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(Title of class)

Check whether the issuer: (1) filed all reports required to be filed by Section 13 or 15(d) of the Exchange Act during
the past 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been
subject to the filing requirements for the past 90 days. Yes o No x

Check if there is no disclosure of delinquent filers in response to Item 405 of Regulation S-B is not contained in this
form, and no disclosure will be contained, to the best of the registrant's knowledge, in definitive proxy or information
statements incorporated by reference in Part III of this Form 10-KSB or any amendment to this Form 10-KSB. o
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State issuer's revenues for its most recent fiscal year ended December 31, 2004: $11,309,376.

As of October 17, 2007, there were 127,749,688 shares of the issuer's common stock issued and outstanding
subsequent to a 15 for 1 reverse stock split on May 23, 2005. Affiliates of the issuer own 9,320,000 shares of the
issuer's issued and outstanding common stock and the remaining 113,159,169 shares are held by non-affiliates. The
aggregate market value of the shares held by non-affiliates at October 17, 2007, was $13,413,717.

DOCUMENTS INCORPORATED BY REFERENCE:

There are documents incorporated by reference in this Annual Report on Form
10-KSB, which are identified in Part III, Item 13.

Transitional Small Business Disclosure Format (Check one): Yes x  No o

(*) Affiliates for the purposes of this Annual Report refer to the officers, directors of the issuer and subsidiaries and/or
persons or firms owning 5% or more of issuer's common stock, both of record and beneficially.
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PART I

Forward-Looking Statements and Risk Factors

Certain information included in this Form 10-KSB and other materials filed or to be filed by GlobeTel
Communications Corp. ("GlobeTel," the “Company”, "we", "us" or "ours") with the Securities and Exchange
Commission (as well as information included in oral or written statements made from time to time by us, may contain
forward-looking statements about our current and expected performance trends, business plans, goals and objectives,
expectations, intentions, assumptions and statements concerning other matters that are not historical facts. These
statements may be contained in our filings with the Securities and Exchange Commission, in our press releases, in
other written communications, and in oral statements made by or with the approval of one of our authorized officers.
Words or phrases such as "believe", "plan", "will likely result", "expect", "intend", "will continue", "is anticipated",
"estimate", "project", "may", "could", "would", "should" and similar expressions are intended to identify
forward-looking statements. These statements, and any other statements that are not historical facts, are
forward-looking statements within the meaning of the Private Securities Litigation Reform Act of 1995, 15 U.S.C.A.
Sections 77Z-2 and 78U-5 (SUPP. 1996), as codified in Section 27A of the Securities Act of 1933 and Section 21E of
the Securities Exchange Act of 1934, as amended from time to time (the "Act").

Those statements include statements regarding our intent, belief or current expectations, and those of our officers and
directors and the officers and directors of our subsidiaries as well as the assumptions on which such statements are
based. Prospective investors are cautioned that any such forward-looking statements are not guarantees of future
performance and involve risks and uncertainties, and that actual results and the timing of certain events may differ
materially from those contemplated by such forward-looking statements.

In connection with the "safe harbor" provisions of the Act, we are filing the following summary to identify important
factors, risks and uncertainties that could cause our actual results to differ materially from those projected in
forward-looking statements made by us, or on our behalf. These cautionary statements are to be used as a reference in
connection with any forward-looking statements. The factors, risks and uncertainties identified in these cautionary
statements are in addition to those contained in any other cautionary statements, written or oral, which may be made
or otherwise addressed in connection with a forward-looking statement or contained in any of our subsequent filings
with the Securities and Exchange Commission. Because of these factors, risks and uncertainties, we caution against
placing undue reliance on forward-looking statements. Although we believe that the assumptions underlying
forward-looking statements are reasonable, any of the assumptions could be incorrect, and there can be no assurance
that forward-looking statements will prove to be accurate. Forward-looking statements speak only as of the date on
which they are made. We do not undertake any obligation to modify or revise any forward-looking statement to take
into account or otherwise reflect subsequent events, or circumstances arising after the date that the forward-looking
statement was made.

The following risk factors may affect our operating results and the environment within which we conduct our
business. If our projections and estimates regarding these factors differ materially from what actually occurs, our
actual results could vary significantly from any results expressed or implied by forward-looking statements. These risk
factors include, but are not limited to, changes in general economic, demographic, geopolitical or public safety
conditions which affect consumer behavior and spending, including the armed conflict in Iraq or other potential
countries; increasing competition in the VoIP segment of the telecommunications industry; adverse Internet conditions
which impact customer traffic on our Company's networks in general and which cause the temporary underutilization
of available bandwidth; various factors which increase the cost to develop and/or affect the number and timing of the
openings of new networks, including factors under the influence and control of government agencies and others;
fluctuations in the availability and/or cost of local minutes or other resources necessary to successfully operate our
Company's networks; our Company's ability to raise prices sufficiently to offset cost increases, including increased
costs for local minutes; the feasibility and commercial viability of our Stratellite project; related contemplated funding
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from third parties to finance the project, and necessary cooperation with various military and non-military agencies of
the United States government, and similar agencies of foreign government and telecommunication companies; depth
of management and technical expertise and source of intellectual and technological resources; adverse publicity about
us and our networks; our current dependence on affiliates in our overseas markets; relations between our Company
and its employees; legal claims and litigation against the Company; including the recently commenced SEC
investigation; the availability, amount, type, and cost of capital for the Company and the deployment of such capital,
including the amounts of planned capital expenditures; changes in, or any failure to comply with, governmental
regulations; the amount of, and any changes to, tax rates and the success of various initiatives to minimize taxes; and
other risks and uncertainties referenced in this Annual Report on Form 10-KSB. This statement, and any other
statements that are not historical facts, are forward-looking statements within the meaning of the Private Securities
Litigation Reform Act of 1995, as codified in Section 27A of the Securities Act of 1933 and Section 21E and the
Securities Exchange Act of 1934, as amended from time to time (the "Act").
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This annual report also contains certain estimates and plans related to the telecommunications industry in which we
operate. The estimates and plans assume that certain events, trends and activities will occur, of which there can be no
assurance. In particular, we do not know what level of growth will exist, if any, in the telecommunications industry,
and particularly in those domestic and international markets in which we operate. Our growth will be dependent upon
our ability to compete with larger telecommunications companies, and such factors as our ability to collect on our
receivables and to generate profitable revenues from operations and/or from the sale of debt or equity securities, of
which there can be no assurance. If our assumptions are wrong about any events, trends and activities, then our
estimates for the future growth of GlobeTel and our consolidated business operations may also be wrong. There can
be no assurance that any of our estimates as to our business growth will be achieved.

ITEM 1. DESCRIPTION OF BUSINESS

General

GlobeTel Communications Corp. (“GlobeTel”), a Delaware corporation established in July 2002, is engaged in the
business of providing telecommunication services, primarily involving Internet telephony using Voice over Internet
Protocol ("VoIP") equipment.

Reverse Stock Split

GlobeTel is authorized to issue up to 250,000,000 shares of Common Stock, par value $0.00001 per share,
(subsequent to a 15-for-1 reverse stock split on May 23, 2005) and 10,000,000 shares of Preferred Stock, par value
$0.001. The post split share calculation will be used throughout this document, unless noted, with the exception of the
Financial Statements, which uses the pre-split share figures. The preferred stock is a so-called "blank check"
preferred, meaning that its terms such as dividends, liquidation and other preferences, are to be fixed by our Board of
Directors at the time of issuance. The dividends, liquidation rights and other preferences for each class of Preferred
Stock are explained in Item 7, Financial Statements, Note 24.

Recent Developments

On October 5, 2007, GlobeTel received a "Wells Notice" from the Securities and Exchange Commission (the "SEC")
in connection with the SEC’s ongoing investigation of the Company. The Wells Notice provides notification that the
staff of the SEC intends to recommend to the Commission that it bring a civil action against the Company for possible
violations of the securities laws including violations of Sections 5 and 17(a) of the Securities Act of 1933; Sections
10(b), 13(a), and 13(b)(2)(A) & (B) of the Securities Exchange Act of 1934 (“Exchange Act”) and Rules 10b-5, 12b-20,
13a-1, 13a-11, and 13a-13 thereunder; and seeking as relief a permanent injunction, civil penalties, and disgorgement
with prejudgment interest.  The staff is also considering recommending that the SEC authorize and institute
proceedings to revoke the registration of Company’s securities pursuant to Section 12(j) of the Exchange Act.

Under the process established by the SEC, recipients have the opportunity to respond in writing to a Wells Notice
before the SEC staff makes any formal recommendation to the Commission regarding what action, if any, should be
brought by the SEC. The Company is determining if it will provide a written submission to the SEC in response to the
Wells Notice.

Restatement of Results

We have determined that, in certain cases, we misinterpreted or misapplied Generally Accepted Accounting Principles
(“GAAP”) in our 2004 consolidated financial statements and, accordingly, we have restated our consolidated financial
statements for the period ended December 31, 2004.

Edgar Filing: GLOBETEL COMMUNICATIONS CORP - Form 10KSB/A

7



5

Edgar Filing: GLOBETEL COMMUNICATIONS CORP - Form 10KSB/A

8



As discussed more fully below, the restatements involve, among other matters, revenue recognition issues related to
reporting gross revenue versus net as per EITF Issue 99-19. In making these restatements, we have performed an
internal analysis of our accounting policies, practices, procedures and disclosures for the affected periods.

Summary of restatement items

        The following tables set forth the effects of the restatement adjustments discussed below on revenue; cost of
sales; net loss; and loss per share as presented in our consolidated statements of operations for the year ended
December 31, 2004, and intangible assets. The restatement adjustments are discussed in the paragraphs following the
tables.

Year ended December 31, 2004 

Revenue Cost of Sales Net Loss 
Loss per
Share 

Intangible
Assets 

Previously reported $ 28,996,213 $ 29,187,414 $ (13,166,869) $ (0.02)$ 2,778,000
Restatement
Adjustments, net:

Net Revenue Adjustment $ (17,686,837) $ (17,686,837) (0) (0.00)

Purchase accounting — — (2,778,000) (0.00) (2,778,000)

Net restatements $ (17,686,837) $ (17,686,837) (2,778,000) (0.00) (2,778,000)

As restated $ 11,309,376 $ 11,500,577 $ (15,944,869) $ (0.02)$ (0)

Net Revenue Adjustment

In 2004, we engaged in transactions where we recorded our wholesale telecommunications revenues as Gross
Revenue. After thorough review, we concluded that revenues equaling $11,190,902 could not be supported and thus
were reduced from previously reported revenues, Also after applying the indicators, upon application of the EITF
Issue 99-19 “Reporting Revenue Gross as a Principal versus Net as an Agent,” Accounting Principles Board Opinion
No. 10 (“APB 10”) “Revenue Recognition Principle,“ and Financial Accounting Standards Board Interpretation No. 39
(“FIN 39”) “Offsetting of Amounts Related to Certain Contracts,” we concluded that we should record only the net
revenue from certain wholesale telecommunications due to the indicators not supporting the criteria for gross revenue
which further reduced revenues $6,495,935 for a total of $17,686,837. The adjustments were offset against previously
reported cost of sales by the same amount of $17,686,837.

In our previously issued consolidated financial statements, we booked the gross consideration for all our wholesale
telecommunications revenue without additional consideration to its characteristics. As part of our internal analysis of
our accounting policies, practices and procedures in place in 2004, we did not review the previous accounting model
for recording our revenues.

Purchase Accounting

As described in Item 7, Financial Statements, Note 7 - Asset Acquisition - Sanswire, we found a discrepancy in the
application of purchase accounting for the April 15, 2004 transaction and have recorded an adjustment to correct it in
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our restated consolidated financial statements.
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Intangible Assets.    We recorded restatement adjustments to the amounts allocated to the technology-in-place
intangible assets acquired in the transaction. The effect of the adjustments to intangible assets in 2004 was a reduction
of $2,778,000 and subsequently an increase to research and development expense in 2004 of $2,778,000.

Background

We were previously a wholly-owned subsidiary of American Diversified Group, Inc. (“ADGI”). At a special meeting of
stockholders of ADGI held on July 24, 2002, the stockholders of ADGI approved a plan (the "Plan") for the exchange
of all outstanding shares of ADGI for an equal number of shares of GlobeTel.

ADGI was incorporated under the laws of the State of Nevada as Terra West Homes, Inc. on January 16, 1979. On
March 15, 1995, its name was changed to "American Diversified Group, Inc." During the period ended July 24, 2002,
ADGI's business activities included (i) sale of telecommunication services primarily involving Internet telephony
using VoIP through its Global Transmedia Communications Corporation subsidiary ("Global"), and (ii) wide area
network and local area network services provided through its NCI Telecom, Inc. subsidiary ("NCI").

Global was acquired by ADGI on February 19, 2000, and NCI was acquired on June 29, 2000. During 2002, Global
and NCI were merged with and into ADGI, with ADGI as the surviving corporation.

When ADGI exchanged all of its outstanding shares of common stock for GlobeTel common stock, ADGI became a
wholly-owned subsidiary of GlobeTel and GlobeTel began conducting the business formerly conducted by ADGI.

We have a 99% ownership of GTCC de Mexico, S.A. de C.V., a Mexican company established to represent our
interests in Mexico. The remaining 1% is owned by the Company's Mexican lawyer who is representing the Company
in all matters of the operations in Mexico. GTCC de Mexico is utilized in connection with our operations in Mexico
including No Mas Cables de Mexico S.A. de CV.

In 2004, we formed wholly-owned subsidiaries: Sanswire, LLC (“Sanswire-FL”) for our Stratellite project; and
Centerline Communications, LLC, (“Centerline” or “CLC”) and its wholly-owned subsidiaries, EQ8, LLC, G Link
Solutions, LLC, Volta Communications, LLC, and Lonestar Communications, LLC for the purpose of the recording
and managing the sale of wholesale minutes and related network management functions. We have since closed
Centerline and its subsidiaries.

In 2004, we acquired a 73.15% interest in Consolidated Global Investments, Ltd. (“CGI”), formerly known as
Advantage Telecommunications, Ltd. (“ATC”), an Australian company. CGI was to be utilized in the carrier sales sector
of our business and was later to be a licensee of the Sanswire Networks, LLC in Australia. However, we have since
sold our shares in CGI back to the company and no longer have any interest in CGI. Certain of the shares of GlobeTel
acquired by CGI were sold by CGI. The Securities and Exchange Commission has questioned the validity of the
exemption used for the sale of such shares as more fully discussed below in Item 3 “Legal Proceedings.”

Business of GlobeTel

We are a communications company with a range of services, product lines, and projects as described below. Our core
products and services are: wireless broadband networks, IP Telephony (“VoIP” or “Voice over Internet Protocol”), and
lighter than air (“LTA”) unmanned aerial vehicles (“UAVs”) for use in communications and other applications.

From time to time, we embark on certain services, product lines and projects and enter into certain contractual and
non-contractual relationships, which we may subsequently deem unfeasible, impractical, cost prohibitive or otherwise
incompatible with our overall business plans. In such cases, we disclose the initial intent and anticipated result of the
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applicable service, product, project or relationship. We further disclose the current status of each project and current
and/or contemplated changes resulting from the factors mentioned above.

International Wholesale Carrier Traffic

The business of International Wholesale Carrier traffic is a business whereby we bought and sold large blocks of
calling minutes with particular origination and termination points. In some instances, we would enter into agreements
with established international telephone carriers to deliver international calls into their domestic telephone networks
for termination to the parties being called. Additionally we purchased a bulk package of minutes to specific
destinations and resold these minutes in smaller quantities to individual and business customers. In most instances, our
customers prepaid for these minutes or post letters of credit with our bank, securing their purchases.
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Beginning in July 2004, we began to migrate these operations from GlobeTel, the parent company, to our subsidiary,
Centerline and its subsidiaries. The migration was completed in the beginning of September 2004.

In 2007, the Centerline business was wound down and the Company is seeking to liquidate the Centerline assets.
Additionally, certain revenues reported by Centerline are being restated and are the subject of an investigation by the
Securities and Exchange Commission. The Commission believes that certain former officers and employees of the
Company improperly recognized revenue from carrier traffic that ran off 3rd party telecommunications switches.

Networks

To provide the above described services we interconnect with licensed carriers in each country we would desire to
provide calling services. In some countries, we placed electronic equipment called a "hub" on the carrier's premises
and then interconnect with their local network. In other countries, we would connect directly to the carrier's hub,
which is connected to the local telephone network in that country. Historically, we maintained hubs in Miami, Los
Angeles, Monterrey Mexico, Sao Paulo, Brazil and Hong Kong.

When we would establish service to a new country and traffic volume is relatively low, we create a "virtual" network
connection between the two hubs. Virtual networks have been described as "tunnels" through the Internet.

In line with the Company’s strategy to close down the Centerline business, all Virtual Networks were also shut down.

Internet Telephony

Since our launch of the MagicPhone in May of 2004, we expanded and upgraded our Internet Telephony product line.
Our original MagicPhone product and program, which was based on the SIP protocol was being sold primarily in the
Mexican market. Along with the MagicPhone launch, we continued product development and upgraded the system
based on new open source standards that better serve the needs of both residential and business consumers. It also
opened up many markets that the older technology could not reach. Our new MagicPhone was "plug and play" and
provides the user with enhanced features such as conference calling, call forwarding, emergency services, voice mail
and multiple lines.

We targeted the Mexican, Latin American and Eastern European markets for the continued rollout of this product.

The MagicPhone line was replaced by the StrateVoIP system in 2006 which uses the SIP protocol and industry
standard Linksys PAPs. StrateVoIP launched services aimed at the Brazilian market with its VozBrasil and iLigue
products. The StrateVoIP system also underlies the Company’s wireless broadband offerings. The Company is no
longer actively promoting or supporting the VozBrasil and iLigue services, though the underlying StrateVoIP platform
remains in use.

Enhanced Services - PrePaid Calling Services

Our Enhanced Services use proprietary software that operated on our switch interconnected with various customer
networks. PrePaid Calling Services are the most widely used Enhanced Service. Our Prepaid Calling Services allowed
carrier customers and reseller customers to sell their own branded prepaid calling cards in their markets and allows
their customers to make both domestic and international calls.

We focused on prepaid calling services and outsourcing the use of our Enhanced Services switch. We were a provider
and enabler of these services having expanded our market from telephone companies and prepaid calling card resellers
to financial institutions who wish to create new revenue sources from their existing bank card customer base by
introducing new value added services to their bank cards.

Edgar Filing: GLOBETEL COMMUNICATIONS CORP - Form 10KSB/A

13



These enhanced services were part of the Stored Value Services, further discussed below, which in November 2006
were sold to Gotham Financial Services. GlobeTel entered into an agreement to sell substantially all of the assets
related to its stored value card division, also known as the Magic Money program, to Gotham Financial LLC. Under
terms of the agreement, Gotham acquired substantially all of the assets, which include the stored value program,
financial processing switch and contracts, and assumed the liabilities associated with the program including certain
employees and leased office space.

The agreement calls for the payment, over a 3-to-6 year period, of up to $4 million. The length of the payment period
depends upon Gotham making certain minimum payments. Revenues earned by GlobeTel will be based on the
successful rollout of the platform by Gotham and on user fees following a formula that considers the total number of
transactions on a Stored Value card and use of the card at any ATM, Point-of-Sale (POS) or other transaction, under
closed and committed contracts GlobeTel had at the time of sale, and the number of transactions utilizing the
Financial Processing Switch.
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The agreement also gives GlobeTel the right to the most favorable pricing if it decides in the future to utilize the
services to be provided by Gotham.

Stored Value Services

In late 2003, we began offering new products and services which we call the MagicMoney program. The features of
the MagicMoney program allowed telecommunications companies and financial institutions worldwide to add true
stored value services to their existing products and create new products. MagicMoney stored value services included:
prepaid long distance and international calling services, debit card "electronic bank accounts" and funds sharing
services.

We developed the MagicMoney program as a stored value product to sell into specific ethnic communities around the
world so that Overseas Foreign Workers remain connected with their family members and friends in their country of
origin. Some of the features that made our product unique were the combination of such stored value services as
inexpensive prepaid calling services, funds sharing between linked cardholders, electronic banking services and a full
complement of debit card services that were offered anywhere the Maestro and Cirrus logos are found, which covers
between 5 - 8 million merchants and approximately 1 million ATMs around the world.

Our programs were geared towards Latin American, Filipino and Asian markets, linking their overseas family
members to home. One of our key goals was to tap into the multi-billion dollar money remittance market while
providing all of the other financial and non-financial services not commonly available to these ethnic groups.

By having developed a comprehensive stored value services platform and system infrastructure we were able to
support a unique range of innovative solutions for telecommunications companies, financial institutions, credit card
processors, retail outlets, nonprofit organizations and additional businesses in a range of vertical markets that already
have their own existing card programs.

We were widely recognized as "an enabler" of ground-breaking stored value applications and technology. Our suite of
stored value applications aided firms with existing card programs and brought them flexibility to add ancillary
services to their cards. These ancillary services helped firms create new profit centers from products, drive new value
added benefits for existing cardholders and create new marketing vehicles for firms to attract new cardholders and
grow their businesses. These new stored value technology based solutions further defined our paradigm shift.

We have developed a wireless access application to enable the cardholders in the United States to access all of the
stored value features and functionally via their mobile phones using SMS technology.

The following Stored Value Service Agreements & Programs were transferred to Gotham Financial Services as part of
their purchase of the MagicMoney program in November 2006.

Banco Azteca Letter of Intent

In February 2005, we signed a Letter of Intent (“LOI”) with Banco Azteca, a Mexican financial institution. We are no
longer pursuing this opportunity.
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Bankcard Agreement

In June 2004, we entered into an agreement with Bankcard Inc. (“Bankcard”), a member of the RCBC Group, one of the
largest private commercial bank and financial institutions in the Philippines, to introduce a stored value card program
for domestic and international use. Bankcard will be able to issue a MasterCard and/or VISA card that will offer
Overseas Filipino Workers and Filipinos in foreign countries, convenient, risk free and low cost international funds
transfer and discounted long distance calling services.

We and Bankcard were working on the deployment of a MasterCard Electronic Signature based Stored Value Card to
be launched in the Philippines, the Middle East and additional countries in South East Asia. We have not been able to
develop this opportunity and, as a result, we are no longer pursuing it.

Globe Telecom Memorandum of Agreement

In October 2004, we signed a Memorandum of Agreement with Globe Telecom (“Globe”), a Filipino mobile company
to jointly develop an integrated payment system that will combine the Company's stored value card payment
processing capabilities with Globe's SMS applications technology. The purpose of this program was to allow the
Company's stored value cardholders to send money directly to family and friends through their Globe Mobile Phone
(“G-Cash”). We are no longer pursuing this opportunity.

Equitable Card Letter of Understanding

In August 2004, we signed a Letter of Understanding with Equitable Card Network, Inc. for Equitable to enable the
Company to issue GlobeTel branded VISA Electron Cards in the Philippines. We are no longer pursuing this
opportunity.

Pier One Filipino Seafarers Union

In July 2004, we entered into an agreement with Pier One to develop GTEL's Stored Value Card Program for
seafarers. The "Lighthouse Card" allowed Filipino seafarers to load and remit cash from overseas at special rates.
Corresponding Lighthouse cardholders in the Philippines could then withdraw money from any ATM in the
Philippines and access their account from most locations throughout the world. We are no longer pursuing this
opportunity.

First Class Professional Agreement

In August 2004, we entered into an agreement with First Class Professional Human Resources, Inc. (“FC Professional”),
a Philippines corporation based in Manila, to develop the GTEL Stored Value Program for use by its members in
Japan. FC Professional represented approximately 40,000 Filipino workers in Japan. These benefits included low cost
international calling, funds sharing and loyalty discounts.

We are no longer pursuing this opportunity due to the mandate passed by the Japanese government that dramatically
reduced the number of Filipino workers who were allowed to work in Japan.

OnQ Program

In July 2004, we announced the launching of the stored value card program in Australia, Bill Express, through the
Australian distributor, OnQ, with over 8,000 points of sale throughout Australia. We are no longer pursuing this
opportunity.
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Timesofmoney.com Memorandum of Understanding

In September 2004, we entered into a Memorandum of Understanding with Times of Money in which
Timesofmoney.com would provide direct deposit facilities to 54 banks and issue prepaid cards in India for GTEL
cardholders. We are no longer pursuing this opportunity.

Englewood Agreement

In May of 2004, we signed a joint venture agreement with Englewood Corporation whereby (“Englewood”) would
provide all of its current and future business opportunities to GlobeTel. This included carrier customers, carrier
termination networks, stored value products and services and value added ATM, debit and credit card products for
both financial and non financial products and services and the processing capabilities for such transactions on
ATM/debit card networks including but not limited to MasterCard Inc, MasterCard International, VISA and private
banking ATM networks. This was transferred to Gotham as part of the sale of the Magic Money division
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Processing Switch Agreement

In August 2004, through Englewood Corporation, we entered into an agreement to join with Grupo Ingedigit C.A.
("GI"), a certified MasterCard third party transaction processor and the leading electronic financial transactions
services backbone provider for the banking industry in Venezuela, establishing a new venture in Miami, Florida
providing domestic and worldwide financial transaction processing services. This domestic venture combined with
GI's current international processing capabilities will support on its own network all the Magic Money and other
private label GTEL stored value card programs around the world, as well as other third party cards. Both parties were
to contribute equally to the operation of the Miami switch. The switch was expected to be certified to process
MasterCard, Visa, Cirrus, and other independent ATM network transactions. Operations were expected to begin by
the third quarter of 2005. The switch was to be installed and integrated by Englewood Corporation; however the
Switch was included in the sale of the MagicMoney program to Gotham Financial Services in November 2006.

Sanswire Networks LLC

Sanswire is developing a Wireless Broadband Network utilizing high-altitude airships called Stratellites that will be
used to provide wireless voice, video, and data services. These Stratellites will form strategic nodes for the Super
Hub(TM) Network. A Stratellite is similar to a satellite, but is stationed in the stratosphere rather than in orbit. At an
altitude of only 13 miles, each Stratellite will have clear line-of-site to an entire major metropolitan area and should
allow subscribers to easily communicate in "both directions" using readily available wireless devices. Each Stratellite
will be powered by a series of solar powered hybrid electric motors and other state-of-the-art energy storage
technologies.

In addition to Sanswire's Wireless Broadband Network, proposed telecommunications uses include cellular, 3G/4G
mobile, MMDS, paging, fixed wireless telephony, HDTV and others.

We strongly believe that we will be able to use the Stratellites as the most efficient and cost-effective means of
interconnecting our Super Hubs(TM).

The Stratellite is being designed and tested to operate at an altitude of between 55,000 and 65,000 feet using GPS
coordinates to achieve its on-station position. Tests of the Stratellite and its systems began in the second quarter of
2005.

We have had on-going discussions with several groups within the U.S. government and military concerning the rollout
and use of the Stratellite. Further, we are in discussions with the other corporate and private groups, as well as foreign
governments, all of whom have expressed interest in the development and commercial viability of the Stratellite.

Sanswire has been contacted by the U.S. Army's Space and Missile Defense Command (“SMDC”), which expressed its
desire to be involved in the sharing of technology and information as well as possible involvement in the development
of the Stratellite. In addition to the commercial applications being developed by GTEL, the SMDC sees several
military intelligence gathering and operational applications for Stratellite-type systems.

On January 18, 2005, we signed a Letter of Intent (“NASA LOI”) with the National Aeronautics and Space
Administration (“NASA”). The agreement with NASA's Dryden Flight Research Center at Edwards Air Force Base in
California positions us for future governmental associations and business development ventures.

The NASA LOI was subsequently terminated.

On March 8, 2005, we announced a global strategy for Sanswire. We signed a Letter of Intent to immediately
establish Sanswire Europe S.A., its first regional operating subsidiary. Sanswire Europe was to be a joint venture
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between GlobeTel's wholly-owned operating subsidiary, Sanswire Networks, LLC and Strato-Wireless Ltd. (“SWL”), in
which GlobeTel will own 55% and Strato-Wireless will own 45% of the shares of the European Venture.
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In December 2006, Sanswire demonstrated the Sanswire 2A Technology Demonstrator that opened a new area of
service for the Company: low and mid-altitude airships. In 2007, Sanswire designed and continues to develop low and
mid altitude ships called SkySats. These SkySat airships have been designed to address the growing military and
defense markets; providing integrated solutions for Homeland Security, Border Control and persistent surveillance.
These airships will supplement the high-altitude airship, Stratellites that will be used to provide wireless voice, video,
and data services.

Competitive Business Conditions - Telecommunications Services

The telecommunications industry is highly competitive, rapidly evolving and subject to constant technological change
and to intense marketing by different providers of functionally similar services. Since there are few, if any, substantial
barriers to entry, except in those markets that have not been subject to governmental deregulation, we expect that new
competitors are likely to enter our markets. Most, if not all, of our competitors are significantly larger and have
substantially greater market presence and longer operating history as well as greater financial, technical, operational,
marketing, personnel and other resources than we do.

Due to these competitive conditions and the high cost of capital associated with running the business, the Company
has decided to shut down its carrier operations.

Competitive Business Conditions - Sanswire Project

We are aware of other companies that are also developing high altitude platforms similar in nature to our Stratellite
project. Our competitors, though, may have more resources available to develop their respective products.
Furthermore, since the Sky Sat and Stratellite project are currently in the development stage, there can be no assurance
that the project will successfully complete the development stage and result in a commercially viable product. Even if
a properly functioning, commercially viable product is established there can be no assurance that revenues will be
achieved from the sales of Stratellites or Sky Sats or that the costs to produce such revenues will not exceed the
revenues or that the project will otherwise be profitable. There can be no assurance that we will be able to successfully
achieve the results we anticipate with this project.

Sources and Availability of Hardware and Software

GlobeTel has developed in-house proprietary software for network applications and stored value products. We are
dependent upon many suppliers of hardware and software. However we use equipment from prime manufacturers of
equipment including Cisco, Motorola, SUN, HP and Newbridge Networks, among others. Equipment for the
Stratellite, SkySat and the prototypes thereof are custom made for those products and are dependent upon either single
or limited number of suppliers for certain goods. Failure of a supplier could cause significant delays in delivery of the
airships if another supplier cannot be promptly found.

Sources and Availability of Technical Knowledge and Component Parts

The Sanswire project requires a high level of technological knowledge and adequately functioning component parts
and sub-assemblies to continue the project and achieve commercial viability. We have current and contemplated
arrangements for supply of both internal and external technical knowledge to provide the intellectual capital to
continue with this project. Specifically, there is a high level of interest and anticipated cooperation from technical
experts within the government, military, and commercial sectors. Similarly, we have current and contemplated
arrangements for supply required component parts, both internally developed, as well as, outsourced from specialty
contractors to provide component parts to continue with this project in the near term.

Dependence on a Few Customers

Edgar Filing: GLOBETEL COMMUNICATIONS CORP - Form 10KSB/A

20



As discussed below in Item 6, Management Discussion and Analysis and Plan of Operation, we are currently
dependent on a limited number of customers. As we expand our products, services, and markets, we expect to
substantially broaden our customer base and reduce our dependence upon just a few customers. However, there is no
guarantee that we will be able to broaden our customer base.
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Trademarks

We have filed marks and/or are filing marks for the following:

·  International trademark application under the Madrid Protocol for MagicMoney;
·  International trademark application under the Madrid Protocol for GlobeTel;

·  Trademark of GlobeTel in Canada;
·  Trademark of MagicMoney in Canada;

·  Trademark of GlobeTel in Mexico;
·  Trademark of MagicMoney in Mexico;
·  Trademark of GlobeTel in Guatemala;

·  Trademark of MagicMoney in Guatemala;
·  Trademark of MagicMoney in Brazil;
·  Trademark of GlobeTel in Brazil; and
·  Trademark of GlobeTel in Philippines.

We have filed for registration of the names "Stratellite" and "Sanswire" under the Madrid Protocol and in many
non-Madrid Protocol countries.

We intend to file for patents covering unique design and intellectual property covering the design and engineering of
the Stratellite, but will wait until these are finalized.

Regulatory Matters

Carriers seeking to provide international telecommunication services are required by Section 214 of the
Telecommunications Act to obtain authorization from the Federal Communications Commission to provide those
services. We applied for and obtained the required authorization.

Our operations in foreign countries must comply with applicable local laws in each country we serve. The
communications carrier with which we associate in each country is licensed to handle international call traffic, and
takes responsibility for all local law compliance. For that reason we do not believe that compliance with foreign laws
will affect our operations or require us to incur any significant expense.

The export of the Stratellite or SkySat may be subject to United States State Department restrictions on the transfer of
technology. We are currently investigating whether or not the export of the Sanswire products would require export
licenses.

Effect of Existing or Probable Governmental Regulations

In February 1997, the United States and approximately seventy (70) other countries of the World Trade Organization
(“WTO”) signed an agreement committing to open their telecommunications markets to competition and foreign
ownership beginning in January 1998. These countries account for approximately 90% of world telecommunications
traffic. The WTO agreement provides us and all companies in our industry with significant opportunities to compete
in markets where access was previously either denied or extremely limited. However, the right to offer
telecommunications services is subject to governmental regulations and therefore our ability to establish ourselves in
prospective markets is subject to the actions of the telecommunications authorities in each country. In the event that
new regulations are adopted that limit the ability of companies such as ourselves to offer VoIP telephony services and
other services, we could be materially adversely affected.

Research and Development
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Research and development costs for 2004 in connection with our Sanswire project were $3,038,085. Since our
acquisition of the Sanswire assets in April 2004, increasing amounts of time and resources are devoted to Sanswire,
and time and resources are expected to continue increasing in the near team as our Stratellite project continues and
expands.
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Number of Total Employees and Number of Full-Time Employees

At present we have 7 full-time employees, including our executive officers and employees of our subsidiaries. We do
not believe that we will have difficulty in hiring and retaining qualified individuals in the fields of Internet telephony
and other communications projects although the market for skilled technical personnel is highly competitive.

ITEM 2. DESCRIPTION OF PROPERTY

We previously leased facilities at 9050 Pines Blvd., Suite 110, Pembroke Pines, Florida 33024, as of April 1, 2004
with an initial monthly rent of $5,462 (plus 6% sales tax), and increases of 4% per year.

In November 2004, we leased additional adjacent space under the same terms and period as the existing lease,
bringing the total monthly office rent to $9,186 (including sales tax).

We have subsequently turned over the space we were occupying to Gotham Financial and have relocated the
Company’s corporate offices to 101 NE 3rd Ave., Suite 1500, Fort Lauderdale, Florida 33301. Rent and services for
this space is approximately $6,500 per month.

In January 2005, we satisfied our lease obligation at 444 Brickell Avenue, Suite 522, Miami, Florida 33131 and have
no further obligation in the property.

In January 2005, we signed a lease agreement with the San Bernardino International Airport Authority for hangar
space at the airport in San Bernardino, CA for the purpose of assembling and storing the Stratellite prototype. The
term of the agreement is from January 15, 2005 through March 31, 2005, at a monthly lease rate of $9,767. Three
months prepaid rent totaling $29,302 was paid in December 2004.

As of October 2007, Sanswire no longer occupies a hangar at Palmdale Regional Airport, the monthly cost of this
space was $20,847. This facility is adjacent to the United States Air Force’s Plant 42 and Edwards Air Force Base.
Sanswire constructs and tests Stratellite and Sky Sat prototypes at the facility. The hangar also includes administrative
office space.

Sanswire Technologies, Inc., the company from which we purchased our Sanswire, LLC assets, had an office space
lease in Dekalb County, GA. The lease term was from April 1, 2004 through March 31, 2005, with monthly rent of
$2,628. Although not directly obligated on this lease, the company paid the monthly rent from May 2004 through
March 2005, whereas employees of our subsidiary, Sanswire, LLC, utilized the premises. The employees have since
vacated the premises and the company no longer occupies the space and is no longer obligated for any lease payments.

ITEM 3. LEGAL PROCEEDINGS

Securities and Exchange Commission

In March 2006 the Company received a request from the Securities and Exchange Commission (the “SEC”) regarding
the purchase of Company shares by an administrative assistant around the time of a material corporate announcement.
They asked for information regarding the announcement and the assistant’s knowledge of the announcement. The SEC
later informed the Company that it did not intend to proceed with its investigation into the assistant.

The Company received a formal order of investigation from the SEC on September 28, 2006. While it only named the
company and was no specific to any particular allegations, the SEC has requested documentation from certain officers
and directors of the Company. In subsequent subpoenas the SEC has asked for information regarding the way the
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Company accounted for assets acquired with regard to its purchase of assets from HotZone Wireless LLC and
Sanswire Technologies Inc.; information regarding the recognition of revenue regarding the Company’s Centerline
subsidiary; and information regarding the sales of Company shares by an unconsolidated subsidiary.

On October 5, 2007, GlobeTel received a "Wells Notice" from the SEC in connection with the SEC’s ongoing
investigation of the Company. The Wells Notice provides notification that the staff of the SEC intends to recommend
to the Commission that it bring a civil action against the Company for possible violations of the securities laws
including violations of Sections 5 and 17(a) of the Securities Act of 1933; Sections 10(b), 13(a), and 13(b)(2)(A) &
(B) of the Securities Exchange Act of 1934 (“Exchange Act”) and Rules 10b-5, 12b-20, 13a-1, 13a-11, and 13a-13
thereunder; and seeking as relief a permanent injunction, civil penalties, and disgorgement with prejudgment interest.
The staff is also considering recommending that the SEC authorize and institute proceedings to revoke the registration
of Company’s securities pursuant to Section 12(j) of the Exchange Act.
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Under the process established by the SEC, recipients have the opportunity to respond in writing to a Wells Notice
before the SEC staff makes any formal recommendation to the Commission regarding what action, if any, should be
brought by the SEC. The Company is determining if it will provide a written submission to the SEC in response to the
Wells Notice.

Richard Stevens v. GlobeTel

The Company and its directors were sued in the case RICHARD STEVENS vs. GLOBETEL COMMUNICATIONS
CORP., et al. Case No.: 06-cv 21071. The original allegations of the complaint were that the company’s proposed
transaction to build wireless networks in Russia was a sham. The amended complaint alleged that the transaction was
not a sham, but that the company refused to accept payment of $300 million. Recently, the officers and directors with
the exception of Timothy Huff have been dismissed from the case.

The Company and the Plaintiff have reached a settlement in principle that has been filed with the Court for approval.
Under the terms of the proposed settlement agreement in the class action, the Company’s D&O insurance carrier will
make a cash payment to the class of $2,300,000, less up to $100,000 for potential counsel fees and expenses. All
claims in the class action will be dismissed with prejudice.

Alexsam v. GlobeTel

In August, 2004, GlobeTel was sued in the United States District Court for the Eastern District of Texas, Marshall
Division, in a civil action entitled Alexsam, Inc. v. FSV Payment Systems, Ltd. et al., Civil Action No. 2-03CV-337
(“the Texas Lawsuit”). In this action, Alexsam alleged that GlobeTel infringed U.S. Patent No. 6,000,608, issued on
December 14, 1999, entitled “Multifunction Card System”, and U.S. Patent No. 6,189,787, issued on February 20, 2001,
entitled “Multifunctional Card System” (collectively referred to as “the Patents”). On October 8, 2004, GlobeTel filed a
motion in the Texas Lawsuit to dismiss the entitled action. GlobeTel’s motion to dismiss was granted on January 14,
2005.

GlobeTel then took two actions against Alexsam. GlobeTel filed a motion in the Texas Lawsuit seeking to recover the
attorneys’ fees and costs it incurred defending itself. GlobeTel also filed a Declaratory Judgment lawsuit against
Alexsam, Inc. and Robert Dorf in the United States District Court for the Southern District of Florida, Ft. Lauderdale
Division, in a civil action entitled GlobeTel Communications Corp. v. Alexsam, Inc. et al., Civil Action No.
05-60201-CIV (“the Florida Lawsuit”). This lawsuit sought, among other things, a declaration that GlobeTel’s product
and service offerings would not infringe the Patents.

Alexsam and GlobeTel subsequently settled their dispute. In exchange for granting a non-exclusive license to
GlobeTel for the Patents, GlobeTel withdrew its motion for attorneys’ fees in the Texas Lawsuit and dismissed the
Florida Lawsuit. The License Agreement was made and entered into in September 2005. The license taken by
GlobeTel extends further to GlobeTel’s customers, bank partners, third party financial processors and cardholders, and
all those in privity with any of them, but only to the extent those entities’ activities relate to GlobeTel and its license.

Derivative Action

On July 10, 2006 a derivative action was filed against the officers and directors of GlobeTel alleging that they have
not acted in the best interest of the Company or the shareholders and alleged that the transaction to install wireless
networks in Russia was a “sham.” The lawsuit is pending in the Federal District Court for the Southern District of
Florida (Civil Case No. 06-60923). The Company believes that the suits are without merit and will vigorously defend
against it. The Company has hired outside counsel to defend it in this action. The Company and the Plaintiff have
reached an agreement in principle to settle this action and have submitted such settlement with the Court for its
approval. Under the terms of the proposed settlement, Company’s D&O insurance carrier will pay $60,000 in attorneys’
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fees to plaintiff’s counsel, the Company will implement or maintain certain corporate governance changes, and all
claims will be dismissed with prejudice.

15

Edgar Filing: GLOBETEL COMMUNICATIONS CORP - Form 10KSB/A

27



Former Consultants

We are a defendant in two lawsuits filed by Matthew Milo and Joseph Quattrocchi, two former consultants, filed in
the Supreme Court of the State of New York (Richmond County, Case no. 12119/00 and 12118/00). These matters
were subsequently consolidated as a result of an Order of the court and now bear the singular index number 12118/00.
The original lawsuits were for breach of contract. The complaint demands the delivery of 10,000,000 pre split shares
of ADGI stock to Milo and 10,000,000 to Quattrocchi. GlobeTel was entered into the action as ADGI was the
predecessor of the Company. The suit also requests an accounting for the sales generated by the consultants and
attorneys fees and costs for the action.

The lawsuits relate to consulting services that were provided by Mr. Milo and Mr. Quattrocchi and a $50,000 loan
advanced by these individuals, dated May 14, 1997, of which $35,000 has been repaid.

We entered into an agreement with Mr. Milo and Mr. Quattrocchi as consultants on June 25, 1998. The agreement was
amended on August 15, 1998. On November 30, 1998, both Mr. Milo and Mr. Quattrocchi resigned from their
positions as consultants to our company without fulfilling all of their obligations under their consulting agreement. We
issued 3 million pre split shares each to Mr. Milo and Mr. Quattrocchi as consideration under the consulting
agreement. We have taken the position that Mr. Milo and Mr. Quattrocchi received compensation in excess of the
value of the services that they provided and the amounts that they advanced as loans.

Mr. Milo and Mr. Quattrocchi disagreed with our position and commenced action against us that is pending in the
Supreme Court of the State of New York. Mr. Milo and Mr. Quattrocchi claim that they are entitled to an additional
24,526,000 pre split shares of our common stock as damages under the consulting agreement and to the repayment of
the loan balance. We believe that we have meritorious defenses to the Milo and Quattrocchi action, and we have
counterclaims against Mr. Milo and Mr. Quattrocchi.

With regard to the issues related to original index number 12119/00, as a result of a summary judgment motion, the
plaintiffs were granted a judgment in the sum of $15,000. The rest of the plaintiff's motion was denied. The court did
not order the delivery of 24,526,000 pre split shares of ADGI common stock as the decision on that would be reserved
to time of trial.

An Answer and Counterclaim had been interposed on both of these actions. The Answer denies many of the
allegations in the complaint and is comprised of eleven affirmative defenses and five counterclaims alleging damages
in the sum of $1,000,000. The counterclaims in various forms involve breach of contract and breach of fiduciary duty
by the plaintiffs.

For the most part, the summary judgment motions that plaintiffs brought clearly stated that their theories of recovery
and the documents that they will rely on in prosecuting the action. The case was assigned to a judicial hearing officer
and there was one week of trial. The trial has been since adjourned with no further trial dates having been set.

It is still difficult to evaluate the likelihood of an unfavorable outcome at this time in light of the fact that there has
been no testimony with regard to the actions. However, the plaintiffs have prevailed with regard to their claim of
$15,000 as a result of the lawsuit bearing the original index Number 12119/00.

This case went before a Judicial Hearing Officer on July 6 and 7, 2006. No resolution occurred during the July hearing
and the Judicial Hearing Officer has asked for written statements of facts and law. The outcome cannot be projected
with any certainty.  However, the company does not believe that it will be materially adversely affected by the
outcome of the proceeding.
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ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

There were no matters submitted to a vote of security holders in 2003.

Our Annual Meeting of Shareholders was held on August 27, 2004 in Ft. Lauderdale, Florida. With over 91%
favorable votes from all shareholders entitled to vote, the seven (7) nominees for the Board of Directors were elected
and the appointment of Dohan & Company, CPAs, P.A. of Miami as the independent registered auditors for the year
ending December 31, 2004 was ratified.
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The Directors elected for a one-year term ending at the next shareholders meeting in 2005 are Przemyslaw Kostro,
Timothy M. Huff, Mitchell A. Siegel, Jerrold R. Hinton, Leigh A. Coleman, Michael K. Molen and Kyle McMahan.

The following table lists the number of votes cast for each matter, including a separate tabulation with respect to each
nominee for office. There were no votes against and no abstentions. The total number of voting shares was
51,550,761.

Proposal 1 - Board of Directors

Nominee Votes For

Przemyslaw L. Kostro 46,769,487
Timothy M. Huff 46,875,889
Jerrold R. Hinton 46,836,515
Leigh A. Coleman 46,883,859
Mitchell A. Siegel 46,873,512
Michael K. Molen 46,863,809
Kyle McMahan 46,748,667

Proposal 2 -

Ratification of Dohan & Co., CPAs, P.A. as
Independent
Auditors

46,771,988

There were no other matters brought to a vote of security holders in 2004.

PART II

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND RELATED STOCKHOLDER
MATTERS.

(a) Market Price

Our shares of common stock were quoted on the Over-the-Counter Bulletin Board (“OTCBB”) quotation system under
the symbol GTEL until May 23, 2005 when the shares started trading on the American Stock Exchange under the
symbol GTE. On October 11, 2006 the Company began trading on the Pink Sheets under the symbol GTEM.

The following information sets forth the high and low bid price of our common stock during fiscal 2004 and 2003 and
was obtained from the National Quotation Bureau. The quotations reflect inter-dealer prices, without retail mark-up,
mark-down or commission and may not represent actual transactions.

CALENDAR 2003
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High Low

Quarter Ended March 31, $0.660 $0.300

Quarter Ended June 30, $0.435 $0.227

Quarter Ended September 30, $0.600 $0.285

Quarter Ended December 31, $1.965 $0.375
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CALENDAR 2004

High Low
Quarter Ended March 31, $2.940 $0.750

Quarter Ended June 30, $1.950 $1.200

Quarter Ended September 30, $1.920 $1.050

Quarter Ended December 31, $2.100 $0.150

(b) Holders

As of October 25, 2007, there were approximately 28,000 beneficial owners of our common stock.

(c) Dividends

We have never paid a dividend and do not anticipate that any dividends will be paid in the near future. We currently
have no funds from which to pay dividends and as of December 31, 2004, our accumulated deficit was $42,439,036.
We do not expect that any dividends will be paid for the foreseeable future.

(d) Securities Authorized for Issuance Under Equity Compensation Plans

In September 2003, the board of directors authorized the issuance of stock options totaling 3,183,413 shares to the
officers of the Company in return for the forgiveness of $683,168 in accrued salaries and $33,100 in other accrued
expenses through December 31, 2002. The stock options were exercisable at the lower of $.225 per share or 50% of
the closing market price.

In December 2003, the board of directors authorized the issuance of stock options totaling 1,088,889 shares to the
officers of the company in return for the forgiveness of $245,000 in accrued salaries through December 31, 2003. The
stock options were exercisable at the lower of $.225 per share or 50% of the closing market price.

On January 8, 2004, the officers exercised their rights to convert the stock options into common stock at $.225 and as
a result, we issued 4,272,302 shares of common stock in January 2004, in accordance with the stock option
agreements.

In May 2004, the board of directors approved an Officers' Stock Option Grant Plan, pursuant to which certain officers
are entitled to receive stock options, for each of three years, beginning in 2004 (Year 1). The annual number of option
shares to be issued will be equal to amounts that, after the exercise of such options, would affect ownership of various
percentages of the total shares then issued and outstanding. The following officers received options for shares in the
following percentages: CEO - 3% in each of the three years (total 9%); COO - 2% in each of the three years (total
6%), CFO - 1.5% in Year 1 and 1% in each of the following years (total 3.5%), Director and former President - 1.0%
in Year 1 and .5% in each of the following years (total 2%), current President - 1% in each of the three years (total
3%), and CTO - 1% in each of the three years (total 3%). The recipient's rights to the options will vest after continued
service at the completion of each year. The total of the 6,654,196 option shares are to be issued for 2004. The stock
options are exercisable at the lower of $.675 per share or 50% of the closing market price on date of exercise.

In December 2004, we established our 2004 Stock Option Bonus Plan, wherein the board of directors authorized the
issuance of stock options totaling 1,765,832 shares to the officers and employees of the company as payment of
accrued bonuses through December 31, 2004. The stock options are exercisable at the lower of $.675 per share or 50%
of the closing market price.
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In December 2004, the board of directors authorized the issuance of stock options totaling 247,885 shares to the
directors of the company as payment of accrued board members' stipends through December 31, 2004. The stock
options are exercisable at the lower of $.5865 per share or 50% of the closing market price on date of exercise.

In January 2005 the option holders exercised their rights to convert a portion of the stock options pursuant to the
Officers Stock Grant Plan, the 2004 Stock Option Bonus Plan, and the options for accrued directors' stipends into
common stock at $.675, and, as a result, we issued 2,000,000 shares of common stock in January 2005, in accordance
with the stock option agreements.

In addition, certain employees, vendors, professionals and consultants were paid with common stock (see Note 22 to
financial statements) and with stock options (see Note 23 to financial statements) and certain investment banking and
broker's fees were paid with preferred stock (see Note 24 to financial statements) in lieu of cash compensation.
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ITEM 6. MANAGEMENT'S DISCUSSION AND ANALYSIS OR PLAN OF OPERATION

General

Twelve months ended December 31, 2004 ("Fiscal 2004" or "2004" or "the current year") compared to twelve months
ended December 31, 2003 ("Fiscal 2003" or "2003" or "the prior year").

Results of Operations

Revenues. During the fiscal 2004, our gross sales were $11,309,376, representing a decrease of 0.4% over the prior
year when our gross sales were $11,351,939. Our revenues remained consistent due to the fact that wholesale
telecommunications revenues were being moved from GlobeTel Communications to the subsidiary, Centerline which
was better suited for wholesale traffic revenues (telecommunications minutes). The revenues continued to be
predominantly from telecommunications minutes going through our Mexico, Philippines and Brazil networks through
June 2004.

Our Mexico network generated $4,774,657 (or 42.2% of gross revenues), while our Philippines network generated
$3,234,279 (or 28.6% of gross revenues) and our Brazil network generated $2,147,119 (or 19.0% of gross revenues).
Other domestic and international wholesale traffic revenues were $1,065,656 (or 9.4% of gross revenues), including
revenues $469,821 (or 4.1% of gross revenue) from Mexico (unrelated to our Mexico network).

Additional revenues generated included $9,515 from our Stored Value Card program, $69,845 from our Magic Money
program and $7,717 from the sale of IP Phones. There were no sales from these programs in the prior year.

Cost of Sales. Our cost of sales consists primarily of the wholesale cost of buying bandwidth purchased by us for
resale, collocations costs, technical services, wages, equipment leases, and the costs of telecommunications
equipment. We had cost of sales of $11,500,577 for fiscal 2004, compared to $8,840,872 for fiscal 2003. We expect
cost of sales to increase in future periods to the extent that our sales volume increases.

Gross Margin (Loss). Our gross margin (loss) was ($191,201) or (0.66%) for fiscal 2004, compared to $2,511,067 or
22.12% of total revenues in fiscal 2003, a decrease of $2,702,268 or (107.6%). The decrease is primarily due to the
fact that there was lower margin on resale of wholesale minutes related to the increased cost of the minutes to
terminate, especially the Mexico network, where our margin was less than two percent, and initial activities of
Centerline, where our gross margin was minimal or zero.

Operating Expenses. Our operating expenses consist primarily of payroll and related taxes, professional and
consulting services, expenses for executive and administrative personnel and insurance, bad debts, investment banking
and financing fees, investor and public relations, research and development, sales commissions telephone and
communications, facilities expenses, travel and related expenses, and other general corporate expenses. Our operating
expenses for fiscal 2004 were $15,628,250 compared to fiscal 2003 operating expenses of $3,805,388, an increase of
$11,822,862 or 311%.

The increase is primarily due to an increase in officers' and directors' compensation to $6,520,206, including non-cash
compensation, from $595,000 in the prior year. During fiscal 2004, total officers' and directors' compensation
included non-cash equity compensation (stock and stock options) of $5,805,646, compared $185,000 in non-cash
compensation during fiscal 2003.

In addition, employee payroll and related taxes for fiscal 2004 were $1,248,562 compared to $283,408, an increased
by $965,154 or 340.6%. This increase was due to expansion of our operations, facilities and workforce from 15 total
employees to 30 during 2004. Included in non-cash equity compensation (stock and stock options) for employees was
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$438,187 in fiscal 2004, compared to $86,000 in fiscal 2003. Consulting and professional fees increased by
$1,487,250 or 206.9%, to $2,206,237 in 2004 (including $325,000 in non-cash equity compensation), compared to
$718,987 in 2003 (including $203,607 in non-cash equity compensation). These increases are related to additional
services required to develop and expand our geographical and product markets and projects, including our Stored
Value Program, our Sanswire Project, and international markets, primarily in Asia and Australia, as well as increased
professional fees in maintaining and expanding a public company.
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We incurred $3,038,085 of research and development costs for our Sanswire project - development of the Stratellite
during fiscal 2004, compared to none in the prior year, whereas the Sanswire assets was acquired in April 2004.

We incurred $404,747 of sales commissions for our Centerline operations during fiscal 2004, compared to none in the
prior year, whereas the Centerline operations began in 2004.

Income (Loss) from Operations. We had an operating loss of ($15,819,451) for fiscal 2004 as compared to an
operating loss of ($1,294,321) for fiscal 2003, primarily due to the excess of costs of revenues earned over revenues
earned and increased operating expenses as described above, including reduced margins and higher operating costs
and expansion of our various programs. We expect that we will continue to have higher operating costs as we increase
our staffing and continue expanding operations, programs, projects and operating costs related to our newly acquired
subsidiaries.

Other Income (Expense). We had net other expenses totaling $125,418 during fiscal 2004 compared to $4,908,205
during fiscal 2003.

Other income during fiscal 2004 included $268,397 in net gains on the settlements of liabilities, compared to $26,274
in 2003. Various liabilities, representing disputed obligations, were settled for amounts less than the previously
recorded values, pursuant to agreements between us and the vendors. We also reported a net gain of $55,842 in 2003
in connection with the closing of operations of our St. Louis, Missouri office after accounting adjustments were made.
We had interest income of $2,067 in fiscal 2004 compared to none in fiscal 2003.

Other expense of $56,804 in fiscal 2004 was a result of losses realized on the disposition of fixed assets, compared to
a loss of $42,301 in fiscal 2003. Other expense of $4,834,878 in fiscal 2003 was as a result of the write-off of assets
and liabilities resulting from the transactions in Australia with IPW.

Interest expense for fiscal 2004 was $189,520 compared to $113,142 during fiscal 2003. Interest expense increase was
primarily due to the accrual of contractual financing charges in connection with the operations of our Centerline
subsidiary. Other interest charges actually decreased in 2004, as result in reduction of our total debts.

Net Income (Loss). We had a net loss of ($15,944,869) in fiscal 2004 compared to a net loss of ($6,202,526) in fiscal
2003. The net loss is primarily attributable to the increase in the operating expenses as discussed above.

Liquidity and Capital Resources

Assets. At December 31, 2004, we had total assets of $3,417,977 compared to total assets of $4,144,231 as of
December 31, 2003.

The current assets at December 31, 2004, were $2,561,197, compared to $3,389,421 at December 31, 2003. As of
December 31, 2004, we had $601,559 of cash and cash equivalents compared to $224,994 as of December 31, 2003.

Our net accounts receivable were $1,740,883 as of December 31, 2004, compared to $3,039,427 at the same point in
2003. Approximately 92% of the December 31, 2004 receivables were attributable to three customers, including 63%
or $773,319 (net of allowance) related to the Mexico network and 22% or $266,167 (net of allowance) related to the
Brazil network. We have increased our allowance for doubtful accounts by $1,141,534 for the year, the substantial
portion of which relates to two of these three customers.

Other current assets included $58,900 in prepaid expense, primarily prepaid minutes with carriers, compared to
$71,000 in 2003; $63,976 inventory of IP Phones, compared to none in the prior year; and deposits on equipment
purchases and other current assets of $88,994 compared to none in 2003.
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We had other assets totaling $411,024 as of December 31, 2004, compared to $318,435 as of December 31, 2003. The
increase was attributable primarily to the additional investments of $50,000 in CGI, our unconsolidated foreign
subsidiary, totaling $352,300 as of December 31, 2004.
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Liabilities. At December 31, 2004, we had total liabilities of $919,400 compared to total liabilities of $1,908,686 as
of December 31, 2003.

The current liabilities at December 31, 2004 were $914,682 compared to $1,908,686 at December 31, 2003, a
decrease of $994,004. The decrease is principally due to payments of notes and loans payable, payment of accounts
and loans payable to related parties with stock, and a reduction in accounts payable. There were no significant
long-term liabilities as of December 31, 2004 and 2003.

Cash Flows. Our cash used in operating activities was ($4,467,989) for 2004, compared to ($1,389,102) for the prior
year. The increase was primarily due to the increased level of operations and operating activities and changes in our
current assets and liabilities.

Our cash used in investing activities, including acquisitions of property and equipment investment in CGI, and loans
to employees for a total of ($356,570) compared to ($607,401) in the prior year.

Net cash provided by financing activities was $5,201,124, principally from the sale of preferred stock, for 2004, as
compared to $2,019,686, principally from the sale of preferred and common stock and proceeds from notes and loans
payable, for the prior year.

In order for us to pay our operating expenses during 2004 and 2003, including certain operating expenses of our
wholly-owned subsidiaries, Sanswire and Centerline, and the overall expansion of our operations, we raised
$5,157,500 from sales of preferred stock in 2004, compared $717,140 and $500,000 from sales of preferred stock and
common stock, respectively in 2003. We also raised $60,000 and $144,194 from proceeds from related party payables
in 2004 and 2003, respectively. We generated $375,000 and $784,259 from loans and notes payable in 2004 and 2003,
respectively.

In April 2004, Caterham Financial Management Ltd., subscribed for 35,000 shares of Series B Preferred Stock.
Originally, the Series B Preferred allowed the purchaser to convert such shares for up to 35% of the then outstanding
shares of common stock of the Company. However, prior to the Company listing on the American Stock Exchange in
2005, the Company and Caterham agreed to fix the number of shares to which the Series B Preferred could be
converted to 12,931,000 shares. Caterham subsequently converted all their Series B Preferred Shares.

We raised an additional approximately $5 million in equity placements in 2005. We do not have existing capital
resources or credit lines available that are sufficient to fund our operations and contractual obligations as presently
planned over the next twelve months. Throughout 2006 and continuing into 2007, the Company has been dependent
upon monthly funding from its existing debt holders. Funding decisions have typically not extended beyond thirty
days at any given time, and the Company does not currently have a defined funding source. Funding delays and
uncertainties have seriously damaged vendor relationships, new product development and revenues. In the absence of
continued monthly funding by its current debt holders, the Company would have insufficient funds to continue
operations. There is no assurance that additional funding from the current debt holders will be available, or available
on terms and conditions acceptable to the Company.

As reflected in the accompanying financial statements, during the year ended December 31, 2004, we had a net loss of
($15,944,869) compared to a net loss of ($6,202,526) during 2003. Consequently, there is an accumulated deficit of
($42,439,036) at December 31, 2004, compared to ($26,494,167) at December 31, 2003.
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Dohan and Company 7700 North Kendall Drive, 200
Certified Public Accountants Miami, Florida 33156-7564
A Professional Association Telephone: (305) 274-1366

Facsimile: (305) 274-1368
E-mail: info@uscpa.com
Internet: www.uscpa.com

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders
Globetel Communications Corp. and Subsidiaries
Ft. Lauderdale, Florida

We have audited the accompanying consolidated balance sheet of Globetel Communications Corp. and Subsidiaries
(the Company) as of December 31, 2004, and the related consolidated statements of income (loss), cash flows and
stockholders’ equity for the years then ended December 31, 2004 and 2003. These consolidated financial statements
are the responsibility of the Company’s management. Our responsibility is to express an opinion on these consolidated
financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the consolidated financial statements are free of material misstatement. The Company is not required to have,
nor were we engaged to perform, an audit of its internal control over financial reporting. Our audit included
consideration of internal control over financial reporting as a basis for designing audit procedures that are appropriate
in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s internal
control over financial reporting. Accordingly, we express no such opinion. An audit also includes examining, on a test
basis, evidence supporting the amounts and disclosures in the consolidated financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of Globetel Communications Corp. and Subsidiaries as of December 31, 2004 and 2003, and the
results of their operations and their cash flows for the years then ended in conformity with U.S. generally accepted
accounting principles.

As described in Note 2 to the financial statements, the 2004 financial statements have been restated for an error in the
method of revenue recognition related to reporting gross revenue versus net as per EITF 99-19 and in the application
of an accounting principle relating to purchase accounting.

/s/ Dohan
&
Company,
CPAs

Miami, Florida
March 19, 2005 except as to Note 2, which is October 17, 2007

Member:
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Florida Institute of Certified Public Accountants
American Institute of Certified Public Accountants Private Companies and SEC Practices Sections National and
worldwide associations through Accounting Group International
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GLOBETEL COMMUNICATIONS CORP. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEET
December 31, 2004 and 2003

December 31, 
2004 2003

(restated)
ASSETS

CURRENT ASSETS
Cash and cash equivalents $ 601,559 $ 224,994
Accounts receivable, less allowance for doubtful accounts
of $1,505,731 and $378,787 1,740,883 3,093,427
Loans to employees 6,885 --
Prepaid expenses 58,900 71,000
Inventory 63,976 --
Deposits on equipment purchase 88,994 --
Deferred tax asset, less valuation allowance of $4,529,043 and
$3,104,649 -- --
TOTAL CURRENT ASSETS 2,561,197 3,389,421
PROPERTY AND EQUIPMENT, net 445,756 436,375
OTHER ASSETS
Investment in unconsolidated foreign subsidiary -
Consolidated Global Investments, Ltd. 352,300 302,300
Deposits 50,712 16,135
Prepaid expenses 8,012 --
TOTAL OTHER ASSETS 411,024 318,435
TOTAL ASSETS $ 3,417,977 $ 4,144,231

LIABILITIES AND STOCKHOLDERS' EQUITY

COMMITMENTS AND CONTINGENCIES (NOTES 6, 7, 13,
AND 17)

LIABILITIES

CURRENT LIABILITIES
Accounts payable $ 456,248 $ 736,241
Current portion of capital lease obligations 2,846 53,311
Notes and loans payable -- 448,700
Accounts payable to related party - Charterhouse Consultancy -- 135,000
Loan Payable to related party - Charterhouse Investments -- 361,960
Accrued officers' salaries 198,333 --
Accrued expenses and other liabilities 93,436 57,423
Deferred revenues 46,319 31,528
Due to former employees -- 27,023
Related party payables 117,500 57,500
TOTAL CURRENT LIABILITIES 914,682 1,908,686
LONG-TERM LIABILITIES
Capital lease obligations 4,718 --
TOTAL LONG-TERM LIABILITIES 4,718 --
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TOTAL LIABILITIES 919,400 1,908,686
STOCKHOLDERS' EQUITY
Series A Preferred stock, $.001 par value, 10,000,000 shares
authorized;96,500 and 72,000 shares issued and outstanding: 97 72
Additional paid-in capital - Series A Preferred stock 697,403 1,092,068
Series B Preferred stock, $.001 par value, 35,000 shares
authorized;35,000 and 0 shares issued and outstanding: 35 --
Additional paid-in capital - Series B Preferred stock 14,849,965 --
Series C Preferred stock, $.001 par value, 5,000 shares authorized;
750 and 0 shares issued and outstanding: 1 --
Additional paid-in capital - Series C Preferred stock 749,999 --
Series D Preferred stock, $.001 par value, 5,000 shares authorized;
1,000 and 0 shares issued and outstanding: 1
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