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PART | - FINANCIAL INFORMATION
Item 1. Consolidated Financial Statements

ELEPHANT TALK COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEET

(UNAUDITED)
June 30, December 31
2011 2010
ASSETS
CURRENT ASSETS
Cash and cash equivale $ 4,652,18 $ 2,245,69
Restricted cas 192,96: 190,31:
Accounts receivable, net of an allowance for daull#tcounts of $102,101 and $119,044 at June 30,
and December 31, 2010 respectiv 7,299,89. 5,600,56.
Prepaid expenses and other current assets 4,948,58! 2,337,91.
Total Current Asset 17,093,62 10,374,48
LONG TERM DEPOSITS 697,27¢ 610,48¢
PROPERTY AND EQUIPMENT, NET 13,882,40 8,452,58:
INTANGIBLE ASSETS, NET 16,053,30 16,253,58
GOODWILL 3,515,08! 3,230,78!
TOTAL ASSETS $ 51,241,70 $ 38,921,93
LIABILITIES AND STOCKHOLDERS' EQUITY
CURRENT LIABILITIES
Overdraft $ 353,48: $ 356,73t
Accounts payable and customer depc 6,940,24. 4,703,87!
Deferred Revenu 407,11( —
Accrued expenses and other paya 5,075,27. 3,843,93
Loans payable 877,33« 877,35
Total Current Liabilities 13,653,44 9,781,90:
LONG TERM LIABILITIES
Loan from related part 493,24 468,75¢
Total Long term Liabilities 493,24 468,75¢
Total Liabilities 14,146,68 10,250,66.
STOCKHOLDERS' EQUITY
Common stock, no par value, 250,000,000 share®antil, 101,101,456 issued and outstanding agra .
30, 2011 compared to 88,660,848 shares issuedwtathinding as of December 31, 2( 200,414,45 183,825,66
Accumulated other comprehensive income (i 2,738,58. (519,020
Accumulated deficit (166,253,08) (154,818,43)
Elephant Talk Comunications, Inc. Stockholders'igg 36,899,95 28,488,20
NON-CONTROLLING INTEREST 195,06° 183,05¢
Total Stockholders' Equit 37,095,01 28,671,26
TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY $ 51,241,70 $ 38,921,93

The accompanying notes are an integral part ofitfaeidited consolidated financial statement




ELEPHANT TALK COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF OPERATIONS AND COMPREHEREE LOSS
(UNAUDITED)

For the Three Months
Period ended,

For the Six Months
Period ended,

2011 2010 2011 2010
REVENUES $ 7,790,977 $ 9,673,820 $ 16,29899 $ 19,617,59
COST AND OPERATING EXPENSE
Cost of service 7,494,67 9,005, 39. 15,052,16 18,379,28
Selling, general and administrative exper 3,824,75 2,079,35! 7,241,11 3,984,70!
Non cash compensation to officers, directors angleyees 2,037,90: 2,712,751 3,167,96! 3,253,66!
Depreciation and amortization of intangibles as 1,337,77! 1,515,42! 2,640,45! 2,360,12:
Total cost and operating expen: 14,695,11 15,312,93 28,101,69 27,977,78
LOSS FROM OPERATION! (6,904,13) (5,639,11)  (11,802,70) (8,360,19)
OTHER INCOME (EXPENSE
Interest incomt 24,14 32,52( 47,13: 65,11¢
Interest expens (71,51) (535,88) (138,279 (982,42)
Other income 230,00( — 460,00(
Interest expense related to amortization of deditalint on promissol
notes — (4,959,044, — (7,545,82)
Change in fair value of warrant liabilitir — (2,660,72) — (8,748,77)
Amoritization of deferred financing cos — (593,689 — (1,121,53)
Total other income (expens 182,63: (8,716,82) 368,85t (18,333,44)
LOSS BEFORE PROVISION FOR INCOME TAXE (6,721,50)  (14,355,93) (11,433,84) (26,693,63)
Provision for income taxes - (800) (800) (800)
NET LOSS BEFORE NONCONTROLLING INTERES (6,721,50)  (14,356,73)  (11,434,64) (26,694,43)
Net (loss) income attributable to noncontrollinteiest 8C (1,785 - (2,287)
NET LOSS (6,721,42)  (14,358,52)  (11,434,64) (26,696,71)
OTHER COMPREHENSIVE (LOSS) INCOM
Foreign currency translation gain (loss) 938,03 (3,168,96) 3,257,60. (3,690,74)
938,03¢ (3,168,96) 3,257,60. (3,690,741
COMPREHENSIVE LOS¢ $ (5,783,38) $ (17,527,48) $ (8,177,04) $ (30,387,46)
Net loss per common share and equival- basic and diluted $ (0.0 $ (0.2%9) $ (0.12) $ (0.45)

Weighted average shares outstanding during theg- basic and dilute 100,467,83 62,356,47 98,264,67 58,696,08

The accompanying notes are an integral part ofitfzeidited consolidated financial statements




ELEPHANT TALK COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

(UNAUDITED)
for the six months period endec
June 30, June 30,
2011 2010
CASH FLOWS FROM OPERATING ACTIVITIES:
Net loss $ (11,434,64) $ (26,696,71)
Adjustments to reconcile net loss to net cash uséaoperating activities:
Depreciation and amortizatic 2,640,45! 2,360,12.
Provision for doubtful accoun (26,46%) (57,479
Stock based compensati 2,881,61 2,876,95.
Noncontrolling interes - 2,28:
Amortization of Shares issued for Consulta 286,34¢ 376,71¢
Issuance of stoc — 221,62t
Excercise of warrants (cash le — 364,71¢
Exercise of convertible note (cash le — 112,44
Change in fair value of warrant liabiliti — 8,748,77.
Amortization of deffered financing cos — 1,121,53!
Interest expense relating to debt discount and emn featur: — 7,545,82.
Changes in operating assets and liabilities
Decrease (increase) in accounts receiv (1,188,58) (1,342,54)
Decrease (Increase) in prepaid expenses, depositsther asse (2,409,12) 162,51
Increase (decrease) in accounts payable, procemdgélated parties and customer depc 1,835,54! (1,789,85)
Increase (decrease) in deferred reve 396,48: (131,83
Increase (decrease) in accrued expenses and atyedvlps 987,04¢ (717,070
Net cash used in operating activitie (6,031,32) (6,841,98)
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of property and equipm (5,754,89) (1,214,28)
Restricted cas 24 20
Cash received fron acquisition of subsidiary — 48,57
Net cash used in investing activitie (5,754,87) (1,165,68)
CASH FLOWS FROM FINANCING ACTIVITIES:
Bank overdraf (9,28 18,72
Deferred financing cos — (205,32¢)
Loan from related party QAT Bridge Loi 19,27: 2,513,19!
Loan from related party Bridge SF — 2,885,00!
Proceeds from Private Placement Offel — 6,459,80!
Exercise of warrants & optior 13,587,67 25,00(
Placement fees — (1,197,07)
Net cash provided by financing activities 13,597,66 10,499,31
EFFECT OF EXCHANGE RATES ON CASH AND CASH EQUIVALEN TS 595,01: 327,16¢
NET DECREASE IN CASH AND CASH EQUIVALENTS 2,406,48! 2,818,81.
CASH AND CASH EQUIVALENTS, BEGINNING OF THE PERIOD 2,245,69 1,457,90!
CASH AND CASH EQUIVALENTS, END OF THE PERIOD $ 4,652,18 $ 4,276,71.
SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION:
Cash paid during the period for inter $ — $ 473,82¢
June 30, June 30,
2011 2010
SUPPLEMENTAL DISCLOSURES OF NON-CASH INVESTING & FINANCING ACTIVITIES:
Increase in Share Capital due to Acquisitions and-Cash Compensatic $ — $ 14,318,33
Increase in Share Capital due to Exercise of Wesramd Conversion of Nott $ — 3 346,56¢
Decrease of Net Debt due to Conversion of N $ — $ 42t
Increase of Warrants due to fundraising of Conlikrthotes — 7,539,58!

The accompanying notes are an integral part ofitfzeidited consolidated financial statements






ELEPHANT TALK COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO THE UNAUDITED CONSOLIDATED FINANCIAL STATE MENTS

Note 1. Organization and Nature of Operations

The Company

Elephant Talk Communications, Inc. (“Elephant Tallkye,” “us” or the “Company”),is an international provider of business softwane
services to the telecommunications and financialises industries. The company enables both matgtesork operators (“MNOs"and virtua
operators (“MVNOs"}to offer a full suite of products, delivery platfios, support services, superior industry expertigehagh quality custom
service without substantial upfront investmentsriralients. Elephant Talk provides global telecomination companies, MNOs, ban
supermarkets, consumer product companies, medie,fiand other businesses a full suite of produntssgrvices that enables them to f
provide telecom services as part of their busiodfesings. The company offers various dynamic paiduhat include remote health care, ci
card fraud prevention, mobile internet ID secunylti-country discounted phone services, loyalty managéservices, and a whole range
other emerging customized mobile services.

Converged telecommunication services — full MVNHEtEms

The Company is a niche player in the converged¢eimunications market, providing traffic and netwservices as a licensed operator,
specializing in carrier grade mobile enabling platis to provide outsourced solutions to the variglagers in the telecommunicationsilue
chain, including MNOs, MVNOs and non-operator comipa in need of both mobile as well as specialilegdldine telecommunicatic
services. In this chain we position ourselves &silaMobile Virtual Network Enabler, including alsmustomized mobile services such as
network integrated ValidSoft security and fraudvergtion solutions.

ValidSoft — electronic fraud prevention

Our acquisition of ValidSoft Ltd. (“ValidSoft"gives us a position in providing solutions to caunélectronic fraud relating to card,
internet, and telephone channels. ValidSoft's smist are used to verify the authenticity of bothhnswamers and institutions (mut
authentication), and the integrity of transactiftnansaction verification) for the mass marketaihighly cost effective and secure manner
easy to use and intuitive. ValidSoft solutions ararketed under VALid-POS® and VALid&:or its biometrics based product it trades u
VALid-SVP™,

Principles of Consolidation

The accompanying consolidated financial statemémtsJune 30, 2011 and December 31, 2010 includeatteounts of Elephant T:
Communications Inc., including:

» its wholly-owned subsidiary Elephant Talk Europe Holding Bit wholly-owned subsidiary Elephant Talk Communication Haj
AG, its wholly-owned subsidiaries Elephant Talk Communications.\&,LElephant Talk Mobile Services B.V., Elephardlk
Communication Austria GmbH, Elephant Talk Telekomis¥ (formerly Vocalis Austria GmbH), Elephant Talommunication
Italy S.R.L., ETStream GmbH, Elephant Talk Communication Carriervises GmbH, Elephant Talk Communication (Eurt
GmbH, Elephant Talk Communication Schweiz GmbH, Bldbonsulting Partners B.V., Elephant Talk Commuitcs Franc
S.A.S.,its majority owned (51%) subsidiary Elephd@atk Communications Premium Rate Services NethddaB.V., its majorit
owned (51%) subsidiary Elephant Talk CommunicatidARS U.K. Limited, its whollyawned subsidiary Elephant T
Communications Luxembourg S.

« its wholly-owned subsidiary Elephant Talk Global Holding B.N¥s,wholly-owned subsidiary Elephant Talk Business Servicds W
its wholly-owned subsidiary Guangzhou Elephant Tlallormation Technology Limited., its whollgwned Elephant Talk Caribbe
B.V., its majority owned (51%) subsidiary -UTS N.V.;




o its wholly-owned subsidiary Elephant Talk Limited, its majritwned (60%) subsidiary Elephant Talk Middle E&stAfrica
(Holding) W.L.L., its majority owned (51%) subsidyaElephant Talk Middle East & Africa (Holding) Itan L.L.C., its majorit
owned (99%) subsidiary Elephant Talk Middle Eas®Aica Bahrain W.L.L and its majority owned (50.53%ubsidiary Elepha
Talk Middle East & Africa F-LLC; and

« its wholly-owned subsidiary ValidSoft Ltd and its whc-owned subsidiaries ValidSoft (UK) Ltd & ValidSofA(stralia) Pty Ltd.

Interim Financial Information

The accompanying unaudited consolidated finandeatements have been prepared in accordance with déigerally accepted account
principles for interim financial information and tithe instructions to Form 1Q- Accordingly, they do not include all of the infioation an
footnotes required by generally accepted accountiitgiples for complete financial statements agldted notes as included in our 2010 F
10-K. These consolidated financial statements shbalread in conjunction with the audited conseéiddinancial statements in our Form 10-
K. In the opinion of management, the accompanyingudited consolidated financial statements have Ipeepared on the same basis a:
audited consolidated financial statements and gomrtih adjustments (which include only normal retuy adjustments) considered neces
for a fair presentation of our financial positisasults of operations and cash flows as of anth®periods presented.

The results of operations for the six months entigge 30, 2011 are not necessarily indicative ofélalts to be expected for the entire year.

Going Concern

The financial statements have been prepared onirey gmncern basis which assumes the Company wilatide to realize its assets |
discharge its liabilities in the normal course akimess for the foreseeable future. The Companyritasred losses since inception resultin
an accumulated deficit of $166,253,083 as of Juhe2B811 and further losses are anticipated in theldpment of its business. The abilit
continue as a going concern is dependent upon tmap@ny generating profitable operations in the reitand/or to obtain the neces:
financing to meet its obligations and repay itbilifes arising from normal business operationsewtthey come due. Management plar
finance operating costs over the next twelve momilie existing cash on hand, the proceeds from28eluly, 2011 redemption notice
common stock warrants issued to investors andcefber management believes they have sufficient éasheet their needs for the next
months.

In the event the anticipated revenues are delayadedess than anticipated and additional castgsired, the Company expects to seek
additional financing and/or reduce costs expendeiisacresearch and development efforts.

Note 2. Significant Accounting Policies

Foreign Currency Translation

The functional currency is Euros for the Companytwlly-owned subsidiary Elephant Talk Europe Holding Bavid its subsidiaries, a
Euros for its wholly-owned subsidiary Elephant T@llobal Holding B.V., and the Hong Kong Dollar fits wholly-owned subsidiary Elephe
Talk Limited and the British Pound Sterling for waolly-owned subsidiary ValidSoft (UK) Ltd. The financi&htements of the Company w
translated to USD using periahd exchange rates as to assets and liabilitiesaaadhge exchange rates as to revenues and expane
capital accounts were translated at their histbegahange rates when the capital transaction oeduin accordance with Accounting Stanc
Coadification (*“ASC”) 830, Foreign Currency Matters, net gains and lossmdting from translation of foreign currencydirtial statements ¢
included in the statements of shareholslexuity as other comprehensive income (loss).igioreurrency transaction gains and losse:
included in consolidated income/(loss). The accatea other comprehensive income/(loss) as of JOn@@L1 and December 31, 2010
$2,738,583 and ($519,020), respectively. The foreigrrency translation gain/(loss) for the threenthe ended June 30, 2011 and 2010
$938,039 and ($3,168,961), respectively. The foraigrrency translation gain/(loss) for the six nienended June 30, 2011 and 2010
$3,257,603 and ($3,690,746), respectively.




Use of Estimates

The preparation of the accompanying financial stetes conforms with accounting principles generaltgepted in the United States
America and requires management to make certaimasts and assumptions that affect the reporteduntacof assets and liabilities ¢
disclosures of contingent assets and liabilitiethatdate of the financial statements, and thertep@mounts of revenues and expenses ¢
the reporting period. Actual results could diffieaterially from those estimates and assumptions.

Cash and Cash Equivalents

For purposes of the cash flow statements, the Coynpansiders all highly liquid investments withgirial maturities of three months or les
the time of purchase to be cash equivalents.

Restricted Cash
Restricted cash represents cash deposited as harkngee for national interconnection agreemernts t@lecom operators.

Accounts Receivables, net

The Companys customer base consists of a geographically disgdecustomer base. The Company maintains an alt@van potential crec
losses on accounts receivable. Management revieeiscomposition of accounts receivable and analyus®rical bad debts, custor
concentrations, customer credit worthiness, curgenhomic trends and changes in customer payméetmpato evaluate the adequacy of tl
allowances. Allowances are recorded primarily @pecific identification basis. As of June 30, 2@t December 31, 2010, the allowanc:
doubtful accounts was $102,101and $119,044, reispbct

Revenue Recognition and Deferred Revenue

The Company’s revenue recognition policies areompgliance with ASC 605, Revenue Recognition (“ASI5'§, (formerly, Staff Accountin
Bulletin (“SAB104"). Revenue is recognized only when the price is fixedeterminable, persuasive evidence of arrangemesis, the servi
is performed and the collectability of the resudtireceivable is reasonably assured. The Compatiyedeevenue from activities as a land
and mobile services provider with its network ateldwn switching technology. Revenue representsuatsoearned for telecommunicat
services provided to customers (net of value addrdind intereompany revenue). For its security solutions underValidSoft brand nan
and technologies revenue represents amounts efameadnsultancy services, outsourcing, maintenamzklicenses (net of value added tax
inter-company revenue).

Cost of Service

Cost of service includes origination, terminatioetwork and billing charges from telecommunicatiopgrators, out payment costs to cor
and information providers, network costs, data eerbsts, facility costs of hosting network and ipment, and costs of providing res
arrangements with long distance service providasts of leasing transmission facilities and indional gateway switches for voice and
transmission services.

Reporting Segments

ASC 820, Segment Reporting, defines operating satgr@s components of an enterprise about whichratepinancial information is availat
that is evaluated regularly by the chief operatitagision maker in deciding how to allocate resosiraed in assessing performances.
Company allocates its resources and assessesrfbennce of its sales activities based upon geagedocations of its subsidiaries.




Stock-based Compensation

Effective January 1, 2006, we adopted the provsiohASC 718 “Compensation-Stock Compensation”,SGA718"),using the prospecti
approach. As a result, we recognize stbaked compensation expense for only those awaatiath granted subsequent to December 31,
and any previously existing awards that are suligatariable accounting, including certain stockiaps that were exercised with note:
2003, until the awards are exercised, forfeited;amtractually expire in accordance with the pratige method and the transition rules of £
718. Under ASC 718, stodkased awards granted after December 31, 2005ea0eded at fair value as of the grant date andgrdzed a
expense over the employee’s requisite service gétie vesting period, generally three years), tive have elected to amortize on a straight-
line basis.

Income Taxes

The Company accounts for income taxes under ASC “A@ounting for Income Taxes” (“ASC 740"This statement requires the recogni
of deferred tax assets and liabilities for the fatconsequences of events that have been recognitteel Companys financial statements or 1
returns. The measurement of the deferred itemsased on enacted tax laws. In the event the futansexjuences of differences betw
financial reporting bases and the tax bases o€tirapanys assets and liabilities result in a deferred e ASC 740 requires an evalua
of the probability of being able to realize theufiet benefits indicated by such asset. A valuatitowance related to a deferred tax ass
recorded when it is more likely than not that squogion or the entire deferred tax asset will netrbalized. As part of the process of preps
our consolidated financial statements, we are redub estimate our income tax expense in eacheojurisdictions in which we operate. In
ordinary course of a global business, there areynramsactions and calculations where the ultini@teoutcome is uncertain. Some of tt
uncertainties arise as a consequence of revenu@glad reimbursement arrangements among relatéies, the process of identifying ite
of revenue and expenses that qualify for prefeaétdi treatment and segregation of foreign andeftim income and expense to avoid do
taxation. We also assess temporary differencedtiresdrom differing treatment of items, such adeateed revenue, for tax and accoun
differences. These differences result in defersedassets and liabilities, which are included witbur consolidated balance sheet. We
record a valuation allowance to reduce our defetagdassets to the amount of future tax benefit ihanore likely than not to be realiz
Although we believe that our estimates are readereid that we have considered future taxable imcand ongoing prudent and feasible
strategies in estimating our tax outcome and iess8g the need for the valuation allowance, tigere assurance that the final tax outc
and the valuation allowance will not be differdman those that are reflected in our historical medax provisions and accruals.

ASC 740 prescribes a recognition threshold and oreasent methodology to recognize and measure amiat¢ax position taken, or expec
to be taken, in a tax return. The evaluation abaposition is based on a tvetep approach. The first step requires an entigvtduate wheth
the tax position would “more likely than ndve sustained upon examination by the appropriaiagauthority. The second step requires
tax position be measured at the largest amourgxobénefit that is greater than 50 percent likélpeaing realized upon ultimate settlemen
addition, previously recognized benefits from tasiions that no longer meet the new criteria wdaddderecognized.

The Company has filed or is in the process ofdiliax returns that are subject to audit by thegetpe tax authorities. Although the ultim
outcome is unknown, we believe that any adjustmérasmay result from tax return audits are natlijkto have a material, adverse effec
our consolidated results of operations, finanogaddition or cash flows.

Comprehensive Income/(Loss)

Comprehensive income/(loss) includes all changesqginty during a period from nomwner sources. Other comprehensive income refi
gains and losses that under accounting principgeeilly accepted in the United States are recoadeath element of shareholdeegluity bu
are excluded from net income. For the first six therof 2011 and 2010 the Compasigomprehensive income/(loss) consisted of itdosz
and foreign currency translation adjustments.




Intangible Assets

In accordance with ASC 350, intangible assets ardger at cost less accumulated amortization arghirment charges. Intangible assets
amortized on a straighine basis over the expected useful lives of treetss between three and ten years. Other intangdslets are review
for impairment in accordance with ASC 360, PropeRiant, and Equipment,gnnually, or whenever events or changes in circancst
indicate that the carrying amount of such assetg nw be recoverable. Measurement of any impairnmessg for longlved assets ar
identifiable intangible assets that managementespe hold and use is based on the amount ofahging value that exceeds the fair valu
the asset.

Property and Equipment, Internally Developed and Thrd Party Software

Property and equipment are initially recorded at.cd\dditions and improvements are capitalizedilevlxpenditures that do not enhance
assets or extend the useful life are charged toatipg expenses as incurred. Included in propamty equipment are certain costs related t
development of the Compansyinternally developed software technology platforime Company has adopted the provisions of ASE
Software (formerly the AICPA Statement of Positido. 98-1).

The Company has capitalized certain computer soéwavelopment costs upon the establishment oht#abical feasibility. Technologic
feasibility is considered to have occurred upon gletion of a detailed program design that has msrfirmed by documenting the prod
specifications, or to the extent that a detaileagpaim design is not pursued, upon completion obekimg model that has been confirmec
testing to be consistent with the product desigepri@ciation applied using the straidinie method over the estimated useful lives ofahset
once the assets are placed in service. Once auratidnality or improvement is released for openadi use, the asset is moved from
property and equipment category “projects undestantion”to a property and equipment asset subject to digpicat in accordance with t
principle described in the previous sentence.

Recently Issued Accounting Pronouncements

In June 2011, the FASB issued ASU 2011-05, Comprgtie Income (Topic 220): Presentation of Comprehvenincome. ASU 20105
increases the prominence of other comprehensiveniacin financial statements. Under ASU 2@BL-companies will have the option
present the components of net income and comprifeeinsome in either one or two consecutive finahstatements. ASU 20105 eliminate
the option to present other comprehensive incontiedrstatement of changes in equity and is appédspectively. For public companies,
ASU 2011605 is effective for fiscal years, and interim pesowithin those years, beginning after December203,1.The Company does
expect this to have a material impact on its fin@rsgtatements.

In May 2011, the FASB issued additional guidancdainvalue measurements that clarifies the apfpicaof existing guidance on disclos
requirements, changes certain fair value measurepnertiples and requires additional disclosuresualtfair value measurements. The upd
guidance is effective on a prospective basis foarftial statements issued for fiscal years, anerimtperiods within those fiscal yee
beginning after December 15, 2011. The Company dotsexpect this to have a material impact oniitarfcial statements.

There have been no new accounting pronouncementsdsduring the six months ending June 30, 201tlatteaof significance, or potent
significance, to the Company. Any recent accounfinrgnouncement that are of significance, or po#tsignificance, to the company are
forth in the Company’s Annual report on Form 10K fiee year ended December 31, 2010, filed with3BE on March 31, 2011.

Note 3. Long Term Deposit

Long-term deposits to various telecom carriers durirggdburse of its operations and a deposit towarg$-tench Tax Authorities for the tc
amount of $697,278 as of June 30, 2011 compareld $6t10,486 as of December 31, 2010. The carripogies are refundable at
termination of the business relationship with theriers.

Note 4. Prepaid Expenses and other Current Assets

Prepaid expenses and other current assets recar§dd948,585 as of June 30, 2011, compared wiB$214 as of December 31, 2010.
amount consists primarily of prepaid Value Addea T&AT”) and prepaid Landline Customer Out-payment
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Note 5. Property & Equipment

The Companys Property & Equipment also include the capitdlon of its systems engineering and software @nogning activities
Typically, these investments pertain to the Comfmny

« Intelligent Network (IN) platform

« CRM provisioning Software

« Mediation, Rating & Pricing engine

« ValidSoft security software applications
« Operations and business support softv
« Network management toc

Property and equipment at June 30, 2011 and Deae3db@010 consist of:

Average
Estimated
Useful June 30, December 31
Lives 2011 2010
Furniture and fixture 5 264,98 215,90!
Computer, communication and network equipr 3-10 15,379,48 9,724,18!
Software 5 4,483,20! 4,187,52.
Automobiles 5 136,00 125,24
Construction in progress 3,057,62 1,984,67.
Total property and equipme 23,321,30 16,237,53
Less: accumulated depreciati (9,438,896 (7,784,943
Total property and equipment, Net $ 13,882,40 $ 8,452,58!

Total depreciation expense for the three monthee@mma June 30, 2011 and 2010 was $558,047 and @8B8espectively. Total depreciat
for the six months ended in June 30, 2011 and 2240$1,088,235 and $1,149,056 respectively.

Note 6. Intangible Assets Customer Contracts, Licenses and Interconnects

Intangible assets include customer contracts, dedecunication licenses and integrated, multi-countgntrally managed switdbase:
interconnects as well as ValidSoft Intellectual g&ndy, including but not limited to software sourcedes, applications, customer lis
pipeline, registration & licenses, patents anddradrk/brands.

Intangible assets at June 30, 2011 and Decemb@©020, consist of:

Average June December
Estimated 30, 31,
Useful Lives 2011 2010
Customer Contracts, Licenses , Interconnect & Teldyy 5-10 $ 12,361,01 $ 11,615,70
ValidSoft IP & Technology 1-10 16,983,25 15,639,15
Total intangible asse 29,344,27 27,254,85.
Less: Accumulated Amortization and impairment clea (9,577,994 (8,684,964
Less: Accumulated Amortization ValidSoft IP & Teahogy (3,712,980 (2,316,303
Total intangible assets, N $ 16,053,30 $ 16,253,58

Total amortization expense for the three monthednilne 30, 2011 totaled $779,728 compared to 752 for the same period of 20
Amortization for the six months ended June 30, 28dd 2010 totaled $ 1,552,215 and $1,211,066 résphc
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Goodwill

Goodwill at acquisition of ValidSoft Lt
End of period exchange rate translai

Total

June December

30, 31,
2010 2010

$ 343383 $ 3,433,383
81,25¢ (203,04)

$ 3,515,08' $ 3,230,78!

Estimated future amortization expense related tdraangible assets is:

2017
2011 2012 2013 2014 2015 2016 thereafter
Interconnect licenses and contri 697,80t 745,74¢ 664,44" 505,75! 86,22 5,79¢ 25,43]
ValidSoft IP & Technology 2,270,391 2,270,391 2,270,391 2,270,391 2,118,82! 2,068,30 853,44t
2,968,20. 3,016,14! 2,934,84. 2,776,15. 2,205,05! 2,074,10! 878,88:

Note 7. Acquisition of ValidSoft Ltd

Following the acquisition of ValidSoft in 2010, tleperating results of ValidSoft have been constdidavith those of the Company star

April 1, 2010.

Note 8. Overdraft

In 2004, Elephant Talk Ltd. executed a credit facivith a bank in Hong Kong pursuant to which Biapt Talk Ltd. borrowed funds. As
June 30, 2011, the overdraft balance, includingusttinterest totaled, $294,539 compared to $278:830f December 31, 2010. The inte
rate and default payment interest rate were chaag@do and 6% per annum above the Lergdeldng Kong Dollar Prime Rate quoted by
Lender from time to time. The Company has not guteed the credit facility or is otherwise obligatedpay funds drawn upon it on behal
Elephant Talk Ltd. As of June 30, 2011, Moba Ctiirtsy Partners B.V., a subsidiary of the Comparad hn overdraft of $58,942 compare

$78,101 as of December 31, 2010 on one of the coy'ghank accounts.

Note 9. Accrued Expenses

As of June 30, 2011 and December 31, 2010, theiadaxpenses comprised of the following:

December 31

2010

June 30,
2011
Accrued Selling, General & Administrative expen $ 1,389,23. $
Accrued cost of sales and netw: 1,575,52
Accrued taxe: 1,369,12!
Accrued interest payab 722,09
Other 19,29:

1,494,21
380,23t
791,12
653,14t
525,21!

Total accrued expenses
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Note 10. Loans Payable

June 30, December 31
2011 2010

Installment loan payable due December 24, 200&reddy personal guarantees of two shareholders, a

former director, and a third par $ 319,17 $ 319,18:
Installment loan payable, bank, monthly principad énterest payments of $2,798 including inter¢ &izak's

prime rate plus 1.5% per annum, 8.25% at NovemBeg2@08, due December 24, 2011, secured by pers

guarantees of three shareholders and a formertaiil 190,71: 190,71¢
Installment loan payable, bank, monthly principad énterest payments of $1,729 including interé sizak’s

prime rate plus 1.5% per annum, 8.25% at Novem#e2@08, due June 28, 2009, secured by personal

guarantees of three shareholders and a formertaii 84,79 84,79¢
Term loan payable, bank, monthly payments of istes& bank’s prime rate, 7.0% at December 31, 2007 282,65: 282,66(
Total $ 877,33 $ 877,35

Elephant Talk Ltd has executed a credit facilitghaa bank in Hong Kong since June 29, 2004, undectwElephant Talk Ltd has borrow
funds from the bank under three installment loart @term loan arrangement. Elephant Talk Ltd idefault of making loan payments on
the loans and has recorded an accrued interestramguo $715,471 as of June 30, 2011. As a resfulhe default, the entire loan bala
outstanding at June 30, 2011, totaling $877,334duis and payable to the bank. Furthermore, Elephalkt Ltd is obligated to pay a defe
interest rate at the rate of 4.25% per annum irtiaddo the prescribed interest rate of the instaht loans and term loan. Elephant Talk
has recorded $7,801 and $60,474 in interest expamdelefault interest expense, respectively, ondgeyable as of June 30, 2011 and $¢
and $37,655 in interest expense as of June 30, 2B Company has not guaranteed the credit fadilis otherwise obligated to pay ful
drawn upon it on behalf of Elephant Talk Ltd.

Note 11. Loan from related parties

The Company’s 51% owned subsidiary BTS N.V. has received $493,242 in interest bea(8% per annum) unsecured loans from Ur
Telecommunication Services N.V., the 49% sharehdldéhe subsidiary. The amount is inclusive ofuanalated accrued interest. No matt
date has been fixed.

Note 12. StockholdersEquity

(A) Common Stock

The Company is presently authorized to issue 2B000@ shares common stock. The Company had 1043®Ehares of common she
issued and outstanding as of June 30, 2011, aadserof 12,440,608 shares since December 31, 80&Qp the shares issued in connet
with warrant exercises (9,326,423), delivery ofrelan relation to the automatic note conversio2040 (2,210,367), nocash compensati
of Management and Board members (225,169) Empl®@m@éon exercises (406,477) and Other issues (paeclof assets and consulta
services) (272,172).

Reconciliation with stock transfer agent records:

The number of 101,101,456 excludes the 245,900twrmed and the 2,558,934 escrowed contingent sliseesbelow). The shares issued
outstanding as per June 30, 2011 according tottiek $ransfer agerd’ records are therefore 103,906,290 and include8234 contingel
shares for the ValidSoft acquisition and includ&,200 shares which were cancelled by the Compaioy for 2006. However, the 245,¢
shares were not returned to the stock transfertagghnever cancelled on the Companigcords. These shares have been blocked fong
by the Stock Transfer Agent.
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(B) Class B Preferred Stock

The Company’s Articles of Incorporation (“Articlgsiuthorize the issuance of 50,000,000 shares ofanwgdue Class B Preferred Stock.
shares of Preferred Stock are currently issuedoanstanding. Under the CompasyArticles, the Board of Directors has the poweithaut
further action by the holders of the Common Stdcldesignate the relative rights and preferencebeopreferred stock, and issue the prefe
stock in such one or more series as designateddebBaard of Directors. The designation of rightd aneferences could include preference
to liquidation, redemption and conversion rightsting rights, dividends or other preferences, amylich may be dilutive of the interest of
holders of the Common Stock or the Preferred Stifckny other series. The issuance of PreferredkStoay have the effect of delaying
preventing a change in control of the Company withforther shareholder action and may adverselgcafthe rights and powers, includ
voting rights, of the holders of Common Stock. &rtain circumstances, the issuance of preferreckstould depress the market price of
Common Stock.

During 2010 and in the first six months 2011 thenpany did not issue any shares of Preferred Stock.

Note 13. Basic and Diluted Net Loss Per Share

Net loss per share is calculated in accordance A88 260, Earnings per Share. Basic net loss paesk based upon the weighted ave
number of common shares outstanding. Dilution imgoted by applying the treasury stock method. Unklisr method, options and warre
are assumed to be exercised at the beginning gbetied (or at the time of issuance, if later), asdif funds obtained thereby were use
purchase common stock at the average market puigegdthe period. Weighted average number of shases to compute basic and dilt
loss per share is the same since the effect divdilgecurities is anti-dilutive.

Note 14. Employee Benefit Plan and NeQualified Stock Option and Compensation Plan

2006 Non-Qualified Stock and Option Compensation Bh

Under this plan there are, as of June 30, 2011,88Z2stock options outstanding. There are 600,86taming shares and 177,133 stock op
available for grant.

Options granted generally vest over a 3 year pefgdions generally expire 2 years from the dateesting.
Common stock purchase options and warrants codsigténe following as of June 30, 2011:

Initial Fair Market

Number of options Excercise Price Value
Options:
Outstanding as of December 31, 2( 307,74: $ 2.2 $ 398,60¢
Granted in 201: — — —
Exercisec 84,87t $ 228 $ 131,12(
Cancelled/Forfeited/Returned to reserve — —
Outstanding as of June 30, 2011 222,86° $ 2.2 $ 267,48t

The options were granted with an exercise pric8225, the share closing price as of SeptembeR@®/. Most of the options have alre
vested, others will vest August 20, 2011 at thestabr earlier if there is a change of controhi@a Company.

147,867 options will expire on December 31, 20¥Lrdmainder will expire in 2013 at the latest.
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Following is a summary of the status of optionsstariding at June 30, 2011:

Options outstanding Options exercisable
Weighted
Average Weighted Weighted
Total Remaining Average Average
Options Life Exercise Options Exercise
Range of Exercise Price Outstanding (Years) Price Exercisable Price
$2.25 222,86 0.84 year $ 2.2t 147,86° $ 2.2t

At June 30, 2011, the total compensation costedltd unvested stodkased awards granted to employees under the pogisif ASC 718 ar
the Company’s 2006 stock award plan, but not yedgeized was approximately $2,504.

2008 Long-Term Incentive Plan

The 2008 plan was adopted on January 15, 2008apmaved by our shareholders on the same dater ainowal meeting. This incentive p
authorizes awards of up to 5,000,000 shares of comstock, in the form of incentive and nqualified stock options, stock appreciation rig
performance units, restricted stock awards andopmdnce bonuses. The amount of common stock urdgrihe awards to be gran
remained the same after the 25 to one reverse-spitkhat was effectuated on June 11, 2008.

As of June 30, 2011, a total of 7,876,053 stockoot 325,000 restricted common stock and 507,8@8es of common stock had been gra
under this plan. Options granted generally begisting over a thregear period after grant date although options Haeen granted with
shorter period than three years. Options granteddrbeginning expire two years from the date atimg but the latest in 2010 issued opt
remain exercisable for nine years from the firgedaf vesting. It is expected that future option# be awarded with the ningear exercis
period after first vesting.

Increase of shares issuable under the |

On January 24 th2011 the board of directors of the Company passegbolution to amend the 2008 Incentive Plam¢oeiase the number
shares of common stock, no par value per sharab#swnder the 2008 Incentive Plan from 5,000,@0@3,000,000. The Company sl
present this amendment to the 2008 Incentive Riaagdproval by its shareholders at its next anmesting at September 14, 2011.

Common stock purchase options and warrants consigdeof the following as of June 30, 2011:

Average Initial Fair

Number of Exercise Market
shares Price Value
Options:
Outstanding as of December 31, 2010 4,083,100 $ 1.3' $ 5,002,23:
Granted in 201: 4,251,12° $ 25 $ 7,436,32!
Exercisec 354,79 $ 1.3¢ $ 462,43:
Cancelled/Forfeited/Returned unus 103,38: $ 1.31 $ 163,14¢
Outstanding as of June 30, 2011 7,876,05. $ 1.8, $11,812,98

The options granted in 2011 were granted with a&rage exercise price of $2.51. The initial fair ketvalue of the options granted using
Black-Sholes options model for these options has valued at $7,436,329 at their initial grant-date
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Following is a summary of the status of optionsstariding at June 30, 2011:

Options outstanding Options exercisable
Weighted
Average Weighted Weighted
Total Remaining Average Average
Options Life Exercise Options Exercise
Range of Exercise Price Outstanding (Years) Price Exercisable Price
$0.6(-2.80 7,876,05. 8.46 year $ 1.82: 1,010,371 $ 1.31

The weighted average assumptions used so fardastions granted in 2011 using the Bl&dholes options model are: volatility of 64%, t
of 9.68 years and a Risk Free Interest Rate assumpft 3.32%. The expected dividend yield is zero.

At June 30, 2011 the not yet expensed portionaifksbased awards granted to employees under thésymos of ASC 718 and the Compaay’
2008 stock award plan, was approximately $7,562,48f& future expensing takes place proportionallyhie vesting associated with e
stock-award, adjusted for cancellations, forfesumad returns.

Stock-Based Compensation Expense

Under the provisions of ASC 718, the Company reedrtbr the six months ended June 30, 2011, $1,084i18 stockbased compensati
expense for the Non-Qualified Stock and Option Cengation Plan, director and executive officers cemgation in stock and stotiase
compensation for consultancy services. For thepewable period in 2010 the expense was $1,235,B48. Company utilized the Black-
Scholes valuation model for estimating the faiueabf the stock-based compensation.

Note 15. Commitments

As of June 30 2011, commitments of the Companytinglgo leases, ccation and office rents, regulatory and intercection fees are
follows:

2011 2,915,55.
2012 3,158,89!
2013 2,505,53!
2014 589,41!
2015 352,46(
Total $9,521,85!

As of June 30, 2011 the commitments of the Compalating to purchase orders are valued at cosb8fC#.0.

Note 16. Noncontrolling Interest

The Company had non-controlling interests in sdvefrdts subsidiaries. The balance of the rmmmtrolling interests as of June 30, 2011
December 31, 2010 were as follows:

As of As of
Subsidiary Noncontrolling Interest % June 30, 201 December 31, 201
ETC PRS UK 49% $ 10,55¢ $ 9,72%
ETC PRS Netherlanc 49% 141,03: 129,87
ET Bahrain WLL 1% 6,37¢ 6,38t
ET ME&GA FZ LLC 49.4% 37,09¢ 37,08:
Total $ 195,06° $ 183,05¢
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Note 17. Litigation

(&) Manu Ohri Litigation

In March 2009 Manu Ohri (“Ohri”), the Comparmsyformer chief financial officer from 2002 to 2006ommenced a lawsuit against
Company in the California Orange County Superioui€aealled Manu Ohri v. Elephant Talk Communicasipinc., Case No. 30-20009-
00120609. Ohri alleges that the Company breach2@08 written employment contract, a 2007 oral atiingy contract, and otherwise ov
him the reasonable value of consulting serviceslessd. Ohri seeks damages of $442,216 under kbgedl employment contract, $56,
under the alleged oral consulting agreement, stgtions that he valued at $45,200 under the allegaticonsulting agreement, $14,316
medical and dental insurance premiums, $4,226.40féoand long term disability insurance premiurpsgjudgment interest, and costs of
litigation. The Company denies Ohri's allegatiand asserts several affirmative defenses.

The Company commenced a crassnplaint against Ohri to, among other things, lidkede his alleged 2006 employment contract andk
bonus, and to recover the stock bonus or its fairket value.

Phase 1 of the trial took place without a jury bestw June 27 and July 13, 2011. The parties fitestitpal briefs, and are waiting for the ca
to announce its decision, which is expected withannext few weeks. Any claims remaining after ¢bart’s decision in Phase 1 may be t
in a second phase with a jury.

(b) Chong Hing Bank Litigation

In December 2009 Chong Hing Bank Limited, fka Lioobg Hing Bank Limited, a foreign banking servicesnpany based in Hong Kong (
“Bank”), commenced a lawsuit in the California Orange Cou8typerior Court called Chong Hing Bank Limited viefghant Tal
Communications, Inc., Case No. 30-2008328467. The Bank alleges that it entered intioua installment and term loan agreements ai
overdraft account with Elephant Talk Limited (“ET)..-a Hong Kong subsidiary of the Company. Variousnfer officers and directors of E
personally guaranteed the loans and overdraft atcdine Bank alleges that ETL is in default on thans and overdraft account, and
approximately $1,536,792.28 plus continuing inteliesdue. The Bank alleges that the Company isctly liable to repay the loans ¢
overdraft account as a successor in interest to. Elfie Bank is suing the Company for breach of rmmttand common counts. The Comg.
denies the Bank' allegations and asserts several affirmative defenThe Company contends that it has no diractessor liability to tf
Bank, and that the Bank must pursue its recourasmsigE TL and its personal guarantors.

A trial is set to start on October 3, 2011.

(c) Rescission of the Purchase Agreement of May 22004 of New Times Navigation Limited.

As previously described in our 2004 Annual Repod and New Times Navigation Limited mutually agreedterminate this purche
agreement. We returned the received shares of Ne&sTNavigation Limited to the concerned sharehsldad received back 90,100 of
common stock out of the 204,000 issued by us ferghrchase. In addition we issued 37 unsecuredectible promissory notes for a tc
amount of $3,600,000. On our request 21 notes vedwnened with a total value of $2,040,000.

We are presently seeking relief from the High Cairthe Hong Kong Special Administrative Region iagathe holders of the unreturr

shares to return a total of 113,900 common shamdsdd at $381,565) and also to have them retwreéimaining 18 unsecured convert
promissory notes representing a total amount 648,000 and rescind the purchase agreement. Teasceasrrently pending.
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Note 18. Segment Information

Half year ended June 30, 2011

EUROPE
Far East
Hong Kong /
Netherlands Spain Switzerland Others Total China Middle East The Americas TOTAL
Revenues from unaffiliated
customers $11,646,06 598,29¢ 3,412,98! 565,48. $16,222,83 $ $ 20,50¢ $ 55,65¢ $ 16,298,99
Operating income (los: $ (719,279 $ (227,27) $ (3,244,18) $(2,709,35) $(6,900,09) $ (385,83) $ (184,26) $ (4,332,51) $(11,802,70)
Net income (loss) $ (697,38) $ (227,27) $ (3,238,32) $(2,793,27) $(6,956,25) $ (860,389 $ (184,26) $ (3,433,73) $(11,434,64)
Identifiable asset $ 9,814,82. $1,378,10: $16,551,94 $19,563,06. $47,307,93 $ 174,52¢ 563,75¢ 3,195,47¢ $ 51,241,70
Depreciation and amortizatic  $ (60,065 $ (112,06) $(1,108,84) $(1,192,41) $(2,473,38) $ (28,140 $ (9,629 $  (129,29) $ (2,640,45I)
Capital expenditur $ - $ 10,03: $ 5596,82. $ 144,12: $ 5750,97' $ $ - % 3,91t $ 5,754,89
Half year ended June 30, 2010
EUROPE
Far East
Hong Kong /
Netherlands Spain Switzerland Others Total China Middle East The Americas TOTAL

Revenues from unaffiliated
customers $14,686,37 $ 84541. $ 3,390,311 $ 171,73( $19,093,83 $ $ 498,24. $ 25,51 $ 19,617,59
Operating income (los: $(1,144,63) $ (150,45Y) $(1,378,77) $(1,617,32) $(4,291,18) $ (110,67) $ 83,000 $ (4,041,33) $ (8,360,19)
Net income (loss) $(1,128,46) $ (150,459 $(1,374,71) $(1,634,22) $(4,287,85) $ (568,24 $ 83,000 $ (21,923,61) $(26,696,71)
Identifiable asset $ 7,548,557 $1,136,100 $ 9,391,82. $17,779,89 $35,856,39. $ 550,56« $ 524,08t $ 4,456,000 $ 41,387,04
Depreciation and amortizatic $ (57,13) $ (106,94) $(1,011,73) $ (857,119 $(2,032,92) $ (27,709 $ (16,48) $  (283,00) $ (2,360,12)
Capital expenditur $ 1,44¢ $ 1,98¢ $ 1,215,020 $ - $ 121845 $ (20,78) $ - % 16,60¢ $ 1,214,28I

Note 19. Related Party Transactions

None.

Note 20. Subsequent Events

The Company’s management evaluated subsequensdhemtigh August 12, 2011.

Between July 1, 2011 and August 12, 2011 we rededviotal of $2,047,191 in gross proceeds fromased warrants. For these proceed:
will issue a total of 1,498,127 shares of commaxtlst Portions of these share issuances have altakey place.

On July 28, 2011, the Company sent out a NotidRafemption of Warrant to all the record holdersetain issued and outstanding comi
stock purchase warrants which were originally igisire connection with the private placement of umitgsuant to that certain confiden
private placement memorandum dated May 26, 201@& Redemption Notice informed the warrant holdaeg pursuant to the terms of
Warrants, the Warrants will be redeemed for casthatredemption price of 0.001 per warrant on Audi® 2011. Accordingly, after t
Redemption Date, the Warrants will no longer ber@gable for common stock of the Company and thedre will only have the right
receive the Redemption Price.

On August 1, 2011, Jacques D. Kerresthpointment as a member of the Board of Diredtecame effective. On the same date Yves van
who had been a representative of Elephant $afi@jor shareholder QAT Investments SA resigneah fitee board. Mr. van Sante will maint
an affiliation with the ETAK board as an observer.

Actual issuances of shares in accordance with tagkstransfer agents records between July 1, 20l August 12, 2011 were in tc
1,792,561 shares as per below detalils:
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o 400,000 shares were issued relating to a cash isgeof warrants which had been issued as part efptacement of the 20
Promissory Note. Proceeds of $400,000 were receivédly 2011

« 870,834 shares were issued relating to the caskisgef warrants which had been issued as paheoplacement of shares under
Private Placement (PIPE) in 2010. Proceeds recéivéddly and August were $1,306,2!

« 227,293 shares were issued relating to the casftisgeof warrants which had been issued as pattieoconsideration for servic
provided by the placement agent for their 2010gxiaent activities. Proceeds of $340,940 we're reckin July 2011

» 7,548 shares were issued as consideration forcesrprovided following the terms of the agreemiotproceeds were receive

« 152,261 shares were issued as regular agree-cash compensation for directors and executiveef§icNo proceeds were receiv

« 23,788 restricted shares were issued pursuanettiersent of an employee of the company. No proseeste receivec

« 110,837 shares were issued to the cash exercesmmbyee options at various exercise prices, tte pvoceed was $178,88

The Company announced a joint venture with Meco @anication Holding AG (www.mecogroups.com) to lalnnmoobile venture netwo
enabler (MVNE) platforms in the UK, Europe, and @da. As a first step, parties have agreed to cdedloe joint venture agreement for I
on 2 September 2011. The ltaly joint venture cosgwithe sale by the Company of 49% of the owneiishiflephant Talk Communicatic
Italy SrL to Meco Communication Holding AG (Meca@rfthe amount of Euro 1,225,000. The Italy joinbtge will have 5 directors, three
be appointed by the company and two by Meco. Tdmestiction allows the Company to keep control ofsthitgsidiary.

Item 2. Management's Discussion and Analysis of Famcial Condition and Results of Operations

Forward-Looking Statements

Any forward looking statements made herein are ¢basecurrent expectations of the Company, involnermber of risks and uncertainties :
should not be considered as guarantees of futumfopeance. The factors that could cause actual Itesto differ materially include
interruptions or cancellation of existing contracisability to integrate acquisitions, impact of mpetitive products and pricing, prod
demand and market acceptance risks, the presenoengbetitors with greater financial resources ththa Company, product development
commercialization risks, changes in governmentgutations, and changing economic conditions in tigiag countries and an inability
arrange additional debt or equity financing.

Overview

The following discussion and analysis of our finahcondition and results of operations should éadrin conjunction with our financ
statements and notes thereto and the other findanf@amation included elsewhere in this document.

Services and Solutions
Full-MVNE/MVNO Mobile Services — wholesale servicesraadaged services to Mobile Network Operators ainaid Network Operators.

As of 2007, we positioned ourselves as an MVNE 804 and MVNOs offering a wide range of mobile eivaenhancing services throt
sophisticated, proprietary technology supportedniyiti-country operations with a focus on business torass, outsourcing /partner
strategy. Important milestones in this respect are:

« On September 17, 2008 a hosting agreement wasdsligtaveen TMobile Netherlands BV and Elephant Talk Holding A%5100%
affiliate of Elephant Talk Europe Holding BV. Mebile is one of the three MNOs in the Netherlartelephant Talk will, as exclusi
MVNE for T-Mobile, connect MVNOs in the Netherlands to itstfdem, making use of the mobile network c-Mobile.

« In Spain, we have provided since June 2009, mansgettes to Vodafone Enabler (previously know &z&vi) and migrated at t
end of 2010 two additional MVNOs of Vodafone Enabte our platform and are in the process of prieggaand implementing ne
ones.
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« Inthe course of 2010 we signed a framework hostijmgement with KPN Group Belgium NV. Elephant Taik connect MVNOs ii
Belgium to its platform, making use of the mobiktwork of KPN in Belgium. We are currently in theopess of implementing tt
platform in Belgium

« Following the start of our MVNE services in the Netlands in the fourth quarter of 2008, we enténéal heads of terms agreeme
with MVNOs for wholesale services in the Netherlaraohd started servicing these companies while tlyrenplementing addition
ones. By the end of the September 2010 quarternseessfully implemented and brought live foMbbile one of their best knov
brands in The Netherlanc

« In 2011 the company closed a contract with Zain Ki$&audi Arabia to provide its mobile platform whiis planned to be operatio
in the course of 201:

Customized Mobile Solutions — integrated fraud security solutions (ValidSoft) to financial institins

In line with our strategy to develop and markettomszed mobile solutions, we acquired ValidSoft darch 17, 2010. ValidSoft provid
strong authentication and transaction verificagapabilities that allow organizations to quicklypl@ment solutions that protect against ce
of the latest forms of credit and debit card framnd on-line transaction and identity theft. By etating the relative location of a perssicredi
card with the location of their mobile phone, teervice can, for example, tell a bank or card issueealtime if the transaction is like
genuine or fraudulent. We anticipate generatingmeres on a per transaction basis (per verificatibim acquisition combines what we beli
to be ValidSofts best in class proprietary software with our sigpeelecommunication platform to create what whdwe is the best integrat
electronic fraud prevention solution available. émber of milestones:

« At the end of 2010 ValidSoft entered into a cortat arrangement with Visa Europe for the provismfits frauc-preventiol
solutions, VALic-POS® and VALId®.

- ValidSoft has been granted the European Privacy fBesegards to its anti-fraud technology softwa¥&Lid-POS®, which is
designed to detect and prevent card related fragthbal multibillion dollar problem for financiatstitutions.

« The Company launched VALIBVP™ (Speaker Verification Platform), a voice bidrigetechnology to improve secure authenticat

« The Company has announced in June 2011 an agreevitbrogeti BeLux (www.sogeti.be), a prominent\pder of IT services i
Belgium and Luxembourg. Sogeti BeLux will be thesffireseller partner in continental Europe to plewalidSoft's suite of multi-
layered security products with strong, k-in privacy protection:

« ValidSoft was successful in a joint bid for the yision of a Self Certification project to an EU Guament in the area of citiz
benefit payments. The solution will evaluate the aétechnology and incorporate ValidSoft's Speakerification Platform, VALid-
SVP™ to provide automation in the processing ofeit benefits with a view to achieving cost redaetand efficiencies

« ValidSoft has filed applications for two new pateit the Card Not Present fraud prevention area.

o Agreement with Cumberland Building Society (www.dwerland.co.uk), the 15th largest building sociatythe UK with asse
exceeding £1.5billion, to incorporate ValidSoftAMd® solution technology into a new secure transactiervise (Cumberlar
Building Society is a mutual organization owned its/ current account holders and borrowers whichofed a similar model «
community banks in the US

Landline network outsourcing services

Through our fixed line telecom infrastructure and centrally operated and managed IN-CBMing platform, we also provide traditior
landline services like Carrier Select and Carrie-8elect Services, Toll Free and Premium Ratei@=vo the business market.

Support technology
Business Support and Operational Support Sys‘ET BOSS”) and Intelligent Network — IN — (“Infit8l

Through our European and Chinese development centerdevelop ifouse telecom and media related systems and sefteamtered arou
two of the companies’ proprietary platforms ET BOS# Infitel.
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Electronic fraud prevention products: VAFPOS®, VALid® and VALid-SVP™

Our recent acquisition of ValidSoft has given usevship of technology and intellectual propertgéonbat fraud relating to card, the inter
and telephone channels. ValidSoft solutions areketad under VALiId-POS® and VALIid®For its biometrics based product it trades u
VALid-SVP™,

Telecom infrastructure & network

We currently operate a switddased telecom network with national licenses amectifixed line interconnects with the Incumbentstibina
Telecom Operators in seven (7) European countdas, (1) in the Middle East (Bahrain), and partnigshwith telecom operators
Scandinavia, Poland and Germany, and France. Bowihave added mobile access coverage in ordeatéo for our mobile services ¢
solutions. Our first mobile partners areMicbile in the Netherlands, Vizzavi (a Vodafone camy) in Spain, KPN in Belgium. In Saudi Ara
we partnered with Zain KSA to provide our mobilatfibrm services.

Results of Operations

Our results of operations for the six months endlate 30, 2011, consisted of the operations of BElephalk Communications Inc., its wholly-
owned subsidiaries, Elephant Talk Limited and itbsidiaries, Elephant Talk Europe Holding BV arslstibsidiaries, Elephant Talk Glo
Holding BV and its subsidiaries and ValidSoft Ltadaits subsidiaries.

Although the vast majority of our business actestiare carried out in Euros, we report our findrstiaements in US dollars (“USD"Jhe
conversion of Euros and USD leads to periog¢oiod fluctuations in our reported USD resultsiag from changes in the exchange
between the USD and the Euro. Generally, whetJtBB strengthens relative to the Euro, it has aaworable impact on our reported reve
and income and a favorable impact on our reponkperses. Conversely, when the USD weakens relatittee Euro, it produces a favore
impact on our reported revenue and income, andnfavarable impact on our reported expenses. Thwealfluctuations in the USD/EL
exchange rate therefore result in currency traioslaffects (not to be confused with real curreagghange effects), which impact our repa
USD results and may make it difficult to determantual increases and decreases in our revenuexgedses which are attributable to
actual operating activities. In addition to repggtchanges in our financial statements in USDeaglpe requirements of United States gene
accepted accounting principles (“US GAAPfe also highlight the impact of any material cumertranslation effect by providing
comparison between periods on a constant currerasisbwhere the most recent USD/Euro exchange igtapplied to previot
periods. Management believes that this allowgfeater insight into the trends and changes irbasimess for the reported periods. Also, <
we carry out our business activities primarily iar&'s we do not currently engage in hedging adésit

Introduction

The business of the company is primarily relatethtdbile and security related solutions. By far t@ority of investments and activities of
employees and long term consultants of the compamygeared towards these types of business. Tadsre be kept in mind when reading
financials statements of the company and the maneagediscussion and analysis. In the first six rhemdf 2011 most of the revenue of
company is still generated by landline businessrffum Rate Services, Landline Calling Plans ance©ORevenue), but only requires a \
small amount of resources from the company botkeims of human resources, facilities as well astaapxpenditures. Even though

revenues in the first six months of 2011 were gateer for more than 90% by landline business, thegim@ontribution largely comes from 1
mobile and security solutions business. Despiteldhge and expected decline in landline businegs tw past six months, the mobile

security solutions activities were 40% higher (@mstant currency) compared with same period laat ye

Within the mobile segment we distinguish betweemblebale services and managed services. Wholesaieesecarry a much higher revel
than the managed services revenues, since wholssaliees includes the sale of airtime. Managedicses on the other hand have a nr
lower revenue, but have little cost of service camegd to wholesale.
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Adjusted EBITDA

We employ Adjusted EBITDA, defined as earnings befmcome taxes, depreciation and amortization stodkbased compensation,
several purposes, including as a measure of ouratipg performance. We use Adjusted EBITDA becadtisemoves the impact of items |
directly resulting from our core operations, thllswaing us to better assess whether the elementaiofjrowth strategy are yielding posit
results.

A reconciliation of Adjusted EBITDA to net loss feach of the fiscal periods indicated is as follows

Six months endec

June, 30

2010 in

constant

2011 2010 currency
(unaudited)  (unaudited) (unaudited)
Net loss $(11,434,64) $(26,696,71) $(26,938,97)
Provision for income taxe 80C 80C 80C
Net loss attributable to noncontrolling inter - 2,28: 75€
Depreciation and amortizatic 2,640,45! 2,360,12. 2,478,69:
Stoclk-based compensatic 3,167,96! 3,253,66! 3,253,66!
Other income & expenst (368,85f) 18,333,44 18,316,09
Adjusted EBITDA $ (5,994,28) $ (2,746,40) $ (2,888,95))

(Note to Adjusted EBITDA tabl2010 figures only include three months of ValidSofancials)

Impact of inclusion of ValidSoft financials for tls&x months ended June 30, 2G16onstant currency:

Since ValidSoft only started to be consolidated itiie Company financials as of 1 April 2010, ValidSoft finanisidor the first quarte
previous year are not included in our financiafsors.

The adjusted EBITDA for ValidSoft in the previougay (Q1 2010) was ($907,693), comprising of NetsL{8966,328), adjusted -
depreciation of $ 5,827 and interest income aneeses of 52,808.

If for purposes of comparison we include the Ql®@tljusted EBITDA of ValidSoft into previous yeandncials, the six months ended
June of the previous year would show an adjusteld BR of ($3,796,649).

Revenue

Revenue for the three months ended June 30, 208 $W&a90,976, a decrease of $ 1,882,849 or 19.6f6pared to $9,673,825 for the th
months ended June 30, 2010. Revenue for the sithm@mded June 30, 2011 was $16,298,990, a deawt&8¢318,600 or 16.9%, compa
to $19,617,590 for the six months ended June 300.20

Revenue - Constant currency
In constant currency, the revenue for the threethsoanded June 30, 2011 decreased by $3,069,028.8% compared to the sa
period in 2010.

In constant currency, the revenue for the six memthded June 30, 2011 decreased by $4,406,617.3% 2bmpared to the sa
period in 2010 The decrease in revenue was thét efghe expected continued decrease in our lowgindegacy landline business
$5,121,779, which was partly o$et by the increase in our higher margin mobile sexurity solutions business of $715,162 comg
to the same period in 2010.
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Variance 2011
June 30, 201( versus 201(

Revenue June 30, 201 June 30, 201 constant currency constant currency
Landline Service $ 13,838,88 $ 17,966,45 $ 18,960,66 $ -5,121,77!
Mobile & Security Solutions 2,460,10: 1,651,13. 1,744,94 715,16:
Total Revenue $ 16,298,99 $ 19,617,59 $ 20,705,60 $ -4,406,61

Cost of service

Cost of service includes origination, terminatioefwork and billing charges from telecommunicatiopgrators, out payment costs to cor
and information providers, network costs, data eembsts, facility cost of hosting network and eguént and cost in providing res
arrangements with long distance service providesst of leasing transmission facilities, internatibgateway switches for voice, and ¢
transmission services.

Cost of service for the three months ended Jun@@D1 was $7,494,679, a decrease of $1,510,613.6.8%, compared to $9,005,394 for
three months ended June 30, 2010. Cost of serwidbé six months ended June 30, 2011 was $15,652aldecrease of $3,327,118 or 18
compared to $18,379,282 for the six months endad 30, 2010. The decrease in cost of service wadynaused by the decrease in reve|
in our low margin legacy landline business.

Cost of service — constant currency

In constant currency, the cost of service for tire¢ months ended June 30, 2011 decreased by $%/616 26.4% compared to
same period in 2010, primarily as a result of lovesels of landline revenue. Cost of service, geecent of revenue, expresse
constant dollar terms was 96.4% and 93.2% forltheetmonths ended June 30, 2011 and 2010, resggctiv

In constant currency, the cost of service for tixensonths ended June 30, 2011 decreased by $4B501122.4% compared to !
same period in 2010, primarily as a result of lovesels of landline revenue. Cost of service, geecent of revenue, expresse
constant dollar terms was 92.4% and 93.7% for ithenenths ended June 30, 2011 and 2010, respegctivel

Despite the increase of cost of service in the mgaquarter 2011 following the fact that little reves were generated by oo#é-
mobile fees during that period, management expea$s of service as a percent of revenue to dedfinthe future as a grea
proportion of future revenue is comprised of outifeservices and ValidSoft security solutions, ethhave a substantially lower ¢
of service than our traditional PRS business.

Selling, general and administrativ

Selling, general and administrative (“SG&A&xpense for the three months ended June 30, 201 2Gk0 were $3,824,756 and $2,079,
respectively. SG&A expenses increased by $1,745&983.9%, in 2011 compared to 2010.

Selling, general and administrative (“SG&A&xpense for the six months ended June 30, 20112ahd were $7,241,113 and $3,984,
respectively. SG&A expenses increased by $3,256@0841.7%, in 2011 compared to 2010.
For explanation of the variances see section “@msturrency” below.
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Selling, general and administrative — constant cerncy

In constant currency, SG&A for the three monthseehdune 30, 2011 increased by $1,496,392, or 6%8ftpared to the same pel
in 2010. This was led by an increase of 23.4% instaffing levels on June 30, 2011 compared to BNe010, largely in sales ¢
European hires, as well as by higher marketingsatithg costs.

In constant currency, SG&A for the six months endede 30, 2011 increased by $3,049,835, or 72.8%pared to the same per
in 2010. This increase was for 44.6% caused byabethat the Validsoft first quarter financials nieenot included in the six moni
ended June 30, 2010. The remainder of the incre@aseahe result of the previously mentioned growtthe organization.

Non-cash compensation to officers, directors, consultsand employees

Non-cash compensation for the three and six monthsdefaiee 30, 2011 was $2,037,903 and $3,167,966cteply, compared to $2,712,7
and 3,253,669, for the corresponding 2010 peridde high Q2 2010 compensation is primarily att@ilée to the fact that nocast
compensation for directors and executive officetated to first quarter 2010 was only accountedifoof the second quarter 2010.

Non-cash compensation is comprised of:

« The expense related to shares of restricted constomk that were issued to management in lieu di caspensatior
« The 2006 No-Qualified Stock and Option Compensation Plan amg 2008 Lon-Term Incentive Plan; ar
« The expense related to shares issued to consulitargsrvices

Since noncash compensation comprises United States Dollnsrdinated shares, options and warrants, a constiargncy analysis is r
applicable.

Depreciation and amortizatiol

Depreciation and amortization for the three andnsonths ended June 30, 2011 wa%,337,775 and $ 2,640,450, respectively, compas
$1,515,428 and $2,360,122 in the corresponding petidds. In the three month ended June 30, 20ddrediation and amortization decree
by $177,653 or 11.7% compared to the same perid®.20 the six month ended June 30, 2011, depreriand amortization increased
$280,328 or 11.9% compared to the same period 2010.

Depreciation and amortization — constant currency

In constant currency, the depreciation and amditizeexpenses for the three months ended June(3(, @ecreased by $318,81¢
19.6% compared to the same period in 2010. In eohsurrency, the depreciation and amortizatioreasps for the six months en
June 30, 2011 increased by $161,753 or 6.5% comparde same period in 2010.

Other Income and Expenses

Interest income was $24,145 and $32,520 for theetimonths ended June 30, 2011 and 2010 respectimtdyest income was $47,131 .
$65,119 for the six months ended June 30, 20112800 respectively. Interest income was interestived on bank balances.

Interest expense was $71,511 and $535,887 fohtkee imonths ended June 30, 2011 and 2010 resggctiverest expense was $138,275
$982,427 for the six months ended June 30, 20112846 respectively. High levels of interest expeims2010 were due to higher levels
debt financing and less favorable interest ratgerést charges decreased with the automatic csioveof the QAT 2010 bridge loan and 2
promissory notes on November 19, 2010.
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Other income was $230,000 and $0 for the three soebhded June 30, 2011 and 2010 respectively, 46@,0 and $0 for the six mon
ended June 30, 2011 and 2010 respectively. Otlseria was the result of the release of a FIN48 pronifollowing a successful abaterr
request with the IRS for the year 2007. Followihig success full abatement the company also detidexrlease a similar provision it had m
for a potential IRS fine for the year 2008.

Interest expense related to amortization of dedtalint on promissory notes was $0 and $4,959,04théothree months ended June 30, :
and 2010 respectively. In the six months ended 30n2011 and 2010, interest expenses related dotiaation of debt discount on promiss
notes were $0 and $7,545,823 respectively. Theedserwas the result of the conversion of the 200Bsory Notes into equity in the fou
quarter 2010.

Non-controlling Interest

Our majority owned subsidiaries are Elephant Tatkn@unications PRS U.K. Limited, Elephant Talk Conmigations Premium Rate Servi
Netherlands B.V., Elephant Talk Middle East & Af&i¢Holding) W.L.L., Elephant Talk Middle East & Ada (Holding) Jordan L.L.C
Elephant Talk Middle East & Africa Bahrain W.L.IEJephant Talk Middle East & Africa FZ-LLC and ETFS NV.

During the three and six months ended June 30,,20& Incurred a nogentrolling interest income attributable to mingrithareholders of $i
and $0 respectively. During the same period in 28&0incurred a non-controlling interest chargébf785 and $2,283.

Net Loss

Net Income/(Loss) was $(6,721,423) and $(14,359,54the three months ended June 30, 2011 and &&Hectively, and $(11,434,647) .
$(26,696,719) for the six months ended June 301 201 2010 respectively.

Other Comprehensive Income/(Loss)

We record foreign currency translation gains arsbés as comprehensive income or loss. Comprehelmsigme/(Loss) for the six mont
ended June 30, 2011 and 2010 was $3,257,603 an@O®(346) respectively. This change is primarilifilatitable to the translation effi
resulting from the substantial fluctuations in th&D/Euro exchange rates.

Liquidity and Capital Resource

We have an accumulated deficit of $166,253,083 fadune 30, 2011. Historically, we have relied orambination of debt and eqt
financings to fund our ongoing cash requirememtsthe first six months 2011 we received a total$t8,587,674 in gross proceeds f
exercised warrants. In the period subsequent te 3n 2011 until August 12, 2011 we received anitmddl $ 2,226,024 from exercis
warrants and employee options.

Management plans to finance operating costs owveme#xt twelve months with existing cash on hand, gloceeds from the 28 July, 2
redemption notice of common stock warrants isswethvestors and therefore management believes liheg sufficient cash to meet tt
needs for the next 12 months.

Cash and cash equivalents as of June 30, 2C $ 4,652,18
Subsequent voluntary exercise of 400,000 warrased to the placement of the 2(

Promissory Notes $ 400,00(
Subsequent voluntary exercise of 227,293 warrastsed as part of the consideration

services provided by the placement agent for @@l10 placement activitie 340,94(
Subsequent voluntary exercise of 870,834 warrastged as part of the placement of share

under the Private Placement (PIPE) in 2 1,306,25:
Subsequentexercise of employee 110,837 optionaretus exercise price 178,83:
Expectedexercise of 6.8 million called warrants ($1.50)isd as part of the placement of

shares under the Private Placement (PIPE) in 2010 10,200,00 1) see important note belc
Total expectedubsequent proceeds from warrant & option exeraisésly / August 12,426,02

1) On July 28, 2011, the Company sent out a NatfcRedemption of Warrant to all the record holdefscertain issued and outstanc
common stock purchase warrants which were origingfued in connection with the private placemehumits pursuant to that cert
confidential private placement memorandum dated @@y2010. The Redemption Notice informed the amrholders that pursuant to
terms of the Warrants, the Warrants will be redekifioe cash at the redemption price of 0.001 peravdron August 29, 2011. According
after the Redemption Date, the Warrants will n@kambe exercisable for common stock of the Compaenalythe holders will only have the ri
to receive the Redemption Price. Management o€thrapany cannot fully forecast the total number afrants that will be exercised.
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In the event the anticipated revenues are delayeatenless than anticipated and additional castedsired, the Company expects to ¢
additional financing and/or reduce costs expendeiisaresearch and development efforts.

Operating activities

Net cash used in operating activities for the sonths ended June 30, 2011 was $6,031,323 compafk&i841,983 in the six mon
ended June 30, 2010, a decrease of $810,660. &ken® for the decrease in net cash used are iedraasounts payable and acci
expenses caused by extending payment terms oredkilayoicing by suppliers. This offset the increheet cash used

Investment activities

Net cash used in investment activities for six rhenénded June 30, 2011 was $5,754,870, an incodab4,589,181 (or 393.7¢
compared to $1,165,689 in the first half year 20L0e increase was primarily attributable to thechase of telecommunicati
equipment, systems and software for planned custoolieuts.

Financing activities

Net cash received by financing activities for thersonths ended June 30, 2011 was $13,597,666.

As a result of the above activities, the Company th@ cash and cash equivalents balance of $4 8524 of June 30, 2011, a net
increase in cash and cash equivalents of $2,40@d®%pared to June 30, 2010

Off- Balance Sheet Arrangements

We did not have any offalance sheet arrangements that have or are rédgdikaly to have a current or future effect onrdinancia
condition, changes in financial condition, revenoegxpenses, results of operations, liquidity,itsh@xpenditures or capital resources th
material to investors.

Application of Critical Accounting Policies and Estmates

Revenue Recognition and Deferred Reve

The Company’s revenue recognition policies areomgliance with ASC 605, Revenue Recognition (“ASE59 (formerly, Staff Accountin
Bulletin (SAB) 104). Revenue is recognized only witlee price is fixed or determinable, persuasividence of arrangement exists, the sel
is performed and the collectability of the resugtireceivable is reasonably assured. The Comparmyedaevenue from activities as a fixkade
and mobile services provider with its network atelawn switching technology. Revenue representsuatsoearned for telecommunicat
services provided to customers (net of value addgdand intersompany revenue). The Company recognizes revemme firepaid callin
cards as the services are provided. Payments sztdigfore all of the relevant criteria for revemaeognition are satisfied are recorde
deferred revenue. Deferred revenue represents ameaceived from the customers against future safeservices since the Comp:
recognizes revenue upon performing the services.

Stock-based Compensation

Effective January 1, 2006, we adopted the provsiohASC 718 “Compensation-Stock Compensatiasing the prospective approach. /
result, we recognize stodlkased compensation expense for only those awaadsate granted subsequent to December 31, 200%am=y
previously existing awards that are subject toakddg accounting, including certain stock optioret tivere exercised with notes in 2003, t
the awards are exercised, forfeited, or contralgt@ipire in accordance with the prospective metaod the transition rules of ASC 718. Ur
ASC 718, stockbased awards granted after December 31, 2005¢ceweded at fair value as of the grant date andyrézed as expense over
employee’s requisite service period (the vestingoge generally three years), which we have eletteaimortize on a straight-line basis.

Business Combinatior

We use the purchase method of accounting for basitombinations and the results of the acquirathbsses are included in the ince
statement from the date of acquisition. The purehasce includes the direct costs of the acquisitibBlowever, beginning in fiscal 20l
acquisitionrelated costs will be expensed as incurred, in rdlece with Financial Accounting Standards BoarASB) issued revision
Statement of Financial Accounting Standards No.RL4Business CombinationsAmounts allocated to intangible assets are amattme
their estimated useful lives; no amounts are atbxt#o inprogress research and development. Goodwill reptesiee excess of consideral
paid over the net identifiable business assetsiatju
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Intangible Assets and Impairment of long Lived &

In accordance with ASC 350, intangible assets ardger at cost less accumulated amortization arghirment charges. Intangible assets
amortized on a straighine basis over the expected useful lives of treetss between three and ten years. Other intangdslets are review
for impairment in accordance with ASC 360, “PropeRlant, and Equipmentannually, or whenever events or changes in circancst
indicate that the carrying amount of such assetg nw be recoverable. Measurement of any impairnmessg for longlved assets ar
identifiable intangible assets that managementespe hold and use is based on the amount ofahging value that exceeds the fair valu
the asset.

Impact of Accounting Pronouncements

In October 2009, the FASB issued amendments to A8@c 605, with respect to accounting and reportingdance for revenue general
arrangements with multiple deliverables, which dajend the requirements entities must meet in dateglements to be considered seps
units of accounting; (b) eliminate the requiremeiatt entities have objective and reliable evidewfckair value for undelivered items in orde
separate them from other elements in the arrangtsinamd (c) replace the residual method of allagationsideration with the relative sell
price method. Under the relative selling price rodtfor allocating consideration, entities must ks an estimated selling price for any u
for which objective and reliable evidence of fa@lwe or third party evidence of selling price ig determinable. ASC Topic 605 expands
gualitative and (if adoption impacts are signififamuantitative information required to be discldseoncerning revenugeneratin
arrangements with multiple deliverables.

This amended accounting guidance is effective iwal years beginning after June 15, 2010, withyeadoption, as of the first fiscal y¢
beginning after issuance of the amendments, pe&uhitt may be adopted prospectively to all newignificantly modified arrangements
retrospectively to all arrangements. We have ntgdparly adoption and will evaluate the impacbanoperations beginning in fiscal 2011.

In January, 2010, the FASB issued ASU 2@8)-Improving Disclosures about Fair Value Measwe®ets. The standard amends ASC T
820, Fair Value Measurements and Disclosures,qoire additional disclosures related to transferanid out of Levels 1 and 2 and for acti
in Level 3 and clarifies other existing disclosureguirements. The Company adopted ASU 208(eginning January 1, 2010. This up
had no impact on the Company’s financial statements

In April 2010, the FASB issued Accounting Standdptlate (“ASU”) No. 2010t7, Milestone Method of Revenue Recognition, whpobvide:
guidance on applying the milestone method to molestpayments for achieving specified performancasmees when those payments
related to uncertain future events. However, theSBAclarified that, even if the requirements in thiSU are met, entities would not
precluded from making an accounting policy electiomapply another appropriate accounting policy thaults in the deferral of some port
of the arrangement consideration. The ASU is effector periods beginning on or after June 15, 20E6(tities can apply this guidar
retrospectively as well as prospectively to miles® achieved after adoption. This update is exgectehave no impact on the Company’
financial statements.

ASU 2010-13, Effect of Denominating the Exerciséc®rof a Shar®®ased Payment Award in the Currency of the MarkeWhich th
Underlying Equity Security Trades, amends Topic Z@8clarify that an employee shdbased payment award with an exercise |
denominated in the currency of a market in whiculastantial portion of the entityequity securities trades should not be consideredntail
a condition that is not a market, performance, @wise condition. Therefore, an entity would n&ssify such an award as a liability i
otherwise qualifies as equity. It is effective fagcal years, and interim periods within thosedisyears, beginning on or after Decembe!
2010. The amendments should be applied by reaprdircumulativeeffect adjustment to the opening balance of rethiearnings. Tt
cumulativeeffect adjustment should be calculated for all alsaputstanding as of the beginning of the year lviciv the amendments
initially applied, as if the amendments had beepliad consistently since the inception of the awaEarlier application is permitted. We
currently evaluating the impact of this provision.
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ASU 2010-09, Subsequent Events, amends FASB ASE18356 clarify that whereas SEC filers and condiaibt obligors for publiclytradec
conduit debt securities must evaluate subsequemitgethrough the date that the financial statemamtsssued, SEC filers need not disclos
date through which subsequent events have beenatgdl NonSEC filers must evaluate subsequent events threthegldate the financi
statements are available to be issued, and contmbe required to disclose that date. The ASW alarifies that reissuances for whic
subsequent events evaluation is required are liiie'revised”financial statements (as defined in the ASU). @heendments are effect
upon issuance (February 2010), except as relatimgnduit debt obligors, for which the effective@é interim or annual periods ending &
June 15, 2010. We adopted the provisions of ASWATH as required.

In December 2010, the FASB issued ASU 2010-28hé&n to Perform Step 2 of the Goodwill ImpairmeesiTfor Reporting Units with Zero
Negative Carrying Amount” The amendments in this ASU modify Step 1 of thedyadb impairment test for reporting units with zewm
negative carrying amounts. For those reportingsymih entity is required to perform Step 2 of thedill impairment test if it is more like
than not that a goodwill impairment exists. For [gubntities, the amendments in this Update arectiffe for fiscal years, and interim peri
within those years, beginning after December 13,02&arly adoption is not permitted. We will addpis guidance on January 1, 2011
apply it prospectively.

Item 3. Quantitative and Qualitative Disclosure abat Market Risks
Not applicable

Item 4. Controls and Procedures

Evaluation of Disclosure Controls and Procedu

Under the supervision and with the participatioroaf management, including our chief executiveceffiand our chief financial officer,
carried out an evaluation of the effectivenesshefdesign and operation of our disclosure contints procedures as defined in Rules 18ée
and 15d-15(e) under the Securities Exchange AtB8#, as amended (the “Exchange AdBased on the foregoing, our chief executive of
and our chief financial officer concluded that @isclosure controls and procedures were not effecs of the end of the period covere:
this quarterly report due to the significant defigiies described below.

Our management has identified a material weakmessui disclosure controls and procedures due tach of personnel and technolog
resources. This material weakness restricts olityatm ensure that information required to be thsed in our reports filed or submitted ur
the Exchange Act is accumulated and communicatedanagement and that information is recorded, ps®Esk summarized and repo
within the time periods specified in the SEC’s suéand forms.

Disclosure controls and procedures are controlsodiner procedures that are designed to ensurénfioatation required to be disclosed in
reports filed or submitted under the Exchange Acteicorded, processed, summarized and reporteéhwith time periods specified in !
SEC’s rules and forms. Disclosure controls and proceslunclude, without limitation, controls and prooess designed to ensure |
information required to be disclosed in our repdilésl or submitted under the Exchange Act is acglated and communicated to managen
including our chief executive officer and chief dimcial officer, or persons performing similar fuoaos, as appropriate, to allow tim
decisions regarding required disclosure.

Changes in Internal Control over Financial Repogin

There have not been any other changes in our aiteontrol over financial reporting during the shonths ended June 30, 2011 that |
materially affected, or are reasonably likely tatenally affect, our internal control over finantiaporting.
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PART Il - OTHER INFORMATION
Item 1. Legal Proceedings
(a) Manu Ohri Litigation

In March 2009 Manu Ohri (“Ohri”), the Comparsyformer chief financial officer from 2002 to 2006gmmenced a lawsuit against
Company in the California Orange County Superioui€ealled Manu Ohri v. Elephant Talk Communicasipinc., Case No. 30-20009-
00120609. Ohri alleges that the Company breach2@0é& written employment contract, a 2007 oral ctimsy contract, and otherwise ov
him the reasonable value of consulting serviceslessd. Ohri seeks damages of $442,216 under kbgedl employment contract, $56,
under the alleged oral consulting agreement, stqtions that he valued at $45,200 under the allegaticonsulting agreement, $14,316
medical and dental insurance premiums, $4,226.40féoand long term disability insurance premiurpsgjudgment interest, and costs of
litigation. The Company denies Ohri's allegationd asserts several affirmative defenses.

The Company commenced a cressnplaint against Ohri to, among other things, lickede his alleged 2006 employment contract andk
bonus, and to recover the stock bonus or its fairket value.

Phase 1 of the trial took place without a jury begw June 27 and July 13, 2011. The parties filstipal briefs, and are waiting for the co
to announce its decision, which is expected withannext few weeks. Any claims remaining after ¢bart’s decision in Phase 1 may be t
in a second phase with a jury.

(b) Chong Hing Bank Litigation

In December 2009 Chong Hing Bank Limited, fka Linobg Hing Bank Limited, a foreign banking servicesnpany based in Hong Kong (
“Bank”), commenced a lawsuit in the California Orange CouS8typerior Court called Chong Hing Bank Limited viefhant Tal
Communications, Inc., Case No. 30-200®828467. The Bank alleges that it entered intibua installment and term loan agreements ai
overdraft account with Elephant Talk Limited (“ET),-a Hong Kong subsidiary of the Company. Various fermfficers and directors of E’
personally guaranteed the loans and overdraft atcdine Bank alleges that ETL is in default on tbans and overdraft account, and
approximately $1,536,792.28 plus continuing inteliesdue. The Bank alleges that the Company isctlir liable to repay the loans ¢
overdraft account as a successor in interest to. Elfie Bank is suing the Company for breach of rmmttand common counts. The Comg.
denies the Bank' allegations and asserts several affirmative defenThe Company contends that it has no directessor liability to th
Bank, and that the Bank must pursue its recouramsigETL and its personal guarantors.

A trial is set to start on October 3, 2011.
(c) Rescission of the Purchase Agreement of May 22004 of New Times Navigation Limited.

As previously described in our 2004 Annual Repod and New Times Navigation Limited mutually agreedterminate this purche
agreement. We returned the received shares of Ne@sTNavigation Limited to the concerned sharehsldad received back 90,100 of
common stock out of the 204,000 issued by us ferghirchase. In addition we issued 37 unsecuredectible promissory notes for a tc
amount of $3,600,000. On our request 21 notes veduened with a total value of $2,040,000.

We are presently seeking relief from the High Cafrthe Hong Kong Special Administrative Region iagathe holders of the unreturr
shares to return a total of 113,900 common shadsdd at $381,565) and also to have them retwréimaining 18 unsecured convert
promissory notes representing a total amount of481,000 and rescind the purchase agreement. Thdscesrrently pending.

Item la. Risk Factors

In addition to the other information set forth st Quarterly Report on Form 1D; you should carefully consider the Risk Factoduded it
Part I, “ltem 1A. — “Risk Factors” of our Annual Bert on Form 1 for the year ended December 31, 2010, and thiiadal, if any, Risl
Factors set forth below. These Risk Factors coultenally impact our business, financial conditemd/or operating results. Additional ri
and uncertainties not currently known to us or that currently deem to be immaterial also may mallgriadversely impact our busine
financial condition and/or operating results.
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Item 2. Unregistered Sales of Equity Securities andse of Proceeds
During the three months ended June 30, 2011 th@aoynsold an aggregate number of 337,857 shangsrdke following breakdown:

On April 1, 2011, we issued 5,188 restricted shaseson-cash consideration for consultancy seryipeaded. The codbasis at issue had be
determined at $16,110 following the initial cashesgnents (GBP 10,000 at $1,611) in combination wifl®% discount in the contract.

On April 27, 2011 we issued 225,169 shares as aedgnbn-cash compensation in lieu of castdmpensation to management and b
members in accordance with a gketermined conversion formula relating to the faqearter of 2011 (215,774) and some remaining shian
the year 2010 (9,395) expensed at a total amoub®f,169.

On May 27, 2011, we issued 27,500 restricted shasason-cash consideration for consultancy senpcegided. The codbasis at issue h
been determined at $68,750 following the numbeshaires agreed upon multiplied by the share clgsiieg at the date of the agreement.

On June 30, 2011, we issued 80,000 restricted ster@on-cash consideration for consultancy senpcevided. The codiasis at issue h
been determined at $188,000 following the numbeshafes agreed upon multiplied by the share clgziicg at the date of the agreement.

The above-referenced securities were offered alibgosuant to exemptions from registration prodithy the Securities Act.
Item 3. Defaults upon Senior Securities.
None.
Item 4. Submission of Matters to a Vote of SecurityHolders
None.
Item 5. Other Information
None.
Item 6. Exhibits
(a) Exhibits
31.1  Certification of the CEO pursuant to Rule -14(a) or Rule 15(-14(a) on page 3.
31.2  Certification of the CFO pursuant to Rule -14(a) or Rule 15(-14(a) on page 3«
32.1 Certification pursuant to 18 U.S.C. 81350 as adbptesuant to Section 906 of the Sarb-Oxley Act of 2002 on page 3

32.2  Certification pursuant to 18 U.S.C. §1350 as adbptersuant to Section 906 of the Sarb-Oxley Act of 2002 on page 3

30




SIGNATURES

Pursuant to the requirements of the Securities &xgé Act of 1934, the registrant has duly causiedréport to be signed on its behalf by
undersigned thereunto duly authorized.

ELEPHANT TALK COMMUNICATIONS, INC.

August 16, 2011 By /s/ Steven van der Veldt
Steven van der Velde
President and Chief Executive Officer
(Principal Executive Officer

August 16, 2011 By /s/ Mark Nije

Mark Nije
Chief Financial Officer
(Principal Financial and Accounting Office

Index to Exhibits
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31.2 Certification of the CFO pursuant to Rule -14(a) or Rule 15(-14(a) 33
32.1 Certification pursuant to 18 U.S.C. 81350 as adbptersuant to Section 906 of the Sarb-Oxley Act of 200z 34
32.2 Certification pursuant to 18 U.S.C. §1350 as adbptesuant to Section 906 of the Sarb-Oxley Act of 200z 35
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Exhibit 31.1

Certification Pursuant to Rule 13a-14(a)

I, Steven van der Velden, hereby certify that:

1. | have reviewed this Quarterly Report on Forn-Q of Elephant Talk Communications, In
2. Based on my knowledge, this report does not comaynuntrue statement of a material fact or omsitete a material fa
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this ref
3. Based on my knowledge, the financial statémemd other financial information included instiheport, fairly present in all
material respects the financial condition, resaofteperations and cash flows of the registrantfaara for, the periods presentes
this report;
4. The registrars other certifying officer and | are responsibledstablishing and maintaining disclosure contasld procedures (
defined in Exchange Act Rules 13a-15(e) and 15&)}%nd internal control over financial reportirg @efined in Exchange Act
Rules 13-15(f) and 15-15(f)) for the registrant and hay
a. Designed such disclosure controls and praesdor caused such disclosure controls and proesdo be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made kno
to us by others within those entities, particulahlying the period in which this report is beingpared

b. Designed such internal control over financial réjpg; or caused such internal control over finahetporting to be designe
under our supervision, to provide reasonable assargegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in ataoce with generally accepted accounting princijj

c. Evaluated the effectiveness of the regissatisclosure controls and procedures and presénteis report our conclusions
about the effectiveness of the disclosure contintbprocedures, as of the end of the period covgyehis report based on
such evaluation; an

d. Disclosed in this report any change in the regm’s internal control over financial reporting thatooed during the
Registrant’s most recent fiscal quarter that haterialy affected, or is reasonably likely to méadly affect, the registrant’s
internal control over financial reporting; a

5. The registrant’s other certifying officer anldave disclosed, based on our most recent evatuat internal control over financial
reporting, to the Registrée’s auditors and the audit committee of the regit's board of director
a. All significant deficiencies and material waasses in the design or operation of internalrobover financial reporting

which are reasonably likely to adversely affectribgistrant’s ability to record, process, summaaad report financial
information; anc
b. Any fraud, whether or not material, that involveamagement or other employees who have a significéein the registra’s
internal control over financial reportin
Date: August 16, 2011 /s/ Steven van der Velde

Steven van der Velde
President and Chief Executive Offic

32




Exhibit 31.2

Certification Pursuant to Rule 13a-14(a)
I, Mark Nije, hereby certify that:
1. | have reviewed this Quarterly Report on Forr-Q of Elephant Talk Communications, In

2. Based on my knowledge, this report does not comtajnuntrue statement of a material fact or om#téde a material fact necessary to
make the statements made, in light of the circunt&ts under which such statements were made, nkadisg with respect to the
period covered by this repo

3. Based on my knowledge, the financial statement$ adimer financial information included in this repdairly present in all materi
respects the financial condition, results of operet and cash flows of the registrant as of, andtfe periods presented in this rep

4. The registrar's other certifying officer and | are responsibledstablishing and maintaining disclosure contesld procedures (i
defined in Exchange Act Rules 13a-15(e) and 15&)}%nd internal control over financial reportirag @efined in Exchange Act Rules
13e-15(f) and 15-15(f)) for the registrant and hav

a. Designed such disclosure controls and praesdor caused such disclosure controls and proesdo be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made kno
to us by others within those entities, particulahlying the period in which this report is beingpared

b. Designed such internal control over financial réjpg; or caused such internal control over finahetporting to be designe
under our supervision, to provide reasonable assargegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in ataoce with generally accepted accounting princijj

c. Evaluated the effectiveness of the regissatisclosure controls and procedures and presénteis report our conclusions
about the effectiveness of the disclosure contintbprocedures, as of the end of the period covgyehis report based on
such evaluation; an

d. Disclosed in this report any change in the regm’s internal control over financial reporting thatooed during the
registrant’s most recent fiscal quarter that hatenelly affected, or is reasonably likely to maadly affect, the registrant’s
internal control over financial reporting; a

5. The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluatigrterhal control over financial
reporting, to the registre’s auditors and the audit committee of the regi¢'s board of director:

a. All significant deficiencies and material waasses in the design or operation of internalrobover financial reporting
which are reasonably likely to adversely affectribgistrant’s ability to record, process, summaaad report financial
information; anc

b. Any fraud, whether or not material, that involveamagement or other employees who have a significéain the

Registrar’s internal control over financial reportir

August 16, 2011 /s/ Mark Nije
Mark Nije, Chief Financial Office
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Exhibit 32.1
CERTIFICATION
Pursuant to Section 906 of the Sarbanes-Oxley Acf 2002
(18 U.S.C. 1350)

Pursuant to Section 906 of the Sarbanes-Oxley A(®U.S.C. 1350), the undersigned officer of Blapt Talk Communications, Inc., a
California corporation (the “Company”), does hereeytify, to the best of such officer's knowledgelaelief, that:

(1) The Quarterly Report on Form 10-Qtfoe quarter ended March 31, 2010 (the “Form 10-@'the Company fully complies
with the requirements of Section 13(a) or 15(ddhef Securities Exchange Act of 1934; and

(2) The information contained in the FdtfrQ fairly presents, in all materials respedts, financial condition and results of

operations of the Company.

Date: August 16, 201 /s/ Steven van der Velds
Steven van der Velden, President and Chief Exee@ifficer

This certification shall not be deemed “filed” fourposes of Section 18 of the Securities Exchargeok otherwise subject to the liability of
that section. Such certification will not be deehte be incorporated by reference into any filimgler the Securities Act or the Securities
Exchange Act.

34




Exhibit 32.2
CERTIFICATION
Pursuant to Section 906 of the Sarbanes-Oxley Acf 2002
(18 U.S.C. 1350)

Pursuant to Section 906 of the Sarbanes-Oxley A2002 (18 U.S.C. 1350), the undersigned officeElgphant Talk Communications, Inc., a
California corporation (the “Company”), does hereeytify, to the best of such officer's knowledgelaelief, that:

(1) The Quarterly Report on Form 10-Qtfoe quarter ended March 31, 2010 (the “Form 10-@'the Company fully complies
with the requirements of Section 13(a) or 15(ddhef Securities Exchange Act of 1934; and

(2) The information contained in the FdtfrQ fairly presents, in all materials respedts, financial condition and results of
operations of the Company.

Date: August 16, 2011 /s] Mark Nije
Mark Nije, Chief Financial Office

This certification shall not be deemed “filed” fourposes of Section 18 of the Securities Exchangeok otherwise subject to the liability of
that section. Such certification will not be deehte be incorporated by reference into any filimgler the Securities Act or the Securities
Exchange Act.
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