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May 17, 2011 Cash Coming In To Resolve Going Concern Issue,
MARKET DATA A Prelude To An Exchange Uplisting
Share Price: 2.20
Market Cap: 217.40 M
52wk Range: 1.49—3.60 Key Updates . . -
Ave. Volume: 175,000 Revenue for the first quarter declined 14.4%, to $8.5 million, or 13.3%
Basic S/O: 98.82 M | adjusted for currency changes. The decrease was due to a $1.9 million
Diluted S/d 161 '93 v | decline in the Company’s landline business, which was partially offset
Float: ' 46.18 M | bY @ 67% increase, to $1.6 million, in the higher margin Mobile and Se-
Institﬁtional %: ' N/A | curity Solutions business. The growth in this segment was due to initial
Insider %: ' 129, | fees from migrations in Spain and the mobile platform contract in the
' Middle East. The Company has signed an agreement Cleartech to be-
FINANCIAL DATA (mrq) come its Mobile Virtual Network enabler in Brazil and provide infrastruc-
Cash: 436 M | ture services. We believe that the higher margin revenue from Mobile
ST Débt' 0'87 M | and Security solutions could generate $6 million in revenue for the
LT Debt:. 0:48 v | fourth quarter, split between the MVNO and ValidSoft segments.
Book Value: 34.65M | The cost of service decreased 19%, to $7.6 million, or 94% of revenue.
EBITDA (ttm): (8.70) M | The percentage should decline throughout this year as the percentage
CFFO (ttm): N/A | contribution of revenue from higher margin services increases. Cash
SG&A increased $1.5 million, or 82%, with roughly 64.5% of the in-
Auditor: BDO USA, LLP | crease due to the inclusion of ValidSoft in the results and 17% due to
USD 2010A 2011e 2012e 2013e | Increased staffing. Non-cash compensation was $1.1 million. The net
loss for the quarter was $4.7 million, or $0.07 per share, versus $12.3
Revenue (in Millions) million, or $0.25 per share in the year ago period.
March 9.94 8.51A 17.08 46.72 | The Company plans to improve the liquidity of its common stock by list-
ing on one of the exchanges by the end of second quarter, which will
June 9.67 8.61 2210 | 79.55 require it to resolve the going concern issue. About $8 to $10 million in
Sept 9.04 10.90 26.12 128.65 | cash has come in from the exercise of the warrants thus far and if nec-
essary, ETAK’s largest investor, QAT, will exercise enough warrants to
Dec 8.51 1410  34.93 168.45 | ., erthe remainder. The burn rate today is about $800,000.
REV 3717 4211 100.22 423.36
Valuation
F/S 6.78 043 2.27 0.56 We are maintaining our Buy rating and $8.00 target price on Elephant
Talk Communications, Inc. Our target price is based upon a P/E multi-
Diluted EPS ple of 25 times our 2013 earnings estimate of $0.63 per diluted share
discounted two years at a rate of 40% to reflect the uncertainty and tim-
March  (0.06) (0.05)A (0.02)  0.05 ing of ValidSoft’'s contribution to earnings and the timing of the mobile
June (0.10)  (0.05) 0.00 0.11 solutions ramp up. We believe there could be significant upside to our
Sept (0.07)  (0.04) 0.01 0.20 2013 estimates if ValidSoft becomes successful in the United States
P ' ' ' ' market.
Dec (0.06) (0.03) 0.03 0.26
EPS (028) (0.18) 004 063 | Business Summary , _
Elephant Talk is an international provider of business software and ser-
FP/E N/A N/A NA 359 vices to the telecom and financial services industries. The Company’s
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telecom services include landline network outsourcing and mobile vir-
tual network enabling (MVNE) in Europe and Asia. It also offers a suite
of fraud prevention and security solutions through its ValidSoft subsidi-
ary, which has begun working with Visa Europe.

PLEASE SEE PAGES 5 & 6 FOR IMPORTANT DISCLOSURES



Elephant Talk Communications, Inc. Update - 05/17/11

COMPANY OVERVIEW

Q1 Results

Revenue for the first quarter declined 14.4%, to $8.5 million, or 13.3% adjusted for currency changes.
The decrease was due to a $1.9 million decline in the Company’s landline business, which was partially
offset by a 67% increase, to $1.6 million, in the higher margin Mobile and Security Solutions business.
The growth in this segment was due to initial fees from migrations in Spain and the mobile platform con-
tract in the Middle East. The Company has signed an agreement Cleartech to become its Mobile Virtual
Network enabler in Brazil and provide infrastructure services. The Company also has targeted other
mobile markets in Mexico, Columbia and Turkey. ValidSoft is working with a European governmental
agency to improve the unemployment system through recipient verification, with a live trial to commence
in Q2:11. ValidSoft has attracted interest from other jurisdictions throughout Europe and is in advanced
discussions with a financial institution in Mexico concerning Internet banking. The Company is also in
commercial discussions with a major international financial institution concerning a ValidSoft solution for
credit card provision. We believe that the higher margin revenue from Mobile and Security solutions
could generate $6 million in revenue for the fourth quarter, split between the MVNO and ValidSoft seg-
ments.

The cost of service decreased 19%, to $7.6 million, or 94% of revenue. Approximately $120,000 of the
decrease was due to the favorable impact of currency translation. The percentage should decline
throughout this year as the percentage contribution of revenue from higher margin services increases.
Cash SG&A increased $1.5 million, or 82%, with roughly 64.5% of the increase due to the inclusion of
ValidSoft in the results and 17% due to increased staffing. Non-cash compensation was $1.1 million.
The net loss for the quarter was $4.7 million, or $0.07 per share, versus $12.3 million, or $0.25 per
share in the year ago period.

Uplisting
The Company plans to improve the liquidity of its common stock by listing on one of the exchanges by
the end of second quarter, which will require it to resolve the going concern issue. About $8 to $10 mil-
lion in cash has come in from the exercise of the warrants thus far and if necessary, ETAK’s largest in-
vestor, QAT, will exercise enough warrants to cover the remainder. The burn rate today is about
$800,000.

Model Update

We are adjusting our 2011 revenue estimate from $46.4 million to $42.1 million and reducing our EPS
estimate from a loss of $0.08 per share to loss of $0.18 per share to reflect lower revenue from the low
margin landline business. Despite the reduced landline estimates, the higher gross margins going for-
ward resulted in an increase in 2012 EPS from a loss of $0.01 per share to a gain of $0.04 per share,
while 2013 EPS stayed at $0.63 per share.
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Elephant Talk Communications, Inc. Update - 05/17/11

RISKS

History of Losses
The Company has incurred significant losses in the past and there are no assurances it will be success-
ful in ramping up operations for its MVNE and ValidSoft operations.

Large Competitors
The Company is substantially smaller than some of its competitors and could put a significant strain on
its financial resources to compete.

Telecom Regulations
Changes in the regulation of the telecommunications industry in the European community or the federal
and state level could adversely affect the Company’s business, revenue and cash flow.

Lengthy Sales Cycle
The process to secure and execute new contracts is lengthy and may result in volatility in revenues and
earnings.

Third Party Relationships

The Company connects its customers’ telephone calls and data-Internet needs through access agree-
ments with facilities-based Mobile Network Operators and land-line carriers. Any deterioration in these
relationships could have an adverse effect on the Company’s telecommunications traffic business.

Rapidly Changing Industry

The telecommunications industry rapidly changing due to deregulation, privatization, consolidation, tech-
nological improvements and availability to alternative services, which could force the Company to adjust
its strategy to be able to compete effectively.

VALUATION

We are maintaining our Buy rating and $8.00 target price on Elephant Talk Communications, Inc. Our
target price is based upon a P/E multiple of 25 times our 2013 earnings estimate of $0.63 per diluted
share discounted two years at a rate of 40% to reflect the uncertainty and timing of ValidSoft’s contribu-
tion to earnings and the timing of the mobile solutions ramp up. We believe there could be significant
upside to our 2013 estimates if ValidSoft becomes successful in the United States market.
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Elephant Talk Communications, Inc.

Update - 05/17/11

DISCLOSURES

Distribution of Ratings

I.B. last 12 months

Rating Count Percent Count Percent

BUY 13 93% 1 8%

HOLD 1 7% 0 0%

SELL 0 0% 0 0%

NO RATING 0 0% 0 0%

Explanation of Ratings

BUY: Describes stocks we expect to provide a total return (capital appreciation + yield) of 15% or more
in the next 12-month period.

HOLD: Describes stocks we expect to provide a total return (capital appreciation + yield) of plus or minus
15% or more in the next 12-month period.

SELL: Describes stocks we expect to provide a total negative return (capital depreciation + yield) of 15%
or more in the next 12-month period.

NO RATING: Describes stocks that have their investment rating and/or target price temporarily removed for

fundamental or compliance-based reasons.

Analyst Certification

I, Jackson Spears, certify that all of the views expressed in this research report accurately reflect my personal views
about the subject security and subject company. | also certify that no part of my compensation was, is, or will be,
directly or indirectly, related to the specific recommendations or views expressed in this research report.

The analyst responsible for the coverage of the security discussed in this report receives compensation based in
part on the overall performance of the firm, including investment banking income. Gar Wood Securities seeks to
update its research as appropriate, but various regulations may prevent Gar Wood Securities from doing so.

Other Disclosures

Company Disclosures
Elephant Talk Communications, Inc. 6

Gar Wood Securities makes a market in the security of the subject company.

The analyst serves as an officer, director, or advisory board member of the subject company.

The analyst or a member of the analyst’s household has a financial interest in the securities of the subject com-
pany, including, but not limited to a long position, short position, rights, warrants, futures, or options.

Gar Wood Securities or an affiliate of Gar Wood Securities has managed or co-managed a public offering of the
security of the subject company in the last 12 months.

Gar Wood Securities or an affiliate of Gar Wood Securities has received compensation for investment banking
services from the subject company in the last 12 months.

Gar Wood Securities expects to receive or intends to seek compensation for investment banking services from
the subject company in the next three months.

Gar Wood Securities or an affiliate of Gar Wood Securities beneficially own 1% or more of the common stock of
the subject company as calculated in accordance with Section 13(d) of the Securities Exchange Act of 1934.
The subject company is, or during the past 12 months was, a client of Gar Wood Securities, which provided non
-investment banking, securities-related services to, and received compensation from, the subject company for
such services.

An affiliate of Gar Wood Securities received compensation from the subject company for products or services
other than investment baking services during the past 2 months.

Gar Wood Securities
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Elephant Talk Communications, Inc. Update - 05/17/11

DISCLOSURES (continued)

Other Disclosures

This report was prepared for general circulation and does not constitute a personal recommendation or take into
account the particular investment objectives, financial situations, or needs of individual clients. The securities dis-
cussed in the report may not be suitable for all investors and investors should consider whether any recommenda-
tion in this report is suitable for their particular circumstances and, if appropriate, seek professional advice, including
tax advice. The price and value of the investments referred to herein and the income from them may fluctuate.
Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original
capital may occur. Fluctuations in exchange rates could have adverse effects on the value or price of, or income
derived from, certain investments.

Rating History

Rating & Target Price History for Elephant Talk Communications, Inc. (ETAK) as of 05/17/11

04/08/11
Buy, $8.00
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Gar Wood Securities’ research reports are disseminated and available electronically, and in some cases, printed
form. Electronic research is simultaneously available to all clients. This report or any portion herein may not be
reprinted, sold or redistributed without the written consent of Gar Wood Securities . For information on how to be
added to Gar Wood'’s research distribution list please contact:

Jackson Spears Robert S. Jersey
Director of Research President
250 E. Wisconsin Ave., Suite 1800 440 S. LaSalle St., Suite 2201
Milwaukee, W1, 53202 Chicago, IL 60605
Office: 414-289-7176 Office: 312-566-0741
JSpears@garwoodsecurities.net BJersey@garwoodsecurities.net

Gar Wood Securities, LLC
440 S. LaSalle St., Suite 2201, Chicago, IL 60605
Office: 312-566-0741 Fax: 312-566-0750
www.garwoodsecurities.net

Gar Wood Securities, LLC is a member of FINRA | SIPC | NFA | CBOE
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