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PROSPECTUS
5,650,000 SHARES OF COMMON STOCK

8X8, INC.

This prospectus relates to the resale of up to 5,650,000 shares of our common stock by the selling stockholders listed
in this Prospectus under the section "Selling Stockholders." These shares include: (i) an aggregate of 2,260,000 shares
which were sold by us at the price of $0.434 per share in a private purchase transaction which closed on July 29, 2003,
(i1) 2,260,000 shares which are issuable upon exercise of warrants at an exercise price of $0.60 per share, (iii) 565,000
shares which are issuable upon exercise of warrants at an exercise price of $0.75 per share, and (iv) 565,000 shares
which are issuable upon exercise of warrants at an exercise price of $1.00 per share, which were issued by us in the
same private purchase transaction.

The prices at which the selling stockholders may sell the shares will be determined by the prevailing market price for
the shares or in negotiated transactions. We will not receive any of the proceeds from the sale of the shares by the
selling stockholders.

Our common stock is quoted on the Nasdaq SmallCap Market under the symbol "EGHT." On December 2, 2003, the
last sale price of our common stock was $5.78 per share.

The terms "Company," "8x8," "Registrant,”" "we," "
subsidiaries.

us," and "our" in this prospectus refer to 8x8, Inc. and its

The shares offered in this prospectus involve a high degree of risk. You should carefully consider the risk factors
commencing on page 5 in determining whether to purchase the common stock.

Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved

these securities or passed upon the accuracy or adequacy of this prospectus. Any representation to the contrary is a
criminal offense.

The date of this prospectus is December 2, 2003



Edgar Filing: 8X8 INC /DE/ - Form 424B3
TABLE OF CONTENTS

Where You Can Find More Information

Documents Incorporated by Reference

Forward Looking Statements

The Company

Recent Developments

Risk Factors

Use of Proceeds

Selling Stockholders

Plan of Distribution

Legal Matters

Experts

WHERE YOU CAN FIND MORE INFORMATION

()

I

I

I~

I~

|9



Edgar Filing: 8X8 INC /DE/ - Form 424B3

Because we are subject to the informational requirements of the Exchange Act, we file reports, proxy statements and
other information with the Securities and Exchange Commission (SEC). You may read and copy these reports, proxy
statements and other information at the public reference facilities maintained by the SEC at Room 1024, 450 Fifth
Street, N.W., Washington, D.C. 20549. You may also obtain copies of those materials at prescribed rates from the
public reference section of the SEC at 450 Fifth Street, Washington, D.C. 20549. The public may obtain information
on the operation of the public reference room by calling the SEC at (800) SEC-0330. In addition, we are required to
file electronic versions of those materials with the SEC through the SEC's EDGAR system. The SEC maintains a web
site at http://www.sec.gov that contains reports, proxy and information statements and other information regarding
registrants that file electronically with the SEC. We have filed with the SEC a registration statement on Form S-3
under the Securities Act with respect to the securities offered with this prospectus. This prospectus does not contain all
of the information in the registration statement, parts of which we have omitted, as allowed under the rules and
regulations of the SEC. You should refer to the registration statement for further information with respect to us and
our securities. Statements contained in this prospectus as to the contents of any contract or other document are not
necessarily complete and, in each instance, we refer you to the copy of each contract or document filed as an exhibit to
the registration statement. Copies of the registration statement, including exhibits, may be inspected without charge at
the SEC's principal office in Washington, D.C., and you may obtain copies from this office upon payment of the fees
prescribed by the SEC. We will furnish without charge to each person to whom a copy of this prospectus is delivered,
upon written or oral request, a copy of the information that has been incorporated by reference into this prospectus
(except exhibits, unless they are specifically incorporated by reference into this prospectus). You should direct any
requests for copies to: 8x8, Inc., 2445 Mission College Blvd., Santa Clara, California 95054, Attention: Chief
Financial Officer, Telephone: (408) 727-1885.

DOCUMENTS INCORPORATED BY REFERENCE

The SEC allows us to incorporate by reference certain of our publicly- filed documents into this prospectus, which
means that information included in these documents is considered part of this prospectus. We incorporate by reference
in this prospectus the information contained in the following documents:

e our Annual Report on Form 10-K for the year ended March 31, 2003, filed with the SEC on May 29, 2003;

® our Proxy Statement dated June 23, 2003, filed with the SEC on June 19, 2003 in connection with our 2003 Annual Meeting of
Stockholders;

e our Quarterly Report on Form 10-Q for the quarterly period ended June 30, 2003, filed with the SEC on July 25, 2003;

e our Quarterly Report on Form 10-Q for the quarterly period ended September 30, 2003, filed with the SEC on October 30, 2003;

e our Current Report on Form 8-K, filed with the SEC on July 31, 2003;

e our Current Report on Form 8-K, filed with the SEC on November 13, 2003;

e our Current Report on Form 8-K, filed with the SEC on November 19, 2003;

e the description of our common stock in our registration statement on Form 8- A filed with the SEC on November 21, 1996, including
any amendments or reports filed for the purpose of updating such description; and

® all documents that we file with the SEC under Sections 13(a), 13(c), 14 or 15 of the Exchange Act until all of the securities that we
may offer with this prospectus are sold.

We will furnish without charge to you, on written or oral request, a copy of any or all of the documents incorporated
by reference, other than the exhibits to those documents. You may obtain copies of those documents from us, free of
cost, by contacting us at the address or telephone number provided in "Where You Can Find More Information"
immediately above.

Information that we file later with the SEC and that is incorporated by reference in this prospectus will automatically
update information contained in this prospectus or that was previously incorporated by reference into this prospectus.
You will be deemed to have notice of all information incorporated by reference in this prospectus as if that
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information was included in this prospectus.
FORWARD-LOOKING STATEMENTS

We have made forward-looking statements in this prospectus and in documents that we incorporate by reference into
this prospectus. These forward- looking statements are subject to risks and uncertainties. Actual results may differ
materially from those expressed in these forward-looking statements.

Forward-looking statements include information concerning our possible or assumed future results of operations as
well as statements that include the words "believe," "expect, "M

nn nn

anticipate," "intend" or similar expressions. You should
understand that certain important factors, including those set forth in "Risk Factors" below and elsewhere in this
prospectus and the documents that we incorporate by reference into this prospectus, could affect our future results of
operations and could cause those results to differ materially from those expressed in our forward-looking statements.
In connection with these forward- looking statements, you should carefully review the risks set forth in this prospectus
and the documents we incorporate by reference into this prospectus.

THE COMPANY

8x8, Inc. and its subsidiaries (collectively, the "Company," or "we" ) develop and market communication technology
for internet protocol or, IP, telephony and video applications. 8x8 offers the Packet8 broadband telephone service (

www.packet8.net), consumer videophones, hosted iPBX solutions (through its subsidiary Centile, Inc., or "Centile"), and voice and video
semiconductors and related software (through its subsidiary Netergy Microelectronics, Inc., or Netergy). The Company was incorporated in
California in February 1987, and in December 1996 was reincorporated in Delaware. In August 2000, the Company changed its name from 8x8,
Inc. to Netergy Networks, Inc. The Company changed its name back to 8x8, Inc. in July 2001.

Our principal offices are located at 2445 Mission College Blvd., Santa Clara, California 95054 and our telephone
number is (408) 727-1885. Our web site is

Www.8x8.com.
RECENT DEVELOPMENTS

On November 13, 2003, 8x8 issued and sold approximately 1,860,000 shares of its common stock to certain
institutional investors at a price of $2.83 per share, resulting in gross proceeds of approximately $5.2 million. The
investors also received warrants to purchase approximately 1,860,000 shares of common stock at an exercise price of
$3.40 per share. On November 18, 2003, 8x8 announced that it was issuing and selling an additional 780,000 shares of
its common stock, at a price of $2.83 per share, to a subset of the investors that participated in the first closing on
November 13, resulting in additional gross proceeds of approximately $2.2 million. The investors participating in the
second closing received warrants to purchase approximately 780,000 shares of common stock at an exercise price of
$3.61 per share. The common stock and warrants were issued in private placements without registration under the
Securities Act of 1933, as amended, and may not be offered or sold in the United States absent registration or an
applicable exemption from registration requirements. We have agreed to file with the Securities and Exchange
Commission a registration statement to register the resale of the common stock and the shares of common stock
issuable upon exercise of the warrants. The proceeds from the sale of common stock and warrants are expected to be
used for general corporate purposes.
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On November 19, 2003, Netergy announced that Leadtek Research, Inc. had acquired Netergy's VIP1 video
semiconductor development effort. Under the terms of the acquisition agreement, Leadtek acquired the VIP1
development activities, key engineers, software tools and equipment. Revenues attributable to the transferred assets
were approximately $1.1 million during the fiscal year ended March 31, 2003, representing approximately 12% of
Netergy's revenues and 10.5% of 8x8's consolidated revenues for such period.

In July 2003, Centile sold its European subsidiary, Centile Europe SA (Centile Europe), to Sunleigh Investments Ltd.
(now Eurotel SAS, or Eurotel). Under the acquisition agreement, Eurotel was to pay a purchase price of €1,100,000, or
approximately $1,250,000, less any amounts withheld for pre-closing obligations, in installment payments ending
December 31, 2003. In October 2003, Centile received €400,000, or $460,000, of the purchase price. Centile does not
expect to collect the balance of the purchase price.

On November 7, 2003, we issued a press release announcing the new Packet8 Freedom Plan designed to give
customers unlimited worldwide calling to other Packet8 users and subscribers for a one time equipment purchase fee
and no monthly subscription.

On November 12, 2003, we issued a press release announcing the addition of advanced calling features to our Packet8
voice and video communications service. The new features that will be included in all Packet8 calling plans are call
waiting, call waiting caller ID, hold, call alternate and 3-way conferencing.

On November 17, 2003,we issued a press release announcing the immediate availability of three new Packet8 service
upgrades that will allow Packet8 subscribers to make unlimited international calls to major countries in Europe or
Asia for an additional $29.99 per month. The new plans include the Plus Europe and Plus Asia plans, as well as a
combination plan, Plus Euro-Asia, available for an additional $59.99 per month.

RISK FACTORS

Before you invest in our common stock, you should become aware of various risks, including those described below.
You should carefully consider these risk factors, together with all of the other information included in this prospectus,
including the documents incorporated in this prospectus by reference, before you decide whether to purchase shares of
our common stock. The risks set out below may not be exhaustive.

We have a history of losses and we are uncertain as to our future profitability.

We recorded an operating loss of approximately $1.6 million for the six months ended September 30, 2003 and we
ended the period with an accumulated deficit of $149 million. In addition, we recorded operating losses of $12
million, $10 million and $74.5 million for the fiscal years ended March 31, 2003, 2002 and 2001, respectively. We
expect that we will continue to incur operating losses for the foreseeable future, and such losses may be substantial.
We will need to generate significant revenue growth to achieve an operating profit. Given our history of fluctuating
revenues and operating losses, we cannot be certain that we will be able to achieve profitability on either a quarterly or
annual basis in the future.

We may not be able to maintain our listing on the Nasdaq SmallCap Market.

Our common stock trades on the Nasdaq SmallCap Market, which has certain compliance requirements for continued
listing of common stock.

During the last year, we moved from the Nasdaq National Market to the Nasdaq SmallCap Market, and we were
threatened with being delisted from Nasdaq altogether. In April 2002, we were notified by the Nasdaq staff that the
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bid price for our common stock must close at $1.00 per share or more for a minimum of ten consecutive trading days
during the ninety calendar day period ending July 9, 2002 or we might be delisted. As we were not in compliance
under the Nasdaq National Market minimum bid price listing standard by July 9, 2002, we transferred to and began
trading on the Nasdaq SmallCap Market on July 26, 2002. As a result of our transfer to the Nasdaq SmallCap Market,
our delisting determination was extended an additional ninety days until October 7, 2002. Although our common
stock did not achieve a closing bid price of $1.00 for at least ten consecutive trading days before October 7, 2002, we
met the initial listing criteria for the Nasdaq SmallCap Market as of October 7, 2002. As a result, we remained eligible
to be quoted on the Nasdaq SmallCap Market for an additional 180-calendar day grace period, which expired on April
7, 2003, subject to our compliance with the continued listing requirements during the extended grace period. On April
8, 2003, the Nasdagq staff notified us that we had been granted an additional ninety days, or until July 7, 2003 to regain
compliance with the minimum bid price listing standard. On July 11, 2003, the Nasdaq staff notified us that we had
not, by July 7, 2003, regained compliance with the minimum $1.00 closing bid price per share requirement, as set
forth in Marketplace Rule 4310(c)(4), and that, accordingly, our securities would be subject to delisting from The
Nasdaq SmallCap Market at the opening of business on July 22, 2003. Furthermore, we were notified by the Nasdaq
Staff that we are not in compliance with Marketplace Rule 4310(c)(2)(B), which requires that we have a minimum of
$2,500,000 in stockholders' equity or $35,000,000 market value of listed securities or $500,000 of net income from
continuing operations for the most recently completed fiscal year (or two of the three most recently completed fiscal
years). In September 2003, we were notified by the Nasdaq staff that we had fully regained compliance with the
Nasdaq SmallCap Market's continued listing requirements.

If our minimum closing bid price per share falls below $1.00 for a period of 30 consecutive business days in the
future, we may again be subject to delisting procedures. As of the close of business on October 8, 2003, our common
stock had a closing bid price of $1.40 per share. We must also meet additional continued listing requirements
contained in Nasdaq Marketplace Rule 4310(c)(2)(b), which requires that we have a minimum of $2,500,000 in
stockholders' equity or $35,000,000 market value of listed securities or $500,000 of net income from continuing
operations for the most recently completed fiscal year (or two of the three most recently completed fiscal years). As of
October 23, 2003, based on our closing price as of that day, the market value of our securities approximated
$45,000,000 and we were in compliance with Nasdaq Marketplace Rule 4310(c)(2)(b). There can be no assurance that
we will continue to meet the continued listing requirements.

Delisting could reduce the ability of our shareholders to purchase or sell shares as quickly and as inexpensively as
they have done historically. For instance, failure to obtain listing on another market or exchange may make it more
difficult for traders to sell our securities. Broker-dealers may be less willing or able to sell or make a market in our
common stock. Not maintaining a listing on a major stock market may:

e result in a decrease in the trading price of our common stock;

¢ lessen interest by institutions and individuals in investing in our common stock;
® make it more difficult to obtain analyst coverage; and

® make it more difficult for us to raise capital in the future.

Our stock price has been highly volatile.

The market price of the shares of our common stock has been and is likely to be highly volatile. It may be
significantly affected by factors such as:

® actual or anticipated fluctuations in our operating results;

e announcements of technical innovations;

® Joss of key personnel;

® new products or new contracts by us, our competitors or their customers;

e developments with respect to patents or proprietary rights, general market conditions, changes in financial estimates by securities
analysts, and other factors which could be unrelated to, or outside our control; and

e the potential delisting of our common stock.
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The stock market has from time to time experienced significant price and volume fluctuations that have particularly
affected the market prices for the common stocks of technology companies and that have often been unrelated to the
operating performance of particular companies. These broad market fluctuations may adversely affect the market price
of our common stock. In the past, following periods of volatility in the market price of a company's securities,
securities class action litigation has often been initiated against the issuing company. If our stock price is volatile, we
may also be subject to such litigation. Such litigation could result in substantial costs and a diversion of management's
attention and resources, which would disrupt business and could cause a decline in our operating results. Any
settlement or adverse determination in such litigation would also subject us to significant liability.

If we fail to maintain effectiveness of a registration statement for the resale of shares of our common stock issued in
connection with the redemption of our previously outstanding convertible debt, we may be forced to pay a cash
penalty or redeem all or a portion of the shares, causing our business to suffer.

Under the terms of a registration rights agreement we entered into in connection with the redemption of our
outstanding convertible debt, we agreed to register the 1,000,000 shares of our common stock issued to the former
note holders for resale. If we fail to maintain the effectiveness of the registration statement through December 2003,
we may be required to pay cash penalties and may be required to redeem all or a portion of the shares of common
stock held by the former note holders. Under the agreement, the redemption price would be the higher of $0.898 or the
market price of our common stock at the time of the redemption. If we are required to pay a cash penalty or to redeem
any of the shares, this will deplete our cash reserves, which may cause significant harm to our business, results of
operations and financial condition.

The growth of our business and our future profitability depends on future IP telephony revenue.

On a going-forward basis, we will be devoting more of our resources to the promotion of our Packet8 service than to
our Netergy semiconductor business and our Centile iPBX business. As such, our future growth and profitability will
be dependent on revenue from our Packet8 service, as opposed to revenue from Netergy and Centile, which have
historically accounted for a substantial portion of the Company's consolidated revenues.

Netergy's revenues represented approximately 88% and 91%, respectively, of the Company's consolidated revenues
for fiscal 2003 and 2002. However, Netergy's revenues have not been sufficient to profitably operate the Netergy
business. Therefore, we have begun to reduce the scope of Netergy's operations. During the quarter ended June 30,
2003, we completed the end end-of of-life of Netergy's legacy videoconferencing semiconductor products. In
November 2003, Netergy sold its VIP1 video semiconductor development effort to Leadtek Research, Inc. Under the
terms of the acquisition agreement, Leadtek acquired the VIP1 development activities, key engineers, software tools
and equipment. Revenues attributable to this development effort were approximately $1.1 million during the fiscal
year ended March 31, 2003, representing approximately 12% of Netergy's revenues and 10.5% of 8x8's consolidated
revenues for such period. As a result of the transfer of this development effort to Leadtek, this development revenue
will disappear. Netergy remains a continuing operation and will continue to generate revenue in the future, although
we expect the amounts to decrease, both on an absolute basis and as percentage of 8x8's consolidated revenues.

Centile's revenues represented approximately 8% and 2% of the Company's consolidated revenues for fiscal 2003 and
2002, respectively. In July 2003, Centile sold its European subsidiary, Centile Europe S.A., and licensed, on a
non-exclusive basis, its IPBX technology to the purchaser.

We have only been selling our Packet8 service for a limited period and there is no guarantee that Packet8 will gain
broad market acceptance.

We have only been selling our Packet8 service since November 2002. Given our limited history with offering this
product, there are many difficulties that we may encounter, including regulatory hurdles, discussed below, and other
problems that we may not anticipate. To date, we have not generated significant revenue from the sale of our IP
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telephony products and services, including our Packet8 service, and there is no guarantee that we will be successful in
generating significant revenues or achieving profitability. If we are not able to generate significant revenues selling
into the IP telephony market, our business and operating results would be seriously harmed.

The success of our Packet8 service is dependent on the growth and public acceptance of IP telephony.

The success of our Packet8 voice and video communications service is dependent upon future demand for IP
telephony systems and services. In order for the IP telephony market to continue to grow, several things need to occur.
Telephone service providers must continue to invest in the deployment of high speed broadband networks to
residential and commercial customers. IP networks must improve quality of service for real-time communications,
managing effects such as packet jitter, packet loss, and unreliable bandwidth, so that toll- quality service can be
provided. IP telephony equipment and services must achieve a similar level of reliability that users of the public
switched telephone network have come to expect from their telephone service. IP telephony service providers must
offer cost and feature benefits to their customers that are sufficient to cause the customers to switch away from
traditional telephony service providers. If any or all of these factors fail to occur, our business may not grow.

Our business has been adversely affected by the downturn in the telecommunications industry and these developments
will continue to impact our revenues and operating results.

Through the end of 2000, the telecommunications market was experiencing rapid growth spurred by a number of
factors including deregulation in the industry, entry of a large number of new emerging service providers, growth in
data traffic and the availability of significant capital from the financial markets. In 2001, the telecommunications
industry began a reversal of some of these trends, marked by a dramatic reduction in current and projected future
capital expenditures by service providers, financial difficulties and, in some cases, bankruptcies experienced by
emerging service providers, as well as a sharp contraction in the availability of capital. These conditions caused a
substantial reduction in demand for telecommunications equipment and related software, which has had a resulting
impact on demand for Netergy's IP telephony semiconductor and software products and for Centile's hosted iPBX
solution. If our current or potential customers are forced to defer or further curtail their capital spending programs,
sales of our hosted iPBX product and Packet8 service to telecommunication service providers and sales of our IP
telephony semiconductors to manufacturers of telecommunication equipment may continue to be adversely affected,
which would negatively impact our business, financial condition, and results of operations. In addition, many of the
industries in which telecommunication service providers operate have experienced consolidation. The loss of one or
more of our current or potential telecommunication service provider or telecommunication equipment OEM
customers, through industry consolidation or otherwise, could reduce or eliminate our sales to such a customer and
consequently harm our business, financial condition, and results of operations.

We expect the developments described above to continue to affect our business for at least the next several quarters in
the following manner:

® our ability to accurately forecast revenue will be diminished;

® our revenues could be reduced; and

® our losses may increase because operating expenses are largely based on anticipated revenue trends and a high percentage of our
expenses are and will continue to be fixed in the short-term.

Our business, operating results and financial condition could be materially and adversely impacted by any one or a
combination of the above.

Our future operating results may not follow past or expected trends due to many factors and any of these could cause
our stock price to fall.

Our historical operating results have fluctuated significantly and will likely continue to fluctuate in the future, and a
decline in our operating results could cause our stock price to fall. On an annual and a quarterly basis, there are a
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number of factors that may affect our operating results, many of which are outside our control. These include, but are
not limited to:

® changes in market demand;

e the timing of customer orders;

e competitive market conditions;

® lengthy sales cycles and/or regulatory approval cycles;
® new product introductions by us or our competitors;
® market acceptance of new or existing products;

o the cost and availability of components;

® the mix of our customer base and sales channels;

e the mix of products sold;

¢ the management of inventory;

o the level of international sales;

e continued compliance with industry standards; and
® general economic conditions.

Our gross margin is affected by a number of factors including product mix, the recognition of license and other
revenues for which there may be little or no corresponding cost of revenues, product pricing, the allocation between
international and domestic sales, the percentages of direct sales and sales to resellers, and manufacturing and
component costs. The markets for our products are characterized by falling average selling prices. We expect that, as a
result of competitive pressures, our product end of life announcement, and other factors, gross profit as a percentage
of revenue for our videoconferencing semiconductor products will continue to decrease. Average selling prices
realized to date for our IP telephony semiconductors have been lower than those historically attained for our
videoconferencing semiconductor products, resulting in lower gross margins. In the likely event that we encounter
significant price competition in the markets for our products, we could be at a significant disadvantage compared to
our competitors, many of whom have substantially greater resources, and therefore may be better able to withstand an
extended period of downward pricing pressure.

Variations in timing of sales may cause significant fluctuations in future operating results. Because a significant
portion of our business may be derived from orders placed by a limited number of large customers, including original
equipment manufacturers, the timing of such orders can cause significant fluctuations in our operating results.
Anticipated orders from customers may fail to materialize. Delivery schedules may be deferred or canceled for a
number of reasons, including changes in specific customer requirements or economic conditions. The adverse impact
of a shortfall in our revenues may be magnified by our inability to adjust spending to compensate for such shortfall.
Announcements by our competitors or us of new products and technologies could cause customers to defer purchases
of our existing products, which would also have a material adverse effect on our business and operating results. As a
result of these and other factors, it is likely that in some or all future periods our operating results will be below the
expectations of investors, which would likely result in a significant reduction in the market price of our common
stock.

We depend on purchase orders from key customers and failure to receive significant purchase orders in the future
would cause a decline in our operating results.

Historically, a significant portion of our sales has been to relatively few customers, although the composition of these
customers has varied. Revenues from our ten largest customers for the quarters ended September 30, 2003 and 2002,
accounted for approximately 86% and 81%, respectively, of total revenues in each quarter. Revenues from our ten
largest customers for the fiscal years ended March 31, 2003, 2002 and 2001, accounted for approximately 62%, 73%
and 48%, respectively, of total revenues. Substantially all of our product sales have been made, and are expected to
continue to be made, on a purchase order basis. None of our customers has entered into a long-term agreement
requiring it to purchase our products. In the future, we will need to gain purchase orders for our products to earn
additional revenue. Further, substantially all of our license and other revenues are nonrecurring.
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The IP telephony market is subject to rapid technological change and we depend on new product introduction in order
to maintain and grow our business.

IP telephony is an emerging market that is characterized by rapid changes in customer requirements, frequent
introductions of new and enhanced products, and continuing and rapid technological advancement. To compete
successfully in this emerging market, we must continue to design, develop, manufacture, and sell new and enhanced
semiconductor and IP telephony software products and services that provide increasingly higher levels of performance
and reliability at lower cost. These new and enhanced products must take advantage of technological advancements
and changes, and respond to new customer requirements. Our success in designing, developing, manufacturing, and
selling such products and services will depend on a variety of factors, including:

e the identification of market demand for new products;

e the scalability of our IP telephony software products;

e product and feature selection;

e timely implementation of product design and development;
® product performance;

e cost-effectiveness of products under development;

o effective manufacturing processes; and

® success of promotional efforts.

Additionally, we may also be required to collaborate with third parties to develop our products and may not be able to
do so on a timely and cost-effective basis, if at all. We have in the past experienced delays in the development of new
products and the enhancement of existing products, and such delays will likely occur in the future. If we are unable,
due to resource constraints or technological or other reasons, to develop and introduce new or enhanced products in a
timely manner, if such new or enhanced products do not achieve sufficient market acceptance, or if such new product
introductions decrease demand for existing products, our operating results would decline and our business would not
grow.

The long and variable sales and deployment cycles for our IP telephony products may cause our revenue and operating
results to vary.

Our IP telephony software and semiconductor products, including our hosted iPBX, Packet8 service and our Audacity
family of semiconductors, have lengthy sales cycles, and we may incur substantial sales and marketing expenses and
expend significant management effort without making a sale. A customer's decision to purchase our products often
involves a significant commitment of its resources and a lengthy product evaluation and qualification process. We do
not possess the capital infrastructure required to invest in extensive marketing or advertising campaigns that may be
required in order to sell these products. In addition, the length of our sales cycles will vary depending on the type of
customer to whom we are selling and the product being sold. Even after making the decision to purchase our products,
our customers may deploy our products slowly. Timing of deployment can vary widely and will depend on various
factors, including:

e the size of the network deployment;

® the complexity of our customers' network environments;

® our customers' skill sets;

e the hardware and software configuration and customization necessary to deploy our products; and
® our customers' ability to finance their purchase of our products.

As aresult, it is difficult for us to predict the quarter in which our customers may purchase our IP telephony products,
and our revenue and operating results may vary significantly from quarter to quarter.

We need to retain key personnel to support our products and ongoing operations.

The development and marketing of our IP telephony products will continue to place a significant strain on our limited
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personnel, management, and other resources. While the pace of economic growth in the San Francisco Bay Area
(where our corporate headquarters are located) has slowed, competition for highly-skilled engineering, sales,
marketing, and support personnel has remained strong. Our future success depends upon the continued services of our
executive officers and other key employees who have critical industry experience and relationships that we rely on to
implement our business plan. None of our officers or key employees are bound by employment agreements for any
specific term. The loss of the services of any of our officers or key employees could delay the development and
introduction of, and negatively impact our ability to sell our products which could adversely affect our financial
results and impair our growth. We currently do not maintain key person life insurance policies on any of our
employees.

We depend on contract manufacturers to manufacture substantially all of our products, and any delay or interruption
in manufacturing by these contract manufacturers would result in delayed or reduced shipments to our customers and
may harm our business.

We outsource the manufacturing of our semiconductor products to independent foundries and as such do not have
internal manufacturing capabilities to meet our customers' demands. We have shifted the manufacture of our voice
over IP semiconductors to an affiliate of STMicroelectronics NV, or STM, from Taiwan Semiconductor
Manufacturing Corporation, or TSMC. STM or its contract manufacturer, TSMC, will be the sole manufacturer of our
semiconductor products. Furthermore, to the extent TSMC is utilized, Taiwan is always subject to geological or
geopolitical disturbances that could instantly cut off such supply. We also rely on other third party manufacturers for
packaging and testing of our semiconductors.

We do not have long-term purchase agreements with our contract manufacturers or our component suppliers. There
can be no assurance that our subcontract manufacturers will be able or willing to reliably manufacture our products, in
volumes, on a cost-effective basis or in a timely manner. For our semiconductor products, the time to port our
technology to another foundry, the time to qualify the new versions of product, and the cost of this effort as well as the
tooling associated with wafer production would have a material adverse effect on our business, operating results, and
financial condition. For our consumer videophones, IP telephones and media hub devices that are used with our hosted
iPBX and Packet8 voice and video IP telephone service, we rely on the availability of these semiconductor products.
These devices are also sourced solely from certain overseas contract manufacturers and partners, and are not available
from any other manufacturer.

We may not be able to manage our inventory levels effectively, which may lead to inventory obsolescence that would
force us to lower our prices.

Our products have lead times of up to several months, and are built to forecasts that are necessarily imprecise.
Because of our practice of building our products to necessarily imprecise forecasts, it is likely that, from time to time,
we will have either excess or insufficient product inventory. Excess inventory levels would subject us to the risk of
inventory obsolescence and the risk that our selling prices may drop below our inventory costs, while insufficient
levels of inventory may negatively affect relations with customers. For instance, our customers rely upon our ability to
meet committed delivery dates, and any disruption in the supply of our products could result in legal action from our
customers, loss of customers or harm to our ability to attract new customers. Any of these factors could have a
material adverse effect on our business, operating results, and financial condition.

If our products do not interoperate with our customers' networks, orders for our products will be delayed or canceled
and substantial product returns could occur, which could harm our business.

Many of the potential customers for our hosted iPBX product and Packet8 voice and video communications service
have requested that our products and services be designed to interoperate with their existing networks, each of which
may have different specifications and use multiple standards. Our customers' networks may contain multiple
generations of products from different vendors that have been added over time as their networks have grown and
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evolved. Our products must interoperate with these products as well as with future products in order to meet our
customers' requirements. In some cases, we may be required to modify our product designs to achieve a sale, which
may result in a longer sales cycle, increased research and development expense, and reduced operating margins. If our
products do not interoperate with existing equipment or software in our customers' networks, installations could be
delayed, orders for our products could be canceled or our products could be returned. This could harm our business,
financial condition, and results of operations. Our Packet8 service depends on the availability of third party network
service providers that provide telephone numbers and PSTN call termination and origination services for our
customers. Many of these network service providers are financially affected by the downturn in the
telecommunications industry and may be forced to terminate the services that we depend on. The time to interface our
technology to another network service provider, if available, and qualify this new service could have a material
adverse effect on our business, operating results, and financial condition.

We may have difficulty identifying the source of the problem when there is a problem in a network.

Our hosted iPBX and Packet8 IP service must successfully integrate with products from other vendors, such as
gateways to traditional telephone systems. As a result, when problems occur in a network, it may be difficult to
identify the source of the problem. The occurrence of hardware and software errors, whether caused by our hosted
iPBX solution, Packet8 service or another vendor's products, may result in the delay or loss of market acceptance of
our products and any necessary revisions may force us to incur significant expenses. The occurrence of some of these
types of problems may seriously harm our business, financial condition and results of operations.

Intense competition in the markets in which we compete could prevent us from increasing or sustaining our revenue
and prevent us from achieving profitability

We expect our competitors to continue to improve the performance of their current products and introduce new
products or new technologies. If our competitors successfully introduce new products or enhance their existing
products, this could reduce the sales or market acceptance of our products and services, increase price competition or
make our products obsolete. To be competitive, we must continue to invest significant resources in research and
development, sales and marketing, and customer support. We may not have sufficient resources to make these
investments or to make the technological advances necessary to be competitive, which in turn will cause our business
to suffer.

In addition, our focus on developing a range of technology products, including semiconductors and related embedded
software, hosted iPBX solutions, and the Packet8 service products, places a significant strain on our research and
development resources. Competitors that focus on one aspect of technology, such as software or semiconductors, may
have a considerable advantage over us. In addition, many of our current and potential competitors have longer
operating histories, are substantially larger, and have greater financial, manufacturing, marketing, technical, and other
resources. For example, certain competitors in the market for our semiconductor products maintain their own
semiconductor foundries and may therefore benefit from certain capacity, cost and technical advantages. Many also
have greater name recognition and a larger installed base of products than we have. Competition in our markets may
result in significant price reductions. As a result of their greater resources, many current and potential competitors
may be better able than us to initiate and withstand significant price competition or downturns in the economy. There
can be no assurance that we will be able to continue to compete effectively, and any failure to do so would harm our
business, operating results, and financial condition.

If we do not develop and maintain successful partnerships for IP telephony products, we may not be able to
successfully market our solutions.

We are entering into new market areas and our success is partly dependent on our ability to forge new marketing and

engineering partnerships. IP telephony communication systems are extremely complex and few, if any, companies
possess all the required technology components needed to build a complete end to end solution. We will likely need to
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enter into partnerships to augment our development programs and to assist us in marketing complete solutions to our
targeted customers. We may not be able to develop such partnerships in the course of our product development. Even
if we do establish the necessary partnerships, we may not be able to adequately capitalize on these partnerships to aid
in the success of our business.

Inability to protect our proprietary technology or our infringement of a third party's proprietary technology would
disrupt our business.

We rely in part on trademark, copyright, and trade secret law to protect our intellectual property in the United States
and abroad. We seek to protect our software, documentation, and other written materials under trade secret and
copyright law, which afford only limited protection. We also rely in part on patent law to protect our intellectual
property in the United States and internationally. We hold fifty-four United States patents and have a number of
United States and foreign patent applications pending. We cannot predict whether such pending patent applications
will result in issued patents. We may not be able to protect our proprietary rights in the United States or internationally
(where effective intellectual property protection may be unavailable or limited), and competitors may independently
develop technologies that are similar or superior to our technology, duplicate our technology or design around any
patent of ours. We have in the past licensed and in the future expect to continue licensing our technology to others;
many of who are located or may be located abroad. There are no assurances that such licensees will protect our
technology from misappropriation. Moreover, litigation may be necessary in the future to enforce our intellectual
property rights, to determine the validity and scope of the proprietary rights of others, or to defend against claims of
infringement or invalidity. Such litigation could result in substantial costs and diversion of management time and
resources and could have a material adverse effect on our business, financial condition, and operating results. Any
settlement or adverse determination in such litigation would also subject us to significant liability.

There has been substantial litigation in the semiconductor, electronics, and related industries regarding intellectual
property rights, and from time to time third parties may claim infringement by us of their intellectual property rights.
Our broad range of technology, including systems, digital and analog circuits, software, and semiconductors, increases
the likelihood that third parties may claim infringement by us of their intellectual property rights. If we were found to
be infringing on the intellectual property rights of any third party, we could be subject to liabilities for such
infringement, which could be material. We could also be required to refrain from using, manufacturing or selling
certain products or using certain processes, either of which could have a material adverse effect on our business and
operating results. From time to time, we have received, and may continue to receive in the future, notices of claims of
infringement, misappropriation or misuse of other parties' proprietary rights. There can be no assurance that we will
prevail in these discussions and actions or that other actions alleging infringement by us of third party patents will not
be asserted or prosecuted against the Company.

We rely upon certain technology, including hardware and software, licensed from third parties. There can be no
assurance that the technology licensed by us will continue to provide competitive features and functionality or that
licenses for technology currently utilized by us or other technology which we may seek to license in the future will be
available to us on commercially reasonable terms or at all. The loss of, or inability to maintain existing licenses could
result in shipment delays or reductions until equivalent technology or suitable alternative products could be
developed, identified, licensed and integrated, and could harm our business. These licenses are on standard
commercial terms made generally available by the companies providing the licenses. The cost and terms of these
licenses individually are not material to our business.

The failure of IP networks to meet the reliability and quality standards required for voice and video communications
could render our products obsolete.

Circuit-switched telephony networks feature very high reliability, with a guaranteed quality of service. In addition,

such networks have imperceptible delay and consistently satisfactory audio quality. Emerging broadband IP networks,
such as LANs, WAN:Ss, and the internet, or emerging last mile technologies such as cable, digital subscriber lines, and
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wireless local loop, may not be suitable for telephony unless such networks and technologies can provide reliability
and quality consistent with these standards.

Our products must comply with industry standards, FCC regulations, state, country-specific and international
regulations, and changes may require us to modify existing products.

In addition to reliability and quality standards, the market acceptance of telephony over broadband IP networks is
dependent upon the adoption of industry standards so that products from multiple manufacturers are able to
communicate with each other. Our IP telephony products rely heavily on standards such as SIP, H.323, MGCP and
Megaco to interoperate with other vendors' equipment. There is currently a lack of agreement among industry leaders
about which standard should be used for a particular application, and about the definition of the standards themselves.
These standards, as well as audio and video compression standards, continue to evolve. We also must comply with
certain rules and regulations of the Federal Communications Commission (FCC) regarding electromagnetic radiation
and safety standards established by Underwriters Laboratories, as well as similar regulations and standards applicable
in other countries. Standards are continuously being modified and replaced. As standards evolve, we may be required
to modify our existing products or develop and support new versions of our products. The failure of our products to
comply, or delays in compliance, with various existing and evolving industry standards could delay or interrupt
volume production of our IP telephony products, which would have a material adverse effect on our business,
financial condition and operating results.

Future legislation or regulation of the internet and/or voice and video over IP services could restrict our business,
prevent us from offering service or increase our cost of doing business.

At present there are few laws, regulations or rulings that specifically address access to or commerce on the internet,
including IP telephony. We are unable to predict the impact, if any, that future legislation, legal decisions or
regulations concerning the internet may have on our business, financial condition, and results of operations.
Regulation may be targeted towards, among other things, assessing access or settlement charges, imposing taxes
related to internet communications, imposing tariffs or regulations based on encryption concerns or the characteristics
and quality of products and services, imposing regulations and requirements related to the handling of emergency 911
services, any of which could restrict our business or increase our cost of doing business. The increasing growth of the
broadband IP telephony market and popularity of broadband IP telephony products and services heighten the risk that
governments or other legislative bodies will seek to regulate broadband IP telephony and the internet. In addition,
large, established telecommunication companies may devote substantial lobbying efforts to influence the regulation of
the broadband IP telephony market, which may be contrary to our interests.

Many regulatory actions are underway or are being contemplated by federal and state authorities, including the
Federal Communications Commission, or FCC, and other state regulatory agencies. The FCC is expected to initiate a
notice of public rule-making in late 2003 or early 2004 to gather public comment on the appropriate regulatory
environment for IP telephony. There is risk that a regulatory agency requires us to conform to rules that are unsuitable
for IP communications technologies, or rules that cannot be complied with due to the nature and efficiencies of IP
routing, or are unnecessary or unreasonable in light of the manner in which Packet8 offers service to its customers. It
is not possible to separate the Internet, or any service offered over it, into intrastate and interstate components. While
suitable alternatives may be developed in the future, the current IP network does not enable us to identify the
geographic nature of the traffic traversing the Internet. There is also risk that specific E911 requirements imposed by a
regulatory agency may impede our ability to offer service in a manner that conforms to these requirements. While we
are developing technologies that seek to provide access to emergency services in conjunction with our IP
communications offerings, the existing requirements, which are tethered to and dependent upon the legacy PSTN
network, neither work in an IP environment nor take advantage of the significantly enhanced capabilities of the IP
network.
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The effects of federal or state regulatory actions could have a material adverse effect on our business, financial
condition and operating results.

Increasing interest by U.S. states in the regulation of voice over IP services could result in laws or regulatory actions
that harm our business.

Several states have recently shown an interest in regulating the voice over IP, or VoIP, services, as they do for
providers of traditional telephone service. If this trend continues, and if state regulation is not preempted by action by
the U.S. federal government, we may become subject to a "patchwork quilt" of state regulations and taxes, which
would increase our costs of doing business, and adversely affect our operating results and future prospects.

We have already been contacted by several state regulatory authorities regarding our Packet8 service. On September
11, 2003, we received a letter from the Public Service Commission of Wisconsin (the "WPSC") notifying us that the
WPSC believes that we, via our Packet8 voice and video communications service, are offering intrastate
telecommunications services in the state of Wisconsin without certification of the WPSC. According to the WPSC's
letter, it believes that we cannot legally provide Packet8-based resold intrastate services in Wisconsin without
certification of the WPSC. In addition, the Commission believes that Packet8 bills for intrastate services to Wisconsin
customers are void and not collectible. The letter also states that if we do not obtain certification to offer intrastate
telecommunications services, the matter will be referred to the State of Wisconsin Attorney General for enforcement
action. The letter also states that even if the Company were certified by the WPSC, the previous operation without
certification may still subject the Company to referral to the State of Wisconsin Attorney General for enforcement
action and possible forfeitures. We consulted with counsel and have responded to the WPSC and disputed their
assertions. While we do not believe that the potential amounts of any forfeitures would be material to us, if we are
subject to an enforcement action, we may become subject to liabilities and may incur expenses that adversely effect
our results of operations.

On September 17, 2003, we were contacted by the Ohio Public Utilities Commission ("OPUC") and asked to respond
to a questionnaire on Voice over IP technologies that the OPUC is conducting. The OPUC inquired as to the nature of
our service, how it is provided, and to what Ohio residents the service is made available. The questionnaire did not
contain any assertions regarding the legality of the Packet8 service under Ohio law or any statements as to whether the
OPUC believes we are subject to regulation by the state of Ohio. We responded to this questionnaire on October 20,
2003.

On September 22, 2003, we also received a letter from the California Public Utilities Commission ("CPUC"). The
correspondence alleges that we are offering intrastate telecommunications services for profit in California without
having received formal certification from the CPUC to provide such service. The CPUC also requested that we file an
application with the CPUC for authority to conduct business as a telecommunications utility no later than October 22,
2003. We consulted with regulatory counsel and have responded to the CPUC and disputed their assertions and did
not file the requested application. In our response to the state of California, we disagreed with the CPUC's
classification of us as a telephone corporation under the California Public Utilities Code. The letter from the CPUC
did not indicate, and we cannot predict, what any potential penalties or consequences in failing to obtain certification
might be. If we are subjected to penalties, or if we are required to comply with CPUC regulations affecting
telecommunications service providers, our business may be adversely affected. On November 13, 2003, the CPUC
held a hearing in San Francisco to hear testimony from CPUC staff and industry representatives regarding what course
of action the CPUC should take with respect to Internet telephony. A representative from 8x8 attended the hearing.
Following the hearing, the CPUC met in closed session, but has made no announcement regarding its course of action
or deliberations.

Potential regulation of internet service providers could adversely affect our operations.
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To date, the FCC has treated internet service providers as data service providers. Information service providers are
currently exempt from federal and state regulations governing common carriers, including the obligation to pay access
charges and contribute to the universal service fund. The FCC is currently examining the status of internet service
providers and the services they provide. If the FCC were to determine that internet service providers, or the services
they provide, are subject to FCC regulation, including the payment of access charges and contribution to the universal
service funds, it could have a material adverse effect on our business, financial condition and operating results.

There may be risks associated with the lack of 911 emergency dialing with Packet8 service.

We market the Packet8 voice and video communications service to our residential customers as a secondary line
service, not a primary line service. We do not encourage our residential customers to use Packet8 as their only
telephone service, due to the fact that the IP dialtone service is only as reliable as a customer's underlying data service
(which is not provided by 8x8). We do not allow these customers to port their existing switched telephone numbers to
our service, further discouraging them from using Packet8 as a replacement for their current telephone. We play a
recorded message to any of our customers who dial 911 from phones connected to the Packet8 service instructing
them to hang up and either dial their local police/fire department directly from the phone on the Packet8 service, or to
dial 911 from a phone connected to the traditional telephone network. However, there may be a risk of liability or
future regulatory action with respect to the inability of customers to access local 911 emergency services from a
telephone connected to Packet8 service.

To date, the Federal Communications Commission (FCC) has not classified any interstate IP telephony service
provider as a "telecommunications carrier," preferring instead to permit the nascent industry to grow. Under current
federal law, providers of "information services" do not incur obligations to participate in 911 and E911 emergency
calling sy