
Cash consideration for magicJack stock options and accelerated vesting of restricted stock awards 1,592
Total consideration $143,115

Tangible assets acquired and assumed:

Cash and cash equivalents $53,875
Restricted cash 369
Accounts receivable 3,103
Inventory 2,033
Prepaid expenses and other assets 4,961
Property and equipment 2,922
Deferred taxes 16,769
Accounts payable 2,313 )
Contract liabilities (66,489 )

Accrued payroll and related expenses (1,989 )
Accrued expenses and other liabilities (20,784 )

Developed technology 6,400
Tradename 1,750
Customer list 34,500
Process-know-how 2,000
Goodwill 106,008
Total $143,115

The revenue and income of magicJack included in the Company’s condensed consolidated financial statements for the

three months ended March 31, 2019 were $18,154 and $4,964, respectively. The income from magicJack of $4,964
includes a restructuring charge in the amount of $176 for severances for magicJack employees from a reduction in
workforce.

Pro Forma Financial Information

The unaudited pro-forma financial information in the table below summarizes the combined results of operations of

the Company and MagicJack as though the acquisitions had occurred as of January 1, 2018. The pro-forma financial

information presented includes the effects of adjustments related to the amortization charges from the acquired
intangible assets and the elimination of certain activities excluded from the transaction and transaction related costs.
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The pro forma financial information as presented below is for informational purposes only and is not necessarily
indicative of the results of operations that would have been achieved if the acquisition had taken place at the
beginning of the earliest period presented, nor does it intend to be a projection of future results.

Pro Forma
(Unaudited)
Three
Months
Ended
March 31,
2018
Revenues $115,012
Net income attributable to B. Riley Financial, Inc. $5,611

Basic earnings per share $0.21
Diluted earnings per share $0.21
Weighted average basic shares outstanding 26,219,277
Weighted average diluted shares outstanding 27,271,819
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NOTE 4— RESTRUCTURING CHARGE

The Company recorded restructuring charges in the amount of $147 and $217 for the three months ended March 31,

2019 and 2018, respectively.

The restructuring charge of $147 during the three months ended March 31, 2019 was primarily related to severance
costs for magicJack employees from a reduction in workforce in the Principal Investments — United Online and
magicJack segment. The restructuring charge of $217 during the three months ended March 31, 2018 was primarily
related to the planned consolidation of office space related to operations in the Capital Markets segment.

The following tables summarize the changes in accrued restructuring charge during three months ended March 31,

2019 and 2018:

The following tables summarize the restructuring activities by reportable segment during the three months ended

March 31, 2019 and 2018:

Restructuring charge (recovery):

Three Months

Ended

March 31,

2019 2018
Balance, beginning of year $3,855 $2,600
Restructuring charge 147 217
Cash paid (636 ) (1,221)
Non-cash items 18 20 )

Balance, end of period $3,384 $1,576

Three Months Ended March 31,

2019 2018
Principal Principal
Investments Investments
.. United .. United
Cap ltalOnline Caplta]Online
Marketasnd . Corporate Total Marketasnd
magiclJack

magicJack
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Employee termination costs $— §$ 176 $ — $176  (29) $ $ — $(29)
Facility closure and consolidation  (29) — 29) 284 — (38 ) 246
Total restructuring charge $(29) $ 176 $ — $147 255 % — $ 38 ) $217

NOTE 5— SECURITIES LENDING

The following table presents the contractual gross and net securities borrowing and lending balances and the related
offsetting amount as of March 31, 2019 and December 31, 2018:

Amounts not

offset in the
Gross Net amounts consolidated
amounts
. . balance
Gross included in
amounts offsetin the the sheets but Net
. consolidated consolidated eligible amounts
recognized
balance balance for offsetting
sheets (D sheets
upon
counterparty
default®
As of March 31, 2019
Securities borrowed $827,242 % —  $827,242 $ 827,242 $ —
Securities loaned $824,833 % —  $824,833 $ 824,833 $ —
As of December 31, 2018
Securities borrowed $931,346  $ —  $931,346 $ 931,346 $ —
Securities loaned $930,522 $ —  $930,522 $ 930,522 $ —

( 1)Includes financial instruments subject to enforceable master netting provisions that are permitted to be offset to the
extent an event of default has occurred.
@ Includes the amount of cash collateral held/posted.
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NOTE 6— ACCOUNTS RECEIVABLE

The components of accounts receivable, net, include the following:

March

31,

2019
Accounts receivable $20,651
Investment banking fees, commissions and other receivables 11,835
Unbilled receivables 12,255
Total accounts receivable 44,741
Allowance for doubtful accounts (766 )
Accounts receivable, net $43,975

Additions and changes to the allowance for doubtful accounts consist of the following:

Three Months

Ended

March 31,

2019 2018
Balance, beginning of year $696  $800
Add: Additions to reserve 233 305
Less: Write-offs (163) (444)
Balance, end of period $766 $661

December

31,

2018

$ 12,594
26,581
3,644
42,819
(696 )

$42,123

Unbilled receivables represent the amount of contractual reimbursable costs and fees for services performed in

connection with fee and service based auction and liquidation contracts.

NOTE 7— GOODWILL AND OTHER INTANGIBLE ASSETS

Goodwill was $223,243 and $223,368 at March 31, 2019 and December 31, 2018, respectively. At March 31, 2019,
goodwill was comprised of $95,820 in the Capital Markets segment, $1,975 in the Auction and Liquidation segment,
$3,713 in the Valuation and Appraisal segment, and $121,735 in the Principal Investments — United Online and
magicJack segment. At December 31, 2018, goodwill was comprised of $95,820 in the Capital Markets segment,
$1,975 in the Auction and Liquidation segment, $3,713 in the Valuation and Appraisal segment, and $121,860 in the
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Principal Investments — United Online and magicJack segment.

Intangible assets consisted of the following:

As of March 31, 2019 As of December 31, 2018

Gross Gross

Carrying AccumulatedIntangibles Carrying Accumulated Intangibles
Useful

Life Value Amortization Net Value Amortization Net
Amortizable assets:
Customer relationships \‘(leta(l)rsm $92,830 $ 19,222 $73,608 $92,330 $ 16,608 $75,722
Domain names 7 Years 233 92 141 237 85 152
Adpvertising relationships 8 Years 100 34 66 100 31 69
Internally 'develc.)ped software 05to5 11,733 3.007 8.726 11,773 2,436 9.337
and other intangibles Years
Trademarks ;eta(l)rsl 0 4,600 902 3,698 4,600 762 3,838
Total 109,496 23,257 86,239 109,040 19,922 89,118
Non-amortizable assets:
Tradenames 2,240 — 2,240 2,240 — 2,240
Total intangible assets $111,736 $ 23,257 $88,479 $111,280 $ 19,922 $91,358

Amortization expense was $3,377 and $2,160 for the three months ended March 31, 2019 and 2018, respectively. At
March 31, 2019, estimated future amortization expense is $10,111, $13,099, $12,717, $12,697, and $12,453 for the
years ended December 31, 2019 (remaining nine months), 2020, 2021, 2022 and 2023, respectively. The estimated
future amortization expense after December 31, 2023 is $25,162.
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NOTE 8— LEASING ARRANGEMENTS

The Company’s operating lease assets primarily represent the lease of office space where the Company conduct its
operations with the weighted average lease term of 8.2 years. The operating leases have lease terms ranging from one
month to twelve years. The weighted average discount rate used to calculate the present value of lease payments was
5.58% at March 31, 2019. Total operating lease expense was $3,103 for the three months ended March 31, 2019, of
which $317 was attributable to variable lease expenses. Operating lease expense is included in selling, general and
administrative expenses in the condensed consolidated statements of income.

For the three months ended March 31, 2019, cash payments against operating lease liabilities totaled $2,996 and
non-cash transactions totaled $946 to recognize operating lease right-of-use assets and operating lease liabilities.

As of March 31, 2019, maturities of operating lease liabilities were as follows:

Operating

Leases
2019 (remaining nine months)  $9,738
2020 11,716
2021 10,128
2022 9,318
2023 8,740
Thereafter 32,926
Total lease payments 82,566
Less: imputed interest (16,711 )

Total operating lease liabilities $65,855

NOTE 9— ASSET BASED CREDIT FACILITY

On April 21, 2017, the Company amended its credit agreement (as amended, the “Credit Agreement”) governing its
asset based credit facility with Wells Fargo Bank, National Association (“Wells Fargo Bank™) to increase the maximum
borrowing limit from $100,000 to $200,000. Such amendment, among other things, also extended the expiration date
of the credit facility from July 15, 2018 to April 21, 2022. The Credit Agreement continues to allow for borrowings
under the separate credit agreement (a “UK Credit Agreement”) which was dated March 19, 2015 with an affiliate of
Wells Fargo Bank which provides for the financing of transactions in the United Kingdom. Such facility allows the
Company to borrow up to 50 million British Pounds. Any borrowings on the UK Credit Agreement reduce the
availability on the asset based $200,000 credit facility. The UK Credit Agreement is cross collateralized and

43



Edgar Filing: B. Riley Financial, Inc. - Form 10-Q

integrated in certain respects with the Credit Agreement. Cash advances and the issuance of letters of credit under the
credit facility are made at the lender’s discretion. The letters of credit issued under this facility are furnished by the
lender to third parties for the principal purpose of securing minimum guarantees under liquidation services contracts
more fully described in Note 2(c). All outstanding loans, letters of credit, and interest are due on the expiration date
which is generally within 180 days of funding. The credit facility is secured by the proceeds received for services
rendered in connection with liquidation service contracts pursuant to which any outstanding loan or letters of credit
are issued and the assets that are sold at liquidation related to such contract. The Company paid Wells Fargo Bank a
closing fee in the amount of $500 in connection with the April 2017 amendment to the Credit Agreement. The interest
rate for each revolving credit advance under the Credit Agreement is, subject to certain terms and conditions, equal to
the LIBOR plus a margin of 2.25% to 3.25% depending on the type of advance and the percentage such advance
represents of the related transaction for which such advance is provided. The credit facility also provides for success
fees in the amount of 2.5% to 17.5% of the net profits, if any, earned on the liquidation engagements funded under the
Credit Agreement as set forth therein. Interest expense totaled $481 and $87 for the three months ended March 31,
2019 and 2018, respectively. There was no outstanding balance on this credit facility at March 31, 2019 and
December 31, 2018. At March 31, 2019, there were open letter of credits outstanding in the amount of $6,657.

The Credit Agreement governing the credit facility contains certain covenants, including covenants that limit or
restrict the Company’s ability to incur liens, incur indebtedness, make investments, dispose of assets, make certain
restricted payments, merge or consolidate and enter into certain transactions with affiliates. Upon the occurrence of an
event of default under the Credit Agreement, the lender may cease making loans, terminate the Credit Agreement and
declare all amounts outstanding under the Credit Agreement to be immediately due and payable. The Credit
Agreement specifies a number of events of default (some of which are subject to applicable grace or cure periods),
including, among other things, nonpayment defaults, covenant defaults, cross-defaults to other material indebtedness,
bankruptcy and insolvency defaults, and material judgment defaults.
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NOTE 10 — TERM LOAN

On December 19, 2018, BRPI Acquisition Co LLC (“BRPAC”), a Delaware limited liability company, UOL, and
YMAX Corporation, Delaware corporations (collectively, the “Borrowers”), indirect wholly owned subsidiaries of the
Company, in the capacity as borrowers, entered into a credit agreement (the “BRPAC Credit Agreement”) with the Banc
of California, N.A. in the capacity as agent (the “Agent”) and lender and with the other lenders party thereto (the
“Closing Date Lenders”). Certain of the Borrowers’ U.S. subsidiaries are guarantors of all obligations under the BRPAC
Credit Agreement and are parties to the BRPAC Credit Agreement in such capacity (collectively, the “Secured
Guarantors”; and together with the Borrowers, the “Credit Parties”). In addition, the Company and B. Riley Principal
Investments, LLC, the parent corporation of BRPAC and a subsidiary of the Company, are guarantors of the

obligations under the BRPAC Credit Agreement pursuant to standalone guaranty agreements pursuant to which the
shares outstanding membership interests of BRPAC are pledged as collateral.

The obligations under the BRPAC Credit Agreement are secured by first-priority liens on, and first priority security
interest in, substantially all of the assets of the Credit Parties, including a pledge of (a) 100% of the equity interests of
the Credit Parties, (b) 65% of the equity interests in United Online Software Development (India) Private Limited, a
private limited company organized under the laws of India; and (c) 65% of the equity interests in magicJack VocalTec
LTD., a limited company organized under the laws of Israel. Such security interests are evidenced by pledge, security
and other related agreements.

The BRPAC Credit Agreement contains certain covenants, including those limiting the Credit Parties’, and their
subsidiaries’ ability to incur indebtedness, incur liens, sell or acquire assets or businesses, change the nature of their
businesses, engage in transactions with related parties, make certain investments or pay dividends. In addition, the
BRPAC Credit Agreement requires the Credit Parties to maintain certain financial ratios. The BRPAC Credit
Agreement also contains customary representations and warranties, affirmative covenants and events of default,
including payment defaults, breach of representations and warranties, covenant defaults and cross defaults. If an event
of default occurs, the agent would be entitled to take various actions, including the acceleration of amounts due under
the outstanding BRPAC Credit Agreement.

Under the BRPAC Credit Agreement, we borrowed $80,000 due December 19, 2023. Pursuant to the terms of the
BRPAC Credit Agreement, we may request additional optional term loans in an aggregate principal amount of up to
$10,000 at any time prior to the first anniversary of the agreement date (the “Option Loan”) with a final maturity date of
December 19, 2023. On February 1, 2019, the Credit Parties, the Closing Date Lenders, the Agent and City National
Bank, as a new lender (the “New Lender”), entered into the First Amendment to the Credit Agreement and Joinder (the
“First Amendment”) pursuant to which, among other things, (i) New Lender became a party to the BRPAC Credit
Agreement, (ii) the New Lender extended to Borrowers the Option Loan in the amount of $10,000, (iii) the aggregate
outstanding principal amount of the term loans was increased from $80,000 to $90,000; and (iv) the amortization
schedule under the BRPAC was amended as set forth in the First Amendment. Additionally, in connection with the
Option Loan, the Borrowers executed a term note in favor of New Lender dated February 1, 2019 in the amount of
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$10,000. Borrowings under the BRPAC Credit Agreement bear interest at a rate equal to (a) the LIBOR rate for
Eurodollar loans, plus (b) the applicable margin rate, which ranges from two and one-half percent (2.5%) to three
percent (3.0%) per annum, based upon the Borrowers’ ratio of consolidated funded indebtedness to adjusted earnings
before interest, taxes, depreciation, and amortization (EBITDA) for the preceding four fiscal quarters or other
applicable period. At March 31, 2019 interest rate on the BRPAC Credit Agreement was at 5.50%. Interest payments
are to be made each one, three or six months. Amounts outstanding under the BRPAC Credit Agreement are due in
quarterly installments commencing on March 31, 2019 with any remaining amounts outstanding due at maturity. For
the $80,000 loan, quarterly installments from March 31, 2019 to December 31, 2022 are in the amount of $4,444 per
quarter and from March 31, 2023 to September 30, 2023 are $2,222 per quarter. For the $10,000 loan, quarterly
installments from June 30, 2019 to December 31, 2022 are $593 per quarter and from March 31, 2023 to September
30, 2023 are $278 per quarter. As of March 31, 2019 and December 31, 2018, the outstanding balance of the term loan
was $89,138 (net of unamortized debt issuance costs of $862) and $79,166 (net of unamortized debt issuance costs of
$834), respectively. Interest expense on the term loan during the three months ended March 31, 2019 was $1,278
(including amortization of deferred debt issuance costs of $88).

We are in compliance with all covenants in the BRPAC Credit Agreement at March 31, 2019.
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NOTE 11—NOTES PAYABLE

Senior Notes Payable

Senior notes payable, net, is comprised of the following as of March 31, 2019 and December 31, 2018:

March December

31, 31,

2019 2018
7.50% Senior notes due October 31, 2021 $49.526  $46,407
7.50% Senior notes due May 31, 2027 108,792 108,792
7.25% Senior notes due December 31, 2027 100,441 100,441
7.375% Senior notes due May 31, 2023 112,553 111,528

6.875% Senior notes due September 30, 2023 100,893 100,050
472,205 467,218

Less: Unamortized debt issuance costs (7,165 ) (7,464 )
$465,040 $459,754

(a) $49,526 Senior Notes Payable due October 31, 2021

At March 31, 2019, the Company had $49,526 senior notes due in 2021 (“7.50% 2021 Notes”), interest payable
quarterly at 7.50%. On November 2, 2016, the Company issued $28,750 of the 7.50% 2021 Notes and as of December
31, 2018, the Company issued additional $17,657 of the 7.50% 2021 Notes pursuant to the Sales Agreements, as
further discussed below. During the three months ended March 31, 2019, the Company issued an additional $3,118 of
the 7.50% 2021 Notes pursuant to the December 2018 Sales Agreement, as discussed below. The 7.50% 2021 Notes
are unsecured and due and payable in full on October 31, 2021. In connection with the issuance of the 7.50% 2021
Notes, the Company received net proceeds of $48,602 (after premium, underwriting commissions, fees and other
issuance costs of $924). At March 31, 2019 and December 31, 2018, the outstanding balance of the 2021 Notes was
$49,074 (net of unamortized debt issue costs and premiums of $452) and $45,914 (net of unamortized debt issue costs
and premiums of $493), respectively. For the three months ended March 31, 2019 and 2018, interest expense on the
7.50% 2021 Notes totaled $929 and $710, respectively.

(b) $108,792 Senior Notes Payable due May 31, 2027
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At March 31, 2019, the Company had $108,792 senior notes due in 2027 (“7.50% 2027 Notes”), interest payable
quarterly at 7.50%. On May 31, 2017, the Company issued $60,375 of the 7.50% 2027 Notes and as of March 31,
2019 and December 31, 2018, the Company issued additional $48,417 of the 7.50% 2027 Notes pursuant to the Sales
Agreements. The 2027 Notes are unsecured and due and payable in full on May 31, 2027. In connection with the
issuance of the 7.50% 2027 Notes, the Company received net proceeds of $106,948 (after premium, underwriting
commissions, fees and other issuance costs of $1,844). At March 31, 2019 and December 31, 2018, the outstanding
balance of the 7.50% 2027 Notes was $107,277 (net of unamortized debt issue costs and premium of $1,515) and
$107,256 (net of unamortized debt issuance costs and premium of $1,536), respectively. For the three months ended
March 31, 2019 and 2018, interest expense on the 2027 Notes totaled $2,086 and $1,778, respectively.

(c) $100,441 Senior Notes Payable due December 31, 2027

At March 31, 2019, the Company had $100,441 senior notes due in December 2027 (“7.25% 2027 Notes”), interest
payable quarterly at 7.25%. In December 2017, the Company issued $80,500 of the 7.25% 2027 Notes and as of
March 31, 2019 and December 31, 2018, the Company issued additional $19,941 of the 7.25% 2027 Notes pursuant to
the Sales Agreements. The 7.25% 2027 Notes are unsecured and due and payable in full on December 31, 2027. In
connection with the issuance of the 7.25% 2027 Notes, the Company received net proceeds of $97,798 (after
underwriting commissions, fees and other issuance costs of $2,643). At March 31, 2019 and December 31, 2018, the
outstanding balance of the 7.25% 2027 Notes was $98,126 (net of unamortized debt issue costs and premium of
$2,315) and $98,073 (net of unamortized debt issue costs of $2,368), respectively. For the three months ended March
31,2019 and 2018, interest expense on the 7.25% 2027 Notes totaled $1,886 and $1,534, respectively.

(d) $112,553 Senior Notes Payable due May 31, 2023

At March 31, 2019, the Company had $112,553 senior notes due in May 2023 (“7.375% 2023 Notes”), interest payable
quarterly at 7.375%. In May 2018, the Company issued $100,050 and as of December 31, 2018, the Company issued
additional $11,478 of the 7.375% 2023 Notes pursuant to the Sales Agreements. During the three months ended

March 31, 2019, the Company issued additional $1,025 of the 7.375% 2023 Notes pursuant to the December 31, 2018
Sales Agreement. The 7.375% 2023 Notes are unsecured and due and payable in full on May 31, 2023. In connection
with the issuance of the 7.375% 2023 Notes, the Company received net proceeds of $110,668 (after premium,
underwriting commissions, fees and other issuance costs of $1,885). At March 31, 2019 and December 31, 2018, the
outstanding balance of the 7.375% 2023 Notes was $111,005 (net of unamortized debt issue costs and premium of
$1,548) and $109,872 (net of unamortized debt issuance costs and premium of $1,656), respectively. For the three
months ended March 31, 2019, interest expense on the 7.375% 2023 Notes totaled $2,155.
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(e) $100,893 Senior Notes Payable due September 30, 2023

At March 31, 2019, the Company had $100,893 senior notes due in September 2023 (“6.875% 2023 Notes”), interest
payable quarterly at 6.875%. In September 2018, the Company issued $100,050 of the 6.875% 2023 Notes and during
the three months ended March 31, 2019, the Company issued an additional $843 of the 6.875% 2023 Notes pursuant
to the December 2018 Sales Agreement. The 6.875% 2023 Notes are unsecured and due and payable in full on
September 30, 2023. In connection with the issuance of the 6.875% 2023 Notes, the Company received net proceeds
of $99,392 (after underwriting commissions, fees and other issuance costs of $1,501). At March 31, 2019 and
December 31, 2018, the outstanding balance of the 6.875% 2023 Notes was $99,558 (net of unamortized debt issue
costs of $1,335) and $98,639 (net of unamortized debt issuance costs and premium of $1,411), respectively. For the
three months ended March 31, 2019, interest expense on the 6.875% 2023 Notes totaled $1,799.

(f) At Market Issuance Sales Agreement to Issue Up to Aggregate of $75,000 of 6.875% 2023 Notes, 7.375%
2023 Notes, 7.25% 2027 Notes, 7.50% 2027 Notes or 7.50% 2021 Notes

During 2017 and 2018, the Company entered into a series of related At the Market Issuance Sales Agreements (the
“Sales Agreements”) with B. Riley FBR, Inc. governing an ongoing program of at-the-market sales of the Company’s
senior notes. The Company filed prospectus supplements under which the Company sold the senior notes on June 28,
2017, December 19, 2017, April 25, 2018, June 5, 2018 and December 18, 2018. Each of these prospectus
supplements was filed pursuant to an effective Registration Statement on Form S-3. The Company’s most recent Sales
Agreement was entered into on December 18, 2018 (the “December 2018 Sales Agreement”), and under the related
prospectus supplement, the Company may offer and sell up to $75,000 of the senior notes. As of March 31, 2019, the
Company had $ 70,014 remaining availability under the December 2018 Sales Agreement.

Other Notes Payable

Notes payable include notes payable to a clearing organization for one of the Company’s broker dealers. The notes
payable accrue interest at rates set at each anniversary date ranging from the prime rate plus 0.25% to 2.0% (5.25% to
6.50% at March 31, 2019) payable annually. The principal payments on the notes payable are due annually in the
amount of $357 on January 31, $214 on September 30, and $121 on October 31. The notes payable mature at various
dates from September 30, 2019 through January 31, 2022. At March 31, 2019 and December 31, 2018, the
outstanding balance for the notes payable was $1,193 and $1,550, respectively. Interest expense was $23 and $28 for
the three months ended March 31, 2019 and 2018, respectively.
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NOTE 12—REVENUE FROM CONTRACTS WITH CUSTOMERS

Revenue from contracts with customers by reportable segment for the three months ended March 31, 2019 and 2018 is

as follows:

Revenue from contracts with customers:

Corporate finance, consulting and investment banking
fees

Wealth and asset management fees

Commissions, fees and reimbursed expenses
Subscription services

Service contract revenues

Adpvertising and other

Total revenues from contracts with customers

Interest income - Securities lending
Trading income on investments
Other

Total revenues

Corporate finance, consulting and investment banking
fees

Wealth and asset management fees

Commissions, fees and reimbursed expenses
Subscription services

Three Months Ended March 31, 2019

Reportable Segment
Principal
Investments
Canital Auction Valuation United
p and and Online
e e g . and
Markets Liquidation Appraisal magicJack Total
$17,836 $ — $ — $ — $17,836
17,535 — — — 17,535
10,897 7,633 8,583 — 27,113
— — — 22,398 22,398
— 13,076 — — 13,076
— — — 5,137 5,137
46,268 20,709 8,583 27,535 103,095
9,330 — — — 9,330
23,381 — — — 23,381
6,322 — — — 6,322
$85,301 $ 20,709 $ 8,583 $ 27,535 $142,128

Three Months Ended March 31, 2018

Reportable Segment
Principal
. Auction Valuation Investments
Capital
and and -
.. . United

Markets Liquidation Appraisal Online Total
$20,966 $ — $ — $ — $20,966

19,170 — — — 19,170

10,689 7,342 8,520 — 26,551

_ — — 9,141 9,141
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Service contract revenues — 8,175 — — 8,175
Advertising and other — — — 2,271 2,271
Total revenues from contracts with customers 50,825 15,517 8,520 11,412 86,274
Interest income - Securities lending 7,291 — — — 7,291
Trading loss on investments 3,499) — — — (3,499 )
Other 5,712 — — — 5,712
Total revenues $60,329 $ 15,517 $ 8,520 $ 11,412 $95,778
Contract Balances

The timing of the Company’s revenue recognition may differ from the timing of payment by its customers. The
Company records a receivable when revenue is recognized prior to payment and the Company has an unconditional
right to payment. Alternatively, when payment precedes the provision of the related services, the Company records
deferred revenue until the performance obligations are satisfied. Receivables related to revenues from contracts with
customers totaled $43,975 and $42,123 at March 31, 2019 and December 31, 2018, respectively. The Company had
no significant impairments related to these receivables during the three months ended March 31, 2019. The Company’s
deferred revenue primarily relates to retainer and milestone fees received from corporate finance and investment
banking advisory engagements, asset management agreements, Valuation and Appraisal engagements and
subscription services where the performance obligation has not yet been satisfied. Deferred revenue at March 31, 2019
and December 31, 2018 was $69,959 and $69,066, respectively. During the three months ended March 31, 2019 and
2018, the Company recognized revenue of $13,234 and $1,975 that was recorded as deferred revenue at the beginning
of the respective periods.

26

51



Edgar Filing: B. Riley Financial, Inc. - Form 10-Q

Contract Costs

Contract costs include: (1) costs to fulfill contracts associated with corporate finance and investment banking
engagements are capitalized where the revenue is recognized at a point in time and the costs are determined to be
recoverable; (2) costs to fulfill Auction and Liquidation services contracts where the Company guarantees a minimum
recovery value for goods being sold at auction or liquidation where the revenue is recognized over time when the
performance obligation is satisfied; and (3) commissions paid to obtain magicJack contracts which are recognized
ratably over the contract term and third party support costs for magicJack and related equipment purchased by
customers which are recognized ratably over the service period.

The capitalized costs to fulfill a contract were $2,582 and $2,920 at March 31, 2019 and December 31, 2018,
respectively, and are recorded in prepaid expenses and other assets in the condensed consolidated balance sheets. For
the three months ended March 31, 2019 and 2018, the Company recognized expenses of $601 and $455 related
capitalized costs to fulfill a contract, respectively. There were no significant impairment charges recognized in relation
to these capitalized costs during the three months ended March 31, 2019 and 2018.

Remaining Performance Obligations and Revenue Recognized from Past Performance

The Company does not disclose information about remaining performance obligations pertaining to contracts that
have an original expected duration of one year or less. The transaction price allocated to remaining unsatisfied or
partially unsatisfied performance obligations with an original expected duration exceeding one year was not material
at March 31, 2019. Corporate finance and investment banking fees and retail liquidation engagement fees that are
contingent upon completion of a specific milestone and fees associated with certain distribution services are also
excluded as the fees are considered variable and not included in the transaction price at March 31, 2019.

NOTE 13— INCOME TAXES

The Company’s effective income tax rate was a provision of 28.0% and 17.0% for the three months ended March 31,
2019 and 2018, respectively.

As of March 31, 2019, the Company had federal net operating loss carryforwards of approximately $60,637 and state
net operating loss carryforwards of $65,740. The Company’s federal net operating loss carryforwards will expire in the
tax years commencing in December 31, 2029 through December 31, 2034. The state net operating loss carryforwards
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will expire in the tax years commencing in December 31, 2029.

The Company establishes a valuation allowance if, based on the weight of available evidence, it is more likely than
not that some portion or all of the deferred tax assets will not be realized. Tax benefits of operating loss, capital loss
and tax credit carryforwards are evaluated on an ongoing basis, including a review of historical and projected future
operating results, the eligible carryforward period, and other circumstances. The Company’s net operating losses are
subject to annual limitations in accordance with Internal Revenue Code Section 382. Accordingly, the Company is
limited to the amount of net operating loss that may be utilized in future taxable years depending on the Company’s
actual taxable income. As of March 31, 2019, the Company believes that the existing net operating loss carryforwards
will be utilized in future tax periods before the loss carryforwards expire and it is more-likely-than-not that future
taxable earnings will be sufficient to realize its deferred tax assets and has not provided a valuation allowance. The
Company does not believe that it is more likely than not that the Company will be able to utilize the benefits related to
capital loss carryforwards and has provided a valuation allowance in the amount of $61,127 against these deferred tax
assets.

The Company files income tax returns in the U.S., various state and local jurisdictions, and certain other foreign
jurisdictions. The Company is currently under audit by certain federal, state and local, and foreign tax authorities. The
audits are in varying stages of completion. The Company evaluates its tax positions and establishes liabilities for
uncertain tax positions that may be challenged by tax authorities. Uncertain tax positions are reviewed on an ongoing
basis and are adjusted in light of changing facts and circumstances, including progress of tax audits, case law
developments and closing of statutes of limitations. Such adjustments are reflected in the provision for income taxes,
as appropriate. The Company is currently open to audit under the statute of limitations by the Internal Revenue
Service for the calendar years ended December 31, 2015 to 2018.

NOTE 14— EARNINGS PER SHARE

Basic earnings per share is calculated by dividing net income by the weighted-average number of shares outstanding
during the period. Diluted earnings per share is calculated by dividing net income by the weighted-average number of
common shares outstanding, after giving effect to all dilutive potential common shares outstanding during the period.
Basic common shares outstanding exclude 387,365 common shares in 2019 and 453,365 common shares in 2018 that
are held in escrow and subject to forfeiture. The common shares held in escrow includes 387,365 common shares that
are subject to forfeiture to indemnify the Company for certain representations and warranties in connection with the
acquisition of Wunderlich, and in 2018 excluded 66,000 common shares held in escrow issued to the former members
of Great American Group, LLC that were subject to forfeiture upon the final settlement of claims for goods held for
sale in connection with the transaction with Alternative Asset Management Acquisition Corp. in 2009. In August
2018, the shares held in escrow issued to the former members of Great American Group, LLC were released and
21,233 of the 66,000 shares held in escrow were cancelled to satisfy the resolution of escrow claims. The shares that
remain in escrow are subject to forfeiture upon the final settlement of claims as more fully described in the related
escrow instructions. Dilutive common shares outstanding includes contingently issuable shares that are currently in
escrow and subject to release if the conditions for the final settlement of claims in accordance with the escrow
instructions were satisfied at the end of the respective years. Securities that could potentially dilute basic net income
per share in the future that were not included in the computation of diluted net income per share for the three months
ended March 31, 2019 and 2018 were 1,952,868 and 1,834,422, respectively, because to do so would have been
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Basic and diluted earnings per share was calculated as follows:

Three Months Ended

March 31,

2019 2018
Net income attributable to B. Riley Financial, Inc.  $8,023 $4,503
Weighted average shares outstanding:
Basic 26,217,215 26,219,277
Effect of dilutive potential common shares:
Restricted stock units and warrants 352,938 750,732
Contingently issuable shares 117,378 301,810
Diluted 26,687,531 27,271,819
Basic income per share $0.31 $0.17
Diluted income per share $0.30 $0.17

NOTE 15 — COMMITMENTS AND CONTINGENCIES

(a) Letter of Credits

At March 31, 2019, there were letter of credits outstanding totaling $7,491 related to one retail engagement in the
Auction and Liquidation segment and three letter of credits related to the Principal Investments — United Online and
magicJack segment. At March 31, 2018, there were letter of credits in the amount of $18,505 related to three retail
liquidation engagements.

(b) Legal Matters

The Company is subject to certain legal and other claims that arise in the ordinary course of its business. In particular,
the Company and its subsidiaries are named in and subject to various proceedings and claims arising primarily from
the Company’s securities business activities, including lawsuits, arbitration claims, class actions, and regulatory
matters. Some of these claims seek substantial compensatory, punitive, or indeterminate damages. The Company and
its subsidiaries are also involved in other reviews, investigations, and proceedings by governmental and
self-regulatory organizations regarding the Company’s business, which may result in adverse judgments, settlements,
fines, penalties, injunctions, and other relief. In view of the number and diversity of claims against the Company’s
company, the number of jurisdictions in which litigation is pending, and the inherent difficulty of predicting the
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outcome of litigation and other claims, the Company cannot state with certainty what the eventual outcome of pending
litigation or other claims will be. Notwithstanding this uncertainty, the Company does not believe that the results of
these claims are likely to have a material effect on its financial position or results of operations.

On June 17, 2018, B. Riley Financial, Inc. (the “Company” or “B. Riley”) entered into certain agreements pursuant to
which B. Riley agreed to provide certain debt and equity funding and other support in connection with the acquisition
(the “Acquisition”) by Vintage Rodeo Parent, LLC (the “Vintage Parent”), of Rent-A-Center, Inc. (“Rent-A-Center”),
contemplated by that certain merger agreement dated as of June 17, 2018, by and among Vintage Parent, Vintage
Rodeo Acquisition, Inc. a wholly owned subsidiary of Vintage Parent (the “Merger Sub” or the “Borrower”), and
Rent-A-Center (the “Merger Agreement”).
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In connection with the Merger Agreement, B. Riley and Vintage RTO, L.P., an affiliate of Vintage Parent (“Vintage
Merger Guarantor”), entered into a Limited Guarantee dated as of June 17, 2018 (the “Limited Guarantee™), in favor of
Rent-A-Center, pursuant to which B. Riley and Vintage Merger Guarantor (together, the “Merger Guarantors”) agreed to
guarantee, jointly and severally, to Rent-A-Center the payment, performance and discharge of all of the liabilities and
obligations of Vintage Parent and Merger Sub under the Merger Agreement when required in accordance with the
Merger Agreement (the “Guaranteed Obligations”), including without limitation, (i) termination fees in the amount of
$126.5 million due to Rent-A-Center if the Merger Agreement is properly terminated (the “Termination Fee”); and (ii)
reimbursement and indemnification obligations when required (collectively, the “Guarantee Obligations”), provided,
that the liability under the Limited Guarantee shall not exceed $128.5 million.

In connection with the execution of the Limited Guarantee, the Company entered into a Mutual
Indemnity/Contribution Agreement, dated as of June 17, 2018 (the “Mutual Indemnity Agreement”), with the Vintage
Merger Guarantor and Samjor Family, LP (collectively, the “Vintage Indemnity Parties”). Under the Mutual Indemnity
Agreement, the Vintage Indemnity Parties agreed, jointly and severally, to indemnify and hold harmless B. Riley and
its affiliates from damages and liabilities arising out of the Guarantee Obligations, other than those caused B. Riley’s
failure to fund under their debt or equity commitments.

On December 18, 2018, Rent-A-Center purported to terminate the Merger Agreement because the end date of the
agreement was allegedly not extended prior to December 17, 2018 by Vintage Parent. Rent-A-Center delivered notice
of such termination to Vintage Parent, and notified Vintage Parent of its obligation under the terms of the Merger
Agreement to pay Rent-A-Center the Termination Fee within three business days. On December 18, 2018, Vintage
Capital Management, LLC, an affiliate of Vintage Parent (“Vintage Capital”), delivered a letter to Rent-A-Center stating
that Rent-A-Center’s purported termination of the Merger Agreement is invalid, that it believes the Merger Agreement
remains in effect. On December 21, 2018, Vintage Capital filed a complaint in the Court of Chancery of the State of
Delaware (the “Court”) challenging Rent-A-Center’s purported termination of the Merger Agreement and demand for
payment of the Termination Fee. The relief sought by Vintage Capital includes declaratory judgements that the
Merger Agreement has not been terminated and remains in full force and effect, that Rent-A-Center has breached its
obligations under the Merger Agreement and is not excused from failing to comply with its obligations thereunder and
that the Termination Fee is an unenforceable penalty. On December 28, 2018, Rent-A-Center provided each of B.
Riley and the Vintage Merger Guarantor with a written request under the Limited Guarantee (a ‘“Performance
Demand”), to promptly, and in any event within ten (10) Business Days, pay to Rent-A-Center the Guaranteed
Obligations (including the Termination Fee) in full. On December 30, 2018, B. Riley filed a motion in the Court to
intervene in the above referenced case filed by Vintage Capital pursuant to which B. Riley is seeking declaratory
judgments, among other things, that the parties agreed to extend the End Date under the Merger Agreement and that
Rent-A-Center is estopped from terminating the Merger Agreement, that Rent-A-Center has breached the Merger
Agreement and its obligations of good faith and fair dealing in connection with consummating the Merger, and that
the Termination Fee is an unenforceable penalty. On February 11th and 12th, a trial was held, post-trial briefs were
filed on February 22, 2019 and March 1, 2019, and a post-trial hearing was held on March 11, 2019. On March 14,
2019, the Court issued its Opinion concluding that Rent-A-Center’s termination of the merger agreement was valid and
did not rule on the enforceability of the payment of the Termination Fee. The parties submitted supplemental briefs as
well as reply briefs on that issue. On April 22, 2019, the parties announced an agreement in principal to settle the
matter and on April 25, 2019 signed a settlement agreement including a release of claims. The Company is not
making any financial contribution in connection with the settlement.
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On August 11, 2017, a putative class action lawsuit titled Freedman v. magicJack VocalTec Ltd. et al., Case
9-17-cv-80940, was filed against magicJack and its Board of Directors in the United States District Court for the
Southern District of Florida (Case No: 9:17-cv-80940-RLR). The complaint alleges claims against magicJack and the
members of its Board of Directors as well as two former members for violations of Sections 14(a) and 20(a) of the
Securities Exchange Act of 1934, arising from proxy statements issued in connection with magicJack’s April 19, 2017
shareholders meeting and magicJack’s July 31, 2017 shareholders meeting that allegedly misrepresented material facts
concerning the “true value” of Broadsmart Global, Inc and its future prospects in order that the individual defendants
could entrench themselves and extract unwarranted compensation from magicJack in connection with their attempt to
sell the company. In January 2018, the plaintiff filed an Amended Complaint. On February 16, 2018, magicJack and
all of the individual defendants filed a motion to dismiss the Amended Complaint. On August 9, 2018, the Court
issued an order dismissing the amended complaint without prejudice, giving the plaintiff until August 21, 2018 to file
an amended complaint. Thereafter, the plaintiff filed a second amended complaint. On August 20, 2018, magicJack
filed a motion to dismiss the second amended complaint. Pursuant to a schedule set by the Court, all papers with
respect to the motion were filed by September 28, 2018. On November 21, 2018, the court issued an order granting
the motion to dismiss with prejudice. The plaintiff has filed Notice of Appeal with the U.S. Court of Appeals for the
11th Circuit, and, on January 30, 2019, filed a brief with the appeals court. The Company’s brief in opposition was
filed on April 19, 2019. The Company cannot estimate the amount of potential liability, if any, that could arise from
this matter.
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In June 2018, Galilee Acquisition LLC f/k/a Sutton View Acquisition LLC (“GAL”) filed a complaint, served the
following month, (case No.:50-2018-CA-007976-XXXX-MB) in the Circuit Court of the Fifteenth Judicial Circuit in
and for Palm Beach County, Florida against magicJack Vocaltec Ltd. alleging a claim for negligent misrepresentation.
The complaint alleges that magicJack provided false, material information to the plaintiff concerning its business,
including information related to the operations, revenue projections, profit projections and growth forecast of
Broadsmart. It alleges that the plaintiff relied on the information provided in determining whether to pursue acquiring
magicJack and to incur the cost of conducting due diligence. The suit seeks an unspecified amount of damages.
magicJack disputes GAL’s claims and intends to vigorously defend the action. magicJack filed a motion to dismiss on
September 4, 2018, which remains pending. On April 4, 2019, the plaintiff’s counsel advised the court that it intends to
file an amended complaint, and the court gave the plaintiff 30 days from that date to file such amended complaint. The
Company cannot estimate the amount of potential liability, if any, that could arise from this matter.

On January 5, 2017, complaints filed in November 2015 and May 2016 naming MLV & Co. (“MLV”), a broker-dealer
subsidiary of FBR, as a defendant in putative class action lawsuits alleging claims under the Securities Act, in
connection with the offerings of Miller Energy Resources, Inc. (“Miller””) have been consolidated. The Master
Consolidated Complaint, styled Gaynor v. Miller et al., is pending in the United States District Court for the Eastern
District of Tennessee, and, like its predecessor complaints, continues to allege claims under Sections 11 and 12 of the
Securities Act against nine underwriters for alleged material misrepresentations and omissions in the registration
statement and prospectuses issued in connection with six offerings (February 13, 2013; May 8, 2013; June 28, 2013;
September 26, 2013; October 17, 2013 (as to MLV only) and August 21, 2014) with an alleged aggregate offering
price of approximately $151,000. The plaintiffs seek unspecified compensatory damages and reimbursement of certain
costs and expenses. In August 2017, the Court granted Defendant’s Motion to Dismiss on Section 12 claims and found
that the plaintiffs had not sufficiently alleged a corrective disclosure prior to August 6, 2015, when an SEC civil action
was announced. Defendants’ answer was filed on September 25, 2017. Plaintiffs have filed motions for class
certification and to remand the case to state court following a positive ruling in an unrelated case by the U.S. Supreme
Court. Although MLV is contractually entitled to be indemnified by Miller in connection with this lawsuit, Miller
filed for bankruptcy in October 2015 and this likely will decrease or eliminate the value of the indemnity that MLV
receives from Miller. The Court has ordered mediation before a federal magistrate which is expected to be scheduled
during May or early June 2019.

In February 2017, certain former employees filed an arbitration claim with FINRA against WSI alleging
misrepresentations in the recruitment of claimants to join WSI. Claimants also allege that WSI failed to support their
mortgage trading business resulting in the loss of opportunities during their employment with WSI. Claimants are
seeking $10,000 in damages. WSI has counterclaimed alleging that claimants misrepresented their process for doing
business, particularly their capital needs, resulting in substantial losses to WSI. WSI believes the claims are meritless
and intends to vigorously defend the action. Arbitration hearings concluded in April 2019 and the Company expects to
receive the arbitrators’ decision in the near future.

In March 2017, United Online, Inc. received a letter from PeopleConnect, Inc. (formerly, Classmates, Inc.)
(“Classmates”) regarding a notice of investigation received from the Consumer Protection Divisions of the District
Attorneys’ offices of four California counties (“California DAs”). These entities suggest that Classmates may be in
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violation of California codes relating to unfair competition, false or deceptive advertising, and auto-renewal practices.
Classmates asserts that these claims are indemnifiable claims under the purchase agreement between United Online,
Inc. and the buyer of Classmates. A tolling agreement with certain California District Attorneys has been signed and
informal discovery and production is in process. Discussions regarding resolution of this matter with the California
DAs is ongoing. At the present time, management believes the financial impact to the Company, if any, is not
expected to be material.

In July 2017, an arbitration claim was filed with FINRA by Dominick & Dickerman LLC and Michael Campbell
against WSI and Gary Wunderlich with respect to the acquisition by Wunderlich Investment Company, Inc. (“WIC”)
(the parent corporation of WSI) of certain assets of Dominick & Dominick LLC in 2015. The Claimants allege that
respondents overvalued WIC so that the purchase price paid to the Claimants in shares of WIC stock was artificially
inflated. The Statement of Claim includes claims for common law fraud, negligent misrepresentation, and breach of
contract. Claimants are seeking damages of approximately $8,000 plus unspecified punitive damages. Respondents
believe the claims are meritless and intend to vigorously defend the action.

Historically, magicJack has from time to time received Letters of Inquiry from the Bureau of the Federal
Communications Commission (“FCC”) regarding the nature of its Core Consumer product offering. magicJack has
promptly responded to all inquiries received. As it has previously disclosed, magicJack believes that under current
regulations it is not an interconnected VolP provider subject to FCC regulations. To date, it has not received any
formal notice from the FCC of any enforcement action. The Company intends to vigorously defend itself if an
enforcement action is initiated. The Company, however, cannot be sure of the ultimate outcome of any possible FCC
action and cannot estimate the likelihood of liability or the amount of potential assessments, if any, that could arise.
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(c) Tax Contingencies

magicJack believes that it files all required tax returns and pays all required federal, state and municipal taxes (such as
sales, excise, utility, and ad valorem taxes), fees and surcharges. magicJack is the subject of inquiries and
examinations by various states and municipalities in the normal course of business. In accordance with generally
accepted accounting principles, magicJack makes a provision for a liability for taxes when it is both probable that a
liability has been incurred and the amount of the liability can be reasonably estimated. These provisions are reviewed
at least quarterly and adjusted to reflect the impact of negotiations, settlements, rulings, advice of legal counsel, and
other information and events pertaining to a particular case. magicJack believes any possible claims are without merit
and vigorously defends its rights. However, if a government entity were to prevail in any matter, it could have a
material adverse effect on magicJack’s financial condition, results of operation and cash flows. In addition, it is at least
reasonably possible that a potential loss may exist for tax contingencies in addition to the provisions taken by
magicJack.

magicJack is currently under examination for potential state tax liabilities in some states and local jurisdictions.
magicJack has offered to settle a state examination for payment of $1,150 and the agreement to remit certain taxes on
a prospective basis but magicJack has not reached an agreement with the state on this matter.

In a letter dated April 23, 2018, magicJack received notice that the Internal Revenue Service (the “IRS”) has selected
magicJack’s 2015 United States income tax return for examination. magicJack had an initial meeting with the IRS in
June 2018 and has supplied responses for all of the IRS’s document requests to date. magicJack believes that the
positions taken in its 2015 return are reasonable and appropriate, however, magicJack cannot be sure of the ultimate
outcome of the examination and cannot estimate the likelihood of liability or the amount of potential assessments, if
any, that could arise from the examination.

Historically, magicJack considered the requirements to collect sales taxes under the auspices of a 1991 Supreme Court
case, Quill Corp. v. North Dakota, which established the precedent that a physical presence in the respective state is
required for an entity to be subject to a state’s sales and use tax requirements. Accordingly, magicJack had concluded
that it did not have nexus for sales tax in those states in which it had no physical presence (i.e., it had no employees
regularly and systematically there and it had no property there). On June 21, 2018, via South Dakota v. Wayfair, Inc.
(No. 17-494) the U.S. Supreme Court reversed its prior ruling and eliminated the “physical presence” requirement. In
consideration of the ruling, magicJack made the decision to start collecting sales tax on direct sales of its magicJack
device and access right renewals in states that have adopted similar “Economic Nexus” laws. magicJack began
registering for, collecting and remitting sales tax to identified jurisdictions during the third quarter of 2018. The
Company will continue to monitor the situation and add additional states if deemed necessary. Though the South
Dakota law is to be applied prospectively, it is not certain if other states may try to enact laws on a retrospective basis
based on the Wayfair ruling, and the Company cannot estimate the likelihood of liability or the potential amount of
assessments that could arise from prior periods if other states tried to apply the ruling on a retrospective basis.
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NOTE 16— SHARE-BASED PAYMENTS

(a) Amended and Restated 2009 Stock Incentive Plan

Share-based compensation expense for restricted stock units under the Company’s Amended and Restated 2009 Stock
Incentive Plan (the “Plan”) was $1,726 and $1,110 for the three months ended March 31, 2019 and 2018, respectively.

The restricted stock units generally vest over a period of one to three years based on continued service. In determining
the fair value of restricted stock units on the grant date, the fair value is adjusted for (a) estimated forfeitures, (b)
expected dividends based on historical patterns and the Company’s anticipated dividend payments over the expected
holding period and (c) the risk-free interest rate based on U.S. Treasuries for a maturity matching the expected holding
period.

As of March 31, 2019, the expected remaining unrecognized share-based compensation expense of $9,089 will be
expensed over a weighted average period of 1.8 years.
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A summary of equity incentive award activity for the three months ended March 31, 2019 was as follows:

Weighted
Average
Fair
Shares Value
Nonvested at January 1,2019 896,817 $ 16.94
Vested (65,634) 11.82

Nonvested at March 31,2019 831,183 $17.34

The total fair value of shares vested during the three months ended March 31, 2019 was $776.

(b) Amended and Restated FBR & Co. 2006 Long-Term Stock Incentive Plan

In connection with the acquisition of FBR on June 1, 2017, the equity awards previously granted or available for
issuance under the FBR & Co. 2006 Long-Term Stock Incentive Plan (the “FBR Stock Plan”) may be issued under the
Plan. During the three months ended March 31, 2019, the Company granted restricted stock units representing 4,544
shares of common stock with a total grant date fair value of $71 under the FBR Stock Plan. For the three months
ended March 31, 2019 and 2018, share-based compensation expense in connection with the FBR Stock Plan restricted
stock awards was $767 and $1,448, respectively. As of March 31, 2019, the expected remaining unrecognized
share-based compensation expense of $6,397 will be expensed over a weighted average period of 1.8 years.

A summary of equity incentive award activity for the three months ended March 31, 2019 was as follows:

Weighted

Average

Fair

Shares Value

Nonvested at January 1,2019 689,430 $ 17.64
Granted 4,544 15.66
Vested (56,234) 15.77
Forfeited (43,620) 15.75

Nonvested at March 31,2019 594,120 $ 17.94
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The per-share weighted average grant-date fair value of restricted stock units was $15.66 during the three months
ended March 31, 2019. There were 56,234 restricted stock units with a fair value of $887 that vested during the three
months ended March 31, 2019 under the FBR Stock Plan.

NOTE 17— NET CAPITAL REQUIREMENTS

B. Riley FBR, MLV and B. Riley Wealth Management (“BRWM?”), the Company’s broker-dealer subsidiaries, are
registered with the SEC as broker-dealers and are members of the Financial Industry Regulatory Authority, Inc.
(“FINRA”). The Company’s broker-dealer subsidiaries are subject to SEC Uniform Net Capital Rule (Rule 15¢3-1)
which requires the subsidiaries to maintain minimum net capital and that the ratio of aggregate indebtedness to net
capital, both as defined, shall not exceed 15 to 1. As such, they are subject to the minimum net capital requirements
promulgated by the SEC. As of March 31, 2019, B. Riley FBR had net capital of $102,265, which was $100,574 in
excess of its required net capital of $1,692; MLV had net capital of $725, which was $625 in excess of its required net
capital of $100; and BRWM had net capital of $4,972, which was $4,440 in excess of its required net capital of $532.

NOTE 18— RELATED PARTY TRANSACTIONS

At March 31, 2019, amounts due from related parties include $77 from GACP I, L.P. (“GACP I"’) and $750 from GACP
II, L.P. (“GACP II”’) for management fees and other operating expenses and $1,138 due from CA Global Partners (“CA
Global”) for operating expenses related to wholesale and industrial liquidation engagements managed by CA Global on
behalf of GA Global Ptrs. At December 31, 2018, amounts due from related parties include $193 from GACP I, $724
from GACP II, and $812 from CA Global for management fees, incentive fees and other operating expenses.
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NOTE 19— BUSINESS SEGMENTS

The Company’s business is classified into the Capital Markets segment, Auction and Liquidation segment, Valuation
and Appraisal segment and Principal Investments — United Online and magicJack segment. These reportable segments
are all distinct businesses, each with a different marketing strategy and management structure.
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The following is a summary of certain financial data for each of the Company’s reportable segments:

Capital Markets segment:

Revenues - Services and fees

Interest income - Securities lending

Total revenues

Selling, general and administrative expenses
Restructuring recovery (charge)

Interest expense - Securities lending
Depreciation and amortization

Segment income (loss)

Auction and Liquidation segment:

Revenues - Services and fees

Direct cost of services

Cost of goods sold

Selling, general and administrative expenses
Depreciation and amortization

Segment income

Valuation and Appraisal segment:

Revenues - Services and fees

Direct cost of services

Selling, general and administrative expenses
Depreciation and amortization

Segment income

Principal Investments - United Online and magicJack segment:

Revenues - Services and fees

Revenues - Sale of goods

Total revenues

Direct cost of services

Cost of goods sold

Selling, general and administrative expenses
Depreciation and amortization
Restructuring charge

Segment income

Consolidated operating income from reportable segments

Corporate and other expenses (including restructuring recovery of $38 during the three months

ended March 31, 2018.)
Interest income

Loss on equity investments
Interest expense

Three Months
Ended

March 31,

2019 2018

$75,971  $53,038
9,330 7,291
85,301 60,329
(63,389) (53,639)
29 255 )
(6,804 ) (5,168 )
(1,276 ) (1,564 )
13,861 297 )

20,709 15,517

(6,274 ) (4,576 )
(14 ) d )
(2915 ) (2,881 )
2 ) (8 )
11,504 8,051
8,583 8,520

(4,421 ) (4,198 )
(2,766 ) (2,345 )
(33 ) (49 )
1,363 1,928

26,590 11,374
945 38
27,535 11,412

(7,842 ) (2,878 )
(1,105 ) o0 )
(7,020 ) (1,958 )
(3,463 ) (1,679 )
a7 ) —
7,929 4,857

34,657 14,539

(9,679 ) (3,937 )

637 128
(3,762 ) (672 )
(10,770) (4,227 )
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Income before income taxes

Provision for income taxes

Net income

Net (loss) income attributable to noncontrolling interests
Net income attributable to B. Riley Financial, Inc.

34

11,083
(3,104
7,979
(44
$8,023

)
)

5,831
(989
4,842
339
$4,503

)
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The following table presents revenues by geographical area:

The following table presents long-lived assets, which consists of property and equipment and other assets, by

geographical area:

Revenues:

Revenues - Services and fees:
North America

Australia

Europe

Total Revenues - Services and fees

Revenues - Sale of goods
North America

Revenues - Interest income - Securities lending:

North America

Total Revenues:
North America
Australia
Europe

Total Revenues

Three Months
Ended

March 31,

2019 2018
$131,777 $87,733

15 —

61 454
$131,853 $88,187
$945 $38
$9,330 $7,553
$142,052 $95,324

15 —

61 454
$142,128 $95,778

As of As of
March  December
31, 31,
2019 2018
Property and equipment, net:
North America $15,634 $15,489
Europe 10 34
Total $15,644 $15,523

Segment assets are not reported to, or used by, the Company's Chief Operating Decision Maker to allocate resources

to, or assess performance of, the segments and therefore, total segment assets have not been disclosed.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

This report contains forward-looking statements. These statements relate to future events or our future financial
performance. In some cases, you can identify forward-looking statements by terminology such as “may,” “will,”
“should,” “could,” “expect,” “plan,” “anticipate,” “believe,” “estimate,” “predict,” “future,” “intend,” “seek,”
“likely,” “potential” or “continue,” the negative of such terms or other comparable terminology. These statements
are only predictions. Actual events or results may differ materially.

o«

Although we believe that the expectations reflected in the forward-looking statements are reasonable, we cannot
guarantee future results, levels of activity, performance or achievements. Moreover, neither we, nor any other person,
assume responsibility for the accuracy and completeness of the forward-looking statements. We are under no
obligation to update any of the forward-looking statements after the filing of this Quarterly Report to conform such
statements to actual results or to changes in our expectations.

The following discussion of our financial condition and results of operations should be read in conjunction with our
condensed consolidated financial statements and the related notes and other financial information appearing
elsewhere in this Quarterly Report. Readers are also urged to carefully review and consider the various disclosures
made by us which attempt to advise interested parties of the factors which affect our business, including without
limitation the disclosures made in Item 1A of Part Il of this Quarterly Report under the caption “Risk Factors.”

Risk factors that could cause actual results to differ from those contained in the forward-looking statements include
but are not limited to risks related to: volatility in our revenues and results of operations; changing conditions in the
financial markets, our ability to generate sufficient revenues to achieve and maintain profitability; the short term
nature of our engagements; the accuracy of our estimates and valuations of inventory or assets in “guarantee” based
engagements; competition in the asset management business, potential losses related to our auction or liquidation
engagements; our dependence on communications, information and other systems and third parties; potential losses
related to purchase transactions in our auction and liquidations business; the potential loss of financial institution
clients, potential losses from or illiquidity of our proprietary investments, changing economic and market conditions;
potential liability and harm to our reputation if we were to provide an inaccurate appraisal or valuation; potential
mark-downs in inventory in connection with purchase transactions, failure to successfully compete in any of our
segments, loss of key personnel; our ability to borrow under our credit facilities or at-the-market offering as
necessary, failure to comply with the terms of our credit agreements or senior notes; our ability to meet future capital
requirements; our ability to realize the benefits of our completed acquisitions, including our ability to achieve
anticipated opportunities and operating cost savings, and accretion to reported earnings estimated to result from
completed and proposed acquisitions in the time frame expected by management or at all; the reaction to the
magicJack VocalTec Ltd. (“magicJack”) acquisition of our and magicJack’s customers, employees and
counterparties, and the diversion of management time on acquisition-related issues. We undertake no obligation to
publicly update or revise any forward-looking statements, whether as a result of new information, future events or
otherwise.

70



Edgar Filing: B. Riley Financial, Inc. - Form 10-Q

Except as otherwise required by the context, references in this Quarterly Report to the “Company,” “B. Riley,” “B.
Riley Financial,” “we,” “us” or “our” refer to the combined business of B. Riley Financial, Inc. and all of its
subsidiaries.

Overview

General

B. Riley Financial, Inc. (NASDAQ: RILY) and its subsidiaries 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 and 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., which the Company acquired in June 2017; the name of the combined broker dealer was
subsequently changed to B. Riley FBR, Inc.

B. Riley Wealth Management, Inc provides comprehensive wealth management and brokerage services to individuals
and families, corporations and non-profit organizations, including qualified retirement plans, trusts, foundations and
endowments. B. Riley Wealth Management was formerly Wunderlich Securities, Inc., which the Company acquired
on July 3, 2017 and changed the name in June 2018.
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B. Riley Capital Management, LL.C, a Securities and Exchange Commission (“SEC”) registered investment advisor,
which includes:

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

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 that provides
consulting services to shareholders, creditors and companies, including due diligence, fraud investigations, corporate
litigation support, crisis management and bankruptcy services. We acquired GlassRatner on August 1, 2018.
GlassRatner strengthens B. Riley’s diverse platform and compliments the restructuring services provided by B. Riley
FBR.

Great American Group, LLC, a leading provider of asset disposition and auction solutions to a wide range of retail
and industrial clients.

Great American Group Advisory and Valuation Services, LLC, a leading provider of appraisal and valuation services
for 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. We acquired United Online, Inc. (“UOL”) on July 1, 2016 and magicJack VocalTec Ltd. (“magicJack’) on
November 14, 2018 as part of our principal investment strategy.

UOL is a communications company that offers consumer subscription services and products, consisting of Internet
access services 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.

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

For financial reporting purposes we classify our businesses into four operating segments: (i) Capital Markets, (ii)
Auction and Liquidation, (iii) Valuation and Appraisal and (iv) Principal Investments — United Online and magicJack.
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Capital Markets Segment. Our Capital Markets segment provides a full array of investment banking, corporate
finance, consulting, financial advisory, research, securities lending, wealth management and sales and trading services
to corporate, institutional and high net worth clients. Our corporate finance and investment banking services include
merger and acquisitions as well as restructuring advisory services to public and private companies, initial and
secondary public offerings, and institutional private placements. In addition, we trade equity securities as a principal
for our account, including investments in funds managed by our subsidiaries. Our Capital Markets segment also
includes our asset management businesses that manage various private and public funds for institutional and
individual investors.

Auction and Liguidation Segment. Our Auction and Liquidation segment utilizes our significant industry experience,
a scalable network of independent contractors and industry-specific advisors to tailor our services to the specific needs
of a multitude of clients, logistical challenges and distressed circumstances. Furthermore, our scale and pool of
resources allow us to offer our services across North American as well as parts of Europe, Asia and Australia. Our
Auction and Liquidation segment operates through two main divisions, retail store liquidations and wholesale and
industrial assets dispositions. Our wholesale and industrial assets dispositions division operates through limited
liability companies that are controlled by us.

Valuation and Appraisal Segment. Our Valuation and Appraisal segment provides Valuation and Appraisal services to
financial institutions, lenders, private equity firms and other providers of capital. These services primarily include the
valuation of assets (i) for purposes of determining and monitoring the value of collateral securing financial
transactions and loan arrangements and (ii) in connection with potential business combinations. Our Valuation and
Appraisal segment operates through limited liability companies that are majority owned by us.

Principal Investments - United Online and magicJack Segment. Our Principal Investments - United Online and
magicJack segment consists of businesses which have been acquired primarily for attractive investment return
characteristics. Currently, this segment includes UOL, through which we provide consumer Internet access, and
magicJack, through which we provide VoIP communication and related product and subscription services.
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Recent Developments

As previously disclosed, on June 17, 2018, B. Riley Financial, Inc. (the “Company” or “B. Riley”) entered into certain
agreements pursuant to which B. Riley agreed to provide certain debt and equity funding and other support in
connection with the acquisition (the “Acquisition”) by Vintage Rodeo Parent, LLC (the “Vintage Parent”), of
Rent-A-Center, Inc. (“Rent-A-Center”), contemplated by that certain merger agreement dated as of June 17, 2018, by
and among Vintage Parent, Vintage Rodeo Acquisition, Inc. a wholly owned subsidiary of Vintage Parent (the “Merger
Sub” or the “Borrower”), and Rent-A-Center (the “Merger Agreement”). In connection therewith, B. Riley and Vintage
RTO, L.P., an affiliate of Vintage Parent (“Vintage Merger Guarantor”), entered into a Limited Guarantee dated as of
June 17, 2018 (the “Limited Guarantee™), in favor of Rent-A-Center, pursuant to which B. Riley and Vintage Merger
Guarantor (together, the “Merger Guarantors”) agreed to guarantee, jointly and severally, to Rent-A-Center the payment,
performance and discharge of all of the liabilities and obligations of Vintage Parent and Merger Sub under the Merger
Agreement when required in accordance with the Merger Agreement (the “Guaranteed Obligations”), including without
limitation, (i) termination fees in the amount of $126.5 million due to Rent-A-Center if the Merger Agreement is
properly terminated (the “Termination Fee”); and (ii) reimbursement and indemnification obligations when required
(collectively, the “Guarantee Obligations”), provided, that the liability under the Limited Guarantee shall not exceed
$128.5 million. In connection with the execution of the Limited Guarantee, the Company entered into a Mutual
Indemnity/Contribution Agreement, dated as of June 17, 2018 (the “Mutual Indemnity Agreement”), with the Vintage
Merger Guarantor and Samjor Family, LP (collectively, the “Vintage Indemnity Parties”). Under the Mutual Indemnity
Agreement, the Vintage Guarantors agreed, jointly and severally, to indemnify and hold harmless B. Riley and its
affiliates from damages and liabilities arising out of the Guarantee Obligations, other than those caused B. Riley’s
failure to fund under their debt or equity commitments.

On December 18, 2018, Rent-A-Center purported to terminate the Merger Agreement because the end date of the
agreement was allegedly not extended prior to December 17, 2018 by Vintage Parent. Rent-A-Center delivered notice
of such termination to Vintage Parent, and notified Vintage Parent of its obligation under the terms of the Merger
Agreement to pay Rent-A-Center the Termination Fee within three business days. On December 21, 2018, Vintage
Capital filed a complaint in the Court of Chancery of the State of Delaware (the “Court”) challenging Rent-A-Center’s
purported termination of the Merger Agreement and demand for payment of the Termination Fee. On December 28,
2018, Rent-A-Center provided each of B. Riley and the Vintage Merger Guarantor with a written request under the
Limited Guarantee (a “Performance Demand”), to promptly, and in any event within ten (10) Business Days, pay to
Rent-A-Center the Guaranteed Obligations (including the Termination Fee) in full. On February 11th and 12th, a trial
was held in Delaware, and a post-trial hearing was held on March 11, 2019. On March 14, 2019, the Court issued its
Opinion concluding that Rent-A-Center’s termination of the merger agreement was valid and did not rule on the
enforceability of the payment of the Termination Fee. The parties submitted supplemental briefs as well as reply briefs
on that issue. On April 22, 2019, the parties announced an agreement in principal to settle the matter and on April 25,
2019 signed a settlement agreement including a release of claims. The Company is not making any financial
contribution in connection with the settlement.

Critical Accounting Policies
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Our condensed consolidated financial statements have been prepared in accordance with generally accepted
accounting principles in the United States (“GAAP”), which require management to make estimates and assumptions
that affect reported amounts of assets and liabilities and disclosures of contingent assets and liabilities. The estimates
and assumptions are based on historical experience and on other factors that management believes to be reasonable.
Actual results may differ from those estimates. Critical accounting policies represent the areas where more significant
judgments and estimates are used in the preparation of our condensed consolidated financial statements. A discussion
of such critical accounting policies, which include revenue recognition, reserves for accounts receivable, the carrying
value of goodwill and other intangible assets, fair value measurements, share-based compensation and accounting for
income tax valuation allowances can be found in our Annual Report on Form 10-K for the fiscal year ended December
31, 2018.

On January 1, 2019, the Company adopted Accounting Standards Update 2016-02: Leases (Topic 842) issued by the
Financial Accounting Standards Board using the modified retrospective method. The Company elected the ‘package of
practical expedients,” which permits the Company not to reassess under the new standard the Company’s prior
conclusions about lease identification, lease classification and initial direct costs therefore we did not restate prior
comparative periods. Upon adoption of this standard on January 1, 2019, the Company recognized $67,519 operating
lease liabilities with corresponding operating lease right-of-use assets. See Note 2(0) to the accompanying financial
statements for additional information on leases.
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Results of Operations

The following period to period comparisons of our financial results and our interim results are not necessarily

indicative of future results.

Three Months Ended March 31, 2019 Compared to Three Months Ended March 31, 2018

Condensed Consolidated Statements of Income

(Dollars in thousands)

Three Months
Ended

March 31, 2019
Amount %

Revenues:

Services and fees $131,853 928 %
Interest income - Securities lending 9,330 66 %
Sale of goods 945 0.7 %
Total revenues 142,128 100.0%
Operating expenses:

Direct cost of services 18,537 13.0 %
Cost of goods sold 1,119 0.8 %
Selling, general and administrative expenses 90,543  63.7 %
Restructuring charge 147 01 %
Interest expense - Securities lending 6,804 48 %
Total operating expenses 117,150 824 %
Operating income 24,978 17.6 %
Other income (expense):

Interest income 637 04 %
Loss from equity investments (3,762 ) (2.6 %)
Interest expense (10,770) (7.6 %)
Income before income taxes 11,083 78 %
Provision for income taxes (3,104 ) 22 %)
Net income 7,979 56 %
Net (loss) income attributable to noncontrolling interests (44 ) 00 %
Net income attributable to B. Riley Financial, Inc. $8,023 56 %

Three Months
Ended
March 31, 2018
Amount %
$88,449 923 %
7,291 76 %
38 00 %
95,778 100.0%
11,652 12.2 %
41 00 %
68,098 71.1 %
217 02 %
5,168 54 %
85,176  88.9 %
10,602 11.1 %
128 01 %
672 ) (0.7 %)
4,227) (4.4 %)
5,831 6.1 %
989 ) (1.0 %)
4,842 51 %
339 04 %
$4,503 47 %
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Revenues

The table below and the discussion that follows are based on how we analyze our business.

Three Months Three Months

Ended Ended

March 31, 2019 March 31, 2018 Change

Amount % Amount % Amount %
Revenues - Services and fees:
Capital Markets segment $75,971 534 % $53,038 55.4 % $22,933 432 %
Auction and Liquidation segment 20,709 146 % 15,517 162 % 5,192 335 %
Valuation and Appraisal segment 8,583 6.0 % 8520 89 % 63 0.7 %
i’er;;clg;il Investments - United Online and magicJack 26590 187 % 11374 119 % 15216 133.8%
Subtotal 131,853 92.7 % 88,449 924 % 43,404 49.1 %
Revenues - Sale of goods:
Principal Investments - United Online and magicJack 945 07 % 38 00 % 907 o/m
segment
Interest income - Securities lending:
Capital Markets segment 9,330 6.6 % 7,291 76 % 2,039 28.0 %
Total revenues $142,128 100.0% $95,778 100.0% $46,350 48.4 %

n/m - Not applicable or not meaningful.

Total revenues increased approximately $46.3 million to $142.1 million during the three months ended March 31,

2019 from $95.8 million during the three months ended March 31, 2018. The increase in revenues during the three
months ended March 31, 2019 was primarily due to an increase in revenue from services and fees of $43.4 million, an
increase in revenue from interest income — securities lending of $2.0 million and increase in revenue from sale of goods
of $0.9 million. The increase in revenue from services and fees of $43.4 million in 2019 was primarily due to an
increase in revenue of $22.9 million in the Capital Markets segment, $5.2 million in the Auction and Liquidation
segment, $0.1 million in the Valuation and Appraisal segment and $15.2 million in the Principal Investments — United
Online and magicJack segment.

Revenues from services and fees in the Capital Markets segment increased approximately $23.0 million, to $76.0
million during the three months ended March 31, 2019 from $53.0 million during the three months ended March 31,
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2018. The increase in revenues was primarily due to an increase in revenue of $26.9 million from trading gains, an
increase in revenue of $8.8 million from consulting fees as a result of the acquisition of GlassRatner on August 1,
2018 and increase in other services revenue of $0.8 million, offset by a decrease in revenue of $11.9 million from
investment banking fees and a decrease in revenue of $1.6 million from wealth management services.

Revenues from services and fees in the Auction and Liquidation segment increased $5.2 million, to $20.7 million
during the three months ended March 31, 2019 from $15.5 million during the three months ended March 31, 2018.
The increase in revenues of $5.2 million was primarily due to an increase in revenues of $5.7 million from services
and fees from retail liquidation engagements and a decrease in revenues of $0.5 million from services and fees in our
wholesale and industrial auction division.

Revenues from services and fees in the Valuation and Appraisal segment increased $0.1 million, to $8.6 million
during the three months ended March 31, 2019 from $8.5 million during the three months ended March 31, 2018.

Revenues from services and fees in the Principal Investments - United Online and magicJack segment increased $15.2
million to $26.6 million during the three months ended March 31, 2019 from $11.4 million during the three months
ended March 31, 2018. The increase in revenues from services and fees is as a result of the acquisition of magicJack
on November 14, 2018 included in the segment for the three months ended March 31, 2019 of $17.2 million, offset by
a decrease in services and fees revenue from UOL of $2.0 million. Management expects revenues from UOL continue
to decline year over year. The primary source of revenue included in this segment is subscription services revenue and
some advertising and other revenues.
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Three Months Ended March 31, 2019 Three Months Ended March 31, 2018

Principal
Investments -
Auction . .
United Online
and
Liquidatiommnd magicJack
Segment Segment
Revenues - Sale of Goods $— $ 945
Cost of goods sold 14 1,105
1E}ross margin on services and $14 ) $ (160 )
ees
Gross margin percentage (100.0%) (16.9 %)

Principal
Investments -
Auction . .
United Online
and
Liquidatiomand magicJack
Total Segment Segment Total
$945 $— $ 38 $38
1,119 1 40 41
$174) $a1 ) $ (@2 ) $3 )
(18.4 %) (100.0%) (5.3 %) (7.9 %)

Revenues from the sale of goods increased $0.9 million, to $0.9 million during the three months ended March 31,

2019 from less than $0.1 million during the three months ended March 31, 2018. Revenues from sale of goods were
primarily attributable to the sale of magicJack devices that are sold in connection with VoIP services and, to a lesser
extent, sale of mobile broadband devices from UOL that are sold in connection with the mobile broadband services.
Cost of goods sold for the three months ended March 31, 2019 was $1.1 million, resulting in a gross margin of ($0.2)

million or (18.4%).

Operating Expenses

Direct Cost of Services. Direct cost of services and direct cost of services measured as a percentage of revenues —
services and fees by segment during the three months ended March 31, 2019 and 2018 are as follows:

Three Months Ended March 31, 2019
Principal
Investments

Auction Valuation United

and and Online
e e e . and
LiquidatiomA ppraisal magicJack

Segment Segment Segment Total
$20,709  $ 8,583 $ 26,590

Three Months Ended March 31, 2018
Principal
Investments

Auction Valuation United

and and Online
e eq e . and
LiquidatiomA ppraisal magicJack

Segment Segment Segment Total
$15,517 $8,520 $11,374
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Revenues - Services

and fees

Direct cost of 6.274 4,421 7.842 $18.537 4,576 4,198 2.878 $11,652
SEervices

Gross margin on $14.435 $4.162  $18,748 $10.941 $4322  $8.496

services and fees

Gross margin 69.7 % 485 % 705 % 705 % 507 % 747 %

percentage

Total direct costs increased approximately $6.9 million, to $18.5 million during the three months ended March 31,
2019 from $11.7 million during the three months ended March 31, 2018. Direct costs of services increased by $1.7
million in the Auction and Liquidation segment, an increase of $5.0 million in the Principal Investments — United
Online and magicJack segment and an increase of $0.2 million in the Valuation and Appraisal segment. The increase
in direct costs in the Auction and Liquidation segment was primarily due to mix of engagement types performed
during the three months ended March 31, 2019 as compared to the three months ended March 31, 2018. The increase
in direct costs in the Principal Investments — United Online and magicJack segment was primarily as a result of the
acquisition of magicJack on November 14, 2018. The increase in direct costs of services in the Valuation and
Appraisal segment was primarily due to an increase in payroll and related expenses in 2019 as compared to the same
period in 2018.

Auction and Liquidation

Gross margin in the Auction and Liquidation segment for services and fees decreased to 69.7% of revenues during the
three months ended March 31, 2019, as compared to 70.5% of revenues during the three months ended March 31,
2018. The decrease in margin in the Auction and Liquidation segment is due to the mix of engagement types between
guarantee and commission and fees engagements performed during the three months ended March 31, 2019 as
compared to the prior year period.

Valuation and Appraisal

Gross margins in the Valuation and Appraisal segment decreased to 48.5% of revenues during the three months ended
March 31, 2019 as compared to 50.7% of revenues during the three months ended March 31, 2018. The decrease in
gross margin in the Valuation and Appraisal segment is primarily due to increase in payroll and related expenses.
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Principal Investments — United Online and magicJack

Gross margins in the Principal Investments-United Online and magicJack segment decreased to 70.5% of revenues
during the three months ended March 31, 2019 as compared to 74.7% of revenues during the three months ended
March 31, 2018. The decrease in margin in the Principal Investments — United Online and magicJack segment is
primarily due to the mix of revenues of services and fees and as a result of the acquisition of magicJack on November
14, 2018.

Selling, General and Administrative Expenses. Selling, general and administrative expenses during the three
months ended March 31, 2019 and 2018 were comprised of the following:

Selling, General and Administrative Expenses

Three Months Three Months

Ended Ended

March 31, 2019 March 31, 2018 Change

Amount % Amount % Amount %
Capital Markets segment $64,665 714 % $55,203 81.1 % $9,462 17.1 %
Auction and Liquidation segment 2,917 32 % 2,889 43 % 28 1.0 %
Valuation and Appraisal segment 2,799 31 % 2394 35 % 405 16.9 %
i’er;;clg;il Investments - United Online and magicJack 10483 116 % 3.637 53 % 6846 188.2%
Corporate and Other segment 9,679 10.7 % 3,937 58 % 5,742 145.8 %
Total selling, general & administrative expenses $90,543 100.0% $68,060 100.0% $22,483 33.0 %

Total selling, general and administrative expenses increased approximately $22.4 million, to $90.5 million during the
three months ended March 31, 2019 from $68.1 million for the three months ended March 31, 2018. The increase of
approximately $22.4 million in selling, general and administrative expenses was due to an increase of $9.5 million in
the Capital Markets segment, $0.4 million in the Valuation and Appraisal segment, $6.8 million in the Principal
Investments — United Online and magicJack segment and $5.7 million in the Corporate and Other segment.

Capital Markets

Selling, general and administrative expenses in the Capital Markets segment increased by $9.5 million to $64.7
million during the three months ended March 31, 2019 from $55.2 million during the three months ended March 31,
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2018. The increase in selling, general and administrative expenses in the Capital Markets segment was primarily due
to an increase in professional and consulting fees in the first quarter of 2019 compared to the same period in 2018.

Auction and Liquidation

Selling, general and administrative expenses in the Auction and Liquidation segment was $2.9 million during the three
months ended March 31, 2019 and 2018.

Valuation and Appraisal

Selling, general and administrative expenses in the Valuation and Appraisal segment increased $0.4 million to $2.8
million during the three months ended March 31, 2019 from $2.4 million for the three months ended March 31, 2018.
The increase of $0.4 million was primarily due to an increase in payroll and related expenses.

Principal Investments - United Online and magicJack

Selling, general and administrative expenses in the Principal Investments — United Online and magicJack segment
increased $6.8 million to $10.5 million for the three months ended March 31, 2019 from $3.6 million for the three
months March 31, 2018. The increase in selling, general and administrative expenses in the Principal Investments —
United Online and magicJack segment is due to the acquisition of magicJack on November 14, 2018. magicJack’s
selling, general and administrative expenses included in the segment for the three months ended March 31, 2019 was
$6.4 million.

Corporate and Other

Selling, general and administrative expenses for the Corporate and Other segment increased approximately $5.7
million to $9.7 million during the three months ended March 31, 2019 from $4.0 million for the three months ended
March 31, 2018. The increase of expenses in the Corporate and Other segment for the three months ended March 31,
2019 was primarily due to an increase of $5.3 in professional fees and an increase of $0.4 million in payroll and
related expenses.
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Restructuring Charge. During the three months ended March 31, 2019, we incurred restructuring charge of $0.1
million, which was primarily related to severance costs related to a reduction in personnel at magicJack as a result of
the acquisition of magicJack on November 14, 2018. Restructuring charge of $0.2 million during the three months
ended March 31, 2018 was primarily comprised of lease loss accruals in the planned consolidation of office space
related to operations in the Capital Markets segment.

Other Income (Expense). Other income included interest income of $0.6 during the three months ended March 31,
2019 and $0.1 during the three months ended March 31, 2018. Interest expense was $10.8 million during the three
months ended March 31, 2019 as compared to $4.2 million during the three months ended March 31, 2018. The
increase in interest expense during the three months ended March 31, 2019 was primarily due to an increase in interest
expense of $4.8 million from the issuance of senior notes due in 2021, 2023 and 2027, and an increase in interest
expense of $1.3 million from the term loan dated December 2018. Other expense in the three month ended March 31,
2019 included $3.7 million loss on equity investments compared to a loss on equity investments of $0.7 million in the
prior year period.

Income Before Income Taxes. Income before income taxes increased $5.3 million to income before income taxes of
$11.1 million during the three months ended March 31, 2019 from an income before income taxes of $5.8 million
during the three months ended March 31, 2018. The increase in income before income taxes was primarily due to an
increase in revenues of approximately $46.3 million and an increase in interest income of $0.5 million, offset by an
increase in operating expenses of $32.0 million, an increase in interest expense of $6.6 million and an increase in loss
from equity investments of $3.1 million as discussed above.

Provision for Income Taxes. Provision for income taxes was $3.1 million during the three months ended March 31,
2019 compared to provision for income taxes of $1.0 million during the three months ended March 31, 2018. The
effective income tax rate was a provision of 28.0% for the three months ended March 31, 2019 as compared to a
provision of 17.0% for the three months ended March 31, 2018.

Net (Loss) Income Attributable to Noncontrolling Interest. Net (loss) income attributable to noncontrolling
interests represents the proportionate share of net income generated by Great American Global Partners, LL.C, in
which we have a 50% membership interest that we do not own. The net loss attributable to noncontrolling interests
was less than $0.1 million during the three months ended March 31, 2019 compared to net income attributable to
noncontrolling interests of $0.3 million during the three months ended March 31, 2018.

Net Income Attributable to the Company. Net income attributable to the Company for the three months ended
March 31, 2019 was $8.0 million, an increase of net income of $3.5 million, from net income attributable to the
Company of $4.5 million for the three months ended March 31, 2018. Increase in net income attributable to the
Company during the three months ended March 31, 2019 as compared to the same period in 2018 was primarily due
to an increase in operating income of $14.4 million, an increase in interest income of $0.5 million and a decrease in
income attributable to noncontrolling interest of $0.4 million, offset by an increase in interest expense of
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approximately $6.5 million, an increase in loss on equity investments of $3.1 million and an increase in provision for
income taxes of $2.1 million.
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Liquidity and Capital Resources

Our operations are funded through a combination of existing cash on hand, cash generated from operations,
borrowings under our senior notes payable, term loan and credit facility, and special purposes financing arrangements.

During the three months ended March 31, 2019 and 2018, we generated net income of $8.0 million and $4.5 million,
respectively. Our cash flows and profitability are impacted by the number and size of retail liquidation and Capital
Markets engagements performed on a quarterly and annual basis.

As of March 31, 2019, we had $163.5 million of unrestricted cash and cash equivalents, $7.5 million of restricted
cash, $288.8 million of securities and other investments held at fair value, $53.4 million of loans receivable, and
$555.4 million of borrowings outstanding. The borrowings outstanding of $555.4 million at March 31, 2019 included
(a) $49.1 million of borrowings from the issuance of the 7.50% 2021 Notes, (b) $107.3 million of borrowings from the
issuance of the 7.50% 2027 Notes, (c) $98.1 million of borrowings from the issuance of the 7.25% 2027 Notes, (d)
$111.0 million of borrowings from the issuance of the 7.375% 2023 Notes, (¢) $99.6 million of borrowings from the
issuance of the 6.875% 2023 Notes, (f) $89.1 million term loan borrowed pursuant to the BRPAC Credit Agreement
discussed below; and (g) $1.2 million of notes payable. We believe that our current cash and cash equivalents,
securities and other investments owned, funds available under our asset based credit facility, and cash expected to be
generated from operating activities will be sufficient to meet our working capital and capital expenditure requirements
for at least the next 12 months from issuance date of the accompanying financial statements. We continue to monitor
our financial performance to ensure sufficient liquidity to fund operations and execute on our business plan.

From time to time, we may decide to pay dividends which will be dependent upon our financial condition and results
of operations. On May 1, 2019, we declared a regular dividend of $0.08 per share and a special dividend of $0.18 per
share that will be paid on or about May 29, 2019 to stockholders of record as of May 15, 2019. On March 5, 2019, we
declared a regular dividend of $0.08 per share which was paid on March 26, 2019 to stockholders of record as of
March 19, 2019. On November 5, 2018, we declared a regular dividend of $0.08 per share and a special dividend of
$0.08 per share which was paid on November 27, 2018 to stockholders of record as of November 16, 2018. On
August 2, 2018, we declared a regular dividend of $0.08 per share and a special dividend of $0.22 per share which
was paid on August 29, 2018 to stockholders of record as of August 16, 2018. On May 7, 2018, we declared a regular
dividend of $0.08 per share and a special dividend of $0.04 per share which was paid on June 5, 2018 to stockholders
of record as of May 21, 2018. On March 7, 2018, we declared a regular dividend of $0.08 per share and a special
dividend of $0.08 per share which was paid on April 3, 2018. During the year ended December 31, 2018, we paid cash
dividends on our common stock of $22.7 million. While it is the Board’s current intention to make regular dividend
payments of $0.08 per share each quarter and special dividend payments dependent upon exceptional circumstances
from time to time, our Board of Directors may reduce or discontinue the payment of dividends at any time for any
reason it deems relevant. The declaration and payment of any future dividends or repurchases of our common stock
will be made at the discretion of our Board of Directors and will be dependent upon our financial condition, results of
operations, cash flows, capital expenditures, and other factors that may be deemed relevant by our Board of Directors.
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Our principal sources of liquidity to finance our business is our existing cash on hand, cash flows generated from
operating activities, funds available under revolving credit facilities and special purpose financing arrangements.

Cash Flow Summary

Three Months

Ended

March 31,

2019 2018
Net cash provided by (used in):
Operating activities $8,924  $(54,055)
Investing activities (26,513) (4,268 )
Financing activities 8,241 3,813
Effect of foreign currency on cash 23 314 )

Net decrease in cash, cash equivalents and restricted cash  $(9,325 ) $(54,824)
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Cash provided by operating activities was $8.9 million during the three months ended March 31, 2019 compared to
cash used in operating activities of $54.1 million during the three months ended March 31, 2018. Cash provided by
operating activities for the three months ended March 31, 2019 included net income of $8.0 million adjusted for
noncash items of $12.3 million and changes in operating assets and liabilities of $11.3 million. Noncash items of
$12.3 million include (a) depreciation and amortization of $4.9 million, (b) share-based compensation of $2.6 million,
(c) loss on equity investments of $3.8 million, (d) provision for doubtful accounts of $0.2 million, (¢) income
allocated for mandatorily redeemable noncontrolling interests of $0.2 million, (f) other noncash interest and other of
$1.0 million and (g) deferred income taxes of $0.4 million.

Cash used in investing activities was $26.5 million during the three months ended March 31, 2019 compared to cash
used in investing activities of $4.3 million for the three months ended March 31, 2018. During the three months ended
March 31, 2019, cash used in investing activities consisted of cash used for loans receivable of $20.2 million, cash
used for equity investments of $10.6 million and cash used for purchases of property and equipment of $1.7 million,
cash received from loans receivable repayment of $5.5 million and dividends from equity investments of $0.4 million.
During the three months ended March 31, 2018, cash used in investing activities of $4.3 million consisted of cash
used for equity investments of $3.6 million and cash used for purchases of property, equipment and intangible assets
of $0.7 million.

Cash provided by financing activities was $8.2 million during the three months ended March 31, 2019 compared to
cash provided by financing activities of $3.8 million during the three months ended March 31, 2018. During the three
months ended March 31, 2019, cash provided by financing activities primarily consisted of $10.0 million proceeds
from our term loan, $5.0 million proceeds from issuance of senior notes, offset by (a) $2.6 million used to buyback
our common stocks, (b) $2.6 million used to pay cash dividends on our common stocks, (¢) $0.7 million used for
payment of employment taxes on vesting of restricted stock (d) $0.4 million used for repayment of notes payable,
approximately $0.2 million used for debt issuance costs and (e) $0.3 million distribution to noncontrolling interests.
During the three months ended March 31, 2018, cash provided by financing activities of $3.8 million was primarily
consisted of $7.3 million proceeds from issuance of senior notes, offset by (a) $1.8 million used to pay cash dividends,
(b) $1.1 million used for payment of employment taxes on vesting of restricted stock (c¢) $0.4 million used for
repayment of notes payable and (d) $0.1 million distribution to noncontrolling interests.

Credit Agreements

On April 21, 2017, we amended the asset based credit facility agreement (as amended, the “Credit Agreement”) with
Wells Fargo Bank to increase the maximum borrowing limit from $100.0 million to $200.0 million. Such amendment,
among other things, also extended the expiration date of the credit facility from July 15, 2018 to April 21, 2022. The
Credit Agreement continues to allow for borrowings under the separate credit agreement (a “UK Credit Agreement”)
which was dated March 19, 2015 with an affiliate of Wells Fargo Bank which provides for the financing of
transactions in the United Kingdom with borrowings up to 50.0 million British Pounds. Any borrowing on the UK
Credit Agreement reduce the availability of the asset based $200.0 million credit facility. The UK Credit Agreement is
cross collateralized and integrated in certain respects with the Credit Agreement. The Credit Agreement continues to
include the addition of our Canadian subsidiary, from the October 5, 2016 amendment to the Credit Agreement, to
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facilitate borrowings to fund retail liquidation transactions in Canada. From time to time, we utilize this credit facility
to fund costs and expenses incurred in connection with liquidation engagements. We also utilize this credit facility in
order to issue letters of credit in connection with liquidation engagements conducted on a guaranteed basis. Subject to
certain limitations and offsets, we are permitted to borrow up to $200.0 million under the credit facility, less the
aggregate principal amount borrowed under the UK Credit Agreement (if in effect). Borrowings under the credit
facility are only made at the discretion of the lender and are generally required to be repaid within 180 days. The
interest rate for each revolving credit advance under the related credit agreement is, subject to certain terms and
conditions, equal to the LIBOR plus a margin of 2.25% to 3.25% depending on the type of advance and the percentage
such advance represents of the related transaction for which such advance is provided. The credit facility is secured by
the proceeds received for services rendered in connection with the liquidation service contracts pursuant to which any
outstanding loan or letters of credit are issued and the assets that are sold at liquidation related to such contract, if any.
The credit facility also provides for success fees in the amount of 2.5% to 17.5% of the net profits, if any, earned on
liquidation engagements that are financed under the credit facility as set forth in the related credit agreement. We
typically seek borrowings on an engagement-by- engagement basis. The credit agreement governing the credit facility
contains certain covenants, including covenants that limit or restrict our ability to incur liens, incur indebtedness,
make investments, dispose of assets, make certain restricted payments, merge or consolidate and enter into certain
transactions with affiliates. There was no outstanding balance on this credit facility at March 31, 2019 and December
31, 2018. At March 31, 2019, there were letter of credits outstanding of $6.7 million under this credit facility.
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On December 19, 2018, BRPI Acquisition Co LLC (“BRPAC”), a Delaware limited liability company, UOL, and
YMAX Corporation, Delaware corporations (collectively, the “Borrowers”), indirect wholly owned subsidiaries of the
Company, in the capacity of borrowers, entered into a credit agreement with the Banc of California, N.A. in the
capacity as agent and lender and with the other lenders party thereto (the “BRPAC Credit Agreement”). Under the
BRPAC Credit Agreement, we borrowed $80.0 million due December 19, 2023. Pursuant to the terms of the BRPAC
Credit Agreement, we may request additional optional term loans in an aggregate principal amount of up to $10.0
million at any time prior to the first anniversary of the agreement date. On February 1, 2019, the Borrowers entered
into the First Amendment to Credit Agreement and Joinder with City National Bank as a new lender in which the new
lender extended to Borrowers the additional $10.0 million as further discussed in Note 10 to the accompanying
financial statements. The borrowings under the BRPAC Credit Agreement bear interest equal to the LIBOR plus a
margin of 2.50% to 3.00% depending on the Borrowers’ consolidated total funded debt ratio as defined in the BRPAC
Credit Agreement.

Borrowings under the BRPAC Credit Agreement are due in quarterly installments commencing on March 31, 2020
with any remaining amounts outstanding due at maturity. For the $80.0 million loan, quarterly installments from
March 31, 2019 to December 31, 2022 are $4.4 million per quarter and from March 31, 2023 to September 30, 2023,
the quarterly installments are $2.2 million per quarter. For the $10.0 million loan, quarterly installments from June 30,
2019 to December 31, 2022 are $0.6 million per quarter and from March 31, 2023 to September 30, 2023, the
quarterly installments are $0.3 million per quarter. As of March 31, 2019 and December 31, 2018, the outstanding
balance of the term loan was $89.1 million (net of unamortized debt issuance costs of $0.9 million) and $79.2 million
(net of unamortized debt issuance costs of $0.8 million), respectively.

Senior Note Offerings

In November 2016, we issued $28.8 million of Senior Notes due in 2021 (the “7.50% 2021 Notes”). We issued
additional $17.6 million of the 7.50% 2021 Notes as of December 31, 2018 pursuant to the Sales Agreements, as
further discuss below. During the first quarter of 2019, we issued an additional $3.1 million of the 7.50% 2021 Notes
pursuant to the December 2018 Sales Agreement, as defined below. Interest on the 7.50% 2021 Notes is payable
quarterly at 7.50%. The 7.50% 2021 Notes are unsecured and due and payable in full on October 31, 2021. In
connection with the issuance of the 7.50% 2021 Notes, we received net proceeds of $48.7 million (after underwriting
commissions, fees and other issuance costs of $0.9 million).

In November 2017, we issued $60.4 million of Senior Notes due in May 2027 (the “7.50% 2027 Notes”). As of March
31, 2019 and December 31, 2018, we have issued additional $48.4 million of the 7.50% 2027 Notes pursuant to the
Sales Agreements. Interest is payable quarterly at 7.50%. The 2027 Notes are unsecured and due and payable in full
on May 31, 2027. In connection with the issuance of the 7.50% 2027 Notes, we received net proceeds of
approximately $107.0 million (after underwriting commissions, fees and other issuance costs of $1.8 million).
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In December 2017, we issued $80.5 million of Senior Notes due in December 2027 (the ““7.25% 2027 Notes”). As of
March 31, 2019 and December 31, 2018, we issued an additional $19.9 million of the 7.25% 2027 Notes pursuant to
the Sales Agreements. Interest is payable quarterly at 7.25%. The 7.25% 2027 Notes are unsecured and due and
payable in full on December 31, 2027. In connection with the issuance of the 7.25% 2027 Notes, we received net
proceeds of $97.8 million (after underwriting commissions, fees and other issuance costs of $2.6 million).

In May 2018, we issued approximately $100.0 million of Senior Notes due in May 2023 (the “7.375% 2023 Notes”).
During the year ended December 31, 2018, we issued an additional $11.5 million of the 7.375% 2023 Notes pursuant
to the Sales Agreements. During the three months ended March 31, 2019, we issued an additional $1.0 million of the
7.375% 2023 Notes pursuant to the December 2018 Sales Agreement. Interest is payable quarterly at 7.375%
commencing July 31, 2018. The 7.375% 2023 Notes are unsecured and due and payable in full on May 31, 2023. In
connection with the issuance of the 7.375% 2023 Notes, we received net proceeds of $110.7 million (after
underwriting commissions, fees and other issuance costs of $1.9 million).

In September 2018, we issued approximately $100.1 million of Senior Notes due in September 2023 (the “6.875%
2023 Notes”). During the three months ended March 31, 2019, we issued an additional $0.8 million of the 6.875%
2023 Notes pursuant to the December 2018 Sales Agreement. Interest is payable quarterly at 6.875%. The 6.875%
2023 Notes are unsecured and due and payable in full on September 30, 2023. In connection with the issuance of the
6.875% 2023 Notes, we received net proceeds of $99.4 million (after underwriting commissions, fees and other
issuance costs of $1.5 million).
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During 2017 and 2018, we entered into a series of related At the Market Issuance Sales Agreements (the “Sales
Agreements”) with B. Riley FBR, Inc. governing an ongoing program of at-the-market sales of our senior notes. We
filed prospectus supplements under which we sold the senior notes on June 28, 2017, December 19, 2017, April 25,
2018, June 5, 2018 and December 18, 2018. Each of these prospectus supplements was filed pursuant to an effective
Registration Statement on Form S-3. As of March 31, 2019, in aggregate, we have sold senior notes having an
aggregate principal balance of $472.2 million under the Sales Agreements and related prospectus supplements. Our
most recent Sales Agreement was entered into on December 18, 2018 (the “December 2018 Sales Agreement”), and,
under the related prospectus supplement, we may offer and sell up to $75.0 million of the senior notes. As of March
31,2019, we had $ 70.0 million remaining availability under the December 2018 Sales Agreement.

Other Borrowings

Notes payable include notes payable to a clearing organization for one of our broker dealers. The notes payable accrue
interest at rates set at each anniversary date, ranging from prime rate plus 0.25% to 2.0% (5.25% to 6.50% at March
31, 2019). Interest is payable annually. The principal payments on the notes payable are due annually in the amount of
$0.4 million on January 31, $0.2 million on September 30, and $0.1 million on October 31. The notes payable mature
at various dates from September 30, 2019 through January 31, 2022. At March 31, 2019 and December 31, 2018, the
outstanding balance for the notes payable was $1,.2 million and $1.6 million respectively.
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Off Balance Sheet Arrangements

In connection with the execution of the Limited Guarantee, we entered into the Mutual Indemnity Agreement, dated as
of June 17, 2018, with the Vintage Indemnity Parties. Under the Mutual Indemnity Agreement, the Vintage Indemnity
Parties agreed, jointly and severally, to indemnify and hold us and our affiliates harmless from damages and liabilities
arising out of the Guarantee Obligations, other than those caused by our failure to fund under the debt or equity
commitments. On December 18, 2018, Rent-A-Center purported to terminate the Merger Agreement and delivered
notice of such termination to Vintage Parent and demanded payment of certain obligations guaranteed under the
Limited Guarantee, including the Termination Fee. On December 21, 2018, Vintage Capital filed a lawsuit
challenging Rent-A-Center’s purported termination of the Merger Agreement and demand for payment of the
Termination Fee. On December 28, 2018, Rent-A-Center provided us and the Vintage Merger Guarantor with a
written request under the Limited Guarantee to pay to Rent-A-Center the Guaranteed Obligations, including the
Termination Fee. We then intervened in the litigation to, among other things, challenge Rent-A-Center’s purported
termination of the Merger Agreement and demand for payment of the Termination Fee. On April 22, 2019, the parties
announced an agreement in principal to settle the matter and on April 25, 2019 signed a settlement agreement
including a release of claims. We are not obligated to make any financial contribution in connection with such
settlement.

See Part II Item 1. Legal Proceedings for additional discussion of the Limited Guarantee and related litigation.

We have no obligations, assets or liabilities which would be considered off-balance sheet arrangements and do not
participate in transactions that create relationships with unconsolidated entities or financial partnerships, often referred
to as variable interest entities, established for the purpose of facilitating off-balance sheet arrangements. We have not
guaranteed any debt or commitments of other entities or entered into any options on non-financial assets.

Recent Accounting Pronouncements

Not yet adopted

In January 2017, the FASB issued ASU 2017-04, Intangibles — Goodwill and Other (Topic 350) Simplifying the Test
for Goodwill Impairment. This standard simplifies the accounting for goodwill impairment. The guidance removes
Step 2 of the goodwill impairment test, which requires a hypothetical purchase price allocation. Goodwill impairment
will now be the amount by which a reporting unit’s carrying value exceeds its fair value, not to exceed the carrying
amount of goodwill. The revised guidance will be applied prospectively and is effective for calendar year-end SEC
filers for its annual or any interim goodwill impairment tests in fiscal years beginning after December 15, 2019. Early
adoption is permitted for interim or annual goodwill impairment tests performed on testing dates after January 1,
2017. We have not yet adopted this update and currently evaluating the effect this new standard will have on our
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financial condition and results of operations

In June 2016, the FASB issued ASU 2016-13, Measurement of Credit Losses on Financial Instruments. This standard
requires an allowance to be recorded for all expected credit losses for certain financial assets. The new standard
introduces an approach, based on expected losses, to estimate credit losses on certain types of financial instruments.
ASU 2016-13 is effective for public companies for interim and annual period beginning December 15, 2019. Entities
are required to apply the standard’s provisions as a cumulative-effect adjustment to retained earnings as of the
beginning of the first reporting period in which the guidance is adopted. We have not yet adopted this update and
currently evaluating the effect this new standard will have on our financial condition and results of operations.

Recently adopted

In February 2016, FASB issued ASU. 2016-02: Leases (Topic 842) which requires a lessee to recognize a right-of-use
(ROU) asset and lease liability on the balance sheet for all leases with a term longer than 12 months and provide
enhanced disclosures. The Company adopted the new standard effective January 1, 2019 using a modified

retrospective method and did not restate comparative periods. The Company elected the ‘package of practical
expedients,” which permits the Company not to reassess under the new standard the Company’s prior conclusions about
lease identification, lease classification and initial direct costs. Upon adoption of Accounting Standards Codification
(“ASC”) 842 on January 1, 2019, the Company recognized $67.5 million operating lease liability with corresponding
operating lease right-of-use assets. See Note 8 to the accompanying financial statements for additional information
leases.

In February 2018, the FASB issued ASU 2018-02, Income Statement — Reporting Comprehensive Income (Topic 220):
Reclassification of Certain Tax Effects from Accumulated Other Comprehensive Income that provides for the
reclassification from accumulated other comprehensive income to retained earnings for stranded effects resulting from
the Tax Reform Act. The accounting update is effective for the fiscal year beginning after December 15, 2018. The
accounting update should be applied either in the period of adoption or retrospectively to each period in which the
effect of the change in the U.S. federal corporate income tax rate in the Tax Reform Act is recognized. The adoption

of this standard did not have a material impact on our financial condition and results of operations.
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In August 2016, the FASB issued ASU 2016-15, Statement of Cash Flows (Topic 230): Classification of Certain Cash
Receipts and Cash Payments (“ASU 2016-15"), which clarifies how companies present and classify certain cash receipts
and cash payments in the statement of cash flows. ASU 2016-15 is effective for us in our first quarter of fiscal year
2019. The adoption of this standard did not have a material impact on our financial condition and results of operations.

On January 1, 2018, we adopted ASC 606 — Revenue from Contracts with Customers using the modified retrospective
method and the impact was determined to be immaterial on our consolidated financial statements. The new revenue
standard was applied prospectively in our consolidated financial statements from January 1, 2018 forward and

reported financial information for historical comparable periods will not be revised and will continue to be reported
under the accounting standards in effect during those historical periods. See Note 12 to the accompanying financial
statements for additional information on the adoption of this standard.

In March 2018, the FASB issued ASU 2018-05: Income Taxes (Topic 740) — Amendments to SEC Paragraphs
Pursuant to SEC Staff Accounting Bulletin No. 118. The amendments in this update provide guidance on when to
record and disclose provisional amounts for certain income tax effects of the Tax Reform Act. The amendments also
require any provisional amounts or subsequent adjustments to be included in net income from continuing operations.
This ASU also discusses required disclosures that an entity must make with regard to the Tax Reform Act. This ASU
is effective immediately as new information is available to adjust provisional amounts that were previously recorded.
The Company has adopted this standard and will continue to evaluate indicators that may give rise to a change in our
tax provision as a result of the Tax Reform Act.

In August 2018, the Financial Accounting Standards Board (the “FASB”) issued Accounting Standards Update (“ASU”)
No. 2018-13: Fair Value Measurement (Topic 820) (“ASU 2018-13"). The amendments in this update change the
disclosure requirements for fair value measurements by removing, modifying and adding certain disclosures. The
Company early adopted ASU 2018-13 in the third quarter of 2018 and the adoption did not have a material impact on
our consolidated financial statements.

On January 1, 2018, we adopted ASU 2016-18 — Statement of Cash Flows (Topic 230): Restricted Cash (“ASU
2016-18”) using the retrospective method which requires adjustment to prior periods in the statement of cash flows.
ASU 2016-18 clarifies how restricted cash should be presented on the statement of cash flows and requires companies
to include restricted cash with cash and cash equivalents when reconciling the beginning of period and end of period
totals on the statement of cash flows. Restricted cash previously classified under investing activities is now included
in the reconciliation of beginning and ending cash on the statement of cash flows. The adoption of ASU 2016-18 did
not have a material impact on our financial condition and results of operations.
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Item 3. Quantitative and Qualitative Disclosures About Market Risk.

B. Riley’s primary exposure to market risk consists of risk related to changes in interest rates. B. Riley has not used
derivative financial instruments for speculation or trading purposes.

Interest Rate Risk

Our primary exposure to market risk consists of risk related to changes in interest rates. We utilize borrowings under
our senior notes payable and credit facilities to fund costs and expenses incurred in connection with our acquisitions
and retail liquidation engagements. Borrowings under our senior notes payable are at fixed interest rates and
borrowings under our credit facilities bear interest at a floating rate of interest. In our portfolio of securities owned we
invest in loans receivable that primarily bear interest at a floating rate of interest.

The primary objective of our investment activities is to preserve capital for the purpose of funding operations while at
the same time maximizing the income we receive from investments without significantly increasing risk. To achieve
these objectives, our investments allow us to maintain a portfolio of cash equivalents, short-term investments through
a variety of securities owned that primarily includes common stocks, loans receivable and investments in partnership
interests. Our cash and cash equivalents through March 31, 2019 included amounts in bank checking and liquid
money market accounts. We may be exposed to interest rate risk through trading activities in convertible and fixed
income securities as well as U.S. Treasury securities, however, based on our daily monitoring of this risk, we believe
we currently have limited exposure to interest rate risk in these activities.

Foreign Currency Risk

The majority of our operating activities are conducted in U.S. dollars. Revenues generated from our foreign
subsidiaries totaled less than $0.1 million for the three months ended March 31, 2019 or less than 1% of our total
revenues of $142.1 million during the three months ended March 31, 2019. The financial statements of our foreign
subsidiaries are translated into U.S. dollars at period-end rates, with the exception of revenues, costs and expenses,
which are translated at average rates during the reporting period. We include gains and losses resulting from foreign
currency transactions in income, while we exclude those resulting from translation of financial statements from
income and include them as a component of accumulated other comprehensive income (loss). Transaction gains
(losses), which were included in our condensed consolidated statements of income, amounted to a loss of $0.2 million
and a gain of $0.1 million during the three months ended March 31, 2019 and 2018, respectively. We may be exposed
to foreign currency risk; however, our operating results during the three months ended March 31, 2019 included less
than $0.1 million of revenues from our foreign subsidiaries and a 10% appreciation of the U.S. dollar relative to the
local currency exchange rates would result in less than $0.1 million increase in our operating income and a 10%
depreciation of the U.S. dollar relative to the local currency exchange rates would have resulted in a net decrease in
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our operating income of less than $0.1 million for the three months ended March 31, 2019.

Item 4. Controls and Procedures.

Evaluation of Disclosure Controls and Procedures

We maintain a system of disclosure controls and procedures (as defined in the Rules 13a-15(e) and 15(d)-15(e) under
the Securities Exchange Act of 1934, as amended (the “Exchange Act”)) that is designed to ensure that information
required to be disclosed in our Exchange Act reports is recorded, processed, summarized and reported within the time
periods specified in the Securities and Exchange Commission’s rules and forms, and that such information is
accumulated and communicated to our management, including our Co-Chief Executive Officers and Chief Financial
Officer, as appropriate, to allow timely decisions regarding required disclosures.

Under the supervision and with the participation of our management, including our Co-Chief Executive Officers and
Chief Financial Officer, we conducted an evaluation of our disclosure controls and procedures pursuant to Rule
13a-15 under the Exchange Act. Based upon the foregoing evaluation, our Co-Chief Executive Officers and our Chief
Financial Officer concluded that as of March 31, 2019 our disclosure controls and procedures were effective at the
reasonable assurance level.

Changes in Internal Control over Financial Reporting

There have been no changes to our internal control over financial reporting during the fiscal quarter covered by this
Quarterly Report that have materially affected, or are reasonably likely to materially affect, our internal control over
financial reporting.
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Inherent Limitation on Effectiveness of Controls

Our management, including our Co-Chief Executive Officers and Chief Financial Officer, does not expect that our
disclosure controls and procedures or our internal control over financial reporting will prevent or detect all errors and
all fraud. A control system, no matter how well-designed and operated, can provide only reasonable, not absolute,
assurance that the control system’s objectives will be met. The design of a control system must reflect the fact that
there are resource constraints, and the benefits of controls must be considered relative to their costs. Further, because
of the inherent limitations in all control systems, no evaluation of controls can provide absolute assurance that
misstatements due to error or fraud will not occur or that all control issues and instances of fraud, if any, have been
detected. The design of any system of controls is based in part on certain assumptions about the likelihood of future
events, and there can be no assurance that any design will succeed in achieving its stated goals under all potential
future conditions. Projections of any evaluation of the effectiveness of controls to future periods are subject to risks.
Over time, controls may become inadequate because of changes in conditions or deterioration in the degree of
compliance with policies or procedures.
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PART II—OTHER INFORMATION

Item 1. Legal Proceedings.

The Company is subject to certain legal and other claims that arise in the ordinary course of its business. In particular,
the Company and its subsidiaries are named in and subject to various proceedings and claims arising primarily from
our securities business activities, including lawsuits, arbitration claims, class actions, and regulatory matters. Some of
these claims seek substantial compensatory, punitive, or indeterminate damages. The Company and its subsidiaries are
also involved in other reviews, investigations, and proceedings by governmental and self-regulatory organizations
regarding our business, which may result in adverse judgments, settlements, fines, penalties, injunctions, and other
relief. In view of the number and diversity of claims against our company, the number of jurisdictions in which
litigation is pending, and the inherent difficulty of predicting the outcome of litigation and other claims, we cannot
state with certainty what the eventual outcome of pending litigation or other claims will be. Notwithstanding this
uncertainty, the Company does not believe that the results of these claims are likely to have a material effect on its
financial position or results of operations.

On June 17, 2018, B. Riley Financial, Inc. (the “Company” or “B. Riley”) entered into certain agreements pursuant to
which B. Riley agreed to provide certain debt and equity funding and other support in connection with the acquisition
(the “Acquisition”) by Vintage Rodeo Parent, LLC (the “Vintage Parent”), of Rent-A-Center, Inc. (“Rent-A-Center”),
contemplated by that certain merger agreement dated as of June 17, 2018, by and among Vintage Parent, Vintage
Rodeo Acquisition, Inc. a wholly owned subsidiary of Vintage Parent (the “Merger Sub” or the “Borrower”), and
Rent-A-Center (the “Merger Agreement”).

In connection with the Merger Agreement, B. Riley and Vintage RTO, L.P., an affiliate of Vintage Parent (“Vintage
Merger Guarantor”), entered into a Limited Guarantee dated as of June 17, 2018 (the “Limited Guarantee™), in favor of
Rent-A-Center, pursuant to which B. Riley and Vintage Merger Guarantor (together, the “Merger Guarantors”) agreed to
guarantee, jointly and severally, to Rent-A-Center the payment, performance and discharge of all of the liabilities and
obligations of Vintage Parent and Merger Sub under the Merger Agreement when required in accordance with the
Merger Agreement (the “Guaranteed Obligations”), including without limitation, (i) termination fees in the amount of
$126.5 million due to Rent-A-Center if the Merger Agreement is properly terminated (the “Termination Fee”); and (ii)
reimbursement and indemnification obligations when required (collectively, the “Guarantee Obligations”), provided,
that the liability under the Limited Guarantee shall not exceed $128.5 million.

In connection with the execution of the Limited Guarantee, the Company entered into a Mutual
Indemnity/Contribution Agreement, dated as of June 17, 2018 (the “Mutual Indemnity Agreement”), with the Vintage
Merger Guarantor and Samjor Family, LP (collectively, the “Vintage Indemnity Parties”). Under the Mutual Indemnity
Agreement, the Vintage Indemnity Parties agreed, jointly and severally, to indemnify and hold harmless B. Riley and
its affiliates from damages and liabilities arising out of the Guarantee Obligations, other than those caused B. Riley’s
failure to fund under their debt or equity commitments.
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On December 18, 2018, Rent-A-Center purported to terminate the Merger Agreement because the end date of the
agreement was allegedly not extended prior to December 17, 2018 by Vintage Parent. Rent-A-Center delivered notice
of such termination to Vintage Parent, and notified Vintage Parent of its obligation under the terms of the Merger
Agreement to pay Rent-A-Center the Termination Fee within three business days. On December 18, 2018, Vintage
Capital Management, LLC, an affiliate of Vintage Parent (“Vintage Capital”), delivered a letter to Rent-A-Center stating
that Rent-A-Center’s purported termination of the Merger Agreement is invalid, that it believes the Merger Agreement
remains in effect. On December 21, 2018, Vintage Capital filed a complaint in the Court of Chancery of the State of
Delaware (the “Court”) challenging Rent-A-Center’s purported termination of the Merger Agreement and demand for
payment of the Termination Fee. The relief sought by Vintage Capital includes declaratory judgements that the
Merger Agreement has not been terminated and remains in full force and effect, that Rent-A-Center has breached its
obligations under the Merger Agreement and is not excused from failing to comply with its obligations thereunder and
that the Termination Fee is an unenforceable penalty. On December 28, 2018, Rent-A-Center provided each of B.
Riley and the Vintage Merger Guarantor with a written request under the Limited Guarantee (a ‘“Performance
Demand”), to promptly, and in any event within ten (10) Business Days, pay to Rent-A-Center the Guaranteed
Obligations (including the Termination Fee) in full.

On December 30, 2018, B. Riley filed a motion in the Court to intervene in the above referenced case filed by Vintage
Capital pursuant to which B. Riley is seeking declaratory judgments, among other things, that the parties agreed to
extend the End Date under the Merger Agreement and that Rent-A-Center is estopped from terminating the Merger
Agreement, that Rent-A-Center has breached the Merger Agreement and its obligations of good faith and fair dealing
in connection with consummating the Merger, and that the Termination Fee is an unenforceable penalty. On February
11th and 12th, a trial was held, post-trial briefs were filed on February 22, 2019 and March 1, 2019, and a post-trial
hearing was held on March 11, 2019. On March 14, 2019, the Court issued its Opinion concluding that
Rent-A-Center’s termination of the merger agreement was valid and did not rule on the enforceability of the payment
of the reverse breakup fee. The parties submitted supplemental briefs as well as reply briefs on that issue. On April 22,
2019, the parties announced an agreement in principal to settle the matter and on April 25, 2019 signed a settlement
agreement including a release of claims. The Company is not obligated to make any financial contribution in
connection with such settlement.
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On August 11, 2017, a putative class action lawsuit titled Freedman v. magicJack VocalTec Ltd. et al., Case
9-17-cv-80940, was filed against magicJack and its Board of Directors in the United States District Court for the
Southern District of Florida (Case No: 9:17-cv-80940-RLR). The complaint alleges claims against magicJack and the
members of its Board of Directors as well as two former members for violations of Sections 14(a) and 20(a) of the
Securities Exchange Act of 1934, arising from proxy statements issued in connection with magicJack’s April 19, 2017
shareholders meeting and magicJack’s July 31, 2017 shareholders meeting that allegedly misrepresented material facts
concerning the “true value” of Broadsmart Global, Inc and its future prospects in order that the individual defendants
could entrench themselves and extract unwarranted compensation from magicJack in connection with their attempt to
sell the company. In January 2018, the plaintiff filed an Amended Complaint. On February 16, 2018, magicJack and
all of the individual defendants filed a motion to dismiss the Amended Complaint. On August 9, 2018, the Court
issued an order dismissing the amended complaint without prejudice, giving the plaintiff until August 21, 2018 to file
an amended complaint. Thereafter, the plaintiff filed a second amended complaint. On August 20, 2018, magicJack
filed a motion to dismiss the second amended complaint. Pursuant to a schedule set by the Court, all papers with
respect to the motion were filed by September 28, 2018. On November 21, 2018, the court issued an order granting
the motion to dismiss with prejudice. The plaintiff has filed Notice of Appeal with the U.S. Court of Appeals for the
11th Circuit, and, on January 30, 2019, filed a brief with the appeals court. The Company’s brief in opposition was
filed on April 19, 2019. The Company cannot estimate the amount of potential liability, if any, that could arise from
this matter.

In June 2018, Galilee Acquisition LLC f/k/a Sutton View Acquisition LLC (“GAL”) filed a complaint, served the
following month, (case No.:50-2018-CA-007976-XXXX-MB) in the Circuit Court of the Fifteenth Judicial Circuit in
and for Palm Beach County, Florida against magicJack Vocaltec Ltd. alleging a claim for negligent misrepresentation.
The complaint alleges that magicJack provided false, material information to the plaintiff concerning its business,
including information related to the operations, revenue projections, profit projections and growth forecast of
Broadsmart. It alleges that the plaintiff relied on the information provided in determining whether to pursue acquiring
magicJack and to incur the cost of conducting due diligence. The suit seeks an unspecified amount of damages.
magicJack disputes GAL’s claims and intends to vigorously defend the action. magicJack filed a motion to dismiss on
September 4, 2018, which remains pending. On April 4, 2019, the plaintiff’s counsel advised the court that it intends to
file an amended complaint, and the court gave the plaintiff 30 days from that date to file such amended complaint. The
Company cannot estimate the amount of potential liability, if any, that could arise from this matter.

On January 5, 2017, complaints filed in November 2015 and May 2016 naming MLV & Co. (“MLV”), a broker-dealer
subsidiary of FBR, as a defendant in putative class action lawsuits alleging claims under the Securities Act, in
connection with the offerings of Miller Energy Resources, Inc. (“Miller””) have been consolidated. The Master
Consolidated Complaint, styled Gaynor v. Miller et al., is pending in the United States District Court for the Eastern
District of Tennessee, and, like its predecessor complaints, continues to allege claims under Sections 11 and 12 of the
Securities Act against nine underwriters for alleged material misrepresentations and omissions in the registration
statement and prospectuses issued in connection with six offerings (February 13, 2013; May 8, 2013; June 28, 2013;
September 26, 2013; October 17, 2013 (as to MLV only) and August 21, 2014) with an alleged aggregate offering
price of approximately $151.0 million. The plaintiffs seek unspecified compensatory damages and reimbursement of
certain costs and expenses. In August 2017, the Court granted Defendant’s Motion to Dismiss on Section 12 claims
and found that the plaintiffs had not sufficiently alleged a corrective disclosure prior to August 6, 2015, when an SEC
civil action was announced. Defendants’ answer was filed on September 25, 2017. Plaintiffs have filed motions for
class certification and to remand the case to state court following a positive ruling in an unrelated case by the U.S.
Supreme Court. Although MLV is contractually entitled to be indemnified by Miller in connection with this lawsuit,
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Miller filed for bankruptcy in October 2015 and this likely will decrease or eliminate the value of the indemnity that
MLV receives from Miller. The Court has ordered mediation before a federal magistrate which is expected to be
scheduled during May or early June 2019.

In February 2017, certain former employees filed an arbitration claim with FINRA against WSI alleging
misrepresentations in the recruitment of claimants to join WSI. Claimants also allege that WSI failed to support their
mortgage trading business resulting in the loss of opportunities during their employment with WSI. Claimants are
seeking $10.0 million in damages. WSI has counterclaimed alleging that claimants misrepresented their process for
doing business, particularly their capital needs, resulting in substantial losses to WSI. WSI believes the claims are
meritless and intends to vigorously defend the action. Arbitration hearings concluded in April 2019 and the Company
expects to receive the arbitrators’ decision in the near future.
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In March 2017, United Online, Inc. received a letter from PeopleConnect, Inc. (formerly, Classmates, Inc.)
(“Classmates”) regarding a notice of investigation received from the Consumer Protection Divisions of the District
Attorneys’ offices of four California counties (“California DAs”). These entities suggest that Classmates may be in
violation of California codes relating to unfair competition, false or deceptive advertising, and auto-renewal practices.
Classmates asserts that these claims are indemnifiable claims under the purchase agreement between United Online,
Inc. and the buyer of Classmates. A tolling agreement with certain California District Attorneys has been signed and
informal discovery and production is in process. Discussions regarding resolution of this matter with the California
DAs is ongoing. At the present time, management believes the financial impact to the Company, if any, is not
expected to be material.

In July 2017, an arbitration claim was filed with FINRA by Dominick & Dickerman LLC and Michael Campbell
against WSI and Gary Wunderlich with respect to the acquisition by Wunderlich Investment Company, Inc. (“WIC”)
(the parent corporation of WSI) of certain assets of Dominick & Dominick LLC in 2015. The Claimants allege that
respondents overvalued WIC so that the purchase price paid to the Claimants in shares of WIC stock was artificially
inflated. The Statement of Claim includes claims for common law fraud, negligent misrepresentation, and breach of
contract. Claimants are seeking damages of approximately $8.0 million plus unspecified punitive damages.
Respondents believe the claims are meritless and intend to vigorously defend the action.

Historically, magicJack has from time to time, received Letters of Inquiry from the Bureau of the Federal
Communications Commission (“FCC”) regarding the nature of its Core Consumer product offering. magicJack has
promptly responded to all inquiries received. As it has previously disclosed, magicJack believes that under current
regulations it is not an interconnected VolP provider subject to FCC regulations. To date, it has not received any
formal notice from the FCC of any enforcement action. The Company intends to vigorously defend itself if an
enforcement action is initiated. The Company, however, cannot be sure of the ultimate outcome of any possible FCC
action and cannot estimate the likelihood of liability or the amount of potential assessments, if any, that could arise.

Item 1A. Risk Factors.

There are certain risks and uncertainties in our business that could cause our actual results to differ materially from
those anticipated. A detailed discussion of our risk factors was included in Part I, Item 1A, "Risk Factors" of our
Annual Report on Form 10-K for the year ended December 31, 2018, filed with the Securities and Exchange
Commission on March 6, 2019. These risk factors should be read carefully in connection with evaluating our business
and in connection with the forward-looking statements and other information contained in this Quarterly Report on
Form 10-Q. Any of the risks described in the Annual Report on Form 10-K for the year ended December 31, 2018
could materially affect our business, financial condition or future results and the actual outcome of matters as to which
forward-looking statements are made. There have been no material changes to the risk factors set forth in the Annual
Report on Form 10-K for the year ended December 31, 2018.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds.
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None.

Item 3. Defaults Upon Senior Securities.

None.

Item 4. Mine Safety Disclosures.

Not applicable.

Item 5. Other Information.

None.

Item 6. Exhibits.

The exhibits filed as part of this Quarterly Report are listed in the index to exhibits immediately preceding such
exhibits, which index to exhibits is incorporated herein by reference.
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Amendment to Amended and Restated Bylaws of B. Riley Financial. Inc.. dated
April 3. 2019.

First Amendment to Credit Agreement and Joinder dated February 1. 2019.

Amendment No. 2 to Employment Agreement dated April 3. 2019. by and
between the registrant and Bryant R. Riley.

Amendment No. 2 to Employment Agreement dated April 3. 2019. by and
between the registrant and Thomas J. Kelleher.
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between the registrant and Phillip J. Ahn.
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between the registrant and Alan N. Forman.
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Amendment No. 2 to Employment Agreement dated April 3. 2019, by and
between the registrant and Kenneth M. Young.

Amendment No. 1 to Employment Agreement dated April 3. 2019. by and
between B. Riley FBR. Inc. and Andrew Moore.

Certification of Co-Chief Executive Officer pursuant to Rules 13a-14 and
15d-14 promulgated under the Securities Exchange Act of 1934

Certification of Co-Chief Executive Officer pursuant to Rules 13a-14 and
15d-14 promulgated under the Securities Exchange Act of 1934

Certification of Chief Financial Officer pursuant to Rules 13a-14 and 15d-14
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30 Certification of Co-Chief Executive Officer pursuant to 18 U.S.C. Section 1350.
* as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

30 3 Certification of Chief Financial Officer pursuant to 18 U.S.C. Section 1350. as
* adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

101.INS* XBRL Instance Document

101.SCH* XBRL Taxonomy Extension Schema Document

101.CAL* XBRL Taxonomy Extension Calculation Linkbase Document
101.DEF* XBRL Taxonomy Extension Definition Linkbase Document
101.LAB* XBRL Taxonomy Extension Label Linkbase Document

101.PRE* XBRL Taxonomy Extension Presentation Linkbase Document

*Filed herewith.
**Furnished herewith.

#Management contract or compensatory plan or arrangement
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned thereunto duly authorized.

B. Riley Financial, Inc.

Date: May 1,2019  By: /s/ PHILLIPJ. AHN
Name: Phillip J. Ahn
Title: Chief Financial Officer and Chief Operating
Officer
(Principal Financial Officer)
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