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General

Unless otherwise indicated or the context otherwise requires, all references in the Form 10-K to we , us , our ,

Quantum or the Company refer to The Quantum Group, Inc. and its consolidated subsidiaries. All references to
a fiscal year refer to our fiscal year, which ends October 31. As used herein, fiscal 2008 refers to the fiscal year
ended October 31, 2008 and fiscal 2007 refers to fiscal year ended October 31, 2007.

CAUTIONARY NOTE REGARDING FORWARD LOOKING STATEMENTS

The Private Securities Litigation Reform Act of 1995 provides a safe harbor for forward-looking statements. Certain
statements contained herein, which are not historical facts, are forward-looking statements with respect to events, the
occurrence of which involve risks and uncertainties. These forward-looking statements may be impacted, either
positively or negatively, by various factors. Information concerning potential factors that could affect us is frequently
detailed in our Company reports filed with the Commission, without limitation, this Report contains forward-looking
statements relating to our current expectations and beliefs. These include statements concerning operations,
performance, financial condition, anticipated acquisitions and anticipated growth of our Company. For this purpose,
any statements contained in this Form 10-K, Form 10-Q, Form 8-K, Form 14 A or 14C and other reports filed with the
Commission referred to herein that are not statements of historical fact are forward-looking statements. Without
limiting the generality of the foregoing, words such as may, will, would, expect, believe, anticipate, intend,
estimate, or continue, or the negative or other variation thereof or comparable terminology are intended to identify
forward-looking statements. These statements by their nature involve substantial risks and uncertainties, which are
beyond our Company control. Should one or more of these risks or uncertainties materialize or should our underlying
assumptions prove incorrect, actual outcomes and results could materially differ from those indicated in the
forward-looking statements. Although we believe our expectations are based on reasonable assumptions, we can give
no assurance that such expectations will materialize, as many factors could cause actual results to differ materially
from our forward looking statements. We undertake no obligations and do not intend to update, revise or otherwise
publicly release any revisions to these forward looking statements to reflect events or circumstances after the date
hereof to reflect the occurrence of any unanticipated events.
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PART 1

Item 1.
Business
Introduction

The Quantum Group, Inc., founded in 2003 and incorporated under the laws of the state of Nevada, is a Healthcare
Services Organization (HSO), which provides business process solutions to the healthcare industry, which include
support services and leading-edge technology. The Company coordinates the care of patients on behalf of the payers!
that have contracted with us, through the utilization of our network of independent physicians and other healthcare
providers, and our own technology systems. Our primary stream of revenue flows from the monthly premiums
received for assuming full risk management of these patients. We currently have contracts with payers for two types
of insurance products, Medicare and Medicaid. We are expanding our services to include commercial and universal
insurance products.

Our model interacts with each of the three key hubs of the healthcare industry the providers (primary care
physicians/specialists/ancillary facilities), hospitals and payers. To accomplish the connectivity required for these
communications, we have developed software technology to better manage our core business. We have an enterprise
platform that includes multiple applications used by provider offices or hospitals. The platform, known as PWeR™
(Personal Wellness electronic Record) is patient-centric and capable of receiving patient information from multiple
sources. We have engaged International Business Machines Corporation (“IBM”), a New York Stock Exchange listed
company, to host our system, thereby providing reliability, security, scalability and privacy into this HIPAAZ2
compliant platform. PWeR is a low cost, multi-application and simple to use software system written as Web-based,
open architecture and is software as a service (SAAS) platform. The scalability of PWeR allows for centralized patient
data to be accumulated at local, state, national and global levels.

The Company also provides other services and products to healthcare providers in and outside of its network. These
services include medical billing and collection, purchasing, technology and insurance products. These services are
designed to reduce administrative time and expense from the physician s practice and increase their revenue collection

rate.

To serve the various business requirements, The Quantum Group is organized into three distinct, yet integrated
operating divisions:

Renaissance Health Systems, Inc.

Quantum Innovations, Inc.

Quantum Medical Support Services, Inc.
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The core of our Company is the 3,000+ Medicare Advantage patients and 2,000+ healthcare providers affiliated with
Renaissance Health Systems, Inc. ( RHS ), a wholly owned subsidiary of The Quantum Group, Inc. These providers
care for the patient lives assigned to us by the payers we are contracted with. Since launching recruitment efforts in
January 2005, RHS has established 29 county-based delivery systems in Florida, also referred to as community health
systems (  CHSs ), to coordinate patient care. The Company plans to continue a measured rollout of additional CHSs to
eventually encompass all 67 Florida counties. Each county must meet established

I Payer refers to entities other than the patient that finance or reimburse the cost of health services. In most cases, this
term refers to insurance carriers, other third party payers, or health plan sponsors (employers, governmental agencies
or unions).

2 HIPAA refers to the Health Insurance Portability and Accountability Act of 1996
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criteria set forth by the Centers for Medicare and Medicaid Services ( CMS ) as to the number and type of healthcare
providers required to meet certification as a complete delivery system. In a small county this may be as few as 31
providers, while in larger counties the minimum requirement averages 70+. Today, RHS averages 77 providers per
county. Further, our model has been methodically designed with the ability to be replicated in other state and national
systems.

Current highlights of the Company include, and are not limited to the following:

We have secured contracts with, and credentialed, approximately 2,000 healthcare providers in 29 Florida counties;

We have filed 18 provisional business process patents in support of PWeR with the United States Patent and
Trademark Office for the chronologies that reflect and underscore the comprehensive approach of the Company to the
healthcare industry;

We have negotiated full risk contracts with eight payers; five of which are Health Maintenance Organization ( HMO )
payers offering Medicare Advantage plans, for which we are currently providing services for the members of those
plans;

We have the ability to offer management support services, including billing and collection and a variety of insurance
and financial products specialized for physicians;

We expect to begin marketing additional services in 2009, including purchasing, medical staffing, payroll support,
electronic medical records and other technology systems;

RHS will continue to expand its provider systems, by increasing the number of total healthcare providers participating
to a goal of 2,500 by the end of 2009, developing a new CHS in each of the targeted counties of Florida; and

RHS expects to add additional payer contracts and expand its credentialing services to hospitals and other
organizations.

Anticipated future growth highlights include, but are not limited to the following:

Expansion of RHS into other states;



Edgar Filing: QUANTUM GROUP INC /FL - Form 10-K

Implementation of a commercial insurance program to manage additional lives; and

Rollout of the PWeR system nationally.
U.S. Healthcare Industry

Current healthcare spending in the United States accounts for 16% of the Nation s gross domestic product ( GDP ).
This represents an average of over $7,026 for each person in the United States.? Healthcare has been the only net
growth sector over the last 10 years as healthcare spending has risen from 13.6% (1997) of GDP to 16% (2006) while
housing, food, technology, auto and defense have remained flat as a percentage of GDP.!1:3

In its February 2008 report, CMS estimated that healthcare spending in the United States is projected to be above $2.2
trillion or approximately 16.3% of the GDP in 2007 and would grow to $4.3 trillion, or 19.5% of the GDP by 2017.4
In the United States, healthcare outlays have grown faster than the consumer price index. According to CMS,
healthcare outlays are projected to grow at a rate of 6.7% annually between 2007 and 2017.4 The projected principal
drivers for this growth include continued cost-increasing medical innovation, inflation, continued demand for
prescription drugs and the aging baby boomer demographic.

I Centers for Medicare & Medicaid Services, Office of the Actuary, National Health Statistics Group. National Health
Expenditures Aggregate, Per Capita Amounts, Percent Distribution, and Average Annual Percent Growth, by Source
of Funds: Selected Calendar Years 1960-2006.

2 Centers for Medicare & Medicaid Services. National Health Expenditure Accounts 2006 Highlights.

3 Bureau of Economic Analysis. Table 1.5.5. Gross Domestic Product, Expanded Detail.

4 Centers for Medicare & Medicaid Services. National Health Expenditure Projections 2007-2017.
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Our Business Model and Strategy
Renaissance Health Systems, Inc. ( RHS ) Healthcare Provider Network

Our subsidiary, RHS, operates our network of healthcare providers and physician groups. Our network consists of a
series of countywide networks (sometimes collectively referred to as our network), which we call community health
systems (  CHSs ). RHS has established 29 county-based CHSs in Florida, with plans to continue a measured rollout of
additional CHSs to eventually encompass all 67 Florida counties. We believe that each new CHS represents an
opportunity for payers that are not marketing their 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. The 29 counties in which RHS
has established CHSs represent 86% of the Medicare eligible population in the state of Florida. We believe our large
footprint has made us an even more attractive opportunity for each of the payers that have contracted with us, thus
facilitating our growth in the number of our payers.

We contract with individual physicians and physician groups, as well as ancillary facilities, such as laboratories,
pharmacies and diagnostic centers, among others. Under our contracts with our healthcare providers, our physicians
and other providers are contractors rather than employees. We pay our primary care physicians capitated fees and
when specialists or ancillary facilities are used by the covered patients, we pay a pre-negotiated fee, depending on the
specialty or the kind of facility. In addition to acting as a revenue source for our network providers, we act as a liaison
between our network providers and our payers contracted with us, thereby relieving the healthcare providers of many
of the administrative burdens that are associated with managed care operations. Under our contracts, any participant in
our network is eligible to provide medical services to the members/patients of any of our payers operating in the
county in which the provider is located.

We believe the rapid growth of RHS affiliated providers is largely attributable to the access we bring to multiple

payers through one single point of contact and one set of guidelines. Thus we streamline the administrative burden for
providers customarily expended in negotiating contracts, processing claims and referrals and credentialing.

11
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With the established core of providers in place, the payers we are contracted with assign the care of members/patients
to us. Each of our HMO payers with Medicare Advantage plans we are contracted with earns a per member, per month
fee from CMS. The monthly fee ranges greatly by age, sex, county and the medical condition of the patient. The HMO
payer then pays a percentage of the CMS fee to RHS to manage the care of that patient. Most of our primary care
providers receive a capitated fee on a monthly basis for each member/patient assigned to them by our payers we are
contracted with. Specialists receive a negotiated rate based on the complexity of the patients they see on a
fee-for-service basis. Further, all medical care and prescription drugs are paid from the monthly premiums received
from CMS via our HMO payers we are contracted with. To the extent our medical benefits are less (in total) than the
percentage of premium we receive, we make a gross profit. With a progressively higher patient membership, our
finances become actuarially more predictable. By applying leading edge information technology and best practices to
our providers we are also able to squeeze out waste and inefficiencies.

We are currently providing services for members of five HMO payers with Medicare Advantage plans, four of which
we have assumed full financial risk. During fiscal 2009, we anticipate that we will assume full risk for a fifth HMO
payer when the membership under our care reaches 300. Under a full risk contract, we are responsible for covering the
direct costs of medical care for each covered patient, subject to a stop loss ceiling we negotiate with each payer; this
limits our exposure to catastrophic claims from a single patient for the year of care once we incur a certain amount of
cost. Once the limit is reached, we are no longer responsible for the expenses of medical care provided to that patient.
The stop loss ceilings vary by payer. In general, we are charged a negotiated monthly rate that is deducted from the
capitation we receive from the payer. The stop loss thresholds are between $40,000 and $150,000 for a single patient
for any one calendar year.

13
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Our model allows for contracts with many payers to leverage the continued growth of our network and the reduction
of cost for a payer to utilize our delivery system. The terms of our active contracts require that we establish and
maintain a CHS in specified Florida counties. The contracts vary by the type of delivery system, the capitation setups
and membership criteria. We intend to enter into additional payer agreements, which generally will be for a one year
term and subject to annual negotiation of rates, covered benefits and other terms and conditions. Payer agreements are
often negotiated and executed in arrears.

The direct medical costs for which we are responsible are a combination of actual medical costs incurred by the payer
plus a reserve for future medical costs incurred but not reported, which is referred to as expenses incurred but not
recorded (IBNR). Pursuant to our payer contracts, we receive a monthly dollar amount for each patient who chooses
one of our contracted healthcare providers as his or her primary care physician. This is known as a capitated fee. The
capitated fee that we receive is a fixed fee, based on a percentage of the premium that the payer receives.

The percentage negotiated is different with each payer, and the fee we collect further varies, depending on the age,
health profile and other factors relevant to each specific patient. If a patient sees a specialist or receives services at an
ancillary service facility, in general we pay a pre-negotiated fee, based on a percentage of Medicare s allowable rate.

There is a built-in time delay between execution of a contract and our ability to earn revenues under Medicare
Advantage payer contracts, and further before we begin to see actual cash distributions. A Medicare-Advantage payer
contract generally will not generate revenues until we have a county-specific, CMS-compliant, complete network of
healthcare providers that is ready to provide comprehensive medical care to the Medicare Advantage patients, the
payer has received CMS certification to operate in specific counties with our network of providers, and patients have
enrolled in the payer s health plan and selected healthcare providers in our network. This start to the revenue cycle can
take up to twenty-four months. Our window of opportunity for contracts to begin to generate revenues, which is
between January 15t and March 315t of each calendar year, generally coincides with the open enrollment period under a
managed care plan operated under the Medicare Advantage program.

Part of our responsibility under our current payer contracts is to certify physician credentials. Our credentialing
department commenced operations in September 2005. Credentialing is part of the underwriting process that the
healthcare provider undergoes to participate in our network and is required by the Medicare Advantage program. We
must comply with all regulatory requirements and strict guidelines to which some payers are subject under the rules
and regulations of the Florida Agency for Health Care Administration (AHCA) and CMS. RHS uses National
Committee for Quality Assurance (NCQA) compliant systems, procedures and software to manage this process. We
have also established a Medical Credentialing Committee (peer review) for the purpose of making recommendations
to approve or deny physician participation in our network. The Medical Credentialing Committee is made up of
practicing healthcare providers with participation by licensed Florida physicians. Payers perform periodic routine
audits in accordance with their internal schedule to ensure our compliance.

15
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By contrast, when a physician contracts directly with several payers, each payer has its own, unique credentialing
process with which the provider must comply. By participating in our network, the physician only has to complete one
credentialing application and undergo one credentialing process regardless of how many payers he or she participates
in through our network. By performing the credentialing through RHS, we have the ability to expedite and control the
processing time when the payer submits a specific county to CMS for approval. In addition, it enables us to add
providers without the payer involvement.

16
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Quantum Innovations, Inc. ( QI ) Technology Solutions

Our subsidiary, QI, develops technology driven management support services for the healthcare industry. We view
technology as the most effective tool our Company has to manage our model and to achieve profitable growth. We
also believe that technology will also accelerate our transactions with our payers we are contracted with, patients and
affiliated providers, which we believe will yield increased efficiency, quality and financial gains. Once proven
internally, we believe that these same automated technological processes can be leveraged by the healthcare industry
at large.

We are innovating new technology we have filed 18 provisional patents in fiscal 2008. We have developed and
launched PWeR in less than a year. This state of the art platform integrates the most fundamental functions of
healthcare into one Web-based, open, patient-centric and designed service. Electronic medical records ( EMRs ),
personal health records ( PHRs ), scheduling, billing, e-prescriptions, e-labs, disease management and practice
management are all integrated with the synchronization of a supply chain. PWeR marks a new generation in
healthcare information management as complete and comprehensive patient records are accessible via the Web in one
location and is accessible by each of the providers (physicians, hospitals, clinics, etc.) assigned to deliver care to that
patient. A patient s records follow him or her from physician to physician and country to country. We believe this
transition will reduce duplicative, unnecessary and inefficient costs and procedures and will result in the improved
quality of patient care. We believe this is to be critical to our success as a business enterprise.

The healthcare industry is highly fragmented, and the technology solutions the industry has seen to date have worked
to tackle isolated challenges. PWeR is different as it integrates all of these applications into one complete,
patient-centric, Web-based system. Our Company believes that the reasons many of the EMR systems on the market
today are experiencing difficulty gaining acceptance and traction are four-fold: the EMRs are (i) software programs
(applications) that are very expensive to install and maintain; (ii) difficult to implement and have proven to be
disruptive to practice workflows; (iii) provider-centric; and (iv) lack interoperability, meaning they do not
communicate with each other.

In December 2008, our Company entered into a multi-year services agreement with IBM to provide for the Web
hosting of PWeR. This agreement places IBM as a cornerstone of the information management, storage, security and
privacy of the platform. We believe that IBM s Web hosting enables the most advanced scalable platform for growth
into national and international arenas while providing the richness of features, access and security demanded by the
healthcare industry. We believe that PWeR is a total solution that connects the physicians, hospitals, clinics, payers
and even the patient, into a dynamic, low cost, user-friendly and intelligent system.

By leveraging successful processes and technologies field tested in other industries, we have a unique model of fast to
market with low risk and predictable costs.

In return, we produce three revenue streams for the Company:
1.

Licensing of our patent pending technology as a service to physicians, consumers, clinics and hospitals, will provide a
valuable platform that will both generate revenues and optimize our financial relationship with our partners;

2.

Knowledge derived from the aggregation and analysis of electronic clinical records and financial transactions in an
encrypted manner as required by HIPAA; and

3.

17
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Licensing of intellectual capital protected by our patent portfolio.

These three lines are consistent with the successful models for the innovation economy: services, knowledge and
intellectual capital.

Through our beta test launch of PWeR in July 2008, we have created a tremendous amount of interest from
physicians, clinics, health departments and legislators looking for solid proof of electronic community-based systems
for healthcare. The launch of PWeR at a non-profit, free clinic confirmed the viability of Web-based, interactive,

secure and HIPAA compliant services that even part-time, volunteer physicians use and value.

Elements of the system include:

EMRs

PHRs

18
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Practice Management

Disease Management

Reporting and Analytics

Transcription

Scheduling

Messaging

Billing

Picture Archiving and Communications System (PACS)

e-Labs

e-Rx

PWeR is marketed through QMed Solutions, Inc., a subsidiary of Quantum Medical Support Services, Inc.

Quantum Medical Support Services, Inc. ( QMSS ) Support Services

QMSS will provide management support services to healthcare providers that participate in our network as well as to
other healthcare providers, physician groups and other providers of medical services. QMSS further acts as the sales
and marketing entity for products developed by Quantum Innovations.

Our subsidiary, QMed Billing, Inc. ( QMB ), will offer medical billing and collection services to healthcare providers

and hospitals. We plan to seek potential acquisitions of medical billing companies to complete certain portions of our
strategic plan.

19
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QMB services will include:

Electronically processing physician-prepared medical claims;

Electronically forwarding the claim to the appropriate payer (insurance, government, private);

Recording collections from all sources and preparing accounts receivable reports for the physician;

Preparing encounter reports, i.e., the record of each service received or performed for a patient to CMS;

Invoicing for patient portion of charges;

Collecting fees;

Following up on denials and re-filing of claims;

Interfacing with payers regarding claim issues;

Advising healthcare providers as to coding requirements and regulation/rate changes;

Providing an audit trail for physician PWeR users;

EMR/Billing solution; and

Providing accumulation and preparation of data for CMS s Physician Quality Reporting Initiative (PQRI) and other

significant reports to the physician.

20
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In August 2007, we began offering insurance products to healthcare providers on a commission basis through The
Quantum Agency, Inc. Although this portion of our business does not yet represent a significant source of revenues,
we are in the early stages of building a suite of support services and products that we intend to make

21
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available to healthcare providers on an a la carte basis in the future, and our insurance products will be included in the
mix of such services and products.

QMed Web, Inc. also provides in-house Web services for use in developing and maintaining Web sites for use by
RHS, Quantum and several county medical associations.

Future Services
Renaissance Administrative Solutions, Inc. ( RASI )

In conjunction with the services provided to our payers, RASI will provide claims processing services for payers who
have specifically contracted this service during fiscal 2009. RASI is a third party administrator ( TPA ) that serves
payers with a claims administration program that expedites payment to healthcare providers. On November 21, 2008,
RASI received its approval and a Certificate of Authority from the State of Florida to become a TPA. A TPA provides
an outsourced solution to companies providing insurance. While the risk of loss remains with the company providing
the insurance, the TPA offers the capability to administer the claims process including claims administration, premium
collection, enrollment and other administrative activities. Traditionally, a TPA is contracted by a health insurer or
self-insuring companies to administer services. RASI enables organizations to manage risk, increase efficiencies, and
control health benefits costs, while allowing patients within their plans to have access to better quality, more cost
effective, healthcare. RASI is currently in the process of applying for accreditation from URAC, a Washington, D.C.
based healthcare accrediting organization that establishes quality standards for the healthcare industry.

Sales and Marketing Strategy

Our marketing strategy focuses on two areas. Initially, we market to healthcare providers to encourage them to join
our provider network and to treat the members of our payer clients. This marketing is performed by our team of
Provider Specialists, in person or through direct mail advertising, trade show participation and referrals from existing
providers. We also market our management support services to providers with specialized employees as well as
commission-based individuals. We currently market our management support services primarily to existing providers
within our networks, both in person and through general advertising and direct mail.

Competition

The healthcare services industry is highly fragmented. It consists primarily of:

Larger systems integration firms, including the consulting divisions of the international accounting firms and their
spin-offs, which may or may not have a particular healthcare focus or offer healthcare consulting as a specialty area;

Healthcare information system vendors that focus on services relating to the software solutions they offer;

Healthcare consulting firms, many of which focus on selected specialty areas, such as strategic planning or
vendor-specific implementation;
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Large general management consulting firms that may or may not specialize in healthcare consulting and/or do not
offer systems implementation; and

Boutique firms that offer a limited number of specialized services or which service a particular geographic market.

As aresult, we face competitors that vary in type, size and sophistication. We encounter competition from large
publicly traded Management Services Organizations (MSOs), e.g., Metropolitan Health Networks, Inc. and
Continucare Corporation, which collectively provide approximately $500 million in medical services to three HMO
clients in South and Central Florida every year. There are also a number of small and private organizations providing
similar type of HMO support services. We face substantial competition from numerous support organizations that
market medical billing and collection services and insurance products, as well as an array of other services we intend
to provide to physicians in the foreseeable future.

Even in this competitive environment, we believe that our business model of building CHSs to facilitate a cost
effective expansion opportunity to our contracted payers in 29 counties gives us an advantage over larger, more
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geographically-limited competitors. Payers find our Company to be of great value as our established CHSs provide the
opportunity to quickly, and with lower cost, expand into new counties or enhance their existing network of physicians
currently caring for their patients. Additional services of benefit to the payer includes our experienced Patient Care
Team which closely monitors the treatment and care of patients to ensure effectiveness and efficiency and will provide
for the best outcome.

Helping the physicians with their administrative and support services gives us an opportunity to attract physicians to
our CHSs and to establish stronger relationships with these physicians going forward. We also believe that our focus
on using an integrated technology solution to reduce costs and improve patient care will be a strategic advantage,
making us more competitive in our industry.

Government Regulation

Our operations and relationships are subject to extensive and increasing regulation by a number of governmental
entities at the federal, state and local levels.

The laws of many states prohibit business corporations from practicing medicine and employing healthcare providers
to practice medicine. In Florida, non-licensed persons or entities are prohibited from engaging in the practice of
medicine directly. However, Florida does not prohibit such non-licensed persons or entities from employing or
otherwise retaining licensed healthcare providers to practice medicine so long as such entity does not interfere with
the physician s exercise of independent medical judgment in the treatment of patients. The laws in most states,
including Florida, regarding the corporate practice of medicine have been subjected to limited judicial and regulatory
interpretation.

There are also state and federal civil and criminal statutes imposing substantial penalties, including civil and criminal
fines and imprisonment, administrative sanctions and possible exclusion from Medicare and other governmental
programs on healthcare providers that fraudulently or wrongfully bill governmental or other third party payers for
healthcare services. The federal law prohibiting false billings allows a private person to bring a civil action in the
name of the United States Government for violations of its provisions. Moreover, technical Medicare and other
reimbursement rules affect the structure of physician and ancillary billing arrangements.

Certain provisions of the Social Security Act, commonly referred to as the Anti-Kickback Statute, prohibit the offer,
payment, solicitation, or receipt of any form of remuneration in return for the referral of Medicare or state health
program patients or patient care opportunities, or in return for the recommendation, arrangement, purchase, lease or
order of items or services that are covered by Medicare or state health programs. The Anti-Kickback Statute is broad
in scope and has been broadly interpreted by courts in many jurisdictions. On its face, the statute places at risk many
business arrangements, potentially subjecting such arrangements to lengthy, expensive investigations and prosecutions
initiated by federal and state governmental officials. Violation of the Anti-Kickback Statute is a felony, punishable by
significant fines and/or imprisonment. In addition, the U.S. Department of Health and Human Services may impose
civil penalties excluding violators from participation in Medicare or state health programs.

The Health Insurance Portability and Accountability Act of 1996 ( HIPAA ) expands the U.S. Government s resources
to combat healthcare fraud, creates several new criminal healthcare offenses, and establishes a new advisory opinion
mechanism under which the Office of Inspector General is required to respond to requests for interpretation of the
Anti-Kickback Statute. HIPAA is a relatively young statute, and the case law construing HIPAA is continuing to
develop. Therefore, it is impossible to fully predict the impact of the law on our operations.

Congress, in the Omnibus Budget Reconciliation Act of 1993, enacted significant prohibitions against physician

referrals. These prohibitions, commonly known as Stark II, amended prior physician self-referral legislation known as
Stark I by dramatically enlarging the field of physician owned or physician interested entities to which the referral

prohibitions apply. Effective January 1, 1995, Stark II prohibits, subject to certain exceptions including a group
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practice exception, a physician from referring Medicare or Medicaid patients to an entity providing designated health
services in which the physician or immediate family member has an ownership or investment interest or with which
the physician has entered into a compensation arrangement. The designated health services include clinical laboratory
services, radiology and other diagnostic services, radiation therapy services, physical and occupational therapy
services, durable medical equipment, parenteral and enteral nutrients, equipment and supplies, prosthetics, orthotics,
outpatient prescription drugs, home health services and inpatient and outpatient hospital services. The penalties for
violating Stark II include a prohibition on payment by these government
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programs and civil penalties of as much as $15,000 for each violative referral and $100,000 for participation in a
circumvention scheme. The Stark legislation is broad and ambiguous. Interpretive regulations clarifying the provisions
of Stark II have not been issued.

Florida also has enacted similar self-referral laws. The Florida Patient Self Referral Act of 1992 severely restricts
patient referrals for certain services by healthcare providers with ownership or investment interests, requires
disclosure of physician ownership in businesses to which patients are referred and places other regulations on
healthcare providers.

Employees

As of January 30, 2009, we have 57 full-time and 3 part-time employees. None of our employees are covered by a
collective bargaining agreement or represented by a labor union. We consider our employee relations to be good.

10
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Item 1A.

Risk Factors

We are a smaller reporting company as defined in Item 10(f)(1) of Regulation S-K and thus are not required to report
the risk factors specified in Item 503(c) of Regulation S-K.

Item 1B.
Unresolved Staff Comments

None

Item 2.
Properties

The following table lists our facilities:

Monthly Rent and
Property Location Purpose Term Size

Wellington, Florida Executive Offices $17,137 10,600 sq. feet

June 2014
Miami, Florida Corporatf offices $6,800 3,029 sq. feet

support
Renaissance April 2013
operations

Item 3.

Legal Proceedings

The Company may, from time to time, be involved in various legal matters arising out of its operations in the normal
cause of business, none of which are expected, individually or in the aggregate, to have a material effect on the
Company.

Item 4.

Submission of Matters to a Vote of Security Holders
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The Company held its annual meeting of shareholders on August 1, 2008. At the meeting, the shareholders reelected

Noel J. Guillama, Donald B. Cohen, Susan Darby Guillama, Jose de la Torre, Alberto G. Del Valle, Lawrence B.

Fisher and Gregg M. Steinberg as directors to hold office until the next annual meeting of shareholders or until their
successors are duly elected. A summary of votes cast follows below:

Nominee Votes for
Noel J. Guillama 4,411,519
Donald B. Cohen 4,381,519
f}‘:lsj‘l‘; n]?:rby 4,410,244
Jose de la Torre 4,407,919
Alberto G. Del Valle 4,377,919
Lawrence B. Fisher 4,407,919
Gregg M. Steinberg 4,381,519

Votes Withheld

9,500
39,500

10,775

13,100
43,100
13,100
39,500

Abstentions*

0
0

S O O O

Pursuant to the terms of the proxy statement, proxies received were voted, unless authority was withheld, in favor of

the election of the six nominees.

Shareholders also voted to ratify the appointment of Daszkal Bolton LLP as the Company s independent registered

public accounting firm for the year ended October 31, 2008, with 4,410,800 votes for, 6,500 votes against, and 3,719

abstentions.

Finally, the shareholders approved the 2007 Equity Incentive Plan with 1,390,860 votes for, 49,266 votes against, and

54,565 abstentions.

11
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PART II

Item 5.

Market for Registrant s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity
Securities

Market Information

Units of our securities (each unit consisting of three shares of common stock, two non-callable Class A warrants and
two non-callable Class B warrants) commenced public trading on the NYSE Alternext US (formerly the American
Stock Exchange) on December 13, 2007, and, subsequently on January 14, 2008, were broken into individual
components which components are now trading on the NYSE Alternext US (successor entity to AMEX) under the
symbols QGP, QGP.WS.A, and QGP.WS.B, respectively. Prior to that date, our common stock was quoted on the
Over-The-Counter Bulletin Board (OTCBB) under the symbol QNTM.

The price range per share reflected in the table below is the high and low bid quotation for our common stock and
reflects all stock splits affected by us.

Quarter High Low
Year Ended October 31, 2007
Ist Quarter 2007 $ 15.00 $ 4.25
2nd Quarter 2007 $ 5.00 $ 2.00
3rd Quarter 2007 $ 7.25 $ 4.00
4th Quarter 2007 $ 7.25 $ 4.50

Year Ended October 31, 2008

1st Quarter 2008 $ 6.00 $ 1.80
2nd Quarter 2008 $ 2.70 $ 1.70
3rd Quarter 2008 $ 2.70 $ 1.15
4th Quarter 2008 $ 1.60 $ 0.38
Year Ended October 31, 2009

1st Quarter 2009 $ 1.75 $ 0.28

The quotations reflect inter-dealer prices, without retail mark-up, mark-down, or commissions and may not represent
actual transactions.

Holders

We had approximately 1,184 holders of record of our common stock as of October 31, 2008.
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Dividends

We have not declared or paid any cash dividends on our common stock and do not anticipate declaring or paying any
cash dividends in the foreseeable future. We currently expect to retain future earnings, if any, for the development of
our business. Dividends may be paid on our common stock only if and when declared by our Board and will depend
on a number of factors, including but not limited to, future operating results, capital requirements, financial condition
and the terms of any credit facility or other financing arrangements we may obtain or enter into, future prospects and
any other factors our Board may deem relevant at the time such payment is considered.

Transfer Agent

Fidelity Transfer Company of Salt Lake City, Utah is our transfer agent.

Recent Sales 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 in reliance on similar
exemptions under applicable state laws as a transaction not involving a public offering. Appropriate legends were

affixed to the certificates representing the securities issued. Proceeds from the sales of these securities were used for
general working capital purposes of the Company. During the last fiscal quarter, we issued:

12
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55,493 shares of common stock to our employees as compensation for their services; and

120,441 shares of common stock to consultants as compensation for their services.

In addition, in January 2009, we executed several promissory notes for the purposes of obtaining working capital to
maintain our operations. Refer to Items 7 and 13 of this Annual Report for detailed discussions of those transactions.

Use of Proceeds from Registered Securities
None.
Purchases of Equity Securities by the Issuer and Affiliated Purchasers

None.

Item 6.
Selected Financial Data

We are a smaller reporting company as defined in Item 10(f)(1) of Regulation S-K and thus are not required to report
the selected financial data in Item 301 of Regulation S-K.

Item 7.
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 consolidated financial statements and related notes appearing elsewhere in this Annual Report.
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.

As a Healthcare Services Organization (HSO) we provide business process solutions to the healthcare industry, which
include support services and leading-edge technology. We coordinate the care of patients on behalf of the payers that
have contracted with us, through the utilization of our network of independent physicians and other healthcare

providers, and our own technology systems. Our primary stream of revenue flows from the monthly premiums

received for assuming full risk management of these patients. We currently have contracts with payers for two types

of insurance products, Medicare and Medicaid. We are expanding our services to include commercial and universal
insurance products. We have negotiated full risk contracts with eight payers; five of which are Health Maintenance
Organization ( HMO ) payers offering Medicare Advantage plans, for which we are currently providing services for the
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members of those plans. We expect to add additional payer contracts.

Our model interacts with each of the three key hubs of the healthcare industry the providers (primary care
physicians/specialists/ancillary facilities), hospitals and payers. To accomplish the connectivity required for these
communications, we have developed software technology to better manage our core business. We have an enterprise
platform that includes multiple applications used by provider offices or hospitals. The platform, known as PWeR™
(Personal Wellness electronic Record) is patient-centric and capable of receiving patient information from multiple
sources. We have engaged IBM to host our system and have filed 18 provisioal business process patents in support of
PWeR. PWeR is a low cost, multi-application and simple to use software system written as Web-based, open
architecture and is software as a service (SAAS) platform. The scalability of PWeR allows for centralized patient data
to be accumulated at local, state, national and global levels.

We will also provide other services and products to healthcare providers in and outside of its network. These services
include medical billing and collection, purchasing, medical staffing, payroll support, technology and insurance
products. These services are designed to reduce administrative time and expense from the physician s practice and
increase their revenue collection rate. In the future, we expect to leverage our relationships with our healthcare
providers to cross-market these support services and the benefits of participation in our network. We expect to begin
marketing additional services in 2009.

13
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The core of our Company is the 3,000+ Medicare Advantage patients and 2,000+ healthcare providers affiliated with
Renaissance Health Systems, Inc. ( RHS ), a Quantum wholly owned subsidiary. Since launching recruitment efforts in
January 2005, RHS has established 29 county-based community health systems ( CHSs ) in Florida. RHS will continue
to expand its provider systems, by increasing the number of total healthcare providers participating to a goal of 2,500

by the end of 2009. We plan to continue a measured rollout of additional CHSs to eventually encompass all 67 Florida
counties. Each county must meet established criteria set forth by the Centers for Medicare and Medicaid Services

( CMS ) as to the number and type of healthcare providers required to meet certification as a complete delivery system.
In a small county this may be as few as 31 providers, while in larger counties the minimum requirement averages 70+.
Today RHS averages 77 providers per county. Further, our model has been methodically designed with the ability to

be replicated in other state and national systems.

Upon completion of a CHS, RHS is able to market the delivery system to a payer. RHS has established eight payer
contracts. We anticipate continued growth of these contracts in both quantity and scope of service. RHS is assigned
patients by each payer or by physicians, or through direct marketing efforts of the payer. Beginning in January 2007
with 300 patients, RHS has grown to about 3,500 patients in January 2009. We expect that we will reach 5,000 patient
lives under management by the end of the 2009 calendar year.

These patients are cared for initially by our 375+ primary care physicians ( PCPs ). Some of the PCP s have as many as
400 patients.

Once CMS-compliant, we then make our countywide CHS network of healthcare providers (provider systems)
available to health insurance plans with whom we contract on a non-exclusive basis. Our network participants,
whether physicians, physician groups or other healthcare providers, are eligible to treat members/patients of all of our
payers which we are contracted with and can do so without going through separate admission processes (negotiating,
contracting, credentialing) with the various plans.

We believe that the healthcare industry presents a strong need for better quality and productivity. By virtue of these
relationships, we relieve the healthcare providers and the payers 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 managed care plans of the health insurance
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plans/payers, as required by CMS regulations.

We believe that the value enhancing solutions it brings to the payers is in these established CHSs by providing the
opportunity to quickly, and with lower cost, expand and operate into new counties in the state of Florida and other
states or enhance an existing network of physicians currently caring for their patients. Additional services of benefit to
the payers include our experienced Patient Care Team which closely monitors the treatment and care of patients to
ensure efficiency, effectiveness and overall quality of patient care.
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We are also implementing and leveraging cutting-edge technology as the Company has recognized business process
challenges in the management of our patient lives, specifically in coordinating the communications of and interactions
with each of the three key hubs (providers, payers and hospitals). The lack of automation in this industry is
exemplified by the fact that most transactions are still being conducted by phone, paper or fax. In response to this
industry-wide challenge, we licensed and developed the various applications of PWeR™ (Personal Wellness electronic
Record), which has been designed to fill a gap in the healthcare industry s ability to communicate, share information,
and make more informed treatment decisions. PWeR is a patient-centric ERP system. ERP stands for Enterprise
Resource Planning and is a way of integrating the data and processes of an organization into one single system.
Usually ERP systems will have many components, including hardware and software to achieve integration. Most use a
unified database to store data for various functions found throughout the organization.

PWeR is unique to this industry as it is a Web-based platform that stores a patient s medical records from multiple
sources, therefore providing the patient with a comprehensive personal health record (PHR). PWeR utilizes
middleware architecture to serve as the platform for more than 24 software applications which have been integrated or
developed. PWeR is designed to interface with electronic medical records ( EMRs ) or practice management software
and is the first system to integrate the data from a patient s EMR into a comprehensive disease management program,
all within the same platform. As a result of the construction and capabilities of PWeR, it will serve as a low cost
technology solution to all participants in the healthcare process.

PWeR has the capability and scalability to serve as a data hub for a community, state or nation. We believe that the
ability to access comprehensive patient data from multiple providers will result in better care, reduced cost and
increased efficiencies industry-wide. Some of the benefits of PWeR to the healthcare industry include analytical tools
to aide in disease management and prevention, elimination of medical errors caused by lack of information, improved
patient outcomes and diminished costs associated with repetitive tests. Further, the system was designed to provide a
high level of security, including authorized access and redundancy capabilities.

We have filed 18 provisional patents with the United States Patent and Trademark Office, which support technology
that is intended to enhance the capabilities of PWeR. The provisional patents include the improvement of prescription
accuracy; real-time updates of patient records; streamlined inventory management of supplies within a healthcare
provider s facility; and customized interfaces with the PWeR platform for each user to provide for a more efficient and
productive experience.

PWeR was launched as a beta test in July 2008 at the largest free clinic in Palm Beach County, Florida, the Caridad
Center. Over 140 healthcare providers volunteer their services at the Clinic and now have exposure to and interaction
with PWeR. We anticipate expanding the deployment of PWeR to our network of healthcare providers and foresee
expansion of the platform to a wider geographical market. Quantum has secured exclusive worldwide distribution for
the PWeR system.

We believe that our network of 2,000+ healthcare providers, multiple payers we are contracted with and our
technology platform, places us in the position of being the primary interface between the aforementioned three hubs
and affords us the opportunity of becoming the preferred management service provider of administrative, 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.

Affiliated providers have access to the various management support services we offer that are customized specifically
for healthcare providers, payers, healthcare facilities and physician associations that enable them to decrease their
operating costs and increase efficiency and productivity. Additionally, these management support services are
available to all healthcare providers, whether or not they are part of our network, which further extends our ability to
leverage our relationships with healthcare providers to cross-market our management support services and the benefits
of participation in our network.
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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
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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.

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 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 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 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 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 consolidated financial 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, thru December 31, 2007, the date of the termination of the management agreement.

Goodwill and Other Intangibles

Statement of Financial Accounting Standards No. 142 (SFAS No. 142), Goodwill and Other Intangible Assets,
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 2008
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.
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Revenue Recognition

Under our full risk contracts with payers, 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 are responsible 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 payers based on the 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 payer.

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 to
be loss contracts at October 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 by the medical billing and collection
services company. We receive a contractual fee based on the total claim reimbursement 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 but not reported ( IBNR ) in the
period. IBNR represents a material portion of our medical claims liability presented on the balance sheet. As of
October 31, 2008, the balance of IBNR allowance is $2,696,838. 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, estimates provided by payers and other factors. However, we have a
limited amount of history on which 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 payer plans
are expected to significantly increase or reduce our claims exposure. We also adjust our estimate for differences
between the estimated claims expense that are recorded in prior months and the actual claims expense as claims are
paid by the payer 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 Statement of Financial
Accounting Standards No. 5 (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

39



Edgar Filing: QUANTUM GROUP INC /FL - Form 10-K

Income taxes are accounted for in accordance with the provisions of Statement of Financial Accounting Standards No.
109 (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 year ended October 31, 2008, we determined that it
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is more likely than not that the deferred tax assets will not be realized, resulting in a full valuation allowance at
October 31, 2008. We adopted the provisions of FASB Interpretation No. 48 (FIN 48), Accounting for Uncertainty in
Income Taxes, an Interpretation of FASB Statement 109, 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.

Share-Based Payment

Effective November 1, 2006, we adopted the provisions of Statement of Financial Accounting Standards No. 123R
(SFAS No. 123(R)), 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. Consistent with our practices prior to adopting SFAS No. 123(R), 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
Fair Value Measurements

In September 2006, the FASB issued Statement of Financial Accounting Standards No. 157 (SFAS No. 157), Fair
Value Measurements. 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 and interim periods within those years. We will adopt SFAS No. 157 on November 1, 2009, at which time we do
not expect its adoption to have a material effect on our consolidated financial statements.

Fair Value Option for Financial Assets and Liabilities

In February 2007, the FASB issued Statement of Financial Accounting Standards SFAS No. 159 (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 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 measurement objectives for accounting for financial instruments.

SFAS No. 159 is effective for fiscal years beginning after November 15, 2007. We will adopt SFAS No. 159 on
November 1, 2009, at which time we do not expect its adoption to have a material effect on our consolidated financial
statements.

Liquidity and Capital Resources
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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. As of October 31, 2008, we have incurred a net loss from operations of more than $19.7 million
and an accumulated deficit of more than $38.3 million.

As of October 31, 2008, our principal sources of liquidity were cash and cash equivalents of approximately
$1,502,800, which was available as a result of a secondary public offering effective December 13, 2007, in which
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we sold 1,200,000 units of our securities at $11.00 per unit, or gross proceeds of $13,200,000. The units traded as a
single security until separation on the 30 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, seven year, non-callable
warrants, and two Class B, seven year, non-callable warrants; with each warrant entitled 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 its 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. Additionally, under the terms of certain lockup agreements between the Company and certain of its
convertible debt holders from private placements of the Company s securities in August 2006 through March 2007, we
were required to pay a recurring fee to such debt holders who converted their convertible debt into units of
unregistered securities of the Company sold in the December 2007 secondary public offering. The conversion fee was
to be paid by the Company quarterly at a rate of 1% per month of the principal amount of the convertible debt plus
accrued interest. To date, the Company has paid the first two quarterly payments for March and June, 2008, with the
remaining $327,316 unpaid and outstanding to date, of which $327,316 is past due and owing to the investors.

We had a working capital deficit at October 31, 2008 of $3,395,109 as compared to a working capital deficit of
$8,965,631 at October 31, 2007, which represents a decrease of $5,570,522. The decrease in the working capital
deficit is due to the proceeds of the secondary public offering as detailed above.

We have been dependent upon private capital to meet our short and long-term cash needs. Depending on a number of
variables including sale of our PWeR system and growth in patients under management we could continue to
experience negative cash flow from operating activities through at least the next 12 months as we continue to build
our CHS networks (provider systems) and develop a suite of management support services. If we continue to incur
negative cash flow from sources of operating activities for longer than expected, our ability to continue as a going
concern could be in substantial doubt. 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, we do not achieve positive cash flow from operating activities, and/or we acquire one or
more companies, technologies or assets. During the first quarter of fiscal 2009, we raised $521,250 by issuing
promissory notes to our officers, directors and shareholders to meet immediate operational needs of our Company.
The terms of these notes are described in detail under Item 13 of this report. We believe that these proceeds along with
our working capital resources are adequate to finance our operations through the end of February 2009, but we will
need to engage in capital-raising transactions in 2009 or we will need to significantly modify our business plan in
order to sustain our operations. If we do not obtain additional funding prior to or during March 2009, we may
substantially curtail or cease our operations all together. Any future, additional, capital will likely result in dilution to
our current shareholders, which may be substantial. We cannot assure that we will be able to obtain the capital we
require on a timely basis or on terms acceptable to us.

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.

In February 2008, 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,
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 our network of over 2,000 healthcare providers as well as 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 an annual fee of $100,000 plus additional user
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fees. We have also contracted with Net.Orange for the development of additional software capabilities to incorporate
enhancements to its healthcare software system for a monthly fee of $50,000. Net.Orange has completed the Disease
Management Module and is now developing specific disease models, completing enhancements to the EMR system,
and is continuing to develop additional functionalities within the PWeR environment. In July of 2008, PWeR was
launched as a beta test at the Caridad Center, the largest free clinic in Palm Beach County, Florida. By implementing
PWeR at the Caridad Center, we have provided exposure and interaction of PWeR to over 140 healthcare providers
who volunteer their services at the Clinic. We are expanding the
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deployment of PWeR to our network of healthcare providers and expanding the platform to the national market.
Quantum has secured exclusive worldwide distribution for the PWeR system.

Financing Activities

Net cash of $9,152,814 was provided by financing activities for the year ended October 31, 2008, compared to
$3,862,983 for the year ended October 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 $2,520,395 in existing debt and repurchased 50,207 private placement warrants for
$1.00 per warrant.

Operating Activities

Net cash of $7,328,864 was used in operating activities for the year ended October 31, 2008, compared to $3,323,601
for the year ended October 31, 2007. The increase of $4,005,263 was primarily due to an increase in travel and
marketing in our continued efforts to expand our current operations. We also had the amortization of the costs related
to various private placements with securities including secured convertible debentures with beneficial conversion
features.

Investing Activities

Net cash of $851,810 was used for investing activities for the year ended October 31, 2008, compared to $40,739 for
the year ended October 31, 2007. Net cash for investing activities primarily relates to the purchase of furniture and
equipment due to the expansion of our corporate office and additional office space for our Miami, Florida operations.

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.

Restatement of Financial Statements
Fiscal 2007

The Company has restated its consolidated financial statements for fiscal 2007 (the Restatement ), and certain
disclosures in notes to the 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 payer s
notification to the Company that it had reported to a regulatory agency that the Company was not at risk during the
year ended October 31, 2007, which was contrary to information provided to
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the Company. The full risk transactions related to the payer in question have been reversed and the correct not-at-risk
revenue and expenses have been recorded for the fiscal period in question. The table below illustrates the individual
account/line items affected by the restatement.

For the Year Ended
October 31, 2007
As Previously
As Restated Reported

Consolidated Balance Sheet
Due to HMOs $ 344,991 $ 272,518
Total current liabilities 10,325,541 10,253,068
Total liabilities 11,022,109 10,949,636
Additional paid in capital 9,358,275 10,127,636
Accumulated deficit (18,670,109) (19,366,997)
Total shareholders deficit (9,398,820) (9,326,347)

Consolidated Statement of Operations

Provider systems - revenue $ 2,478.581 $ 2,781,126

Provider systems - direct costs 2,796,820 3,026,891

Gross profit 172,059 244,532

Loss from operations (5,585,093) (5,512,620)

Amortization of debt discount 3,061,016 3,830,377

Total non-operating expenses 4,978,119 5,747,480

Loss before income tax provision (10,563,212) (11,260,100)

Net loss (10,563,212) (11,260,100)

Basic and diluted (loss) per common share (6.14) (6.55)

Consolidated Statement of Cash Flows

Adjustments to reconcile net loss to net cash used in operating

activities:

Amortization of debt discount $ 3,061,016 $ 3,830,377

Increase in due to HMOs 344,991 272,518

Results of Operations
Fiscal year ended October 31, 2008 as compared to October 31, 2007 ( restated)

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

47



Edgar Filing: QUANTUM GROUP INC /FL - Form 10-K

For the Years Ended
October31,
2008 2007
(restated)

Revenue
Provider systems $ 16,229,715 $ 2,478,581
Management support services 309,419 1,784,014

16,539,134 4,262,595
Direct Costs
Provider systems 18,586,158 2,796,820
Management support services 215,249 1,293,717

18,801,407 4,090,537
Gross Profit $ (2,262,273) $ 172,058

Revenue

Total revenue for the year ended October 31, 2008 increased by $12,276,539, or 288%, compared to the year ended
October 31, 2007. The increase in revenue for fiscal 2008 is a direct result of active contracts with five HMO payers.
Provider systems revenue of $16,229,715 accounted for 98.1% of our total revenue in fiscal 2008 as compared to
provider systems revenue of $2,478,581, representing 58.1% of our total revenue in fiscal 2007. Management support
services revenue represents 1.9% of our total revenue, which decreased by $1,474,595 from
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fiscal 2007 to fiscal 2008. This decrease was due to the termination of the medical billing and collection services
company contracts as of December 31, 2007.

Provider systems revenue growth is dependent on the number of new members/patients that enroll in the payer plans
and are assigned to our healthcare providers. Although growth has been steady through fiscal 2008, additional growth
has been limited by the fact that members cannot change payer networks freely due to the statutory restrictions
governing the Medicare Advantage plans. During the open enrollment period commencing on November 15, 2007
through March 31, 2008, we experienced 5% growth in the number of participating providers and 99% growth in
members. We expect that the growth in the management support services revenue 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 revenue 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 for year ended October 31, 2008 increased $14,710,870 compared to the year ended October 31, 2007.
Provider system costs increased $15,789,338 from fiscal 2007. Management support services costs decreased by
$1,078,468 from the year ended October 31, 2007. Provider systems direct costs increased because we were
responsible for approximately 21,630 additional patient months under our HMO payer contracts as of the end of the
2008 period as compared to the same period in 2007.

The direct costs amount for the year ended October 31, 2008, includes $17,411,182 of claims paid and reserved.
During the year ended October 31, 2008, an additional $1,174,976 was paid for reinsurance to cover excessive
medical costs (stop loss insurance). 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
collection services companies that were under management contracts and which were incurred through

December 2007.

Operating and Non-operating Expenses

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

For the Years Ended
October 31,
2008 2007
(restated)

Operating expenses

Salaries and employee costs $ 4,657,607 $ 2,765,578
Stock-based compensation 4,197,915 1,044,997
Occupancy 340,135 363,295
Depreciation and amortization 191,749 82,598
Other general and administrative expenses 3,061,840 1,500,683
Total operating expens