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Explanatory Note

The Quantum Group, Inc. (the Company ) is filing this Amendment No. 1 (the Amended Report ) to its Annual Report
on Form 10-QSB filed with the Securities and Exchange Commission (the SEC ) on March 17, 2008 (the Original
Report ) for the quarter ended January 31, 2008 to amend and correct its financial statements and Management s
Discussion and Analysis filed in the Original Report. The financial statements included in the Original Report have
been restated to reflect (i) the appropriate allocation of the components of the Company s securities offered in
connection with various private placements dated August 29, 2006, December 18, 2006 and March 29, 2007, which
securities included secured convertible debentures with a beneficial conversion feature and common stock, and (ii) the
resulting amortization of the corresponding costs. In addition, the Company updated and corrected its revenue and
medical cost disclosures following one of the HMO s notification to the Company that it had reported to a regulatory
agency that the Company was not at-full- risk during the fiscal quarter ended January 31, 2008. The at-full- risk
transactions related to the HMO in question have been reversed and the correct not at- risk revenue and expenses
have been recorded for the fiscal period in question.

Except as set forth in this Explanatory Note, this Amended Report does not reflect or update for any events that
occurred after the filing of the Form 10-QSB with the SEC on March 17, 2008; nor does it modify or update those
disclosures presented therein. Pursuant to Rule 12b-15 under the Securities Exchange Act of 1934, as amended, the
certifications pursuant to Section 302 and Section 906 of the Sarbanes-Oxley Act of 2002, filed and furnished,
respectively, as exhibits to the Original Report have been re-executed and re-filed as of the date of this Amended
Report and are included as exhibits hereto.
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PARTI FINANCIAL INFORMATION

Item 1.
Financial Statements

THE QUANTUM GROUP, INC.

CONDENSED CONSOLIDATED BALANCE SHEET

AS OF JANUARY 31, 2008
(RESTATED)
(UNAUDITED)
Assets
Current assets
Cash and cash equivalents $ 8,160,024
Restricted cash 51,638
Accounts receivable 1,413
Prepaid expenses 69,282
Other current assets 2,284
Total current assets 8,284,641
Property and equipment, net of accumulated depreciation of $180,083 170,747
Goodwill 23,300
Other assets 59,857
Total assets $ 8,538,545
Liabilities and shareholders equity
Current liabilities
Accounts payable $ 266,842
Accrued liabilities 283,805
Accrued payroll and payroll taxes 663,926
Due to HMOs, net of accounts receivable of $554,540 667,717
Notes payable and accrued interest shareholders current portion 447,562
Notes payable - 8% convertible debentures 100,000
Loans payable - current portion 10,399
Capital lease obligation - current portion 16,913
Other current liabilities 170,206
Total current liabilities 2,627,370

Long-term debt
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Notes payable and accrued interest  shareholder, net of current portion
Loans payable, net of current portion

Capital lease obligation, net of current portion

Total long-term debt

Total liabilities

Commitments and contingencies

Shareholders equity

Preferred stock, $.001 par value per share
authorized 30,000,000 shares none issued and outstanding

Common stock, $.001 par value per share,
170,000,000 shares authorized; 8,874,818 shares issued and outstanding

Additional paid in capital

Accumulated deficit

Total shareholders equity

Total liabilities and shareholders equity

See accompanying notes to condensed consolidated financial statements.

348,220
26,205
42,427

416,852

3,044,222

8,875

34,844,782
(29,359,334 )

5,494,323

$ 8,538,545
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THE QUANTUM GROUP, INC.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

FOR THE THREE MONTHS ENDED JANUARY 31, 2008 AND 2007

(UNAUDITED)
For the Three Months Ended
January 31,
2008
(restated) 2007

Revenues
Provider systems $ 2,463,542 $ 80,476
Management support services 275,933 340,701

2,739,475 421,177
Direct Costs
Provider systems 2,767,179 87,076
Management support services 199,579 196,885

2,966,758 283,961
Gross profit (227,283 ) 137,216
Operating expenses
Salaries and employee benefits 1,856,640 622,672
Occupancy 86,140 84,554
Depreciation and amortization 30,059 23,480
Other general and administrative
expenses 594,781 354,763
Total operating expenses 2,567,620 1,085,469
Loss from operations (2,794,903 ) (948,253 )
Non-operating expenses (income)
Amortization of financing fees 4,001,649 599,096
Amortization of debt discount 3,687,229 392,888
Interest 509,106 77,003
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Gain on deconsolidation of billing
companies

Total non-operating expenses
(income)

Loss before income tax provision

Income tax provision

Net loss

Basic and diluted (loss) per common
share

Weighted average number of
common
shares outstanding

See accompanying notes to condensed consolidated financial statements.

(303,662 )

7,894,322

(10,689,225 )

(10,689,225 )

(1.85)

5,783,585

1,068,987

(2,017,240 )

(2,017,240 )

(1.56)

1,289,850
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THE QUANTUM GROUP, INC.

CONDENSED CONSOLIDATED STATEMENTS OF SHAREHOLDERS EQUITY

Balance at
October 31,
2007 (restated)

Issuance of
common stock -
secondary
public offering

Issuance
common stock -
debt conversion

Issuance of
common stock -
bridge share
exchange

Debt discount
beneficial
conversion
feature

Issuance of
stock as
payment of
interest

Issuance of
stock -
executive
conversion

Repurchase of
private

(RESTATED)
Preferred
Stock
par value Common Stock
$.001 per
share par value $.001 per
share Additional
30,000,000
authorized 170,000,000 authorized Paid-in Accumulated Total
# of ) ) )
Shares Amount # of Shares =~ Amount Capital Deficit Equity

$ 2,037,359

3,600,000

1,858,747

1,170,183

176,121

$ 2,037 $§ 9269252 $ (18,670,109) % (9,398,820)

3,600 11,492,944 11,496,544
1,859 5,205,882 5,207,741
1,170 3,941,205 3,942,375
3,610,491 3,610,491

150,628 150,628

176 645,591 645,767
(70,911 ) (70,911)

10



placement
warrants

Issuance of
common stock -
in relation to
other loans

Issuance of
common stock -
stock based
compensation
Issuance of
common stock -
in lieu of cash
Amortization of
deferred
compensation
Option grants
Amortization of
option grants
Net (loss)
Balance at

January 31,
2008 (restated)
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18,926

10,482

3,000

$ 8,874,818

$

19 78,524
11 38,336
3 14,907
10,829

186,843

270,261

(10,689,225 )

8,875 § 34,844,782 $ (29,359,334) $

See accompanying notes to condensed consolidated financial statements.

78,543

38,347

14,910

10,829
186,843
270,261

(10,689,225 )

5,494,323

11
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THE QUANTUM GROUP, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE THREE MONTHS ENDED JANUARY 31, 2008 AND 2007

(UNAUDITED)

Operating activities
Net loss

Adjustments to reconcile net loss to net cash used in operating
activities:

Depreciation and amortization
Amortization of financing fees
Amortization of debt discount
Amortization of deferred compensation
Issuance of equity for compensation
Issuance of stock in lieu of cash

Issuance of stock as payment of interest
Amortization of options issued as compensation
Changes in operating assets and liabilities:
Decrease in accounts receivable

Decrease (increase) in other assets
Increase in due to HMOs

Increase (decrease) in accounts payable and accrued liabilities
Total adjustments

Net cash used in operating activities
Investing activities

Purchase of property and equipment

Net cash used in investing activities
Financing activities

Proceeds from secondary public offering
Proceeds from private placement
Proceeds from other loans

Proceeds from credit line

For the Three Months Ended

January 31,

2008
(restated)

(10,689,225 )

30,059
4,001,649
3,687,229
10,829
225,189

14,907
150,628
270,261

54,966
106,425
322,726

(165,742)

8,709,126
(1,980,099)

(25,551)
(25,551)

13,200,000

2007

(2,017,240 )

37,309
599,096
392,888

97,879

28,364

15,285

(1,418 )

121,263
1,290,666
(726,574 )

(460 )

(460 )

850,000
90,000
306,371

12
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Payment of expenses — secondary public offering
Payment of expenses — private placements
Repayments on convertible debt

Repayments on loans and notes payable
Repurchase of private placement warrants
Repayments capital lease obligations

Net cash provided by financing activities

Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period
Supplemental disclosures of cash flow information:
Cash paid during the period for interest

Supplemental disclosures of non-cash investing and financing
activities:

Issuance of units - conversion of debt

Issuance of units - bridge share exchange

Issuance of units — conversion of executive compensation payable
Capital lease obligations incurred on purchases of equipment
Issuance of stock as deferred finance costs on loans

Issuance of stock - credit line fee

Note payable - fixed asset acquisition

See accompanying notes to condensed consolidated financial statements.

R R S R R R <o

(1,352,632)

(1,398,144 )
(760,285 )
(50,207)
(3,778 )
9,634,954
7,629,304
530,720
8,160,024

248,726

5,205,882

3,941,205
645,591

I A R A < - A S

(122,874 )

(413,809 )

2,577)
707,111
(19,923 )

32,077

12,154

29,190

6,048
11,779
190,939
3,148

13
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THE QUANTUM GROUP, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
JANUARY 31, 2008

(UNAUDITED)

Note 1: Description of Company

We offer business solutions for health maintenance organizations (HMOs) that market Medicare Advantage managed
healthcare plans in the state of Florida, as well as to healthcare providers in the state. We refer to this segment of our
business as provider systems. Medicare Advantage is Medicare s managed care alternative to Medicare s traditional
fee-for-service model. The foundation of our business model is a network of medical service providers, including
primary care physicians, specialists and ancillary service providers such as laboratories and pharmacies, among others,
all of whom must satisfy the requirements of the Centers for Medicare & Medicaid Services (CMS), which is the U.S.
Federal agency that administers Medicare, Medicaid and the Medicare Advantage program. We also offer healthcare
providers various management support services that enable providers to decrease their operating costs and increase
efficiency and productivity. These management support services are available to all healthcare providers, whether or
not they are part of our provider system. In the future, we expect to leverage our relationships with our healthcare
providers to cross-market our management support services and the benefits of participation in our network. Although
management support services currently represent approximately 10.1% of our revenues, we expect that provider
systems will be the principal source of our revenues in future periods. The Company has five HMO contracts of which
four are providing members to a number of the Company s Community Health Systems (CHS) in the State of Florida.
The Company is at full risk for the medical costs for HMO members for two of these contracts. The Company will
assume the risk for the medical costs for the other two upon the HMO s membership reaching 300 members. Currently,
the Company receives income from the HMOs not at full risk at a contracted capitated fee. The fifth contract is
anticipated to be active during fiscal 2009.

Basis of Presentation

Our condensed consolidated financial statements have been prepared in accordance with generally accepted
accounting principles for interim financial information and Regulation SB. Accordingly, they do not include all of the
information and notes required by generally accepted accounting principles for complete financial statements.

The accompanying condensed consolidated financial statements are unaudited. However, in the opinion of
management, they include all adjustments necessary for a fair presentation of financial position, results of operations
and cash flows. All adjustments made during the three months ended January 31, 2008 and 2007 were of a normal,
recurring nature. The amounts presented for the three months ended January 31, 2008 are not necessarily indicative of
the results to be expected for any other interim period or for the entire fiscal year. Additional information is contained
in the Annual Report on Form 10-KSB and Form 10-KSB/A for the year ended October 31, 2007, which should be
read in conjunction with this quarterly report.

14
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Certain reclassifications have been made so that prior year financial information conforms to the current period
presentation. Those reclassifications did not impact working capital, total assets, total liabilities, net income or
shareholders deficit.

Note 2: Restatement of Financial Statements

The Company has restated its condensed consolidated financial statements for the first quarter of fiscal 2008 (the
Restatement ), and certain disclosures in notes to the condensed consolidated financial statements have been amended
to reflect the Restatement adjustments.

The financial statements included in the Original Report have been restated to reflect (i) the appropriate allocation of
the components of the Company s securities offered in connection with various private placements dated August 29,
2006, December 18, 2006 and March 29, 2007, which securities included secured convertible debentures with a
beneficial conversion feature and common stock, and (ii) the resulting amortization of the corresponding costs. In
addition, the Company updated and corrected its revenue and medical cost disclosures following one of the HMO s
notification to the Company that it had reported to a regulatory agency that the Company was not at-full-risk during
the fiscal year ended October 31, 2007, which was contrary to information previously provided to the Company. The
at-fullrisk transactions related to the HMO in question have been

15
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THE QUANTUM GROUP, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
JANUARY 31, 2008

(UNAUDITED)

Note 2: Restatement of Financial Statements (Continued)

reversed and the correct not at risk revenue and expenses have been recorded for the fiscal period
table below illustrates the individual account/line items affected by the restatement.

in question. The

As Previously

As Restated
Consolidated Balance Sheet
Due to HMOs $ 667,717 $
Total current liabilities 2,627,370
Total liabilities 3,044,222
Additional paid in capital 34,844,782
Accumulated deficit (29,359,334 )
Total shareholder s deficit 5,494,323
Consolidated Statement of Operations
Provider systems-revenue $ 2,463,542 $
Provider systems-direct costs 2,767,179
Gross profit (227,283 )
Loss from operations (2,794,903 )
Amortization of debt discount 3,687,229
Interest and other expenses 509,106
Total non-operating expenses 7,894,322
Loss before income tax provision (10,689,225 )
Net loss (10,689,225)
Basic and diluted (loss) per common share (1.85)
Consolidated Statement of Cash Flows
Adjustments to reconcile net loss to net cash used in operating
activities
Amortization of debt discount $ 3,687,229 $
Issuance of stock as payment of interest 150,628

Reported

613,154
2,572,807
2,989,659

31,923,418
(26,313,013 )
5,548,886

2,660,022

2,981,569
(245,193 )
(2,812,813 )

76,738

358,478
4,133,203
(6,946,016 )
(6,946,016 )

(1.20)

76,738

16



Edgar Filing: QUANTUM GROUP INC /FL - Form 10QSB/A

Increase in Due to HMOs 322,726

Issuance of units for bridge share exchange 3,804,733

340,636
3,942,375

17
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THE QUANTUM GROUP, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
JANUARY 31, 2008

(UNAUDITED)

Note 3: Summary of Significant Accounting Policies
Cash Equivalents

The Company considers all highly liquid debt instruments with original maturities of three months or less to be cash
equivalents. The Company has $51,638 in cash which is restricted and serves as collateral for a surety bond in
connection with the development of the Company s third party administrator operations.

Concentrations of Credit Risk

The Company s financial instruments that are exposed to concentrations of credit risk consist primarily of its cash. At
January 31, 2008 and 2007, the Company maintained a cash balance of $845,430 and $12,154 in a checking account,
respectively, and $7,503,833 and $0 in a money market account, respectively, at one banking institution. The bank

hasa strong rating issued by Standard and Poors. The aforementioned cash balance is in excess of the $100,000 FDIC
insurable limit.

Property and Equipment

Furniture and equipment are stated at cost. Depreciation is calculated using the straight-line method over the estimated
useful lives of the assets, which range from three to five years.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities; and
disclosure of contingent assets and liabilities at the date of the financial statements; and the reported amount of
revenues and expenses during the reporting period. Actual results could differ from those estimates and the differences
could be material.

Due from HMO and IBNR

The HMOs pay medical claims and other costs on our behalf. Based on the terms of the contracts with the HMOs, a
fund surplus or deficit is calculated from the HMOs that is calculated by offsetting revenue earned with medical
claims expense, calculated as claims paid on our behalf plus an amount reserved for claims incurred but not reported
(IBNR). Estimated liability for claims incurred but not reported is independently estimated based on industry
experience as we do not yet have sufficient historical data for payment patterns, cost trends, utilization of healthcare
services and other relevant factors including independent actuarial calculation.

Income Taxes

18
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We have not recognized any future tax benefit arising from net operating loss carry forward in the accompanying
condensed consolidated financial statements in accordance with the provisions of Statements of Financial Accounting
Standards No. 109 (SFAS No. 109), Accounting for Income Taxes, as the realization of this deferred tax benefit is not
likely. A 100% valuation allowance has been established to offset the entire amount of our net deferred tax asset.

Goodwill

Goodwill is recorded in connection with business combinations as the excess purchase price over the fair value of the
net assets acquired. Goodwill is not amortized, but tested for recoverability annually or more frequently if indicators
of possible impairment exist. We will recognize an impairment loss if the carrying value of the asset exceeds the fair
value determination. As of January 31, 2008, there was no impairment of goodwill.

10

19
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THE QUANTUM GROUP, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
JANUARY 31, 2008

(UNAUDITED)

Note 3: Summary of Significant Accounting Policies (Continued)
Principles of Consolidation

The accompanying condensed consolidated financial statements for the period ended January 31, 2008 include the
accounts of The Quantum Group, Inc. and its subsidiaries, Renaissance Health Systems, Inc., Quantum Medical
Technologies, Inc., QMed Solutions, Inc., The Quantum Agency, Inc. and Renaissance Administrative Services, Inc..
Prior to January 1, 2008, we consolidated two billing companies under FASB Interpretation No 46(R) (FIN 46(R)), as
we had full risk of operations. The management agreements for the billing and collection companies were terminated
on December 31, 2007. All intercompany accounts have been eliminated in consolidation.

Variable Interest Entities

We were a counter-party to various management agreements, which terminated as of December 31, 2007 with certain
entities that meet the definition of a Variable Interest Entity pursuant to FIN 46(R). We have included operations of
these entities through the termination date, December 31, 2007. The balance sheet accounts have been deconsolidated
as of January 1, 2008, as we believe we were the Primary Beneficiary, as defined in the Interpretation. These entities
engage in the business of medical billing and collections. The revenues and net gain derived from these entities for the
three months ended January 31, 2008 were $273,070 and $70,473, respectively. In settlement of the agreement the
owner of these entities agreed to forgo a consulting fee and other expenses, and agreed to accept 9,000 unregistered
shares of the Company, valued at $54,660, previously agreed upon, as payment in full of all amounts owed under the
agreements.

Until February 28, 2007, we were a Primary Beneficiary of another billing and collections company. At the time of
deconsolidation, this entity had a book value of approximately $26,000. In addition, the revenues and net loss derived
from this entity was $34,291 and $31,994, respectively.

Revenue Recognition
Provider Systems

We have entered into full-risk contracts with five HMOs of which four are providing members to a number of the
Company s Community Health Systems (CHS) in the State of Florida. The Company is at full risk of the medical costs
for HMO members for two of these contracts. We will assume the risk for the medical costs of the other two HMOs
upon the HMO membership of each reaching 300 members. Currently, the Company receives income from the HMOs
not at full risk at a contracted capitated fee. The fifth contract is anticipated to be active during fiscal 2009. Under a
full risk contract, we receive a monthly fee for each patient that chooses one of our physicians as their primary care
physician. The fixed fee is based on a percentage of the premium the HMO receives from CMS. Revenues under this
agreement are generally recorded in the period that we assume responsibility to provide services at the rates then in

20
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effect, with quarterly adjustments. The direct medical costs under the full risk contracts are a combination of actual
medical costs paid by the HMO plus a reserve for future medical costs incurred but not reported (IBNR).

Management Support Services

In December 2006, we entered into management agreements with two additional medical billing companies which had
been consolidated as Variable Interest Entities. Each of the two companies signed similar agreements. Under the terms
of these agreements, we paid 1,500 shares of our common stock per month and were responsible for total operations.
In return, the billing companies assigned all revenues and expenses to us. The management agreements were
terminated on December 31, 2007.

11
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THE QUANTUM GROUP, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
JANUARY 31, 2008

(UNAUDITED)

Note 3: Summary of Significant Accounting Policies (Continued)

Through our insurance subsidiary, we entered into an agreement with an HMO to assist in the recruitment of members
for a fixed fee per member enrolled. We recognize revenue, net of commissions paid, in the month when the member
signs up with the HMO.

Reverse Stock Split

On August 31, 2006, the shareholders authorized the board of directors to effect a reverse stock split of our
outstanding common stock to comply with the initial listing requirements of a national securities exchange or initial
quotation requirement on an automatic quotation system of a national securities association with the ratio to be
determined by the board in our best interest. On March 9, 2007, the board of directors approved a 1:25 reverse stock
split which was effectuated on March 29, 2007. All share and per share amounts have been restated to reflect the
reverse stock split.

Stock Compensation

Effective November 1, 2006, we adopted SFAS No. 123(R), Share-Based Payment, which is a revision of SFAS
No. 123, using the modified prospective transition method. Under this method, stock-based compensation expense for
the first quarter of fiscal 2007 includes compensation cost for all share-based payments modified or granted prior to,
but not yet vested as of November 1, 2006, based on the grant date fair value estimated in accordance with the original
provisions of SFAS No. 123. The Company adopted SFAS 123R beginning on November 1, 2006 and realized an
increase in stock based compensation of approximately $270,260 and $97,900 for the three month period ended
January 31, 2008 and 2007, respectively, as a result of the adoption of SFAS 123R.

As of January 31, 2008, we have 303,531 vested options with exercise prices ranging from $2.03 to $37.50 per share
and expiring in years 2008 through 2017. We have granted 20,451 options during the quarter ended January 31, 2008
with exercise prices ranging from $3.05 to $6.00 and expiring in years between 2012 and 2016. These options vest
between the years 2007 through 2011. We issued 9,000 options to purchase units similar to the units sold in the
secondary public offering to certain employees at an exercise price of $9.95 per unit. These options vested on
December 13, 2007 and expire on December 13, 2012. Upon exercise of the unit option, the employee would receive
3 shares of the company s common stock and 2 Class A warrants and 2 Class B warrants.

New Accounting Pronouncements

In July 2006, the FASB issued FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes-an
Interpretation of FASB Statement 109, (FIN 48), which clarifies the accounting for uncertainty in tax positions taken
or expected to be taken in a tax return, including issues relating to financial statement recognition and measurement.

FIN 48 provides that the tax effects from an uncertain tax position can be recognized in the financial statements only
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if the position is more-likely-than-not of being sustained if the position were to be challenged by a taxing authority.
The assessment of the tax position is based solely on the technical merits of the position, without regard to the
likelihood that the tax position may be challenged. If an uncertain tax position meets the more-likely-than-not
threshold, the largest amount of tax benefit that is greater than 50% likely of being recognized upon ultimate
settlement with the taxing authority, is recorded. The provisions of FIN 48 are effective for fiscal years beginning
after December 15, 2006. The adoption of FIN 48 at November 1, 2007 did not have a material impact on our
consolidated financial statements.

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and Financial
Liabilities - Including an Amendment of FASB Statement No. 115. SFAS No. 159 permits entities to choose, at
specified election dates, to measure many financial instruments and certain other items at fair value that are not
currently required to be measured at fair value. SFAS No. 159 is effective for financial statements issued for an entity s
first fiscal year beginning after November 15, 2007. Adoption of SFAS No. 159 is not expected to have a material
effect on our condensed consolidated statements of financial condition, income or cash flows.

12
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THE QUANTUM GROUP, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
JANUARY 31, 2008

(UNAUDITED)

Note 3: Summary of Significant Accounting Policies (Continued)

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements, which defines fair value, provides a
framework for measuring fair value, and expands the disclosures required for fair value measurements. SFAS No. 157
applies to other accounting pronouncements that require fair value measurements; it does not require any new fair
value measurements. SFAS No. 157 is effective for fiscal years beginning after November 15, 2008. Although we will
continue to evaluate the application of SFAS No. 157, we do not currently believe adoption of SFAS No. 157 will
have a material impact on our consolidated financial condition or operating results.

In December 2007, the FASB issued SFAS No. 141(R), Business Combinations and SFAS No. 160, Noncontrolling
Interest in Consolidated Financial Statements. These Statements replace FASB Statement No. 141, Business
Combinations, and requires an acquirer to recognize the assets acquired, the liabilities assumed, and any
noncontrolling interest in the acquiree at the acquisition date, measured at their fair values as of that date. SFAS

No. 141(R) also makes significant amendments to other Statements and other authoritative guidance. The Statements
are effective for years beginning on or after December 15, 2008. We are evaluating if the adoption of these new
standards would have a material effect on our consolidated financial position or operating results.

Note 4: Fair Value of Financial Instruments

The carrying amounts of cash and cash equivalents, accounts payable, notes payable and accrued liabilities
approximate their fair value because of the short maturity of these financial instruments.

Note 5: Loss Per Share

Basic loss per share is computed by dividing loss available to common shareholders by the weighted average number
of common shares for the period. The computation of diluted loss per share is similar to basic loss per share, except
that the denominator is increased to include the number of additional common shares that would have been
outstanding if the potentially dilutive common shares, such as warrants and options, had been issued. The impacts of
warrants and options have been excluded from the calculation of diluted loss per share as their effects would be
anti-dilutive.

We have 10,360,236 warrants, with exercise prices ranging from $5.00 to $12.50 per share, and 303,531 vested

options with exercise prices ranging from $2.03 to $37.50 per share, which were exercisable at January 31, 2008. In
addition, we have 120,000 underwriter purchase options for units at an exercise price of $13.20 per unit.

Note 6: Debt
Secured Convertible Debentures
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We raised $6,050,000 selling 121 private placement units consisting of an 8% secured convertible debt and 6,061
unregistered shares of common stock (bridge shares) during the period between August 2006 and May 2007 through
the issuance of three private placement memorandums. Included in the terms of the units was the right of the investor
to exchange the bridge shares received into unregistered units consistent with the units offered in the company
secondary public offering. On November 17, 2007, we gave the bridge investors two conversion options. Under the
first option, the Bridge Notes converted into the Conversion Securities at 100% of a public offering price, which
Conversion Securities and underlying securities are subject to a one-year lockup. Under the second option, the Bridge
Notes converted into the Conversion Securities at a 30% discount to a public offering price, which Conversion
Securities and underlying securities are subject to a two-year lockup. On December 13, 2007, in accordance with
agreements signed by the investors, the Company has converted $1,458,775 of debt and accrued interest, $1,302,500
and $156,275, respectively, under Option 1 into 132,650 unregistered units similar to the public offering units, and
$3,748,965 of debt and accrued interest, $3,397,500 and $351,465, respectively, under Option 2 into 486,929
unregistered units similar to the public offering units. Additionally, $150,628 of additional interest expense was
realized due to the beneficial conversion feature of the accrued interest for the debt converted under Option 2. The
intrinsic value of the beneficial conversion feature of the convertible debt was calculated at the
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Note 6: Debt (Continued)

date of issuance of the convertible debt (the commitment date), based on the post-allocation effective conversion
price. On the conversion date, December 13, 2007, the value assigned to the beneficial conversion feature of
$3,610,491 was fully expensed. Bridge Notes totaling $1,398,144 in debt and accrued interest were extinguished from
the net proceeds of the secondary offering. The balance of $112, 340 remains outstanding at January 31, 2008. Under
conversion options, we have agreed to pay an inducement fee of 3% the aggregate amount of principal and accrued
interest, payable quarterly for one year, unless the lockups are earlier released. Additionally, a total of 936,573 bridge
shares were exchanged for 702,420 unregistered units based upon an offering price of $11.00 per unit.

Notes Payable

On November 30, 2005, we entered into a 13% two (2)-year callable loan agreement for $100,000. The terms of the
loan agreement include quarterly interest-only payments. Additional compensation includes 1,200 shares of common
stock. The agreement contains an anti-dilution provision on the additional compensation shares whereby the lender
will receive additional shares to maintain a specific percentage of ownership. We issued a total of 24,611 shares in
common stock of which 18,926 shares were issued during the quarter ended January 31, 2008. This note was paid off
from the proceeds from our secondary public offering on December 13, 2007.

In October 2007, we entered into two financing arrangements which, in the aggregate, resulted in $484,000 in net
proceeds to us. Namely, we issued a two-year 10% promissory note in the aggregate principal amount of $250,000 to
Paulson Investment Company, Inc., representative of the underwriters our secondary public offering. We agreed to
prepay the principal amount of the note, plus accrued interest, at the closing of any public or private financing for
which we receive gross proceeds of at least $10,000,000.

In addition, we executed a financing agreement with High Capital Funding, LL.C, a principal shareholder (HCF), and a
third party lender that had no prior affiliation with us (TPL). The financing arrangement involved the issuance of
two-year promissory notes to each of HCF and TPL in the aggregate principal amounts of $166,667 and $83,333,
respectively. In satisfaction of the notes in full, we agreed to pay to HCF and TPL $238,094 and $119,047,
respectively, with $71,427 and $35,714 representing the respective original issue discounts on the HCF and TPL
notes. We also agreed to prepay the full principal amount of the notes at the closing of any public or private financing
for which we receive gross proceeds of at least $10,000,000. We incurred a 5% cash commission in the amount
$12,500 to Newbridge Securities Corporation, one of the underwriters in this offering, in connection with the HCF
and TPL financings. Net proceeds to us from the HCF and TPL financing arrangements was in the amount of
$234,000. All three promissory notes have been extinguished from the proceeds of the secondary public offering
completed on December 13, 2007.

Notes Payable-Shareholder
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On November 14, 2005, a shareholder advanced us $50,000. We and the shareholder agreed to a 12% interest rate on
the unpaid balance and 400 shares of common stock. This note was paid off from the secondary public offering
completed on December 13, 2007.

On December 16, 2005, we executed a $100,000 promissory note payable to Maj-Britt Rosenbaum. This note was due
July 31, 2006 and bore an interest rate of 8% per annum payable at term of the note. Additional compensation
included 600 shares of our common stock per month for each month the debt was outstanding. On February 9, 2006,
the husband of the note holder, Michael Rosenbaum, was elected to our board of directors. On February 25, 2006, an
additional $25,000 was advanced to us by Mrs. Rosenbaum for a total of $125,000. Mrs. Rosenbaum and the
Company agreed to extend the term of the note based on terms consistent with the Bridge Financing Agreement which
included the issuance of 6,667 shares of common stock. The value of the stock was determined by the closing market
price on the date of the loan and was amortized over the term of the loan. On April 20, 2007, an agreement was
reached to repay the loan of $125,000 to Mrs. Rosenbaum, plus interest at 8%, from the proceeds of the March 2007
Private Placement and agreed to exchange the shares into units of the

14

27



Edgar Filing: QUANTUM GROUP INC /FL - Form 10QSB/A
THE QUANTUM GROUP, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
JANUARY 31, 2008

(UNAUDITED)

Note 6: Debt (Continued)

Company s secondary offering. The loan was repaid on May 4, 2007, along with interest of $10,800. At that time, we
issued a total of 15,152 shares of common stock to Mrs. Rosenbaum under the terms of the agreement. On
December 13, 2007, the bridge shares were exchanged for 11,364 unregistered units.

On August 1, 2007, the Board agreed to allow Mr. Cohen and Mr. Guillama to convert up to 50% of their accrued but
unpaid compensation and bonuses as approved by the Board of Directors and other liabilities as of August 31, 2007,
into unregistered units of common stock, Class A warrants and Class B warrants otherwise identical to the units
offered in the Company s secondary offering. Mr. Guillama and Mr. Cohen received a bonus as additional
compensation to cover the tax liabilities associated with this conversion in the amount of $279,697 and $83,101,
respectively for the conversion into units of $487,647 and $158,121 of accrued compensation and other amounts
owed, respectively. Mr. Guillama and Mr. Cohen received 44,332 and 14,375 units on December 13, 2007. The
balance of the amounts due: $487,647 for Mr. Guillama, which is composed of the outstanding balance on the
promissory note, $176,446, $ 7,514 in unreimbursed expenses and $303,687 in accrued compensation; $158,121 for
Mr. Cohen, which includes $128,213 in accrued compensation and $29,908 in unreimbursed expenses; and $234,583
of accrued compensation for Mrs. Guillama were converted into two-year promissory notes at an interest rate of 8%
per annum. On September 21, 2007, the company executed the promissory notes with the three executives. As of
January 31, 2008 the balance of the three shareholder promissory notes were $795,782.

Note 7: Incentive Equity and Stock Option Plan

In October 2003, we adopted a stock option plan (2003 Incentive Equity and Stock Option Plan). The purpose of the
stock option plan was to increase the employees and non-employee directors interest in the Company and to align
more closely their interests with the interests of our shareholders, as well as to enable us to attract and retain the
services of experienced and highly qualified employees and non-employee directors.

Options granted under this plan may either be options qualifying as incentive stock options under Section 422 of the
Internal Revenue Code of 1986, as amended, or options that do not so qualify. Any incentive option must provide for
an exercise price of not less than 90% of the fair market value of the underlying shares on the date of such grant, and
the exercise price of any incentive option granted to an eligible employee owning more than 10% of our common
stock must be at least 110% of such fair market value as determined on the date of the grant.

The term of each option and the manner in which it may be exercised is determined by the board of directors,
provided that no option may be exercisable more than10 years after the date of its grant and, in the case of an
incentive option granted to an eligible employee owning more than10% of our common stock, no more than five years
after the date of the grant. The board of directors shall determine the exercise price of non-qualified options.
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We have reserved 200,000 shares of common stock under the plan. The board of directors, or a committee of the
board of directors, will administer the plan including, without limitation, the selection of the persons who will be
granted plan options under the plan, the type of plan option to be granted, the number of shares subject to each plan
option, and the plan option price.

The per share exercise price of shares granted under the plan may be adjusted in the event of certain changes in the
total purchase price payable upon the exercise in full of options granted under the plan. Officers, directors, and key
employees of and consultants to the Company will be eligible to receive non-qualified options under the plan. Only
officers, directors and employees of the Company who are employed by us, or by any subsidiary thereof, are eligible
to receive incentive options.
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Note 7: Incentive Equity and Stock Option Plan (Continued)

A summary of shares and options granted during the three months ended January 31, 2008 and 2007 is shown below:

2008 2007
Options Options
Weighted Weighted
Incentive Average Incentive Average
Stock Number of Exercise Stock Number of Exercise
Grants Shares Price Grants Shares Price

Outstanding at

beginning of the

period 2,400 2,400
Granted

Exercised

Forfeited

Outstanding at
January 31, 2,400 2,400

Exercisable at
January 31,

Available for
issuance at

January 31 under
the plan 197,600 197,600

Note 8: Secondary Public Offering

On December 12, 2007, the registration statement for a second public offering became effective. The offering
consisted of 1,200,000 units at a public offering price of $11.00 per unit. The units traded as a single security until
separation on the 30th day, or January 14, 2008, at which time the units separated into the underlying securities. Each
unit consisted of three shares of common stock, two Class A 7-year non-callable warrants and two Class B 7-year
non-callable warrants, each warrant to purchase one share of common stock. Each Class A warrant entitles its holder
to purchase one share of common stock at an exercise price of $7.00 per share. Each Class B warrant entitles it holder
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to purchase one share of common stock at an exercise price of $11.00 per share. The total proceeds from the
secondary public offering were $13,200,000. After expenses of $1,089,000 ($759,000, representing the underwriting
discount of 5.75%, and $330,000, representing the representative s non-accountable expense allowance of 2.5%), the
Company received net proceeds of $12,111,000 before additional offering expenses of $614,456, of which $350,824
was paid in the prior fiscal quarter.

Note 9: Other Common Stock Transactions
Deferred Compensation

From time to time, we grant shares of common stock to employees, directors and advisors in lieu of or as partial
compensation for services performed for the Company. These shares vest over two and three year periods. The value
of the stock is determined by the closing market price at the date of grant. We recognized $10,829 and $22,029 in
compensation expense related to these stock grants for the three month periods ended January 31, 2008 and 2007,
respectively. During the three month period ended January 31, 2008 and 2007, -0- and 400 shares were issued,
respectively. During the three months ended January 31, 2008, 1,040 shares were forfeited with a value of $7,800, in
which the value of the stock was determined by the closing market price at the date of grant. In the prior period, the
value of the option grants which are earned over a period had been included in deferred compensation.
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Note 9: Other Common Stock Transactions (Continued)
Stock Compensation

From time to time, we issue stock to employees as length of service awards and performance awards. Additionally, we
will issue shares to consultants in lieu of cash compensation. These stock issuances are not included in our 2003
Incentive Equity and Stock Option Plan. For the three months ended January 31, 2008 and 2007, we issued 13,492 and
986 shares of common stock as stock compensation, respectively. The value of the stock is determined by the closing
market price on the date earned and issuable. We recorded compensation expense of $53,257 and $21,336 in 2008 and
2007, respectively.

Note 10: Subsequent Events

On February 14, 2008, the Quantum Medical Technologies, Inc. (QMT), a wholly-owned subsidiary, entered into an

Original Equipment Manufacturer Agreement ( OMEA ) and a Master Agreement ( MA ) with Net.Orange, Inc. ( NOI ),
software development company. Under the terms and provisions of the OEMA, NOI granted QMT a non-exclusive

six year license to market, promote and distribute NOI Products. These Products include a clinical operating system,

electronic medical records system, archiving and storage system and configurable Web portal. The Company will pay

royalty fees for Products sold to end users.

Under the MA, NOI granted to QMT a limited, non-transferable and exclusive term license, without rights to sublease,
to use the hardware, software and any updates NOI made available to QMT. The agreement includes a $50,000
custom software development, deployment and configuration fee each month for a minimum of twelve months.
Additionally, a $100,000 annual subscription license, maintenance and technical support fee is due annually until the
termination of the agreement. The MA will remain effective as long as QMT is current with all payments including
license, support and hosting.
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Item 2.
Management s Discussion and Analysis of Financial Condition and Results of Operations

MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS

You should read the following discussion and analysis of our financial condition and results of operations in
conjunction with our condensed consolidated financial statements and related notes appearing elsewhere in this
prospectus. The discussion in this section regarding our business and operations includes forward-looking
statements within the meaning of the Private Securities Litigation Reform Act of 1996. Such statements consist of any
statement other than a recitation of historical fact and can be identified by the use of forward-looking terminology
such as may, expect, anticipate, estimate, or continue, or the negative thereof or other variations
thereof or comparable terminology. You are cautioned that all forward-looking statements are speculative, and there
are certain risks and uncertainties that could cause actual events or results to differ from those referred to in such
forward-looking statements. Our actual results may differ materially from those anticipated in these forward-looking
statements as a result of various factors, including those set forth in the Risk Factors section and elsewhere in this
prospectus.

Executive Overview

We offer Consulting and out sourcing services for health maintenance organizations (HMOs) that market Medicare
Advantage managed healthcare plans as well as to healthcare providers in the state of Florida through our Community
Health Systems, also referred to as provider systems. Medicare Advantage is Medicare s managed care alternative to
Medicare s traditional fee-for-service model. The foundation of our business model is a network of healthcare
providers, including primary care physicians, specialists and ancillary service providers such as laboratories and
pharmacies, among others, all of whom must satisfy the requirements of the Centers for Medicare & Medicaid
Services (CMS), which is the U.S. federal agency that administers Medicare, Medicaid and the Medicare Advantage
program. We also offer various management support services to healthcare providers, HMOs, healthcare facilities and
physician associations that enable them to decrease their operating costs and increase efficiency and productivity.
These management support services are available to all healthcare providers, whether or not they are part of our
network. In the future, we expect to leverage our relationships with our healthcare providers to cross-market our
management support services and the benefits of participation in our network. The Company is additionally
leveraging cutting-edge technology with the development and execution of a series of innovative initiatives (including
patent pending business processes) designed to make Quantum one of the leading providers of business solutions for
the healthcare industry in Florida.

As mandated by CMS, we have separate networks of healthcare providers covering all required medical fields and
ancillary services in every county where we currently operate, each of which serves as a community-based
comprehensive delivery system of care, and which we call Community Health Systems (CHS). Once CMS-compliant,
we then make our county-wide CHS network of healthcare providers available to HMOs with whom we contract on a
non-exclusive basis. Our network participants, whether physicians, physician groups or other healthcare providers, are
eligible to treat member/patients of all of our contracted HMOs and can do so without going through separate
admission processes with the various HMOs.

Our network places us in the position of being the primary interface between the HMOs and the contracted healthcare
providers and affords us the opportunity of becoming the preferred management service provider of administrative,
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practice management and ancillary services to healthcare providers that participate in our network as well as to other
healthcare providers, physician groups, testing facilities, nursing homes and hospitals. It is our philosophy to provide
high quality service as the link between our HMOs and our network contracted providers. By virtue of this
relationship, we can relieve the healthcare providers and the HMOs of substantial administrative and repetitive
burdens generally associated with the operations of a managed care enterprise and with the verification of medical
credentials (credentialing) of healthcare providers that desire to participate in the HMO managed care plans, as
required by CMS regulations. It also enables HMOs to establish a network of contracted healthcare providers
necessary to enter any new geographic market without having to interact with numerous healthcare providers or
multiple service organizations.

As of January 2008, our network included over 1,800 healthcare providers and operated in 26 counties in central and
southern Florida. Our goal is to increase the number of healthcare providers participating in our network to 2,000 by
early 2008 and to continue a measured rollout of additional CHS to eventually encompass all 67 Florida counties. We
believe that each new CHS represents an opportunity for HMOs that are not marketing their managed
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care plans in that county to expand their market by providing them ready-made or turnkey access to that county
without substantial delay or start-up cost.

We were a development stage company until July 2006. From inception, we have spent approximately $10.1 million
building networks of healthcare providers, negotiating and signing contracts with HMOs, providing services for
members of three HMO contracts and developing our business administration and support team. We have executed
full-risk contracts with five HMOs, under three of which our provider systems are actively providing healthcare for
the HMOs members. Under a full-risk contract, we receive a monthly dollar amount (a capitated rate) for each patient
that chooses one of our contracted healthcare providers as his or her primary care physician. We expect that the
remaining two contracts will become active in 2008 and 2009. A contract generally will not generate revenues until
we have a complete CMS-compliant county network of healthcare providers or a CHS that is ready to provide
comprehensive care to the Medicare Advantage patients in the specified counties, and patients enrolled under the
contract with contracted healthcare providers in our CHS. Annually, beginning on November 15, HMOs can sign up
new members who may elect to join our provider systems during the open enrollment period under a managed care
plan operated under the Medicare Advantage program. Open enrollment ends March 31 of each year. This is our

window of opportunity for new contracts to begin generating revenues on January 1 of each calendar year. Although
not as predictable, other opportunities also occur at the time that a person becomes eligible to participate in a managed
care plan, e.g., when he or she becomes 65 years of age or becomes disabled, when enrolled patients are transferred
from another plan, when another managed care plan is terminated by CMS or when a person moves from one service
area to another. Revenues under these agreements are generally recorded in the period in which we are responsible for
providing services at the rates then in effect as determined by the respective contract. As part of the Medicare
Advantage program, CMS periodically re-computes the premiums to be paid to the HMOs based on the updated
health status of the member and updated demographic factors. Any change in premium from CMS to the HMO will
adjust the premiums we receive from the HMO. We record any adjustments to these revenues at the time that the
information necessary to make the determination of the adjustment is received from the HMO. We commenced
generating revenues under one contract in September 2005 in Volusia County, Florida, with Dade and Broward
Counties added in January 2006, under the second HMO contract in December 2006, and under the third contract in
January 2007.

Our provider systems revenues generally consist of a percentage of premiums paid by CMS to the contracted HMOs
ona Per Member Per Month (PMPM) basis, known as a capitated fee. The actual percentage is negotiated with the
HMO. The amount of PMPM varies depending upon the CMS premium, which is influenced by a patient s age,
residing county, health profile and other factors. Management support services revenues are generated by contracting
with healthcare providers to provide billing and collections services and, to a limited degree, insurance products
specifically tailored to physician s needs, such as health, life, disability and malpractice insurance. We earn revenues
from our billing and collections services by retaining a negotiated percentage of the amounts we collect. Our
insurance revenues are commissions paid to us on insurance products sold. We currently operate management support
services under management agreements, one of which we terminated after only one quarter in Fiscal 2007. The other
terminated on December 31, 2007. We were negotiating extensions to these contracts to extend the term until

March 31, 2008, but were notified on February 12, 2008, that the negotiations failed and the owner decided not renew.
The provider systems direct medical costs are a combination of actual medical costs paid by the HMO plus a reserve
for future medical costs incurred but not reported (IBNR). Our provider systems direct costs include capitation
payments to participating physicians and specialists, fee-for-service payments to non-participating physicians and
specialists, payments to hospitals for in-patient and out-patient services, payments to pharmacies for prescription
drugs and the allowance for IBNR. The management support services direct costs are related to the billing companies
and include salaries, benefits and claims processing costs.
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We maintain a corporate office in Wellington, Florida that houses operational personnel, as well as accounting,
marketing and other support staff. Occasionally, we have engaged consultants to assist on a specific project, or for a
short time period. Office space rent, supplies, other general costs and depreciation expense related to office furniture
and equipment costs are also included in general and administrative costs.

Critical Accounting Policies and Estimates
The preparation of financial statements in accordance with generally accepted accounting principles requires us to
make estimates and assumptions that affect the reported amounts of assets and liabilities at the date of the financial

statements and the reported amounts of revenues and expenses in the reporting period. We regularly make estimates
and assumptions that affect the reported amounts of assets and liabilities.
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We base our estimates and assumptions on current facts, historical experience and various other factors that we
believe to be reasonable under the circumstances, the results of which form the basis for making judgments about the
carrying values of assets and liabilities and the accrual of costs and expenses that are not readily apparent from other
sources. The actual results experienced by us may differ materially and adversely from our estimates. To the extent
there are material differences between our estimates and the actual results, our future results of operations will be
affected.

Our critical accounting policies and estimates involve the use of complicated processes, assumptions, estimates and/or
judgments in the preparation of our condensed consolidated financial statements. An accounting estimate is an
approximation made by management of a financial statement element, item or account in the financial statements.
Accounting estimates in our historical condensed consolidated financial statements measure the effects of past
business transactions or events, or the present status of an asset or liability. The accounting estimates described below
require us to make assumptions about matters that are uncertain at the time the estimate is made. Additionally,
different estimates that we could have used or changes in an accounting estimate that are reasonably likely to occur
could have a material impact on the presentation of our condensed consolidated financial condition or results of
operations. We base our estimates on historical experience and on various other assumptions that we believe are
reasonable under the circumstances, the results of which form the basis for making judgments. These estimates may
change as new events occur, as more experience is acquired, as additional information is obtained, and as our
operating environment changes. Our significant accounting policies are discussed in Note 2 to our Condensed
Consolidated Financial Statements. We have discussed the development and selection of our critical accounting
policies and related disclosures with our Audit Committee and have identified the following critical accounting
policies for the current fiscal year.

Principles of Consolidation

We consolidate entities when we have the ability to control the operating and financial decisions and policies of that
entity. The determination of our ability to control or exert significant influence over an entity involves the use of
judgment. Therefore, we have included in our condensed consolidated statements the transactions of the billing
companies that have been operating under management agreements under which we have taken on the profit and loss
risk through December 31, 2007, the date of the termination of the management agreement.

Goodwill and Other Intangibles

Statement of Financial Accounting Standards No. 142 Goodwill and Other Intangible Assets, (SFAS No. 142)
requires that goodwill and intangible assets with indefinite useful lives be tested for impairment annually or more
frequently if an event occurs or circumstances change that may reduce the fair value of our goodwill below its
carrying value. We completed an impairment test as required under SFAS No. 142 in the fourth quarter of fiscal year
2007 and determined that the goodwill was not impaired. Changes in estimates or application of alternative
assumptions and definitions could produce significantly different results.

Allowance for Doubtful Accounts
We establish provisions for losses on accounts receivable if we determine that we will not collect all or part of the
outstanding balance. We regularly review collectability and establish or adjust our allowance as necessary using the

specific identification method.

Medicare Considerations
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Substantially all of our provider systems revenues from continuing operations are based upon Medicare funded
programs. The federal government from time to time explores ways to reduce medical care costs through Medicare
reform and through healthcare reform generally. Any changes that would limit, reduce or delay receipt of Medicare
funding or any developments that would disqualify us from receiving Medicare funding could have a material adverse
effect on our business, results of operations, prospects, financial results, financial condition or cash flows. Due to the
diverse range of proposals put forth and the uncertainty of any proposal s adoption, we cannot predict what impact any
Medicare reform proposal ultimately adopted may have on our business, financial position or results of operations.

20

38



Edgar Filing: QUANTUM GROUP INC /FL - Form 10QSB/A

Revenue Recognition

Under our full-risk contracts with HMOs, we receive a percentage of premium or other capitated fee for each patient
who chooses one of our network physicians as his or her primary care physician. Revenues under these agreements are
generally recorded in the period we assume responsibility to provide services at the rates then in effect as determined
by the respective contract. As part of the Medicare Advantage program, CMS periodically re-computes the premiums
to be paid to the HMOs based on updated health status of participants and demographic factors. We record any
adjustments to these revenues at the time that the information necessary to make the determination of the adjustment
is received from the HMO.

Under our full-risk agreements, we assume responsibility for the cost of substantially all medical services provided to
the patient (including prescription drugs), even those services we do not provide directly, in exchange for a percentage
of premium or other capitated fee. To the extent that patients require more frequent or expensive care, our revenues
under a contract may be insufficient to cover the costs of care provided. We are covered by stop-loss insurance
policies and programs that limit our maximum risk exposure for each of our patients. No contracts were considered
loss contracts at January 31, 2008 because we have the right to terminate unprofitable physicians under our managed
care contracts.

The majority of our revenues from management support services are generated from services provided from the billing
and collections company. We receive a contractual fee based on the total claim reimbursements received by the billing
company s clients. Currently, we do not have any active management contracts.

Medical Claims Expense Recognition

The cost of healthcare services provided or contracted for is accrued in the period in which the services are provided.
This cost includes our estimate of the related liability for medical claims incurred in the period but not yet reported, or
IBNR. IBNR represents a material portion of our medical claims liability which is presented in the balance sheet. As
of January 31, 2008, the balance of IBNR allowance is $1,222,258. Changes in this estimate can materially affect,
either favorably or unfavorably, our results from operations and overall financial position.

Normally, IBNR claims are estimated using historical claims patterns, current enrollment trends, member utilization
patterns, timeliness of claims submissions and other factors. However, we have a limited amount of history to base our
estimated IBNR allowance. Therefore, we are currently using an approximation based on industry experience
primarily based on historical claims incurred per member per month. We adjust our estimate if we have unusually
high or low utilization or if benefit changes provided under the HMO plans are expected to significantly increase or
reduce our claims exposure. We also adjust our estimate for differences between the estimated claims expense are
recorded in prior months to actual claims expense as claims are paid by the HMO and reported to us.

Until we have accumulated adequate history to further refine our calculation of IBNR, we have determined that the
current method allows for the calculation of a reasonable estimate of IBNR. There can, however, be no assurance that
the ultimate liability will not exceed estimates. Adjustments to the estimated IBNR claims are recorded in results of
our operations in the periods when such amounts are determined. Per guidance under SFAS No. 5 Accounting for
Contingencies , we accrue for IBNR claims when it is probable that expected future healthcare costs and maintenance
costs under an existing contract have been incurred and the amount can be reasonably estimable. We record a charge
related to these IBNR claims as medical claims expense.

Income Taxes
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Income taxes are accounted for in accordance with the provisions of SFAS No. 109, Accounting for Income Taxes.
SFAS No. 109 requires the use of an asset and liability approach for financial accounting and reporting for income
taxes. Under this approach, deferred tax assets and liabilities are recognized based on anticipated future tax
consequences, using currently enacted tax laws, attributable to differences between financial statement carrying
amounts of assets and liabilities and their respective tax basis. We record current income taxes based on our current
taxable income, and we provide for deferred income taxes to reflect estimated future tax payments and receipts.
Deferred tax assets are reduced by a valuation allowance when, based on our estimates, it is more likely than not that a
portion of those assets will not be realized in a future period. The estimates utilized in recognition of deferred tax
assets are subject to revision, either up or down, in future periods based on new facts or circumstances. During the
three month period ended January 31, 2008, we determined that it is more likely than not that the deferred tax assets
will not be realized, resulting in a full valuation allowance at January 31, 2008.
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Share-Based Payment

Effective November 1, 2006, we adopted the provisions of SFAS No. 123R, Share-Based Payment, which
establishes accounting for stock-based awards exchanged for employee and non-employee services. Accordingly,
equity classified stock-based compensation cost is measured at grant date, based on the fair value of the award and is
recognized as expense over the requisite service period. Liability classified stock-based compensation cost is
re-measured at each reporting date and is recognized over the requisite service period. We have elected to calculate
the fair value of our employee stock options using the Black-Scholes option pricing model and the expense for option
awards with graded vesting provisions is recognized on a straight-line basis over the requisite service period of each
separately vesting portion of the award.

Pending Adoption of Accounting Pronouncements
Accounting for Uncertainty in Income Taxes

In July 2006, the FASB issued FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes-an
Interpretation of FASB Statement 109, (FIN 48), which clarifies the accounting for uncertainty in tax positions taken
or expected to be taken in a tax return, including issues relating to financial statement recognition and measurement.
FIN 48 provides that the tax effects from an uncertain tax position can be recognized in the financial statements only
if the position is more-likely-than-not of being sustained if the position were to be challenged by a taxing authority.
The assessment of the tax position is based solely on the technical merits of the position, without regard to the
likelihood that the tax position may be challenged. If an uncertain tax position meets the more-likely-than-not
threshold, the largest amount of tax benefit that is greater than 50% likely of being recognized upon ultimate
settlement with the taxing authority, is recorded. The provisions of FIN 48 are effective for fiscal years beginning
after December 15, 2006. The adoption of FIN 48 at November 1, 2007 did not have a material impact on our
consolidated financial statements.

Fair Value Measurements

In September 2006, the FASB issued SFAS No. 157 Fair Value Measurements, (SFAS No. 157). SFAS No. 157
defines fair value, establishes a framework for measuring fair value in generally accepted accounting principles, and
expands disclosures about fair value measurements. SFAS No. 157 applies under other accounting pronouncements
that require or permit fair value measurements, the FASB having previously concluded in those accounting
pronouncements that fair value is the relevant measurement attribute. Accordingly, SFAS No. 157 does not require
any new fair value measurements. However, for some entities, the application of SFAS No. 157 will change current
practice. SFAS No. 157 is effective for fiscal years beginning after November 15, 2007 (i.e., fiscal year 2009) and
interim periods within those years. We have assessed the effect of this pronouncement on our financial statements, and
at this time, no material effect is expected.

Fair Value Option for Financial Assets and Liabilities

In February 2007, the FASB issued SFAS No. 159 The Fair Value Option for Financial Assets and Financial
Liabilities, Including an Amendment of FASB Statement No. 115, (SFAS No. 159). SFAS No. 159 permits entities to
choose to measure many financial instruments and certain other items at fair value. The objective is to improve
financial reporting by providing entities with the opportunity to mitigate volatility in reported earnings caused by
measuring related assets and liabilities differently without having to apply complex hedge accounting provisions.

SFAS No. 159 is expected to expand the use of fair value measurement, which is consistent with the FASB s long-term
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measurement objectives for accounting for financial instruments. SFAS No. 159 is effective for fiscal years beginning
after November 15, 2007 (fiscal year 2009). We have assessed the effect of this pronouncement on our financial
statements, and at this time, no material effect is expected.

Business Combinations

In December 2007, the FASB issued SFAS No. 141(R), Business Combinations and SFAS No. 160, Noncontrolling
Interest in Consolidated Financial Statements. These Statements replace FASB Statement No. 141, Business
Combinations, and requires an acquirer to recognize the assets acquired, the liabilities assumed, and any
noncontrolling interest in the acquiree at the acquisition date, measured at their fair values as of that date. SFAS

No. 141(R) also makes significant amendments to other Statements and other authoritative guidance. The Statements
are effective for years beginning on or after December 15, 2008. We are evaluating if the adoption of these new
standards would have a material effect on our consolidated financial position or operating results.
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Results of Operations
Restatements

Subsequent to the filing of the Company s Quarterly Report on Form 10-QSB for the quarter ended January 31, 2008,
an error in accounting for convertible securities with beneficial conversion features was identified. We sold $6.05
million of investment units in conjunction with three separate private placements in 2006 and 2007. Specifically, each
investment unit consisted of a $50,000 convertible debenture and approximately 6,061 shares of common stock. The
holders of the debentures had a right to convert the debentures into common stock at a price of 70% of an anticipated
offering price of common stock. We allocated the proceeds received from the sale of the investment units to the
convertible debentures, common stock shares and the beneficial conversion feature on a relative fair value basis.
Further the amounts allocated to the beneficial conversion feature were recognized and fully amortized into earnings
during the year ended October 31, 2007.

While we believed we had appropriately matched the values to the separate securities issued, differences have been
subsequently identified in the application of EITF 98-5, Accounting for Convertible Securities with Beneficial
Conversion Features or Contingently Convertible Instruments and EITF 00-27, Application of Issue No. 98-5 to
Certain Convertible Instruments by the Public Company Accounting Oversight Board s inspection of our external
audit firm and review of their audit of our financial statements for the year ended October 31, 2007. One difference is
the allocation of the proceeds received to the debentures, the shares and the beneficial conversion feature. Another
difference relates to the timing of the recognition and amortization of the discount attributable to the beneficial
conversion feature. The error did not change the underlying economics of the transaction and had no effect on our
cash flow or liquidity.

The restated financial statements also reflect corrections of other errors as part of this restatement regarding revenues
and medical costs representing at-full- risk transactions. We originally concluded these items, both individually and
in the aggregate, were not material to our consolidated financial statements.

The Company updated and corrected its revenue and medical cost disclosures following one of the HMO s notification
to the Company that it had reported to a regulatory agency that the Company was not at-full-risk during the quarter
ended January 31, 2008 which was contrary to subsequent information provided to the Company. The at-full-risk

transactions related to the HMO in question have been reversed and the correct not-at-risk revenue and expenses have
been recorded for the quarter.

Three Months Ended January 31, 2008 as Compared to the Three Months Ended January 31, 2007
Revenues and Direct Costs

The following table presents the revenues and direct costs for the three months ended January 31, 2008 and 2007.
These items are discussed in detail following the table.

For the Three Months Ended

January 31,
2008 2007
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Revenues
Provider systems

Management support services
Direct Costs
Provider systems

Management support services

Gross Profit

23

(restated)

$ 2,463,542
275,933
2,739,475

2,767,179
199,579
2,966,758

$ (227,283)

$

80,476
340,701
421,177

87,076
196,885
283,961
137,216
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Revenues

Total revenues for the three months ended January 31, 2008 increased $2,318,298 compared to the three months
ended January 31, 2007. Provider systems revenues account for approximately 90% of our total revenues for the three
month period ended January 31, 2008. The $2,383,066 increase from the same period last year is a direct result of
active contracts with three HMOs. Management support services revenues were $275,933 compared to $340,701 for
the same period last year. The decrease of $64,768 is the direct result of providing services under management
contacts with two billing and collections companies. For the three months ended January 31, 2007, we had only one
management contract that had been in effect since December 2006 and was generating only minimal revenues. We
terminated that contract as of February 28, 2007, and the other two management contracts expired on December 31,
2007. We are actively searching for other billing and collection companies for future management agreements or
acquisitions.

Provider systems revenues growth is dependent on the number of new members/patients that enroll in the HMO
network and are assigned to our healthcare providers. Although growth has been steady through the fiscal 2007,
additional growth has been limited by the fact that members cannot change HMO networks freely due to the statutory
restrictions governing the Medicare Advantage plan. We anticipate growth in the number of participating providers
and members during the upcoming open enrollment period commencing on November 15, 2007 through March 31,
2008. We expect that the growth in the management support services revenues will initially be derived from
acquisitions, entering into additional management agreements for existing management support services businesses
and joint ventures. As we develop our sales and marketing capabilities, we expect that growth in management support
services revenues will be derived from internal growth as we have the resources to market these services to the
healthcare providers in our network.

Direct Costs

Direct costs were $2,966,758 and $283,961 for the three months ended January 31, 2008 and 2007, respectively. The
increase of $2,682,797 consists of $2,680,103 of provider systems costs and $2,694 of management support services
costs. Provider systems direct costs increased because we were responsible for approximately 3,365 additional patient
months under our HMO contracts as of the end of the 2008 period as compared to the same period in 2007, and these
new patients were enrolled with the full-risk HMOs. We anticipate that the medical costs per member will decrease as
we expand the number of members under care and with the implementation of our technology solutions. The
majority of the management support services direct costs are composed of the condensed consolidated transactions of
the billing and collections companies that are under management contracts, which were incurred through December
2007.

Gross Profit

For the three months ended January 31, 2008, the gross profit from provider systems was ($303,637) and the gross
profit from the management support services was $76,354, or 27.7% of management support services revenues. The
gross profit margins on the provider systems are directly related to the terms and rates of our HMO agreements and
are not likely to change over the life of the individual agreement unless we are able to renegotiate the terms and rates
of such agreements to obtain a more favorable rate. The gross profit will increase as the number of member/patients
under our care increases and our technology solutions are implemented.
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Operating and Non-operating Expenses

The following table presents the operating and non-operating expenses incurred for the three months ended January
31, 2008 and 2007, respectively. These items are discussed in detail following the table.

For the Three Months Ended

January 31,
2008
(restated) 2007
Operating expenses
Salaries and employee costs $ 1,856,640 $ 622,672
Occupancy 86,140 84,554
Depreciation & amortization 30,059 23,480
Other general & administrative expenses 594,781 354,763
Total operating expenses $ 2,567,620 $ 1,085,469
Non-operating expenses
Amortization of debt discount $ 4,001,649 $ 599,096
Amortization of financing costs 3,687,229 392,888
Interest 509,108 77,003
Gain on deconsolidation of billing companies (303,662 )
Total non-operating expenses $ 7,894,322 $ 1,068,987

Operating expense for the three months ended January 31, 2008 increased 1,482,151 or 136.5%. Salaries and
employee costs increased $1,233,968 due to compensation for additional employees, annual salary increases and
stock-based compensation. During the period we hired additional employees to service the expansion of provider
systems and added corporate staff to support our expanded operations. Other general and administrative expenses
increased $240,018 with travel and marketing expenses comprising a majority of this increase The increase of
$100,000 in travel and marketing expenses was due to the continuing efforts to expand our operations. Additionally,
our professional fees increased due to the expansion of our operations as well. Non-operating expenses increased
$6,825,335, mainly due to the amortization of debt discount and financing costs related to the exchange of Bridge
Shares and the valuation of the Beneficial Conversion Feature related to the secondary public offering.

Net Loss
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Net loss for the three months ended January 31, 2008 and 2007 was $10,689,225 and $2,017,240, respectively which
represented a 430% increase. Net loss per share was $1.85 and $1.56 for the three months ended January 31, 2008 and
2007, respectively. The majority of the increase in the net loss was attributed to costs related to the debt financing.
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Liquidity and Capital Resources

We have incurred recurring losses and negative cash flows from our development and organizational activities and
have negative working capital and shareholders deficit. There can be no assurance that we will be able to successfully
implement our plans to raise additional capital or, if such plans are successfully implemented, that we will achieve our
goals.

We were a development stage company through July 31, 2006 and began to report revenues from our operations in the
third quarter of fiscal 2006. Since our inception, we have funded our business primarily through sales of our equity
and debt securities. Since inception through January 31, 2008, we have incurred a net loss from operations of more
than $14.3 million and an accumulated deficit of more than $29.3 million.

As of January 31, 2008, our principal sources of liquidity were cash and cash equivalents of $8,160,024 which was
available as a result of a secondary public offering effective December 13, 2007 in which we sold 1,200,000 of units
of our securities $11.00 per unit, or gross proceeds of $13,200,000. The units traded as a single security until
separation on the 30th day or January 14, 2008, at which time the units separated into the underlying securities. Each
unit consisted of three shares of common stock, two Class A 7-year non-callable warrants and two Class B 7-year
non-callable warrants, each warrant to purchase one share of common stock. Each Class A warrant entitles its holder
to purchase one share of common stock at an exercise price of $7.00 per share. Each Class B warrant entitles it holder
to purchase one share of common stock at an exercise price of $11.00 per share. After expenses of $1,089,000
($759,000, representing the underwriting discount of 5.75%, and $330,000, representing the representative s
non-accountable expense allowance of 2.5%), the Company received net proceeds of $12,111,000. Additional
expenses incurred in connection with completion of the offering totaled $614,456.

We had working capital as of January 31, 2008 of $5,657,271 as compared to a working capital deficit of $3,695,831
at January 31, 2007, which represents an increase of $9,353,102. The increase in the working capital is primarily due
to the secondary public offering as detailed above.

Our business plan includes the identification of and acquisition or joint venturing of businesses and services that will
allow us to provide comprehensive management support services to the healthcare industry. We anticipate the first
acquisitions will be related to the development of the medical staffing services through QMed People, Inc., and the
addition of billing and collection services through QMed Solutions, Inc. The guidelines we have established for
acquisitions include acquiring companies that are profitable and producing positive cash flow. We expect to finance
these acquisitions through the issuance of stock, seller debt financing and the securitization of third party financing
such as an acquisition line of credit.

In February, Quantum Medical Technologies, Inc. entered into an agreement with Net.Orange, Inc., a software
development company. Net.Orange has developed a clinical operating system, which incorporates multiple
applications such as electronic medical records, practice management, billing and collection archiving and storage
system and configurable Web portals. With this healthcare technology, we believe we will be able to offer a
patient-centric, web-based information system to include not only our network of over 1,800 healthcare providers, but
also the entire healthcare community at large. The advantages of this healthcare operating system will include the
addition of patient care management and disease management software which we believe will assist us in reducing our
healthcare costs for our patients under RHS. The agreement with Net.Orange includes a yearly fee of $100,000 plus
additional user fees. We have also contracted with Net.Orange for the development of additional software capabilities
to incorporate enhancements to their healthcare software system for a monthly fee of $50,000.
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Financing Activities

Net cash of $9,634,954 was provided by financing activities for the three month period ended January 31, 2008
compared to $707,111 for the three month period ended January 31, 2007. We received $11,496,544 in net proceeds,
after deducting underwriter commissions, underwriter unaccountable expenses and other offering expenses from the
secondary public offering. We repaid approximately $2,162,207 in existing debt and repurchased 50,207 private
placement warrants for $1.00 per warrant.

We have been dependent upon private capital to meet our short and long-term cash needs. We expect to continue to

experience negative cash flow from operating activities through at least the next twelve months as we continue to
build our CHS networks (provider systems) and develop a suite of management support services. If we
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continue to incur negative cash flow from operating activities for longer than expected, our ability to continue as a
going concern could be in substantial doubt. We have sufficient cash and cash equivalents to maintain our operations
at the current level through the next twelve months, after which period we will require additional funds through debt
facilities, and/or public or private equity or debt financings to continue operations. We also may need to raise
additional financing if our business strategy is not successful, and we do not achieve positive cash flow from operating
activities, or should we acquire one or more companies, technologies or assets.

Our development plan includes the identification of and acquisition or joint venturing of businesses and services that
will allow us to provide comprehensive healthcare management support services. We expect to secure financing for
any such acquisition by obtaining additional financing from outside lenders.

Operating Activities

Net cash of $1,980,099 was used in operating activities for the three month period ended January 31, 2008 compared
to $726,574 for the three month period ended January 31, 2007. The increase of $1,253,525 was primarily due to an
increase of approximately $1,034,000 in cash compensation and employee costs.

Investing Activities

Net cash of $25,551 was used for investing activities for the three month period ended January 31, 2008 compared to
$460 for the three month period ended January 31, 2007. Net cash for investing activities primarily relates to the
purchase of furniture and equipment.

Inflation

We believe that the relatively moderate rates of inflation in recent years have not had a significant impact on our
operations.

Off-Balance Sheet Arrangements

We do not have any off-balance sheet arrangements that have or are reasonably likely to have a current or future effect
on our financial condition, changes in financial condition, revenues or expenses, results of operations, liquidity,
capital expenditures or capital resources that are material.

Item 3.

Controls and Procedures

As of the end of the period covered by this report, our Chief Executive Officer and Chief Financial Officer (the
Certifying Officers ) conducted evaluations of our disclosure controls and procedures. As defined under Sections
13a-15(e) and 15d-15(e) of the Securities Exchange Act of 1934 Act, as amended (the Exchange Act ) the term
disclosure controls and procedures means controls and other procedures of an issuer that are designed to ensure that
information required to be disclosed by the issuer in the reports that it files or submits under the Exchange Act is
recorded, processed, summarized and reported, within the time periods specified in the SEC s rules and forms.
Disclosure controls and procedures include, without limitation, controls and procedures designed to ensure that
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information required to be disclosed by an issuer in the reports that it files or submits under the Exchange Act is
accumulated and communicated to the issuer s management, including the Certifying Officers, to allow timely
decisions regarding required disclosure. Based on this evaluation, the Certifying Officers concluded that our
disclosure controls and procedures were not effective. An explanation of the deficiencies and proposed remedies is set
forth below.

The Certifying Officers determined that the certain deficiencies involving internal controls constituted material
weaknesses as of the end of the period covered by this report. Namely, the deficiencies related to the monitoring and
review of work performed by the Company controller in preparation of audit and financial statement schedules,
footnotes and review of financial data provided to the Independent Registered Public Accountants in connection with
the annual audit. In addition, the Certifying Officers determined that the Company s minimal segregation of duties and
a lack of formal control design structure to close financial statements to prepare for the annual audit constituted
significant deficiencies as of the end of the same period.
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The material weaknesses identified did not result in the restatement of any previously reported financial statements or
any other related financial disclosure. A material weakness is a condition in which the design or operation of one or
more of the internal control components does not reduce to a relatively low level the risk that misstatements caused by
error or fraud in amounts that would be material in relation to the financial statements may occur and not be detected
within a timely period by employees in the normal course of performing their assigned functions. A significant
deficiency is a deficiency, or a combination of deficiencies, in internal control over financial reporting that is less
severe than a material weakness; yet important enough to merit attention by those responsible for oversight of the
company s financial reporting.

Until the fourth quarter of the fiscal year ended October 31, 2006, the Company was a development stage company
and, as such, maintained a system of internal controls that was adequate for the company of its size and simplicity.
Over the past eighteen months, however, the Company has experienced significant changes in its business and
operations, which, in turn, substantially strained the Company s finance and accounting personnel and functions. In
addition, a substantial delay and additional expenses in connection with the December 2007 public offering of the
Company s securities imposed a significant additional stress on the Company s already very limited accounting and
finance resources. The Company believes that the foregoing resulted in review, monitoring and minimal segregation
of duties deficiencies in its internal controls over financial reporting as determined by the Certifying Officers in the
course of their evaluations.

The Company s management and the Audit Committee considered what changes, if any, were necessary to the
Company s disclosure controls and procedures to ensure that the deficiencies described above would not recur in the
future reporting periods. In its review, the management and the Audit Committee noted that the deficiencies described
above related principally to the Company s shortage of qualified accounting and finance personnel and the stress on
such personnel currently in place at the Company. The Audit Committee and the management further noted that the
deficiencies described above did not have any effect on the accuracy of the Company s financial statements for the
reporting period in question.

As a result of these findings, the Company has determined that in order to remedy these control deficiencies it needs
to hire in the immediate future additional accounting and finance personnel (up to 3 additional persons) having
adequate experience in the preparation of financial statements and data of a public reporting company, in the
application of US GAAP and SEC reporting matters. The company has started to implement procedural changes with
the addition of personnel and will continue to add additional personnel and update procedures until all deficiencies
have been addressed. No additional changes to the Company s disclosure controls and procedures were needed in
response to the deficiencies described above. The Company believes that the completion of these steps will allow it to
conclude that its disclosure controls and procedures are effective to ensure that material information is recorded,
processed, summarized and reported by our management on a timely basis in order to comply with our disclosure
obligations under the Exchange Act and the rules and regulations thereunder.

There were no further changes in the Company s internal control over financial reporting during the fiscal period in
question that has materially affected or is reasonably likely to materially affect, the Company s internal control over
financial reporting.
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PARTII OTHER INFORMATION

Item 1.
Legal Proceedings

We are not a party to any pending legal proceedings nor are we aware of any pending legal proceedings against us
that, individually or in the aggregate, would have a substantial adverse effect on our business, results of operations or
financial condition.

Item 2.

Unregistered Sales of Equity Securities and Use of Proceeds

(a)
Recent Sale of Unregistered Securities

The securities in each one of the below-referenced transactions were (i) made without registration and (ii) were
subject to restrictions under the Securities Act and the securities laws of certain states, in reliance on the private
offering exemptions contained in Sections 4(2), 4(6) and/or 3(b) of the Securities Act and on Regulation D
promulgated thereunder, and in reliance on similar exemptions under applicable state laws as a transaction not
involving a public offering. Each of the investors had access to the kind of information about us that we would
provide in a registration statement, was an accredited investor, as defined in Rule 501(a) of Regulation D promulgated
under the Securities Act and represented to us his/her/its intention to acquire our securities for investment purposes
only and not with a view to or for sale in connection with any distribution thereof. Appropriate legends were affixed to
the certificates representing the securities issued. Unless stated otherwise, no placement or underwriting fees were
paid in connection with these transactions. Proceeds from the sales of these securities were used for general working
capital purposes of the Company. During the fiscal quarter subject to this report, we issued:

10,492 shares of common stock to our employees as compensation for their services.

44,332 and 14,375 unregistered units of our securities consisting of our common stock, Class A warrants and Class B
warrants to Messrs. Guillama and Cohen, respectively. Mr. Guillama and Mr. Cohen received a bonus as additional
compensation to cover the tax liabilities associated with this conversion in the amount of $279,697 and $83,101,
respectively for the conversion into units of $487,647 and $158,121 of accrued compensation and other amounts
owed, respectively. Mr. Guillama and Mr. Cohen received 44,332 and 14,375 units on December 13, 2008.
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18,926 shares of common stock pursuant to the November 30, 2005 13% 2-year callable loan agreement for $100,000.
Additional compensation includes 1,200 shares of common stock. The agreement contained an anti-dilution provision
on the additional compensation shares whereby the lender will receive additional shares to maintain a

specific percentage of ownership. We issued a total of 24,611 shares in common stock of which 18,926 shares were
issued during the subject fiscal quarter. This note was paid off from the secondary public offering completed on
December 13, 2007.

We raised $6,050,000 selling 121 private placement units consisting of an 8% secured convertible debt and

6,06 1unregistered shares of common stock (bridge shares) during the period between August 2006 and May 2007
through the issuance of three private placement memorandums. Included in the terms of the units was the right of the
investor to exchange the bridge shares received into unregistered units consistent with the units offered in the
company secondary public offering. On November 17, 2007, we gave the bridge investors two conversion options.
Under the first option, the Bridge Notes converted into the Conversion Securities at 100% of a public offering price,
which Conversion Securities and underlying securities are subject to a one-year lockup. Under the second option, the
Bridge Notes converted into the Conversion Securities at a 30% discount to a public offering price, which Conversion
Securities and underlying securities are subject to a two-year lockup. On December 13, 2007, in accordance with
agreements signed by the investors, the Company has converted $1,458,775 of debt and accrued interest under Option
1 into 132,650 unregistered units similar to the public offering units, and $3,748,965 of debt and accrued interest
under Option 2 into 486,929 unregistered units similar to the public offering units. The conversion of $351,465
interest under Option 2 created additional interest expense of $150,628. The valuation of the beneficial conversion
right associated with the convertible debt was recorded at the effective date of the secondary offering at $3,610,491,
and reflected as an additional financing charge. The remaining Bridge Notes totaling $1,398,144 in debt and accrued
interest is have been paid from the net proceeds of the December 2007 secondary offering. Additionally, a total of
936,573 bridge shares were exchanged for 702,420 unregistered units based upon an offering price of $11.00 per unit.
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Purchases of Equity Securities by the Registrant

None

Item 3.

Defaults Upon Senior Securities

None

Item 4.

Submission of Matters to a Vote of Security-Holders

None.

Item 5.

Other Information

None.

Item 6.

Exhibits

Copies of the following documents are included or furnished as exhibits to this report pursuant to Item 601 of

Regulation S-B.

Exhibit

No.
10.1

10.2

(o8]
—
—

(o8]
—
[\

SEC Ref.

No.

31

31

Title of Document

Master Agreement by and between Quantum Medical Technologies, Inc and
Net.Orange, Inc., dated as of February 14, 2008.(1)

Original Equipment Manufacturer Agreement by and between Quantum Medical
Technologies, Inc and Net.Orange, Inc., dated as of February 14, 2008.(1)

Certification of the Chief Executive Officer pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002
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Certification of the Chief Financial Officer pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002

32.1 32 Certification of the Chief Executive Officer pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002
32.2 32 Certification of the Chief Financial Officer pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002
€]

Incorporated by reference from the Company s Current Report on Form 8-K dated March 3, 2008.
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SIGNATURE

In accordance with the requirements of the Securities Exchange Act of 1934, the Registrant has caused this report to
be signed on its behalf by the undersigned, duly authorized.

Date: September 19, 2008

THE QUANTUM GROUP, INC.

By: /s/ NOEL J. GUILLAMA

Noel J. Guillama, President
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