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The information in this Prospectus is not complete and may be changed. We may not sell these securities until the Registration Statement filed with the
Securities and Exchange Commission is effective. This Prospectus is not an offer to sell these securities and it is not soliciting an offer to buy these securities
in any state where the offer or saleisnot permitted.
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6,591,223 SHARES OF COMMON STOCK, PAR VALUE $0.0001 PAR VAL UE, 3,240,000 OF SERIESA PREFERRED CONVERTIBLE SHARESAND
622,324 OF SERIES B PREFERRED CONVERTIBLE SHARES OF PHYHEALTH CORPORATION BEING SPUN-OFF BY ITSPARENT, PHYSICIANS
HEALTHCARE MANAGEMENT GROUP, INC. (“PHYH"), WHICH INCLUDES 3,472,713 SHARES OF COMMON STOCK TO BE ISSUED TO PHYH

6,591,223 shares of common stock, par value $0.0001, 3,240,000 of Series A Preferred Convertible Shares and 622,324 of Series B Preferred Convertible Shares (the
“Shares”) of Phyhealth Corporation (“Phyhealth” or “Registrant”) are being spun-off hereby by Physicians Healthcare Management Group, Inc., a Nevada
corporation (“PHYH"). Phyhealth is currently a wholly-owned subsidiary of PHYH. Phyhealth will assume all the businesses, assets and liabilities of PHYH at
the time of or prior to the spin-off (and, accordingly, that PHY H post-spin-off will have no business, assets or liabilities other than the equity interest in the newly
spin-off Phyhealth).

This Prospectusis being furnished in connection with the planned spin-off of Phyhealth from PHY H and the issuance of Phyhealth common stock in the spin-off,
which will issue shortly after the date of this Prospectus (referred to herein as the “spin-off date”). Following the registered spin-off, each of Phyhealth and
PHYH will be independent, publicly-traded companies. Upon effectiveness of the Registration Statement, Phyhealth will be a company reporting to the SEC
under the Securities Exchange Act of 1934 while PHYH will not be a publicly reporting company. Post spin-off, Phyhealth will be a development stage
company. Similarly, PHYH has only been involved in organizational-related activities, has no operating history and has not realized any revenues. (See “Risk
Factors.”)

PHYH is effecting the spin-off pursuant to the terms of the PHYH Board of Directors July 31, 2009 resolution and related organic actions, including requisite
majority shareholder approval. PHYH currently owns al of the Registrant’s 1,000 common shares issued and outstanding. PHYH currently has 155,925,507
common shares, 162,000,000 Series A Preferred Convertible Shares and 31,116,176 Series B Preferred Convertible Shares outstanding. Phyhealth Shares are being
issued on a 1 for 50 basis, for every common and preferred share of PHYH outstanding, as the spin-off date, estimated to occur on or about November 1,
2010. (Because certain regulatory filings and notices must be made, with regard to this spin-off, the precise record and spin-off date is not precisely
knowable.). On the spin-off date, the Registrant will issue an additional 3,471,713 shares of common stock to PHYH, and all PHYH's common and preferred
shareholders as of June 30, 2010 will receive 1 share of Phyhealth for every 50 shares (or their equivalent) of PHYH held. Phyhealth expects to issue 3,118,510
common shares, 3,240,000 Series A Preferred Convertible Shares and 622,324 Series B Preferred Convertible Shares to the PHYH shareholders on a prorata
basis. PHYH will retain 3,472,713 Phyhealth common shares and two Phyhealth officers will retain options to purchase 800,000 shares of Phyhealth common
stock.

Since there are 155,925,507 PHYH common shares outstanding, 1/ 50th, or 3,118,510 Phyhealth common shares will be issued to the PHYH common shareholders;
since there are 162,000,000 Series A Preferred Convertible PHYH Shares outstanding (each convertible into one share of PHYH common stock), 1/ 50th, or
3,240,000 Series A Preferred Convertible shares will be issued to the Series A Preferred Convertible PHYH shareholders; since there are 31,116,176 Series B
Preferred Convertible PHYH Shares outstanding, 1/50th or 622,324 Phyhealth Series B Preferred Convertible shares will be issued to the Series B Preferred
Convertible PHYH shareholders; and since there are 40,000,000 options to purchase 40,000,000 common shares, 1/50th or options on 800,000 common shares will
be issued.




Reason for Furnishing this Prospectus

We are furnishing this Prospectus to provide information to holders of PHYH who will be issued Phyhealth shares in the spin-off. It is not, and is not to be
construed as, an inducement or encouragement to buy or sell any of Phyhealth’s securities or those of PHYH. The information contained in this Prospectus is
believed by us to be accurate as of the date set forth on its cover. Changes may occur after that date, and neither Phyhealth nor PHY H are required to update the
information except in the normal course of our public disclosure obligations and practices.

No stockholder approval of the spin-off is required, and noneis being sought. Neither PHYH nor Phyhealth are asking you for a proxy.

There is currently arelatively illiquid trading market for PHYH common stock, the OTC Pink Sheets trading symbol for which is PHYH. Following the spin-off,
PHYH expects that its common stock will continue to be listed on the Pink Sheets as PHY H and Phyhealth common stock is expected to qualify for and be traded
on the Over-the-Counter Bulletin Board (the “OTCBB") or other proprietary secondary market under a symbol yet to be determined.

It is also the current intent of Phyhealth to file, shortly after the spin-off date, for an initial public offering of up to $10,000,000. Any such IPO would be the
subject of an appropriate Registration Statement under the Securities Act of 1933.

IN REVIEWING THIS PROSPECTUS, YOU SHOULD CAREFULLY CONSIDER THE MATTERS DESCRIBED UNDER THE CAPTION “RISK FACTORS’
BEGINNING ON PAGE 8.

NEITHER THE SECURITIES AND EXCHANGE COMMISSION NOR ANY STATE SECURITIES COMMISSION HAS APPROVED OR DISAPPROVED
THESE SECURITIES OR DETERMINED IF THIS PROSPECTUS IS TRUTHFUL OR COMPLETE. ANY REPRESENTATION TO THE CONTRARY IS A
CRIMINAL OFFENSE.

THESE SECURITIES HAVE NOT BEEN APPROVED OR DISAPPROVED BY THE SECURITIES AND EXCHANGE COMMISSION OR ANY STATE
SECURITIES COMMISSION NOR HAS THE SECURITIESAND EXCHANGE COMMISSION OR ANY STATE SECURITIES COMMISSION PASSED UPON
THE ACCURACY OR ADEQUACY OF THISPROSPECTUS. ANY REPRESENTATION TO THE CONTRARY ISA CRIMINAL OFFENSE.

NO PERSON ISAUTHORIZED TO GIVE ANY INFORMATION NOT CONTAINED IN THE PROSPECTUS IN CONNECTION WITH THIS OFFERING AND,
IF GIVEN OR MADE, SUCH INFORMATION OR REPRESENTATION MUST NOT BE RELIED UPON ASHAVING BEEN AUTHORIZED.

UNTIL FEBRUARY, 2011 (90 DAYSAFTER THE DATE HEREOF), ANY BROKER-DEALER EFFECTING TRANSACTIONSIN THE SHARES, WHETHER OR
NOT PARTICIPATING IN THIS DISTRIBUTION, MAY BE REQUIRED TO DELIVER A CURRENT COPY OF THIS PROSPECTUS. THISISIN ADDITION
TO THE OBLIGATION OF DEALERS TO DELIVER A COPY OF THIS PROSPECTUS WHEN ACTING AS UNDERWRITERS AND WITH RESPECT TO
ANY UNSOLD ALLOTMENTSOR SUBSCRIPTIONS.
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PROSPECTUS SUMMARY

The following summary is qualified in its entirety by the more detailed information and financial statements appearing elsewhere or incorporated by reference
in this Prospectus. All referencesin this Prospectus to Shares are as of September 31, 2010, unless otherwise specified. Prospective investors should carefully
consider the information set forth under the heading “ Risk Factors.”

TheOffering

The following is a summary of some of the information contained in this Prospectus. In addition to this Summary, Phyhealth urges you to read the entire
prospectus carefully, including the risks of investing in its common stock discussed under “Risk Factors,” “Management’s Discussion and Analysis of
Financial Condition and Results of Operations’ and Phyhealth’s and PHYH’s financial statements and the notes thereto included in this Prospectus. As used
in this Prospectus, references to “PHYH” refer to Physicians Healthcare Management Group, Inc. and references to “Phyhealth” refer to Phyhealth
Corporation.

PHYH AND PHYHEALTH (Seep. 27)

Physicians Healthcare Management Group, Inc. (“PHYH”) is a Nevada corporation located at 700 South Poinciana Boulevard, Suite 506, Miami, Florida 33166
(Telephone: 305-779-1760). PHYH’s business model consists of developing community health plansin partnership with physicians, which intend to offer various
government and commercial health insurance products to consumers. PHYH also offers through its subsidiary, Phyhealth Underwriters, Inc. (“Underwriters’)
and its affiliate Physhield Insurance Exchange, a Risk Retention Group (“Physhield”), medical professiona liability insurance (medical malpractice) to
physicians. PHYH's potential success relies largely on the profitable management of insured risks. PHYH is a development stage corporation and to date has
been involved only in organizational and regulatory compliance activities, does not have an operating history and has not realized any revenues from operations.

Phyhealth Corporation (“Phyhealth”) is a Delaware corporation located at 700 South Royal Poinciana Boulevard, Suite 506, Miami, Florida 33166 (Telephone: 305-
779-1760). Phyhealth is presently awholly-owned subsidiary of PHYH and is a dormant shell corporation with no operations. Post spin-off, Phyhealth will assume
all of PHYH's operations and will be a development stage company.

Relationship between PHYH and Phyhealth before the Spin-off (Seep. 27)

Currently Phyhealth is a wholly-owned subsidiary of PHYH. On or prior to the spin-off date, PHYH will transfer to Phyhealth any and all of the assets and
ligbilities employed in PHYH’s business operations (cumulatively referred to in this Prospectus as the “restructuring”). After the spin-off, Phyhealth will be an
independent public company, any relationship thereafter limited to the terms of the respective Separation Agreement and Tax Matters Agreement outlined below
and PHYH’s continuing economic interest in Phyhealth through its 3,472,713 post spin-off share ownership. For a more detailed description of these
relationships, see the section entitled “ Rel ationship Between Phyhealth and PHY H Following the Spin-Off.”




The Spin-Off (Seep. 19)

See“ The Spin-Off,” beginning on page 19, for a more detailed description of the matters described below.

Reasons for the Spin-Off

Shares|ssued

Spin-Off Date

Spin-Off Ratio

See“ The Spin-Off” describing in detail the spin-off, impact on price/market capitalization,
spin-off ratio, results of the spin-off, reason for the Prospectus and related considerations.

Phyhealth will issueto all PHY H shareholders on the effective date of the spin-off apro rata
distribution of the following (based on the number of shares outstanding on the record date to be
selected upon the assumption of and in dividend for the following: (i) 3,118,510 shares of
Phyhealth common stock on the 155,925,507 outstanding common shares of PHY H; (ii) 3,240,000
Phyhesalth Series A Preferred Convertible shares on the 162,000,000 Series A Preferred Convertible
shares of PHY H; (iii) 622,324 Phyhealth Series B Preferred Convertible shares of the 31,116,176
Series B Preferred Convertible shares of PHY H currently outstanding; and (iv) 3,472,713

common shares (approximately 9.8% of Phyhealth’s new capitalization, fully diluted) to be issued
to and retained by PHYH (thisisinclusive of the 1,000 shares of Phyhealth stock currently held by
PHYH).

The spin-off date is expected to occur on or about November 1, 2010. Holders of record of PHYH
on the record date to be selected will become entitled to receive the Phyhealth common shares as
outlined above. In addition, their rights as holders of common shares of PHYH will continue.

Pursuant to the Phyhealth common stock spin-off and associated distributions outlined above,
therewill be adividend to PHY H shareholders of Phyhealth capital stock based on 1 for 50 (2%) of
the outstanding common and preferred sharesin PHY H. In the case of anyone entitled to receive a
fractional share, the number of Phyhealth sharesto beissued shall be rounded up the nearest
higher whole number of shares. In addition, anyone entitled to receive less than 100 shares,
known as an “odd lot” number of shares, the number of Phyhealth sharesto be issued shall be
rounded up to 100 shares.




Securitiesto be Distributed

Certain U.S. Federal Income Tax Consequences of the
Spin-Off

Based on the information available to us as of September 30, 2010, Phyhealth estimates that
approximately 3,118,510 shares of Phyhealth common stock will be issued on approximately
155,925,507 PHYH common shares outstanding; 3,240,000 Phyhealth Series A Preferred
Convertible shares will be issued on the 162,000,000 Series A Preferred Convertible shares of
PHYH outstanding; 622,324 Phyhealth Series B Preferred Convertible shares will be issued on the
31,116,176 Series B Preferred Convertible shares of PHYH currently outstanding. The exact number
of shares of Phyhealth common stock, Series A Preferred and Series B Preferred shares to be
distributed in connection with this spin-off will be determined based on the number of shares of
PHY H outstanding on the spin-off date.

Phyhealth will also issue an additional 3,471,713 shares to PHYH, after which PHYH will own a
total of 3,472,713 common shares of Phyhealth.

As part of the spin-off, Phyhealth will be adopting a book-entry share transfer and registration
system for its common and preferred stock. Instead of receiving physical share certificates,
registered holders who currently hold certificates representing PHYH will receive, for every 50
shares of PHYH held on the spin-off date, one share of Phyhealth common or preferred stock
credited to book-entry accounts established for them by Phyhealth’s transfer agent.

Holders of PHYH who hold shares in book-entry registered form do not need to take any action to
receive their Phyhealth shares.

Phyhealth’s transfer agent will mail an account statement to each registered holder stating the
number of shares of Phyhealth common stock credited to such holder's account. After the
distribution, such holders may request that their shares of Phyhealth common stock be transferred
to a brokerage or other account at any time without charge. For stockholders who own PHYH
shares through a broker or other nominee, their shares of Phyhealth common stock will be credited
to their account by the broker or other nominee.

The spin-off istaxable to the recipient, as with any dividend.




Secondary Market

Relationship Between Phyhealth and PHYH Following the
Spin-Off

Dividend Policy

Appraisal Rights

Transfer Agent and Registrar

Risk Factors

Whilethere isapublic market for shares of PHYH (trading on OTC Pink Sheets), thereis currently
no public market for Phyhealth common stock. Phyhealth intends to apply to list its common stock
on the OTCBB or other secondary market for which it qualifies under asymbol yet to be
determined. Phyhealth expects that trading on the OTCBB in Phyhealth common stock will begin
on the effective date of the spin-off. Following the spin-off, PHY H will have no business, assets or
liabilities, other than its equity interest in the newly spun-off Phyhealth.

Phyhealth and PHYH have entered into a respective Separation Agreement and a Tax Matters
Agreement in connection with the spin-off. These agreements provide for completion of the spin-
off, and will govern the relationship between Phyhealth and PHYH after the spin-off and provide
for the alocation of employee benefits, tax and other liabilities and obligations attributable to
periods before the spin-off. These agreements also include arrangements with respect to interim
services and a number of ongoing commercial relationships. For a more detailed description of
these agreements, see the section entitled “ Relationship Between Phyhealth and PHYH Following
the Spin-Off.”

Following this share distribution, neither PHYH nor Phyhealth anticipate paying any dividends on
their respective common stock in the foreseeable future.

Holders of PHYH common or preferred shares have no dissenters rights of appraisal in
connection with this spin-off of Phyhealth common shares.

Island Stock Transfer, 100 Second Avenue South, Suite 104N, St. Petersburg, Florida 33701 is our
stock  transfer  company,  727-289-0010; Fax:  727-289-0069; E-maill  Address:
info@islandstocktransfer.com.

See the section entitled “Risk Factors’ beginning on page 11 for a discussion of some of the
factors you should carefully consider in connection with this spin-off, including detailed risks
related respectively to the spin-off proper, Phyhealth’s common stock and its business.

SUMMARY FINANCIAL DATA

The Summary Financial Information, al of which has been derived from audited and unaudited financial statements included elsewhere in this
Prospectus, reflects the operations of PHYH (the predecessor) for its limited operating history as of and for the period from inception to June 30, 2010. This
information should be read in conjunction with the unaudited financial statements as of and for each of the six months ended June 30, 2010 and 2009, and for the
period for February 14, 2005 (inception) to June 30, 2010, contained in Appendix F and “Management’s Discussion and Analysis of Financial Condition and

Results of Operation.”




June 30,

2010
Current Assets $ 983,326
Non-current Assets $ 1,455,893
Current liabilities $ 56519
Long Term Liabilities $ 0
February 14,
2005
(inception)
to June 30,
2010
Revenues $ 0
Gross Profit $ 0
Operating loss $ 3,107,001
Interest expense $ 1,765,669
Impairment loss on investment $ 320,111
Interest income $ 109,830
L oan extension fees $ 171,000
Net loss since inception $ 4,911,951
Net loss attributable to PHY H $ 4,894,973
Other comprehensive income- unrealized holding |oss on investment $ 32,093

RISK FACTORS

You should carefully consider each of the following risks and uncertainties associated with the spin-off, ownership of PHYH common and preferred stock and
that of Phyhealth and its business generally, aswell as all of the other information set forth in this Prospectus.

Generally
The occurrence of any of the risks or uncertainties described below could significantly and adversely affect our business, prospects, financial condition and

operating results. In any event, the trading price of PHYH’s common stock (and Phyhealth, once the market expected to develop, occurs) could decline, and
the investor could lose part or all of hisinvestment.




Investors should carefully consider the information presented below, including risks relating to Phyhealth’s operations, uncertain market acceptance,
competition, regulation, future capital needs and dependence on key personnel.

THE SECURITIES OFFERED PURSUANT TO THIS PROSPECTUS ARE SPECULATIVE AND INVOLVE A HIGH DEGREE OF RISK. RECIPIENTS OF
PHYHEALTH SHARES RECEIVED IN THIS SPIN-OFF SHOULD CAREFULLY READ THIS PROSPECTUS AND CONSIDER, ALONG WITH OTHER
MATTERS REFERRED TO HEREIN, THE FOLLOWING RISK FACTORS. EACH OF THESE RISK FACTORS COULD ADVERSELY AFFECT THE VALUE
OF AN INVESTMENT IN PHYHEALTH COMMON STOCK. THISINVESTMENT INVOLVESA HIGH DEGREE OF RISK.

Risk Factors Relating to the Spin-Off

Following the spin-off, there ar e specific areas where (under a Separate Agreement between the parties) PHYH will not compete for 12 months with Phyhealth
as to specified current or planned products and services. Thereafter, PHYH will be able to compete with Phyhealth directly or enable others to compete with
Phyhealth by providing detailed knowledge of Phyhealth’s unique business model, its systems, business processes and insurance products. This competition
may limit Phyhealth’s successin marketing its product and service offerings.

Phyhealth may be unable to make the changes necessary to operate as an independent entity or may incur greater costs, which could prevent it from operating
profitably.

Separation Agreement May Limit Phyhealth’s Competitive Potential. Phyhealth was incorporated in Delaware in 2008, to operate as a business unit of PHYH.
However, following the spin-off, PHYH will have no obligation (beyond that provided in the Separation Agreement) to provide financial, operational or
organizational assistance to Phyhealth. As a consequence, Phyhealth may not be able to successfully implement the changes necessary to operate
independently. Phyhealth may also incur additional costs relating to operating independently that would cause its available funds to decline materialy.
Phyhealth cannot assure you that once it becomes a stand-alone company, it will be profitable. In addition, agreements that Phyhealth has entered into in
connection with the spin-off may require Phyhealth’s business to be conducted differently than previously conducted and will cause its relationship with PHYH
to be different from what it has historically been. These differences may harm Phyhealth’s operating results and financial condition. Following the spin-off, there
are specific areas where (under a Separate Agreement between the parties) PHYH will not compete for 12 months with Phyhealth as to specified current or
planned products and services. Thereafter, PHYH will be able to compete with Phyhealth directly or enable others to compete with Phyhealth by providing
detailed knowledge of Phyhealth’'s unique business model, its systems, business processes and insurance products. This competition may limit Phyhealth's
success in marketing its product and service offerings. Further, Phyhealth may be unable to make the changes necessary to operate as an independent entity or
may incur greater costs, which could prevent it from operating profitably.




Phyhealth Will Need to Make Substantive Changes To Operate As An Entity Independent of PHYH. Phyhealth was incorporated in Delaware in 2008, to operate
as a business unit of PHYH. However, following the spin-off, PHYH will have no obligation (beyond that provided in the Separation Agreement) to provide
financial, operational or organizational assistance to Phyhealth. As a consequence, Phyhealth may not be able to successfully implement the changes necessary
to operate independently. Phyhealth may also incur additional costs relating to operating independently that would cause its available funds to decline
materially. Phyhealth cannot assure you that once it becomes a stand-alone company, it will be profitable.

Spin-off Taxable. The spin-off is taxable to the recipient, as with any dividend. However, since the taxability is dependant, in part, upon PHYH’s earnings and
profits, accumulated or during the current taxable year, it cannot be determined, at this time, whether and to what extent the dividend would be taxable to the
recipient.  For moreinformation, see the section entitled “ The Spin-Off—Certain U.S. Federal Income Tax Consequences of the Spin-Off.”

Since the spin-off is not a tax-free transaction, PHYH is subject to tax as if it had sold the Phyhealth common stock in a taxable sale at fair market value and
Phyhealth’s initial public stockholders--the former holders of PHYH, whose stock is to be issued as a dividend of Phyhealth capital stock in the spin-off will
recognize gain or loss equal to the difference between the fair market value of the shares of Phyhealth common stock received and 2% of the holder’s tax basisin
its PHY H shares of common stock. Under the Tax Matters Agreement between Phyhealth and PHY H, Phyhealth would generally be required to indemnify PHYH
against any tax resulting from the shareissuance if the tax resulted from any of its representations or undertakings being incorrect and violated.

For a more detailed discussion, see the section entitled “ Relationship Between Phyhealth and PHYH Following the Spin-Off—Agreements Between Phyhealth
and PHYH Relating to the Spin-Off—Tax Matters Agreement.” PHYH’s indemnification obligations to Phyhealth and its subsidiaries, officers and directors are
not limited by any maximum amount. If PHYH is required to indemnify Phyhealth or any other person under the circumstances set forth in the Tax Matters
Agreement, PHYH may be subject to substantial liabilities.

Registrant’s Accounting and Management Systems and Resour ces May Be Inadequate. Phyhealth’s accounting and other management systems and resources
may not be adequate to meet the financial reporting and other requirements to which Phyhealth will be subject following the spin-off. If Phyhealth is unable to
achieve and maintain effective internal controls, its operating results and financial condition could be harmed.

Prior to the spin-off, PHYH was not directly subject to reporting and other requirements of the Securities Exchange Act of 1934 (the “Exchange Act”). Asaresult
of the spin-off, Phyhealth will be directly subject to reporting and other obligations under the Exchange Act, including the requirements of Section 404 of the
Sarbanes-Oxley Act of 2002 (“Sarbanes-Oxley”). Sarbanes-Oxley will require annual management assessments of the effectiveness of Phyhealth's internal
controls over financial reporting. Phyhealth’s reporting and other obligations will place significant demands on its management and administrative and
operational resources, including accounting resources.

To comply with these requirements, Phyhealth may need to upgrade its systems, including information technology, implement additional financial and
management controls, reporting systems and procedures and hire additional legal, accounting and finance staff. If Phyhealth is unable to upgrade its systems
and procedures in a timely and effective fashion, it may not be able to comply with its financial reporting requirements and other rules that apply to public
companies. In addition, if Phyhealth is unable to conclude that its internal controls over financial reporting are effective, Phyhealth could lose investor
confidence in the accuracy and completeness of its financial reports. Any failure to achieve and maintain effective internal controls could harm Phyhealth's
operating results and financial condition.
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Phyhealth’s Success Will Depend On Its Ability To Retain Its Key Managers and Recruit Additional Employees. Phyhealth will rely heavily on two
knowledgeable and highly-skilled full-time managers’employees, who are currently the full-time managers/employees of PHYH. Either or both of these key
employees could leave Phyhealth and so deprive Phyhealth of the skill and knowledge essential for performance of its existing and new businesses. Phyhealth’'s
employees may have additional or different responsibilities following the spin-off as a result of the fact that Phyhealth will be an independent public company
subject to the reporting requirements of the Securities Exchange Act of 1934, as amended, and other rules and regulations of the SEC, including the Sarbanes-
Oxley Act of 2002. If any of Phyhealth's key employees leaves for any reason(s), it could harm Phyhealth’s operating results and financial condition.
Additionally, Phyhealth cannot assure its investors that the Company will be able to offer prospective managers and other key employees competitive
opportunities with the compensation and benefits packages necessary to attract talented and experienced people to fill key management, professional and
technical positions.

While Separate Companies Post-Spin-Off, Initially There Will Be Overlapping Directors and Management . Post spin-off, PHYH initially will be managed by
its Board of Directors, which will be comprised of its three (3) current directors, two of whom are its present full-time management employees. The same three (3)
directors will also serve on Phyhealth’s Board of Directors. PHY H must hire new management and other employees to support the development of its operations.
PHYH cannot assure its investors that it will be able to hire qualified employees in a timely manner or that this transition will not result in an interruption of
PHYH’s development. Any interruption could harm PHYH's ability to develop and manage its business following the spin-off. The foregoing transition is
expected to take approximately six months.

The Spin-off Agreements Require Phyhealth To Assume Liabilities and Other Terms That May Be Less Favorable to Registrant. Phyhealth negotiated and
entered into the spin-off agreements as a subsidiary of PHYH. Had these agreements been negotiated with unaffiliated third parties, their terms might have been
more favorable to Phyhealth. These agreements require PHYH to assume and/or indemnify Phyhealth for, among other things, all past, present and future
liabilities related to our business. The allocation of assets and liabilities between Phyhealth and PHYH may not reflect the allocation that would have been
reached between two unaffiliated parties.

Risk FactorsRelating to Phyhealth Common Stock

TheMarket Price and Trading Volume of Phyhealth Common Stock May Be Volatile and May Face Negative Pressure. Before the spin-off, there was atrading
market for PHYH’s common stock but not for the shares of the Phyhealth common stock. PHYH’s common stock will continue to be traded publicly while the
Phyhealth shares issued in the spin-off will trade publicly for the first time following the spin-off. Until, and possibly even after, orderly trading markets develop
for Phyhealth stock; there may be significant fluctuations in price. Investors’ interest may not lead to aliquid trading market and the market price of Phyhealth
common stock may be volatile. This may result in short- or long-term negative pressure on the trading price of shares of Phyhealth common stock—or that of
PHYH. The market price of Phyhealth’s common stock may be volatile due to the risks and uncertainties described in this “ Risk Factors’ section, as well as other
factors that may affect the market price, such as:
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. Conditions and publicity regarding the health care, health insurance and medical malpractice insurance industries generally;

. Price and volume fluctuations in the stock market at large which do not relate to Phyhealth’s operating performance; and

. Comments by securities analysts or government officials, including those with regard to the viability or profitability of the insurance sector
generally or with regard to our ability to meet market expectations.

The stock market has from time to time experienced extreme price and volume fluctuations that are unrelated to the operating performance of particular companies.

TheMarket Value of a Share of Phyhealth Common Stock Received in the Spin-off Might Be L ess Than the Market Value of a Share of PHYH Before the Spin-
off. If the spin-off is completed as currently contemplated, holders of PHYH shares will, after the spin-off, hold common stock of both PHYH and
Phyhealth. Because the two companies will largely be independent of each other, thereafter, Phyhealth cannot assure you that the public market for Phyhealth
common stock will be similar to the public market for that of PHY H. Ultimately, the value of each share of Phyhealth common stock will be principally determined
in trading markets and could be influenced by many factors, including Phyhealth’s operations, the growth and expansion of its business, investors' expectations
of its prospects, its credit worthiness, trends and uncertainties affecting the industries in which Phyhealth competes, future issuances and repurchases of
Phyhealth common stock and general economic and other conditions. The market value of Phyhealth’s common stock could be less than the market value before
the spin-off or that of PHYH's market value aggregated (with that of Phyhealth). In addition, the trading price of Phyhealth common stock may decline following
the spin-off.

Failure To Meet Previously Announced Financial Expectations Could Have an Adver se Impact on the Market Price of Phyhealth’s Common Stock. Phyhealth’s
ability to achieve previously announced financial targets is subject to a number of risks, uncertainties and other factors affecting its business and the insurance
industry generally, many of which are beyond Phyhealth’s control. These factors may cause actual results to differ materially. Phyhealth describes a number of
these factors throughout this document, including in these Risk Factors. Phyhealth cannot assure you that it will meet these targets. If Phyhealth is not able to
meet these targets, it could harm the market price of its common stock.

Future Sales of Phyhealth Stock Could Adversely Affect Its Stock Price and Its Ability To Raise Capital in the Future. Sales of substantial amounts of
Phyhealth common stock could harm the market price of its stock. This also could harm Phyhealth’s ability to raise capital in the future. The shares issued in the
spin-off are freely tradable without restriction under the Securities Act of 1933 (the “ Securities Act”) by persons other than “&ffiliates,” as defined under the
Securities Act. Any sales of substantial amounts of Phyhealth common stock in the public market, or the perception that those sales might occur, could harm the
market price of Phyhealth common stock.
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Neither Phyhealth nor PHYH will solicit the approval of its stockholders for the issuance of authorized but unissued shares of Phyhealth common stock unless
this approval is deemed advisable by our board of directors or isrequired by applicable law, regulation or any applicable stock exchange listing requirements. The
issuance of those shares could dilute the value of Phyhealth outstanding shares of common stock.

Anti-takeover Provisions Could Deter Takeover Attempts of Phyhealth and Limit Appreciation. Phyhealth’s amended and restated certificate of incorporation,
amended and restated bylaws, stockholder rights plan and Delaware law contain provisions that may have the impact of delaying or precluding its acquisition
without the approval of its board of directors. These provisions may limit the price that investors otherwise might be willing to pay in the future for shares of its
common stock. |n addition to any stockholder rights plan instituted in the future, these provisions include advance notice procedures for stockholder proposals
and director nominations and a provision in Phyhealth’s amended and restated bylaws that does not afford stockholders the right to call a special meeting of
stockholders. In addition, there are provisions of Delaware law that may also have the effect of precluding an acquisition of Phyhealth without the approval of its
board of directors. For more information regarding these provisions, see the sections entitled “Description of Phyhealth Common Stock—Anti-Takeover Effects
of Certain Provisions of its Charter and Bylaws” and “—Delaware Business Combination Statute.”

Risk FactorsRelating to Phyhealth’s Business

Phyhealth |s a Development Stage Company Has Engaged Only In Organizational and Regulatory Compliance-Related Activities and Has Not Realized Any
Revenues from Its Operations. Phyhealth may not currently have the capital surplus reguired to be issued a Certificate of Authority to operate a health
maintenance organization (HMO) in many states, including Florida where its operations are based. Therefore, Phyhealth will require additional funding and/or a
development partner in order to build its first community health plan. The company cannot assure itsinvestorsthat it will be able to raise the necessary capital or
find the development partners necessary to launch its health plan operations.

Regulatory Status and Challenges. Phyhealth’s affiliate, Physhield Insurance Exchange, a Risk Retention Group, has been issued its Certificate of Authority
from the state of Nevada and is currently registered to underwrite medical professional liability insurance in Nevada, Texas, Florida, Maryland and the District of
Columbia; and could potentially operateits businessin all fifty states. While Physhield has obtained the regulatory authority to commence operations, Phyhealth
cannot assure its investors that Physhield will be able to provide products and services that are attractive to physician purchasers and competitive with the
products and services of existing companies.

The Patient Protection and Affordable Care Act (PPACA) that was signed into law by President Barack Obama on March 23, 2010, along with the Health Care and

Education Reconciliation Act of 2010 (signed into law on March 30, 2010), provide for comprehensive changes in the way health insurers conduct business and
this could materially impact the operations of Phyhealth’s community health plans.
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With plan years beginning September 23, 2010, health insurers will be required to provide more coverage to additional insureds and will be limited in their ability
to defend against certain claims, such as:

- Prohibition on maintaining lifetime limits on the dollar value of benefits for any insured.

- Prohibition on rescinding coverage from any insured unless in the case of fraud or misrepresentation of amaterial fact.

- Providefirst dollar coverage for specified preventative health services, including immunizations and health screenings.

- Extend coverage for dependent children up to age 26.

- Maintain spending for healthcare services at not less than 85% of collected premiums on large groups and 80% on small groups and individuals.

- Prohibition on excluding pre-existing condition exclusions for al enrollees under the age of 19 as of September 23, 2010 (and for all other enrollees as of
January 1, 2014).

With plan years beginning January 1, 2014 health insurers will be subject to additional coverage requirements and restrictions, reporting requirements and will
begin competing for business through state insurance exchanges, particularly:

- Insurers must provide guaranteed availability of commercial coverage for every individual that appliesfor coverage and guaranteed renewability.

- State insurance exchanges designed to increase competition among insurers will be implemented. Additional competition will be provided through
Consumer Operated and Oriented Plans (“ CO-OPS’) that will be funded by the federal government (no later than July 1, 2013) to provide an aternative to
commercial insurance companies.

- Plans must comply with standardized deductible and out-of-pocket cost maximums.

- Plans begin reporting coverage information to each insured and to the Internal Revenue Service.

Effective in 2014, the Act provides for assessments of certain fees and taxes on health insurers, including a Health Insurance Provider annual fee based on the
insurer's market share and net premiums, which will need to be passed on to insureds through increased premiums.

The PPACA mandates the purchase of health insurance coverage by individuals on January 1, 2014 and provides monetary penalties for not having
coverage. Subsidiesto purchase coverage will be provided under the Act beginning in 2014 for individuals and families with incomes between 100% and 400% of
the Federal Poverty Level.

The PPACA introduces historic changes to the health insurance market and broadens the involvement of the federal government and both the positive and
negative impacts of this Act cannot be fully analyzed as of the date of this Prospectus. While the Company believes the development of its community health
plan model and its medical malpractice insurance businesses will remain viable, it cannot provide any assurance to its investors that the Company will be able to
operate profitably under the new regulations or that its products and services will be competitive in the changing marketplace.
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Phyhealth’s Business Activities Are Highly Regulated by the Insurance Commissioners of Each State. Phyhealth’'s community health plan model and its
medical professional liability affiliate, Physhield Insurance Exchange, are subject to substantial federal and state regulation, in addition to the recently enacted
PPACA. These laws and regulations, along with the terms of Phyhealth’s contracts and licenses, regulate how Phyhealth does business, what services are
offered and how Phyhealth interacts with its customers, health care providers and the public. Laws and regulations applicable to Phyhealth's businesses are
subject to frequent change and varying interpretations. Changes in existing laws or regulations, or their interpretations, or the enactment of new laws or the
issuance of new regulations could adversely affect Phyhealth’s business by, among other things:

- Imposing additional license, registration or capital reserve requirements,

- Increasing administrative and other costs;

. Forcing Phyhealth to undergo a corporate restructuring;

- Increasing mandated benefits without corresponding premium increases;

- Limiting Phyhealth’s ability to engage in inter-company transactions with our affiliates and subsidiaries;
- Forcing Phyhealth to restructure its rel ationships with health care providers; or

- Requiring Phyhealth to implement additional or different programs and systems.

Although Phyhealth believes it can structure its operations to comply with the laws and regulations applicable to it, government officials charged with
responsibility for enforcing such laws and regulations are entitled to audit Phyhealth’'s operations and may in the future assert that Phyhealth (or transactionsin
whichitisinvolved) arein violation of these laws or courts may ultimately interpret such lawsin amanner inconsistent with Phyhealth’ sinterpretation. Therefore,
it is possible that future legislation and regulation and the interpretation of existing and future laws and regulations could have a material adverse effect on
Phyhealth’s ability to operate health maintenance organizations, third-party management and administration companies, risk retention groups and other insuring
organizations. Moreover, since many of the legal requirements have not been defined judicially, the risk of an adverse executory interpretation or determination is
enhanced.

Acquisitions, Investments or Other Strategic Relationships or Alliances, May Consume Significant Resour ces. Acquisitions, investments and other strategic
relationships and alliances, if pursued, may involve significant cash expenditures, debt incurrence, additional operating losses, and expenses that could have a
material adverse effect on Phyhealth’s financial condition and operating results. Acquisitions involve numerous other risks, including:

Diversion of management time and attention from daily operations;

Difficultiesintegrating acquired businesses, technol ogies and personnel into Phyhealth’s business;

Inability to obtain required regulatory approvals and/or required financing on favorable terms;

Entry into new markets in which Phyhealth has little previous experience;

Potential loss of key employees, key contractual relationships or key customers of acquired companies or of Phyhealth; and
Assumption of theliabilities and exposure to unforeseen liabilities of acquired companies.
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If these types of transactions are pursued, it may be difficult for Phyhealth to complete these transactions quickly and to integrate these acquired operations
efficiently into its current business operations. Any acquisitions, investments or other strategic relationships and alliances by Phyhealth may ultimately harm our
business and financial condition. In addition, future acquisitions may not be as successful as originally anticipated and may result in impairment charges.

Potential Consequences If Phyhealth Is Required To Maintain Higher Statutory Capital Levels. Phyhealth’s community health plans will be operated through
subsidiariesin various states. These subsidiaries are subject to state regulations that, among other things, require the maintenance of minimum levels of statutory
capital, or net worth, as defined by each state. One or more of these states may raise the statutory capital level from time to time. Other states have adopted risk-
based capital requirements based on guidelines adopted by the National Association of Insurance Commissioners. Regardless of whether the states in which
Phyhealth operates adopt risk-based capital requirements, the state departments of insurance can require Phyhealth’s subsidiaries to maintain minimum levels of
statutory capital in excess of amounts required under the applicable state laws if they determine that maintaining additional statutory capital is in the best
interests of its health plan members. Any increases in these requirements could materially increase its reserve requirements. In addition, as Phyhealth continues
to expand its offerings in new states or pursues new business opportunities, Phyhealth may be required to maintain additional statutory capital reserves. In either
case, available funds could be materially reduced, which could harm Phyhealth’s ability to implement its business strategy.

In addition, the operations of Phyhealth’s subsidiary, Phyhealth Underwriters, are dependent on the operations of Physhield Insurance Exchange, which is a
medical liability risk retention group authorized by the Federal Liability Risk Retention Act of 1986 and licensed as an Association Captive insurer domiciled in the
state of Nevada. Physhield is subject to the state insurance regulations of Nevada. Physhield could be required to raiseits level of statutory capital from time to
time. Physhield by law is owned by itsinsured subscribers and if additional capital surplus cannot be obtained from the subscribers or other sources, Phyhealth
may be required to provide Physhield with additional capital to ensure Physhield’'s continuing operations. In this case Phyhealth’'s available funds could be
reduced, which could inhibit its ability to form and/or grow its community health plans and other businesses.

Potential Consequences If State Regulators Do Not Approve Payments Including Dividends and Other Distributions. Phyhealth's health plans will be subject to
laws and regulations that limit the amount of dividends and distributions they can pay and the amount of management fees they may pay to affiliates of the plans,
including Phyhealth and its management subsidiaries, without the prior approval of, or notification to, state regulators. The discretion of the state regulators, if
any, in approving or disapproving adividend is not always clearly defined. Health plans that declare non-extraordinary dividends must usually provide notice to
the regulatorsin advance of the intended distribution date.

Phyhealth’s existing surplus loan to Physhield of $600,000 and any future surplus loans are regulated by the Nevada department of insurance, and repayment of

principal and interest is subject to the insurance commissioner’s discretionary approval. There can be no assurance that the Nevada insurance commissioner will
approve repayment of the loans.
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If the regulators were to deny or significantly restrict payments of management and other fees and/or disapprove surplus loan repayments by Phyhealth’'s
subsidiaries and affiliates, the funds available to Phyhealth would be limited.

Applicability of Laws Governing the Transmission, Security and Privacy of Health Information. Regulations under the Health Insurance Portability and
Accountability Act of 1996, and the HITECH Act provisionsin the American Recovery and Reinvestment Act of 2009, collectively (“HIPAA”) require Phyhealth
to comply with standards regarding the exchange of health information within the company itself and with third parties, including healthcare providers, business
associates and Phyhealth’s customers. These regulations include standards for common healthcare transactions, including claims information, plan eligibility, and
payment information; unique identifiers for providers and employers; security; privacy; and enforcement. HIPAA also provides that to the extent that state laws
impose stricter privacy standards than HIPAA privacy regulations, a state seeks and receives an exception from the Department of Health and Human Services
regarding certain state laws, or state laws concern certain specified areas, such state standards and laws are not preempted.

Phyhealth believes it can comply with the HIPAA guidelines for the adoption and implementation of appropriate policies and procedures for privacy, for
transactions and code sets and for security standards. Given HIPAA’s complexity and the possibility that the regulations may change and may be subject to
changing and perhaps conflicting interpretation, Phyhealth’s ongoing ability to comply with the HIPAA requirements is uncertain. Furthermore, a state’'s ability
to promulgate stricter laws, and uncertainty regarding many aspects of such state requirements, make compliance with applicable health information laws more
difficult. Sanctions for failing to comply with the HIPAA health information provisions include criminal penalties and civil sanctions, including significant
monetary penalties.

Limitations of Business Model. In large part, Phyhealth relies on the profitable management of insured risks for its success either through earning an
underwriting profit directly, or by earning fees from subsidiaries and affiliates that must manage risk profitably to remain in operation. Phyhealth cannot guarantee
it will be able under all circumstances to profitably manage itsinsured risks nor can the solvency of Phyhealth’s operating insurance entities be assured.

Medical Liability Business Revenue is Dependent on Phyhealth Underwriter’s Serving as Physhield’s Attorney-in-Fact. Phyhealth’s potential revenues arein
part dependent on fees it earns from Phyhealth Underwriters, Inc., which serves as the Attorney-in-fact for Physhield Insurance Exchange. Physhield underwrites
medical professional liability (medical malpractice) coverage for physicians and must insure that claims and operating expenses do not exceed premium and
investment income in order to remain viable. As an insurance reciprocal, Physhield is governed by its physician subscribers. Phyhealth cannot assure that the
risks inherent to managing a medical professional liability company will be mitigated in all circumstances nor can it assure the continuing viability of Physhield.
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Phyhealth Underwriter’s Agreement with Physhield is a long-term, renewable agreement that provides substantial financial penalties for early termination by
Physhield. Physhield is required by regulation to appoint an attorney-in-fact to manage its operations, but Physhield can choose among different service
providers to perform these functions. Phyhealth cannot warrant that Phyhealth Underwriter’s relationship with Physhield and the resultant income stream will
continue indefinitely, and early termination could have an adverse effect on Phyhealth’sfinancia performance.

Business Heavily Dependent on Its Ability To Forge and Maintain Business Relationships with Physicians and Physician Organizations. Phyhealth’s
community health plan model shares ownership, governance and operational responsibilities with its physician partners who will have a significant ownership
stakein the plan. Physicians are the key to Phyhealth's ability to manage healthcare costs, which drives Phyhealth’s ability to compete in the marketplace and its
financial performance. Phyhealth’s physician partnerswill be heavily incentivized to deliver quality care and control total patient costs.

Phyhealth’s success will be dependent upon, among other factors, its ability to successfully attract qualified physician partners. The physicians must then
successfully transition a significant portion of their patient base, as well as attract new patients into Phyhealth plans. Phyhealth cannot assure that its physician
partners will devote adequate time, talent or resources to managing patient care and medical utilization, or provide sound governance. The failure of physicians
to perform these functions could have an adverse impact on Phyhealth’s competitive position, its growth and development, and its overall financial performance.

Phyhealth’s Products and Services Are in Competitive Segments of the Healthcare Market. The principal competitive factors that affect Phyhealth include:
marketing innovative products and services, managing costs to maintain competitive pricing, recruiting physicians for health plans and liability insurance
programs, maintaining the distribution systems necessary to enroll members in Phyhealth’s products, delivering superior customer service, and aggressively
managing insured risks. Phyhealth cannot assure that it will be able to successfully compete against current and future competitors and grow and maintain its
market share.

Physhield is arisk retention group authorized under the Federal Liability Risk Retention Act of 1986 and is licensed as an Association Captive by the state of
Nevada, which is materialy different than medical professional liability insurers traditionally organized as “admitted insurers’ as defined by the National
Association of Insurance Commissioners. Risk retention groups and captive insurers: minimum capital surplus requirements are lower than the minimums
required for admitted carriers, and risk retention groups are not covered by the solvency guarantee funds sponsored by state insurance departments.

While Phyhealth will maintain the appropriate amounts of capital surplus based on actuarial science to ensure the solvency of Physhield, the perceptions of
security by potential physician subscribers may impact the physician’s decision to purchase medical malpractice insurance from Physhield.

Phyhealth’s Community Health Plan Is Dependent On Its Contracting Under Favorable Terms, with Physicians, Healthcare Providers and Facilities. If
Phyhealth is unable to maintain favorable contracts or if its health plan networks are disrupted in its service areas for any reason including: providers' refusal to
contract, dissolution of alarge provider organization or hospital facility, or providers' unwillingness to negotiate competitive terms, Phyhealth could be placed at
a competitive disadvantage or could have difficulty meeting regulatory requirements. There is no guarantee that Phyhealth will be able to contract and maintain
competitive healthcare networksin any one or all of its service areas.
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Principal Stockholders Retaining Approximately 85% of the PHYH and Phyhealth Voting Shares. Prior to the date of this Prospectus, individual officers,
directors, advisors and more than 5% shareholders (the “Principal Stockholders”) owned in the aggregate approximately 85% of PHYH's shares. (See “ Security
Ownership of Certain Beneficial Owners and Management.”) Upon completion of the spin-off, the Principal Stockholders' and their affiliates aggregate
ownership Shares in Phyhealth will permit them to retain approximately 85% of the Shares. Consequently, the Principal Stockholders may be able to effectively
control the outcome on all matters submitted for a vote to Phyhealth’s stockholders. Specificaly, at least initialy, the Principal Stockholders will be able to elect
all of Phyhealth’s directors. Such control by the Principal Stockholders may have the effect of discouraging certain types of transactions involving an actual or
potential change of control, including transactions in which holders of Shares might otherwise receive a premium for their Shares over then current market prices.

Any Substantial Sale of Stock Could Depressthe Market Value of PHYH and/or Phyhealth. The Principal Stockholders, including directors and officers (among
whom is Robert Trinka) beneficially hold as of the date of this Prospectus, directly or indirectly, approximately 85% of the outstanding shares of both PHYH and
Phyhealth. All of such shares held by the Principal Stockholders are “restricted” and/or “control” shares as defined in Rule 144 under the Securities Act (“Rule
144"). This Rule also extends to non-affiliates of PHYH and Phyhealth with regard to restricted shares, that is, those not freely tradable. All of these restricted
shares have been owned (or deemed to be owned) beneficially for more than one year by existing shareholders and may not be sold in the market pursuant to
Rule 144 until at |least one year has passed from the date of their purchase (or six (6) monthsin the case of areporting company, if so reporting for at least 90 days,
as Phyhealth will become concurrent with the date of this Prospectus). We can make no prediction as to the effect, if any, that sales of shares, or the availability
of shares for future sale, will have on the market price of the shares prevailing from time to time of either company. Sales of substantial amounts of sharesin the
public market, or the perception that such sales could occur, could depress prevailing market prices for the shares. Such sales may also make it more difficult for
PHY H and/or Phyhealth to sell equity securities or equity-related securitiesin the future at atime and price which it deems appropriate.

THE SPIN-OFF
Description of the Spin-Off/Restr ucturing Process
The spin-off will be effected through a stock dividend (based on a 1 for 50 ratio of outstanding PHYH capital stock) by Phyhealth (currently a wholly-owned
subsidiary of PHY H) to PHY H and then a prorata property dividend to common and preferred shareholders of PHYH. Specifically, each holder of record of PHYH
on the record date to be selected (estimated to be on or about November 1, 2010) will receive one share of Phyhealth common stock for every 50 shares of PHYH

held by such holder on or prior to the spin-off date, PHYH will transfer to Phyhealth all of the assets and liabilities to be employed in Phyhealth’s business, the
cumulative process referred to in this Prospectus as the “restructuring.”  Phyhealth’s Board of Directors has approved the restructuring.
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The spin-off is expected to be effective as of 11 AM, New Y ork City time, on the spin-off date estimated to occur on or about November 1, 2010. (Because certain
regulatory filings and notices must be made with regard to this spinoff, the precise record and spin-off date is not precisely knowable.) To receive PHYH common
stock, you must be aholder of record of PHYH at the close of business on the record date to be selected.

Reasonsfor the Spin-Off

Phyhealth is presently (prior to the spin-off as contemplated herein) the wholly-owned subsidiary of PHYH. Market perceptions about PHY H have changed due
to the large volume of its outstanding common stock trading in the market and the addition of the Series B Preferred stock, both of which have apparently
depressed the stock price and inhibited the trading volume of PHYH shares on the OTCPinkSheets. The benefits to Phyhealth of the PHYH parent-subsidiary
structure have diminished. Phyhealth desires anew price/capital structure asit moves to the OTCBB and becomes areporting company while permitting PHYH to
become an independent entity pursuing its separate business plan. PHYH and Phyhealth management want to reduce the number of Phyhealth shares
outstanding while increasing the stock price commensurately. Traditionally, that is accomplished by a reverse stock split but also typically is accompanied by
significant market capitalization erosion, frequently wiping out any purported benefit of the reverse stock split and therefore can have a quite toxic outcome.

On July 31, 2009, PHY H’s board of directors approved the spin-off of Phyhealth into an independent publicly reporting and trading company. The reasons for the
spin-off consist principally of the following, all of which are supported by both Phyhealth and PHYH and their respective management.

Impact on price/market capitalization. Instead of a reverse stock split, PHYH management (and Phyhealth management concurs) is hereby registering and
issuing as a dividend to PHYH shareholders its ownership interest in Phyhealth after receiving a stock dividend from Phyhealth. In theory, the stock price is
expected to be enhanced by a factor of 50, as a consequence of reducing the number of Phyhealth shares outstanding to 1/50th of the level PHYH currently
maintains. However, there is no guarantee that the stock price of Phyhealth will be enhanced. In fact, market capitalization could be lost. Management believes
that the result of the restructuring will be that PHYH shareholders should (i) have greater value and the operations of Phyhealth are expected to be in an entity
trading at a higher price without damaging the market capitalization while (ii) still holding al of their PHYH shares, which will remain a non-reporting, publicly
trading company. (See“Risk Factors.”) In any event, the stock price of Phyhealth may or may not exceed that of PHY H and, following the spin-off, the combined
market value of a shareholder’s stock in Phyhealth and PHY H may or may not exceed or even equal the current or pre-spin-off market value of their PHY H stock.
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It is possible that the following the spin-off, the combined market value of a shareholder’s stock in Phyhealth and PHY H will be less than the current or pre-spin-
off market value of their PHYH stock. By way of example, if acurrent PHYH common shareholder has 1 million shares and the current price is one cent per share,
then the theoretical market value of this shareholder’s position is $10,000 (1,000,000 PHYH shares times $.001). Pursuant to the spin-off, this shareholder will
receive 20,000 shares of Phyhealth common stock, while retaining the 1 million PHYH common shares. If, for example, following the spin-off, the PHYH stock price
decreases from the current one cent per share to $.001 per share and the Phyhealth common stock price does not increase to $.50 per share, but instead reaches
$.20 per share, then the sharehol der’s combined holdings would be worth only $5,000 (1,000,000 PHY H shares times $.001,0r $1,000, plus 20,000 Phyhealth shares
times $.20, or $4,000).

Enable PHYH and Phyhealth to use stock mor e efficiently as an acquisition currency. The ability to expand through selective acquisitions and partnershipsis
expected to be important to each company’s continued success. Management believes the spin-off will enable each to use its own stock more effectively as
currency in acquiring, merging and otherwise making strategic investments in or partnering with other companies. Phyhealth believes it is generally a less
desirable acquisition currency due in part to market perceptions about PHYH and, in part, to specific concerns about holding shares that have no direct claim
against its assets and no direct voting rights concerning its governance. As a subsidiary of PHYH, Phyhealth has no control over its destiny. Additionally,
linked to PHY H, a sub penny stock, the market perceptions are negative. Asaresult of the spinoff, Phyhealth will control its own destiny; Phyhealth shareholders
will have adirect claim against Phyhealth’s assets (versus indirectly as a shareholder of its parent, PHY H) and direct voting rights concerning its governance. For
these reasons, Phyhealth expects that, after the spin-off, it will have greater autonomy and control over the use of its equity than now with Phyhealth being a
business unit of PHYH. For more information regarding these limitations, see the section entitled “Relationship Between Phyhealth and PHYH Following the
Spin-Off—Agreements Between Phyhealth and PHY H Relating to the Spin-Off—Tax Matters Agreement.”

Eliminate some impediments that could discour age a change of control and the payment of a premium for Phyhealth and/or PHYH shares. The existence of two
separate businesses and two classes of common stock with variable votes per share could present complexities that could, in certain circumstances, pose
obstacles, financial or otherwise, to an acquiring person, thereby potentially discouraging some change of control transactions. As aresult of the spin-off, these
complexities and obstacles will be eliminated for both PHY H and Phyhealth.

Enhance stockholder influence on the outcome of stockholder voting. Under the current structure, holders of PHYH have absolute voting power over
Phyhealth’s outstanding common stock. Except in limited circumstances requiring separate class voting, this disproportionate voting power affords holders of
PHY H the ability to control the outcome of stockholder votes - even if the matter involved a divergence or conflict of the interests of the holders of the stock of
Phyhealth and PHY H. The spin-off will vest in Phyhealth (previously PHY H) shareholders all of the voting rights associated with Phyhealth’s common stock and,
as aresult, afford its holders enhanced influence over the outcome of Phyhealth stockholder voting.

Taxable Event and Related Considerations. The PHY H board of directors considered other factors relating to the spin-off, including the expectation that the spin-
off will not qualify as atax-free exchange for U.S. federal income tax purposes under Sections 355 and 368(a)(1)(D) of the Code and will eliminate risk not directly
associated with Phyhealth’s business. The PHYH board of directors also considered other potential risks and consequences to Phyhealth and PHY H associated
with the spin-off, including those relating to Phyhealth that are described in “Risk Factors—Risk Factors Relating to the Spin-Off,” but believed that the
considerations described above outweighed those risks. Phyhealth shareholders are urged to read all of the Risk Factors described in this Prospectus.
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The Restructuring; Spin-Off Ratio

The spin-off is expected to be effective at 11 AM, New Y ork City time, on the spin-off date, estimated to occur on or about November 1, 2010. The spin-off will be
effected through an initial stock dividend (based on a 1 for 50 ratio on outstanding capital stock of PHY H) by Phyhealth to PHYH. Those Phyhealth shares will
then be issued on a pro rata basis to all PHY H shareholders. Specifically, each holder of record of PHYH at the close of business on the record date (estimated to
be on or about September __, 2010) will receive on the spin-off date one share of Phyhealth common stock for every 50 shares of PHYH held by such PHYH
shareholder.

PHYH ISNOT SEEKING STOCKHOLDER APPROVAL OF THE SPIN-OFF, AND HOLDERS OF PHYH HAVE NO APPRAISAL RIGHTSIN CONNECTION
WITH THE SPIN-OFF FROM AND AFTER THE SPIN-OFF DATE.

To be entitled to receive shares of our common stock in the dividend, holders of PHYH must be stockholders at the close of business on the record date
(estimated to be on or about September __, 2010).

The Spin-off of Phyhealth

As part of the spin-off, Phyhealth will be adopting a book-entry share transfer and registration system for its common and preferred stock. Instead of receiving
physical share certificates, registered holders who currently hold certificates representing PHY H will receive, for every fifty (50) shares

of PHYH held on the spin-off date, one share of Phyhealth common or preferred stock credited to book-entry accounts established for them by Phyhealth
transfer agent and a pro rata share of Phyhealth common or preferred shares.

Our transfer agent will mail an account statement to each registered holder stating the number of shares of PHYH common stock credited to such holder’'s
account. After the distribution, holders may request that their shares of Phyhealth common stock be transferred to a brokerage or other account at any time
without charge. For stockholders who own PHY H shares through a broker or other nominee, their shares of our common stock will be credited to their account by
the broker or other nominee.

From and after the spin-off date, holders of PHY H will become holders of Phyhealth common stock, and their rights as holders of PHY H will continue.

Robert Trinka, President of Phyhealth has been appointed to respond to any shareholder questions about the spin-off. Questions and requests for assistance
and additional copies of this Prospectus should be directed to Mr. Trinkaat (305) 779-1760.
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Results of the Spin-Off

Upon compl etion of the spin-off, Phyhealth will be an independent public company owning and operating the businesses that currently constitute the business
of PHYH while PHYH will not have any substantial operations except its ownership interest in and relationship with Phyhealth. For a discussion of the post spin-
off businesses, with emphasis on that of Phyhealth, see the section entitled “PHYH and PHYHEALTH.” Immediately after the spin-off, Phyhealth expects it will
have approximately 455 common shareholders of record of shares of its common stock and approximately 6,591,223 shares of common stock outstanding. The
exact number of shares to be issued in the redemption will be determined based on the number of shares of Phyhealth outstanding on the spin-off date. They
also expect 23 series A convertible preferred shareholders and 13 series B convertible preferred shareholders with at total of 3,240,000 and 622,324 shares,
respectively. The exact number of our shares that will be outstanding immediately after the spin-off will aso be known at that time.

Listing and Trading of Phyhealth Common Stock

Currently, thereis arelatively illiquid public market for PHYH common stock (traded on the OTCPinkSheets). Phyhealth intends to apply to list its common stock
on the OTCBB. Phyhealth cannot assure investors as to the price at which its common stock (or that of PHYH) will trade. The trading prices of Phyhealth
common stock after the spin-off may be less than, equal to or greater than the trading price of the restructured PHY H and Phyhealth stock in the aggregate before
(or after) the spin-off. Shares of our common stock issued in the spin-off will be freely transferable, except for shares received by those who may have a special
relationship or are affiliates. Those who may be considered Phyhealth affiliates after the spin-off generally include individuals or entities that control, are
controlled by or are under common control with Phyhealth. This may include some or al of Phyhealth officers and directors. Persons who are Phyhealth affiliates
will be permitted to sell their shares only pursuant to an effective Registration Statement under the Securities Act of 1933, as amended, and/or an exemption from
the registration requirements of the Securities Act, such as the exemption afforded by Rule 144 hereunder, specifically including the permitted number of shares.
For more information on trading in shares of Phyhealth common stock, see the section entitled “ Shares Eligible for Future Sales.”

Reason for Furnishing this Prospectus

We are furnishing this Prospectus to provide information to holders of PHYH who will be issued Phyhealth shares in the spin-off. It is not, and is not to be
construed as, an inducement or encouragement to buy or sell any of Phyhealth’s securities or those of PHYH. The information contained in this Prospectus is
believed by us to be accurate as of the date set forth on its cover. Changes may occur after that date, and neither Phyhealth nor PHY H are required to update the
information except in  the normal course of our public disclosure obligations and practices.

Expenses

The expenses of the spin-off are estimated to be approximately $75,000. These expenses will be borne by PHYH prior to the spin-off and by Phyhealth after the
spin-off.
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Accounting Consequences of the Spin-Off

Following the spin-off, Phyhealth will account for its assets and liabilities based on the historical values at which they were carried by PHYH immediately prior to
the spin-off (and deducted from PHYH's financials in such amount). The financial statements attached to this Prospectus include the historical consolidated
financial information for PHYH and its other subsidiaries, including Phyhealth. Pro formafinancial statements of Phyhealth after the spin-off have been provided
in the exhibits to reflect the capital structure as defined by the spin-off above to show one share of common or preferred stock for every 50 shares previously
reported and to show the additional shares being issued to PHYH.

Certain U.S. Federal Income Tax Consequences of the Spin-Off

The following isasummary of certain material U.S. federal income tax consequences relating to the spin-off. The summary is based on the Internal Revenue Code,
the Treasury regulations promulgated thereunder, and interpretations of the Internal Revenue Code and Treasury regulations by the courts and the Internal
Revenue Service, all asthey exist as of the date of this document and all of which are subject to change at any time, possibly with retroactive effect.

This summary does not discuss all tax considerations that may be relevant to stockholders in light of their particular circumstances, nor does it address the
consequences to stockholders subject to special treatment under the U.S. federal income tax laws, including, without limitation:

Non-U.S. persons;

Insurance companies;

Dealers or brokersin securities or currencies;

Tax-exempt organizations;

Financial institutions;

Mutual funds

Pass-through entities and investorsin such entities.

Holders who hold their shares as a hedge or as part of a hedging, straddle, conversion, synthetic security, integrated investment or other-risk
reduction transaction;

. Holders who are subject to the alternative minimum tax; or

. Holders who acquired their shares upon the exercise of employee stock options or otherwise as compensation.

In addition, this summary does not address the U.S. federal income tax conseguences to those PHYH holders who do not hold their PHYH shares as a capital
asset. Finally, this summary does not address any state, local or foreign tax consequences. I nvestors are urged to consult their own tax advisor concerning the
U.S. federal, state and local and any non-U.S. tax consequences of the spin-off.

The U.S. federal income tax consequences of the spin-off are the following: gain or loss will be recognized by (and may be included in the income of) PHYH
holders upon their receipt of shares of Phyhealth common stock in the spin-off.
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Notwithstanding the foregoing discussion, the IRS could assert that the spin-off is taxable without reduction for any cost basis and could further determine that
the value is greater than anticipated for U.S. federal income tax purposes. If the IRS were successful in taking this position, our initial public stockholders— the
former PHY H shareholder who were issued Phyhealth stock in the spin-off — and Phyhealth could be subject to significant U.S. federal income tax liabilities. In
general, Phyhealth will not be subject to tax. PHYH will not be subject to tax, given the lack of current earnings and profits or accumulated earning and profits,
and PHYH's shareholders would recognize gain or loss equal to the difference between the fair market value of the shares of Phyhealth common stock received
and 2% of the holder’stax basisin the PHY H shares held prior to the spin-off.

In connection with the spin-off, PHYH and Phyhealth will enter into a Tax Matters Agreement under which each will agree to be responsible for certain liabilities
and obligations following the spin-off. In general, under the terms of the Tax Matters Agreement, in the event that the spin-off, together were to result in greater
taxes as aresult of the failure of one party to act or an omission, the party responsible for such failure or omission would be responsible for all taxesimposed on
the other resulting from such actions or inactions. For amore detailed discussion, see the section entitled “ Relationship between Phyhealth and PHYH Following
the Spin-Off—Agreements Between Phyhealth and PHYH Relating to the Spin-Off—Tax Matters Agreement”. The indemnification obligations of each to the
other and its subsidiaries, officers and directors are not limited in amount or subject to any cap. If required to pay on the indemnity under the circumstances set
forth in the Tax Matters Agreement, either may be subject to substantial liabilities.

Current Treasury regulations require that if you are aholder of PHY H who receives Phyhealth stock in the spin-off and, immediately prior to the spin-off, own:

. At least five percent of the total outstanding stock of Phyhealth, or
. Securities of Phyhealth with an aggregate tax basis of $1,000,000 or more, then you must attach a statement relating to the spin-off to your
federal incometax return for the year in which the spin-off occurs.

The foregoing is a summary of certain U.S. federal income tax consequences of the spin-off under current law and is for general information only. The
foregoing does not purport to address all U.S. federal income tax consequences or tax consequences that may arise under the tax laws of other jurisdictions or
that may apply to particular categories of stockholders. You should consult your tax advisor asto the particular tax consequences of the spin-off, including the
application of U.S. federal state, local and foreign tax laws, and the effect of possible changesin tax lawsthat may affect the tax consequences described above.

DIVIDEND POLICY
Phyhealth does not anticipate, following the spin-off, paying any dividends on its common stock in the foreseeable future because it expectsto retain its earnings
for use in the operation and expansion of its business. Any such payment and amount of dividends will be subject to the discretion of Phyhealth’s board of

directors and will depend, among other things, on its financial condition, results of operations, cash requirements, future prospects and other factors that may be
considered relevant by Phyhealth’s board of directors.
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RELATED PARTY TRANSACTIONS

The respective Phyhealth and/or PHYH Boards have separately adopted a written Related Party Transaction Policy for the review, approval and ratification of
transactions involving the “related parties” of Phyhealth. In each case, related parties are directors and nominees for director, executive officers and immediate
family members of the foregoing, as well as security holders known to beneficially own more than five percent of our common stock. The policy covers any
transaction, arrangement or relationship, or series of transactions, arrangements or relationships, in which PHY H and/or Phyhealth was, is or will be a participant
and the amount exceeds $1,000, and in which arelated party has any direct or indirect interest. The policy is administered by the appropriate Board acting as a
committee of the whole.

In determining whether to approve or ratify arelated party transaction, the appropriate Board will consider whether or not the transaction isin, or not inconsistent
with, the best interests of the appropriate company. In making this determination, the appropriate Board is required to consider al of the relevant facts and
circumstances in light of the following factors and any other factorsto the extent deemed pertinent by the committee:

. whether the terms of the Related Party Transaction are fair to the Company and on the same basis as would apply if the transaction did not
involve a Related Party;

. whether there are business reasons for the Company to enter into the Related Party Transaction;

. whether the Related Party Transaction would impair the independence of an outside director, if applicable; and

. whether the Related Party Transaction would present an improper conflict of interests for any director or executive officer of the Company,

taking into account the size of the transaction, the overall financial position of the director, executive officer or Related Party, the direct or
indirect nature of the director's, executive officer's or Related Party's interest in the transaction and the ongoing nature of any proposed
relationship, and any other factors the Board deems relevant.

The policy contains standing pre-approvals for certain types of transactions which, even though they may fall within the definition of arelated party transaction,
are deemed to be pre-approved by Phyhealth and/or PHY H given their nature, size and/or degree of significance to the appropriate company.

In the event Phyhealth and/or PHY H inadvertently enters into arelated party transaction that requires, but has not received, pre-approval under the policy, the
transaction will be presented to the appropriate Board for review and ratification promptly upon discovery. In such event, the committee will consider whether
such transaction should be rescinded or modified and whether any changesin our controls and procedures or other actions are needed.

Thefollowing inherent or potential conflicts of interest should be considered by Phyhealth sharehol ders:

(€] For adiscussion of the conflicts of interest between Phyhealth and PHY H, see “ Relationship Between Phyhealth and PHY H Following the Spin-off.”
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2 Nutmeg hasinvested a substantial amount of money in PHY H over the years. Randall Goulding until March 2009, was the investment adviser to Nutmeg.
He currently controls no shares in either PHYH or Phyhealth. Since July 2009, Mr. Goulding served as outside counsel to PHYH. He introduced his
brother, Dr. Richard E. Goulding, to Robert Trinka (Chairman and President) and thereafter Richard Goulding became a member of the Board of Directors
of both PHYH and Phyhealth. On March 23, 2009, the SEC filed acivil suit against Nutmeg, Randall Goulding and others alleging various violations of
the Investment Advisers Act of 1934, concerning how the funds to which Nutmeg served as general partner and investment adviser were
managed. Neither Phyhealth nor PHYH is party to the complaint. PHYH has responded to the SEC' s third party subpoenain the matter. In addition, the
court-appointed receiver, Leslie Weiss, has claimed that Randall Goulding has a conflict of interest. Ms. Weiss has made a similar claim with regard to
Carl Duncan, Esqg., securities counsel to both Phyhealth and PHY H --and not a party to the complaint. In follow-up correspondence, Mr. Duncan asked
for clarification and for the underlying basis and analysis for Ms. Weiss's claim. However, she did not respond with such details. Accordingly,
Phyhealth, PHYH, PHYH, Randall Goulding and Mr. Duncan did not (and do not believe) there is any conflict and, therefore, neither Phyhealth nor
PHYH has acted to terminate either.

PHYH believes that any past transactions with its affiliates have been at prices and on terms no less favorable to Phyhealth than transactions with independent
third parties. Phyhealth may enter into transactions with its affiliates in the future. However, Phyhealth intends to continue to enter into such transactions only
at prices and on terms no less favorable to Phyhealth than transactions with independent third parties. In that context, Phyhealth will require any director or
officer who has a pecuniary interest in a matter being considered to excuse himself or herself from any negotiations. In any event, any debt instruments of
Phyhealth in the future are expected generally to prohibit Phyhealth from entering into any such affiliate transaction on other than arm’s-length terms. In
addition, a majority of the Board is (and must continue to be) neither an officer nor have a pecuniary interest (other than as a shareholder or director) in any
transactions with Phyhealth. In turn, commencing immediately, a majority of the independent Board of Directors members (defined as having no pecuniary
interest in the transaction under consideration) will be required to approve all matters involving interested parties. Moreover, it is expected that additional
independent directors will be added to the Board and the independent escrow agent, Island Stock Transfer Co., will begin serving no later than theinitial closing
for this Offering, to assure proper issuance of stock to shareholders.

PHYH AND PHYHEALTH
PHYH Overview

Physicians Healthcare Management Group, Inc. (“PHYH") is a Nevada corporation located at 700 South Royal Poinciana Boulevard -- Suite 506, Miami, Florida
33166 (Telephone: 305-779-1760). PHYH's business model consists of forming community health plans in partnership with local physicians, who will offer
government and commercial health insurance products tailored to the needs of the local markets the plans serve. The design of PHYH's business model
integrates the major financial and reimbursement aspects of delivering healthcare, including providing its physician partners with professional liability (medical
malpractice) insurance coverage through its subsidiary, Phyhealth Underwriters, Inc. (“Underwriters’) and its affiliate, Physhield Insurance Exchange, a Risk
Retention Group (“Physhield”). PHYH's overall success relies largely on the profitable management of insured risks. PHYH is a development stage company. It
has not produced revenue from operations since its inception and has an accumulated deficit of $5,453,233 as of June 30, 2010. The accumulated deficit included
the following transactions:
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- $1,765,669 of interest expense mostly paid through issuance of stock certificates

. $558,260 adjustment when the Company repurchased its common stock through notes payable which were subsequently paid off through the issuance
of series B preferred stock as described in the stockholders' equity footnote in the Physicians Healthcare Management Group, Inc. December 31, 2009
financial statements

- $353,572 of stock and stock option compensation expenses

Consequently, $2,677,501, or 49 percent, of the accumulated deficit is due to non-cash accounting adjustments that did not and will not require the outlay of cash
by either PHYH or Phyhealth.

Phyhealth Corporation

The registrant, Phyhealth Corporation (“Phyhealth”), is a Delaware corporation located at 700 South Royal Poinciana Boulevard -- Suite 506, Miami, Florida 33166
(Telephone: 305-779-1760), is a subsidiary of PHYH, and will be spun-off as a separate entity concurrent with the date of this Prospectus. The business activities
of PHYH will be transferred to and assumed by Phyhealth, which will develop community health plans built on the foundation of a Health Maintenance
Organization (HMO) Certificate of Authority (“license”). Phyhealth will also market Physhield medical malpractice insurance coverage, both within its planned
community health plan physician networks and independently, to qualified physicians and physician groups.

PHYH plans to, following the spin-off, develop and/or acquire other healthcare and related businesses that are not subject to the state and federal insurance
regulations that apply to Phyhealth’s community health plans and to Physhield. Asof the date of this Prospectus, no specific businesses have been identified.

Phyhealth, prior to the spin-off, has been a dormant shell company with no operations. Post spin-off and after assuming the business activities of PHYH,
Phyhealth will be a development stage company.

Physhield I nsurance Exchange, a Risk Retention Group and Phyhealth Underwriters, Inc.
In March 2009 PHYH purchased 42.5 percent of the common stock of Phyhealth Underwriters, Inc., from its joint venture partner, Atlas Insurance Management
(“Atlas"), bringing its total ownership to 92.5 percent. Phyhealth Underwriters serves as the Attorney-in-Fact for Physhield, PHYH's exclusive licensed medical

mal practice insurance affiliate. PHYH now operates Phyhealth Underwriters as a subsidiary and is positioned to invest additional resources in the development
of its medical malpractice insurance business.

28




Physhield is authorized under the Federal Liability Risk Retention Act of 1986 and is organized as a reciprocal insurer licensed as an Association Captive
domiciled in the state of Nevada. Physhield is chartered to underwrite medical professional liability insurance (medical malpractice) for eligible physicians and
physician groups, including the physicians who will be contracted with Phyhealth community health plans. Asareciprocal insurer, Physhield is required by law
to engage an attorney-in-fact to manage its operations, and Phyhealth Underwriters has a comprehensive, long term management agreement with Physhield.
Physhield will be owned by its subscribers and governed by a Subscribers Advisory Committee. As a federally authorized risk retention group, Physhield can
operate in all states by complying with a state-by-state registration process. Physhield is currently authorized to write medical professional liability insurance in
Nevada, Texas, Florida, Maryland and the District of Columbiaand Physhield plans to register with additional statesin 2011.

Following the spin-off, Phyhealth Underwriters will become a subsidiary of Phyhealth. None of the Phyhealth companies have an ownership interest in
Physhield, and post spin-off, Physhield will become an affiliate of Phyhealth. It is not expected that Physhield will maintain any affiliation or other relationship
with PHYH.

As of the date of this Prospectus, Physhield has not enrolled any physician subscribers and consequently has not produced any premium revenue since its
inception. PHYH is actively marketing the Physhield program to eligible physicians and physician groups, and it is expected to write its first medical malpractice
premiums in late 2010. In May 2010, Physhield entered into a Managing General Agent (“MGA”) agreement with Palumbo & Associates (“Palumbo”), which is
located at 130 N. Bond Street, Suite 203, Bel Air, Maryland 21014. Palumbo is responsible for recruiting independent insurance agents to present Physhield to
their clients and for coordinating sales activities. Palumbo is compensated through a commission on the premium paid by Physhield's physician subscribers. The
commission rate will vary depending on the volume of premium produced, subject to a contracted maximum percentage that is consistent with industry standards
and practices.

Phyhealth Underwriters' revenues are earned as a percentage of the premium paid by Physhield physician subscribers, and post spin-off this revenue will be
consolidated into Phyhealth’s financial statements. The percentage of premium Phyhealth Underwriters receives from a particular physician group insured by
Physhield will be determined in the course of preparing an actuarial feasibility study to determine the premium rates for a particular physician group or a specific
medical malpractice insurance program. Physhield’s actuarial model premium rates include 16% of Physhield’s premium for Phyhealth Underwriters. The
determination of the specific management fee percentage in any given case will take into account multiple factors unique to each physician insurance program or
group, but the calculation is most sensitive to the amount of the annual premium estimated for the physician group or program.
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The Healthcare Opportunity

The U.S. hedlthcare landscape is changing rapidly. Nationally, healthcare spending grew rapidly in the latter half of the 20th century, from $28 billion and 5
percent of Gross Domestic Product (“GDP”") in 1960, to $2.3 trillion and 16.2 percent of GDPin 2008, according to the Centers for Medicare and Medicaid
Services (“CMS’) National Health Expenditure report (NHEO8). Healthcare spending has been projected to increase by an average of 6.1 percent each year from
2009 through 2019 and to consume an expanding share of the U.S. economy, reaching $4.5 trillion and 19.3 percent of GDP by 2019, according to CMS' National
Healthcare Expenditure Projections 2009-2019.

Despite the increases in spending, the cost, quality and availability of healthcare in the U.S. have fallen under criticism due in part to the fact that quality,
accessibility and cost averages for the U.S. health system do not compare favorably with other developed nations, according to studies conducted by the World
Health Organization (“WHQO"). While the average cost of healthcare in the U.S. can be up to 100 percent greater than in some other developed countries, the U.S.
healthcare system ranked 37th among all nations in overall performance, according to WHO's most recent ranking study published in 2000. While this study is
dated and the rankings have not been repeated, it is still contributing to the perception that the U.S. healthcare systemis “ broken”.

As costs have risen, the number of people without health insurance (the uninsured) grew to 46.3 million according to the most recent estimate by the U.S. Census
Bureau in 2008, and the number of people with health insurance was 255.1 million. The Census Bureau determined that the number of people covered by private
health insurance stood at 201.0 million in 2008, 176.3 million of whom were covered by employer-based insurance programs. The number of people covered by
government health insurance in 2008 grew from 83.0 million in 2007 to 87.4 million.

Meanwhile, the Medicare Board of Trustees 2009 report states that 45.2 million people were covered under Medicare in 2008, 37.8 million people age 65 and older
and 7.4 million people disabled, with total benefits paid of $462 million. The Medicare Part A Hospital Insurance Trust Fund did not meet the short range test of
financial adequacy and was projected by the Trustees to be exhausted in 2017. The report concluded that Medicare’s funding deficit raised serious concerns and
that its projected growth would occur at even a faster rate in the future causing a severe strain on worker’'s earnings, Medicare Beneficiaries and the Federal
Budget.

As aresult of the above described and other factors, healthcare reform aimed at “bending the cost curve” (reducing total healthcare costs) and decreasing the
number of uninsured became amajor issue in the 2008 Presidential election. After hisinauguration, President Obama announced to ajoint session of Congressin
February 2009 that he would begin working with Congress to construct a plan for healthcare reform. That effort led to Congress passing the Patient Protection
and Affordable Care Act along with the Health Care and Education Reconciliation Act of 2010 (collectively referred to as “PPACA”) both of which were signed
into law by President Obama in March 2010. This comprehensive legislation touches nearly all components of the healthcare and health insurance systems, and
introduces the most sweeping change in the nation’s healthcare since Medicare was enacted in 1965.
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PPACA includes a large number of health and insurance provisions that will take effect over the next eight years, including expanding Medicaid eligibility,
subsidizing insurance premiums, providing incentives for businesses to provide healthcare benefits, prohibiting denial of coverage and claims based on pre-
existing conditions, establishing health insurance exchanges, and support for medical research. The costs of these provisions are to be offset by a variety of
taxes, fees, and cost-saving measures, such as new Medicare taxes for high-income brackets, taxes on indoor tanning, cuts to the Medicare Advantage program
in favor of traditional Medicare, and fees on medical devices and pharmaceutical companies. There is also an individual mandate to purchase health insurance
coverage in the form of a tax penalty for citizens who do not obtain health insurance (unless they are exempt due to low income or other reasons). The
Congressional Budget Office estimates that the net effect of the PPACA (including the reconciliation act) will be a reduction in the federal government’s
healthcare expenses, which will decrease the federal budget deficit by $143 billion over the next decade.

PPACA contains provisions that will go into effect immediately; on June 21, 2010 (90 days after enactment); on September 23, 2010 (six months after enactment);
and provisions that will go into effect at various times in 2014 through 2018. The full provisions of the Act are extensive and go beyond that which will directly
impact Phyhealth’s community health plan and medical mal practice business models. Below are the key provisions of the Act that management believes will most
affect the Company and a chronology of the year in which the provision goes into effect:

Effective upon enactment

- Support Comparative Effectiveness research by establishing a non-profit Patient-Centered Outcomes Research Institute. Creation of task forces on
Preventive Services and Community Preventive Services to develop, update, and disseminate evidenced-based recommendations on the use of clinical
and community prevention services.

Effective 2010

- Adults with pre-existing conditions will be eligible to join atemporary high-risk pool, which will be superseded by the healthcare exchange in 2014.

- Dependent children will be permitted to remain on their parents' insurance plan until their 26th birthday regardless of student or marital status.

- Insurers are prohibited from discriminating against any individuals under the age of 19 based on pre-existing medical conditions.

- Insurers are prohibited from rescinding coverage from any individual unless that individual has committed an act of fraud against the plan or a
misrepresentation of material fact.

- Insurers are prohibited from charging co-payments or deductibles for Level A or Level B preventive care and medical screenings on all new insurance
plans.

- Individuals affected by the Medicare Part D coverage gap will receive a $250 rebate, and 50 percent of the gap will be eliminated in 2011. The gap will be
completely eliminated by 2020.

- Insurers' abilities to enforce annual spending caps will be restricted, and completely prohibited by 2014.

- Insurers are prohibited from dropping policyholders when they get sick.

- Insurers are required to reveal details about administrative and executive expenditures.

- Insurers are required to implement an appeal s process for coverage determination and claims on all new plans.

- A new website installed by the Secretary of Health and Human Services will provide consumer insurance information for individuals and small
businessesin all states.
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Effective 2011

- Insurerswill be required to spend 85 percent of large-group and 80 percent of small-group plan premiums (with certain as yet undetermined adjustments)
on healthcare or to improve healthcare quality, or return the difference to the customer as arebate.

- Medicare Advantage payment benchmarks are frozen at 2010 levels to begin transition to new benchmarks that will vary from 95 percent of Medicare
spending in high cost areas and 115 percent of Medicare spending in low-cost areas. Changes are phased in over three, five or seven years, depending
on the level of payment reductions. Higher quality plans, as determined by CM S, will have higher benchmarks.

Effective 2012
. The formation of integrated health systems will be encouraged through physician payment reforms that enhance payment for primary care services and
incentivize physiciansto form “accountable care organizations” to gain efficiencies and improve quality.

Effective 2013

- Under the Act, non-profit, member-run insurance issuers known as Consumer Operated and Oriented Plans (“CO-OPS”) will be allowed to offer coverage
through the State insurance exchanges. Federal loans and grants will be provided for start-up costs and to meet state solvency requirements. These
loans and grants are to be awarded by July 1, 2013.

Effective 2014

- Insurers are prohibited from discriminating against or charging higher rates for any individuals based on pre-existing medical conditions.

- Insurers are prohibited from establishing annual spending caps.

- Expand Medicaid €eligibility; individuals with income up to 133 percent of the poverty line qualify for coverage, including adults without dependent
children.

. Offer tax credits to small businesses that have fewer than 25 employees and provide healthcare benefits for them.

- Impose a$2,000 per employee tax penalty on employers with over 50 employees who do not offer health insurance to their full-time workers (as amended
by the reconciliation bill). (In 2008, over 95 percent of employers with at least 50 employees offered health insurance.)

- Impose an annual penalty of $95, or up to 1 percent of income, whichever is greater, on individuals who do not secure insurance; this will rise to $695, or
2.5 percent of income, by 2016. Thisis an individual limit; families have alimit of $2,085. Exemptions to the finein cases of financial hardship or religious
beliefs are permitted.

- Employed individuals who pay more than 9.5 percent of their income on health insurance premiums will be permitted to purchase insurance policies from
a state-controlled health insurance option.
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. Pay for new spending, in part, through spending and coverage cutsin Medicare Advantage, slowing the growth of Medicare provider payments (in part
through the creation of a new |ndependent Payment Advisory Board), reducing the Medicare and Medicaid drug reimbursement rates, and cutting other
Medicare and Medicaid spending.

- Establish health insurance exchanges, and subsidize insurance premiums for individuals with income up to 400 percent of the poverty line. The subsidy
will be provided as an advanceable, refundable tax credit. Refundable tax credits are a way to provide government benefit to people even with no tax
liability (example: Child Tax Credit).

- Health insurance companies become subject to a new excise tax based on their market share; the rate gradually increases between 2014 and 2018 and
thereafter increases at the rate of inflation. The tax is expected to yield up to $14.3 billion in annual revenue.

Effective 2017

- A state may apply to the Secretary of Health & Human Services for a waiver of certain sections in the law, with respect to that state, such as the
individual mandate, provided that the state develops a detailed alternative that "will provide coverage that is at least as comprehensive" and "at least as
affordable" for "at least a comparable number of its residents" as the waived provisions. The decision of whether to grant this waiver is up to the
Secretary (who must annually report to Congress on the waiver process) after a public comment period.

Effective 2018

- All existing health insurance plans must cover approved preventive care and checkups without co-payment.

- A new 40 percent excise tax on high cost (“Cadillac") insurance plans is introduced. The tax (as amended by the reconciliation bill) is on the cost of
coverage in excess of $27,500 (family coverage) and $10,200 (individual coverage), and it is increased to $30,950 (family) and $11,850 (individual) for
retirees and employees in high risk professions. The dollar thresholds are indexed with inflation; employers with higher costs on account of the age or
gender demographics of their employees may value their coverage using the age and gender demographics of anational risk pool.

Prior to PPACA, the delivery of healthcare has been funded through a variety of public programs and private payers. Today, privately-funded healthcare
accounts for 52 percent of the nation’s healthcare cost while public, government-funded healthcare accounts for 47 percent according to CMS (NHEO08-
60). Spending by federal and state governments on the Medicare, Medicaid and SCHIP program alone accounts for 35 percent of the country’s healthcare
spending and accounts for nearly three quarters of all public spending on healthcare, according to CMS (NHE08-60). Prior to PPACA, CMS's National Health
Expenditure Projections 2009-2019 forecast that public funding would increase at a faster rate than private spending from 2009 to 2019, 7 percent versus 5.2
percent, and would grow from 47 percent of al spending in 2008 to 52 percent of all healthcare spending by 2019. PPACA increases the growth in public
spending by an estimated $828 billion through fiscal year 2019 according to the CM S Office of the Actuary’sreport of April 22, 2010.
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With the enactment of PPACA, more of the current uninsured population will be able to purchase coverage (projected by CMS to be 34 million by 2019), often
with subsidies by the federal government, thereby increasing the available market for private insurers, such as the Company’s proposed community health plans.

Phyhealth products and services are designed to take advantage of opportunities available in the marketplace both before and after the enactment of
PPACA. The Company’'s community health plan model when integrated with the Physhield program is designed to provide high quality, affordable healthcare
insurance coverage to the broadest segment of patients in the community in full compliance with the new and existing state and federal regulations. The
Company believes PPACA has created or enhanced the following opportunities:

- Individual insurance and Small Group insurance coverage. The Company believes that the insurance coverage requirements enforced with tax penalties
coupled with the federal subsidies for lower income individuals will expand the market in this category, and as a result, the number of potential members
that will be covered under its community health plans. In addition, with federal subsidies and individual and employer mandates for purchasing health
insurance, management believes the incidence of policy lapses (and their costs to insurers) and the credit risk inherent with this category of busness will
be reduced.

- Medicaid. The number of individuals and families eligible for Medicaid will expand by 18 million people (estimate by the CMS Actuary) as aresult of the
increase in the income ceiling from 100 percent to 133 percent of the poverty level. Thiswill create a correspondingly larger market for potential members
of the Company’s Medicaid Managed Care product.

- Medicare Advantage. The Act decreases the reimbursement for the private Medicare Advantage plans the Company anticipates offering. The U.S
Census Bureau's projected growth in the age 65+ population (Baby Boomers) of 16 percent to 46.8 million by 2015 and 36 percent to 54.8 million by 2020
will create increasing demand for alternatives to the Medicare traditional fee-for-service program. Also, private Medicare Advantage products have
been popular with 10.2 million or 22 percent of Medicare beneficiaries choosing this alternative in 2009 according to research conducted by Mathematica
Policy Research and reported by the Kaiser Family Foundation. Thisis nearly double the number of beneficiaries enrolled in private plans in 2003. The
Company believesit can develop a Medicare Advantage product that will be marketable, competitive and profitable for its community health plans.

. Large Group Administration. PPACA did not eliminate the ERISA self insurance medical plans used by large groups and which cover 75 million
employees (according to statistics reported by the Self Insurance Institute of America). Even though this category is not a target for the Company’s
plans, the Company will be able to provide third-party administration and network access services to large self-funded employer groups.

. Consumer Operated and Oriented Plans (* CO-OPS”). The Act provides for the formation of insurance entities that will be owned by individual
members and makes federal money available to meet state health plan solvency requirements. The Company believes its community health plan model
can be adapted to support the formation and operation of CO-OPs and can provide management, administration and healthcare delivery network support
to these new coverage entities.

- Health Insurance Exchanges. The Company believes that the insurance products to be offered by its community health plans can be designed to meet
the specifications of the exchanges and will be both competitive and profitable.
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Separate from the consumer healthcare issues and opportunities are the issues and opportunities for physicians. The Company believes that a necessary step to
improving the healthcare system and controlling the costs and quality of care is to change the way in which physicians are compensated. The current payment
structure has resulted in both primary care and specialist physicians' real income remaining flat or declining since 2004, according to the Medical Group
Management Association, which conducts an annual physician compensation study.

The predominant reimbursement model employed today is the fee-for-service model that reimburses physicians for providing services, irrespective of the
treatment outcome. The amount of the fee a physician receives for a particular serviceislargely determined by the Medicare Resource-based Relative Value Scale
(RBRVS), which is used by CMS and also widely used by private insurers. PPACA recognizes the need for change in physician reimbursement and provides for
the formation of “accountable care organizations” (see reference above).

Various studies over the past decade have documented that the dominant physician payment approach rewards volume over value and contributes to
overspending on healthcare, including analyses by the Kaiser Family Foundation. “ The existing fee-for-service compensation system pays physicians based on
the volume of care they deliver, providing financial incentives to perform more procedures rather than providing counseling, diagnosis or dispensing
prescriptions,” stated the August 2009 update to the Kaiser Family Foundation Primary Care Background Brief.

Meanwhile, medical practice expenses, such as medical malpractice liability insurance, have increased significantly. Medical liability premiums increased more
than 1,029 percent throughout the country between 1976 and 2007, according to the American Medical Association (AMA).

This leaves physicians, particularly lower paid primary care doctors, with financial incentives and rewards disproportionate to the rigorous, lengthy and
expensive education and training programs required for their profession. The economics of private practice have deteriorated to the point that it impacts the
number and quality of physicians who are attracted to the profession. The AMA’s Medical News reported in September 2009 that 40 percent of physicians
surveyed by the American Hospital Association were considering selling their practice; up from 30 percent from the prior year, and younger physicians seem
unlikely to replace departing general practitioners.

The August 2009 Update to the Kaiser Family Foundation Primary Care Background Brief concluded “Because primary care doctors spend relatively less time
doing procedures, this reimbursement system results in a wide income disparity between family physicians, whose annual income by one estimate averages
$173,000, and those practicing specialties such as radiology ($391,000) and cardiology ($419,000), Graduating medical students faced with repaying loans
averaging over $100,000 may be more inclined to enter a higher-paying specialty.”

" Dueto their lower salaries, primary care doctors often take on more patients than specialists to make ends meet. Primary care physicians may enter the field

with the goal of forming long-term relationships and coordinating care for patients and instead find themsel ves confronted with the realities of back-to-back
appointments, long hours, and frustration and stress on the part of patient and doctor.”
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The number of U.S. medical school graduates selecting a family medicine career fell 27 percent from 2002 to 2007, according to the Association of American
Medical Colleges (AAMC), a not-for-profit association that represents all 131 accredited U.S. medical schools and 400 major teaching hospitals. Medical
students cited the lifestyle associated with primary care physicians, including workload and flexibility in scheduling.

The AAMC notes that the national shortage of primary care physiciansis likely to grow worse as nearly one in three physiciansis over the age of 55 and likely to
retire within the next 20 years. The trend unfortunately coincides with the aging of the U.S. population, which will require an increasing supply of primary care
physicians trained to manage multiple and complex chronic conditions.

The Phyhealth community health plan design will involve physicians as partners in the ownership and operation of the plan. The Company’s health plan model
will enable physicians, particularly the critically important primary care physicians, to earn significant financial rewards for providing high quality preventative
care to keep their patients well, for managing chronic disorders to keep their patients health condition stable and for providing only the care necessary for the
patient’sinjury or iliness. The Company’s community health plan model, including the integration of the Physhield medical malpractice program, is designed and
will beimplemented to provide physicianswith financial incentivesto deliver high quality care at alow cost and provide physicians a higher quality of work life.

The Company believes PPACA has created or enhanced the following opportunities for its prospective physician partners and the Company:

. The Company’s health plans will empower the physicians to manage the total cost for al treatment, including hospital and pharmacy costs, and will
enable them to allocate primary care resources and reimbursement for the preventative and counseling services that are not reimbursed under the
traditional fee-for-service structure. Thisresultsin better patient care and more reimbursement for physicians, particularly those involved in primary care.

. The Company’s community health plan model is designed to give the control of the physician patient relationship to the physician who can involve and
inform the patient as indicated in any situation. This closer relationship enables the physician to better manage care and ensure compliance with
treatment regimens and prescribed medications.

- Aslicensed HMOs, the community health plans can build or acquire the healthcare treatment facilities needed by the community. This will give the
plan’s physician partners an ownership stake in the facilities; and therefore more control over patient care, the use of resources, and total patient care
spending.

. Since the physicians will own the plan, they can participate in the equity “ownership” of the patients through the HMO. Physicians share in the equity
value (stock ownership) of the HMO, which can increase the physicians' net worth and provide a financial exit strategy upon retirement, disability or
relocation.

- Physhield will give the physicians involved in the plan the opportunity to purchase their medical malpractice at alow cost since Physhield operates as a
reciprocal owned by its subscribers and returns al underwriting and investment profits to the subscribers. PPACA, while providing for tort reform
“studies”, does not address medical malpractice tort reform. The Company expects that the influx of 34 million additional insured patients into the
healthcare system can only increase the frequency of patient lawsuits making medical malpractice costs for physicians higher and Physhield's product
more attractive.
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. The Company’s proposed HMOs can also help finance, build and maintain effective information technology systems, such as electronic medical records,
that can be used by the physicians who join the HMO network. This can help reduce the cost and increase the capability of these systems as compared
to what the physicians can implement on their own.

The Company’s health plan model has been designed to deliver high quality, affordable care to the community, while allowing the critical primary care physicians
to participate in several income streams, including fee income for all the services they are required to perform, cash bonuses based on total cost savings,
dividends from stock owned in the HMO which would be based on al of the HMO's busines activities, including facilities and systems
management. Importantly, the ownership in the HMO provides an asset that the physician can access on retirement, disability or relocation. In this way, the
Company ensures that the income and other financial rewards of primary care physicians increases thereby encouraging more physicians to pursue and/or
continue a primary care career.

“Phyhealth Plan” Overview

Phyhealth Plans are designed to be built on the foundation of a state licensed, for-profit HMO. The Company’s community health plan structure is uniquein its
design in keeping physicians in control of the physician-patient relationship and placing the responsibility for managing 100 percent of patient healthcare costs
directly with the physicians. To accomplish this, the Company will share ownership of its community health plans with the local physicians to ensure that the
incentives for delivering patient-centered care at the least possible cost are aligned between the physician and the health plan/insurer.

Phyhealth will be responsible for managing the business side of the health plans including financial, actuarial, compliance, member services and transaction
processing. The physician owners will be responsible for managing patient care including utilization management, quality management, prevention programs,
drug formularies and patient relations. Through this arrangement, Phyhealth Plan members will have a medical home that will support them in improving their
overall health status by emphasizing collaboration among physicians and other clinicians to keep members healthy and fully coordinating care for members with
acute and chronic disorders.

Phyhealth’s concentration on community health plans will be differentiated from larger regional and national plans. And communities where Phyhealth Plans will
be located will benefit from alocal insurance solution that addresses the specific needs of the community and will provide the broadest access to healthcare and
insurance products specifically designed to meet the individual community’s requirements. This translates into a healthier community, lower healthcare and
insurance costs, and a smaller uninsured popul ation.

Members of the plans will benefit by being able to choose their own physician and keep their choice without having to change plans. Phyhealth Plans will target
the physicians’ patients who prefer to choose their own primary care doctor, and who control their own healthcare financing and insurance purchasing decisions.
This group of patients consists primarily of individual and small group commercial patients and Medicare beneficiaries enrolled in private Medicare Advantage
plans. Phyhealth Plans can also serve participants in other government-sponsored programs, such as Medicaid and the State Children’s Health Insurance
Program, and local employer-sponsored plans; all as dictated by the demographics, economics and special needs of the local market.
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Governance of the community health plan (HMO) will be shared between Phyhealth and the physician, partners through alocal board of directors comprised of
physicians and Phyhealth representatives. The HM O license will be held locally and the health plan will be owned, governed and managed within the community,
which will promotes collaborative and mutually rewarding relationships among primary care and specialist physicians, and in turn, with networks of hospitals and
other providers.

Phyhealth Plans will integrate all aspects of the delivery and financing of care, including providing the network physicians with medical liability insurance
protection through Physhield. Phyhealth intends to provide additional products and services that will give physicians the resources and opportunity to develop
efficient local care facilities and community wellness programs, as well as to implement information technologies, including secure electronic medical records.

Phyhealth’s community health plans will be for-profit corporations in which Phyhealth will have an ownership interest that will vary from plan to plan and could
range from 20 percent to 100 percent depending on the source of capital. Phyhealth post spinoff will be publicly traded on the OTCBB and this will open up
equity financing that can be used to fund the large and expensive development projects necessary to improve care and lower costs. It also provides
opportunities to give physicians substantive stock rewards in addition to cash compensation, without increasing costs to the patients, state and federal
governments, employers and other payers.

Phyhealth’sImplementation and Growth Strategy

Phyhealth plans to launch its first or “Pilot” community HMO in 2011 in west central Florida. None of our potential competitors dominate this area, and it is still
under-penetrated in regard to Medicare Advantage plans and affordable individual and small group commercial products, when compared to other parts of
Florida.

The “Pilot” HMO, to be initially owned and operated by Phyhealth, will serve as the platform upon which we plan to introduce subsequent community-based
HMOs that will be owned in partnership with local physicians. In the short run we will focus on growing the “Pilot” HMO's business in west central Florida and
building the Phyhealth infrastructure. The strategy of beginning with awholly-owned HMO gives us several important advantages including:

. Entering the market sooner and initiating Phyhealth’s revenue streams at an earlier date and utilizing earnings from the “Pilot” HMO to form and
capitalize additional Phyhealth plans.

. Streamlining the regul atory approval process which reduces devel opment time and costs.

- Facilitating the build-out of Phyhealth’s HMO marketing, financial and operations infrastructure, which will be necessary to support multiple
Phyhealth Plans.

. Paving the way in key markets for forming physician partnerships.
Longer term, Phyhealth intends to leverage its marketing and operational infrastructure to create economies of scope and scale to develop additional community
HMOs in partnership with physicians in favorable markets in Florida and nationwide. Through this approach, Phyhealth can combine the elements of local

service and relationships with large scale, low-cost operations.
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Phyhealth will first focus on marketing commercial individual and small business product lines, which can be introduced to the market more quickly than Medicare
Advantage, Medicaid and other government programs. Phyhealth will follow with the introduction of government programs upon approval by the federal
government’s Centers for Medicare and Medicaid Services and, as market conditions evolve. Phyhealth believes it can grow membership quickly by partnering
with prospective physician partners to convert their current patients, individual, small group and later their Medicare Advantage members, into the new
Phyhealth community health plans. We hope to attract Medicare fee-for-service beneficiaries to our Medicare Advantage program by designing health plans
focused on wellness, disease management and member cost savings.

Phyhealth also will seek to acquire health plans and existing books of business from other plans that have desirable operational and risk characteristics.
Phyhealth may also purchase physician practices and buy or build-out healthcare facilities, like diagnostic centers, surgical centers and retail clinics, in the
community, which will expand the local HMO's and Phyhealth’s revenue base beyond insurance products. Phyhealth plans to use its publicly traded common
stock along with cash to both expand the local HM Os and to supply additional capital to the HMOs as required.

The Company believes, its HMOs will offer theideal platform for implementation of HIPAA compliant technologies, including electronic medical records systems,
data transfer and management, on-line referrals, electronic communications and other practice management tools. We believe that our unique network of HMOs
will provide the economies of scale and financial leverage necessary to bring sophisticated solutions to the individual practice or independent physician group
that the physicians working alone could not afford or efficiently manage. Phyhealth, its physician owners and their patients, aswell as government payers, will all
benefit from the higher quality, lower cost care enabled by these technologies.

To implement its “Pilot HMO” strategy, PHYH, through its subsidiary Phyhealth Plan Corporation (Plan), filed separate applications in February 2008 to the
Florida Office of Insurance Regulation (OIR) and the Florida Agency for Health Care Administration (AHCA) as required to obtain a Certificate of Authority
(COA) to operate a Health Maintenance Organization (HMO). AHCA approved the Plan’s application for the required Health Care Providers Certificate pending
an on-site inspection. The Plan met and exceeded the minimum statutory requirements for its COA, and the OIR accepted the Plan’s application. However,
ultimately the OIR would not approve and issue the COA primarily on the basis that PHYH, as the ultimate parent of the Plan, could not meet the leverage tests
normally used by the OIR. The OIR made the determination that PHYH’s negative equity as shown on its financial statements would prevent the Company from
qualifying as the “back up” funding entity they now reqguired for licensing the HMO. The financial requirements for PHY H, as the parent company of the HMO,
are discretionary, extra statutory requirements that arguably are within the authority of the OIR. Regardless, the appeals process is expensive and unlikely to
produce afavorable result for the applicant.
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Therefore, the Florida OIR issued Phyhealth Plan a ten (10) days notice of their intention to deny the application in June 2008 and recommended that the
Company withdraw its application and reapply when PHYH had remedied its leverage issue and could present an acceptable balance sheet. The OIR indicated
that converting the PHY H debt to equity could cure the leverage issue, and that they could reconsider the COA application once that had been accomplished.

PHYH followed through by converting its debt to equity through the exchange of its outstanding convertible notes to a new Series B Preferred Stock. The OIR
requires that all funds used for the HMO be “unburdened” with no claim against any of the funds. The OIR also requires that the management applying for the
HMO controls the applicant corporation and that any stockholder (person or entity) with 5 percent or more of the stock be included on the application and
undergo the necessary background investigation. For these reasons, the Series B Preferred Stock was granted no voting power, and all restrictions or burdens on
the funds were removed. The OIR was particularly concerned that The Nutmeg Group (the funding organizer) could either control the Plan’s funds or the
Company, so care was taken to ensure that neither Nutmeg nor any other investor could exert management control over Phyhealth or over its capital. This
transaction gave Phyhealth management sole control over the funds as required by the Florida regulators.

Upon completion of the debt to equity conversion and the Company issuing its 2008 third quarter financial statements, the Plan arranged for an informal
regulatory review of PHYH’s revised debt and capital structure. While PHY H’s conversion to equity was acknowledged; it was necessary to classify the equity
as “Temporary Equity” on the financial statements since PHYH did not have sufficient common shares authorized to cover al of the future preferred Series B
conversions. It was recommended that the “Temporary” classification would need to be removed thus giving the Company positive stockholder’s equity. In
addition, it was suggested that the OIR would now require the Plan to have at least $5 million in unburdened cash funds in order for the Plan to qualify for its
COA. It is not advisable for the Plan to formally resubmit its application to the OIR until PHYH and the Plan meet the full financial and capital requirements
specified by the OIR.

PHYH did not have the full $5 million now required for the HMO, and management therefore decided on a strategy to file an S-1 registration with the SEC to
spinoff a new corporation with the required capital structure and file an offering to obtain additional funding. The Company also decided on a strategy to raise
additional funds by making selected strategic investments that would (1) provide an aggressive return at an acceptable risk designed to grow the Company’s
funds and/or (2) would give the Company an immediate opportunity to produce revenue and/or (3) pursue physicians or another partner(s) who would match
Phyhealth’s funds to start the HM O and/or (4) consider filing in another state where regulators would be more receptive of its COA application.

A key strategic investment was the Company’s purchase of all but 7.5 percent of Phyhealth Underwriters, Inc., the Company’sjoint venture with Atlas Insurance
Management, formed to underwrite medical professional liability insurance through Physhield Insurance Exchange. PHYH paid $590,000 for an additional 42.5
percent of Phyhealth Underwriters, Inc. (“Underwriters”) common stock, a $600,000 surplus note, start-up loan and accrued interest, giving PHYH 92.5 percent of
Underwriters. Essentially, the Company replaced Atlas's cash capital surplus contributed to Physhield and had Atlas’'s Surplus Note reissued to Phyhealth,
giving Phyhealth the right to the funds and future repayment. With this acquisition the Company placed itself in a position to invest in the marketing programs
and devote the resources necessary to insure physician groups with Physhield, commence its medical malpractice operations and begin the revenue stream from
its subsidiary, Phyhealth Underwriters, as previously described.




In 2008, the Company made other investments designed to meet its objectives, which are described below and in detail in the Notes to Financial
Statements. Management has continued to pursue the business relationships and funding to operate an HM O while awaiting the outcome of the latest legislation
surrounding healthcare that culminated with the enactment of the PPACA described above. The Company’s strategic investments are in the following entities:
AccessKey IP, Inc. (OTC Pink SheetssAKY1), MLH, Inc. and Wound Management Technologies, Inc. (OTC Bulletin Board: WNDM), ZST Digital Networks, Inc.
(Nasdag: ZSTN); Bio-Matrix Scientific Group, Inc. (OTC Bulletin Board: BMSN) and Bottled Water Mediaa privately held company.

AccessKey IP, Inc. (OTCBB:AKY]I) and its wholly-owned subsidiary, TeknoCreations, are the developer, designer and producer of advanced entertainment,
communications, and security devices. One such product is the TeknoVault. The TeknoVault is a unique computer security application that renders classified
filesin computer hard drives and outlook e-mailsinvisible and inaccessible to unauthorized eyes. Strategically, it was anticipated that this product could be made
available to physicians to better enable them to comply with HIPAA requirements. The Company could either market the product to physicians (and business
partners) or supply the product to physicians as a value-added feature to the physician’s relationship with the Company.

MLH, Inc. is aprovider of specialty medical, biotechnology solutions and technology applications to secure healthcare data delivery and messaging, and MLH
controls several healthcare and related products, services and companies, including Wound Management Technologies, Inc. (OTCBB: WNDM). The MLH
companies also have existing relationships with physicians and physician groups. The products that management reviewed during its due diligence, could prove
valuable to member physicians, enhancing the value of their medical services and resulting quality of care. WNDM'’s patented wound management products are
consistent with the Company’s proactive approach to the care and treatment of chronic disorders, such as complications of diabetes.

ZST Digital Networks, Inc. (Nasdag: ZSTN) is aleading supplier of digital and optical network equipment and installation services to cable network operatorsin
China's Henan province. While the stock price has increased, this investment is not directly related to the Company’s business model other than as a means to
meet the capital surplus requirements for itsHMO.

Bio-Matrix Scientific Group, Inc. (OTCBB: BMSN) is a biotechnology research and development company that pursues relationships with hospitals, medical
institutes, research firms and other biotechnology companies to assist in stem cell research, cell culturing and regenerative medicine therapies. BMSN maintains
facilities that are available for processing, culturing and storage of specimens (stem cells) and has laboratories available to organizations conducting
research. The Company is particularly interested in developing umbilical cord blood and adult stem cell products that could be offered to both its prospective
physician partners and future health plan members.
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Bottled Water Media and its unique Message on a Bottle delivery system of information, advertisements and other incentives, is designed to drive consumers to
targeted websites, promotional materials and retail locations. This unique approach allows companies to create memorable, high impact branding on retail
promotional and give-a-way water bottles that increase customer goodwill at no cost to the consumer. Part of the terms of the investment enable the Company to
avail itself of quality targeted advertising, at Bottled Water Media's cost. Accordingly, this is a strategic investment, providing an enhancement to the
Company’s business model in the form of abranding campaign.

Management believes that its community health plan model remains viable under the new legislation, and the Company will continuously improve its business
model to take advantage of those changes. Therefore the Company fully intends to pursue the HMO component of its business plan when the Company has
raised the full capital required and meets the financial requirements. Neither the PPACA nor other federa legislation directly addresses the issue of national
medical mal practice tort reform, and management believes that the market for its Physhield medical malpractice programswill remain viable.

Operations Plan

Phyhealth (post spin-off) intends to develop a centralized, scalable administrative operation at its Miami, Florida headquarters to take advantage of operational
efficiencies and facilitate data reporting and analysis in regulatory compliance, claims payment, actuarial review, health risk assessment, benefit design and
medical utilization.

Phyhealth also intends to locate management and staff members in each of its local service areas to conduct key service functions including sales, member
services, physician and provider relations and medical management.

Phyhealth believes that centralized administrative functions paired with a community focus in functions where it matters most, will allow it to better understand
and respond to its customers' needs and to better control medical expenses, which will give Phyhealth a critical service advantage over larger competitors who
operate from remote locations.

Phyhealth will utilize a data-driven, analytic approach to its operations that mandates tracking and regular analyses of information ranging from claims data,
medical costs, utilization and medical loss ratios for each product and service area it serves. Phyhealth will use a combination of its own data, data from public
sources and data analysis to support physicians in heading off high cost treatment events by proactively making less costly, early diagnoses and treatment
options available to its physician partners.

Phyhealth will use information technology to process and track transactions to ensure actuarial and medical datais both accurate and timely. Phyhealth plans to
develop and implement systems that will provide current information to Phyhealth corporate management, local Phyhealth HM O management and to its physician
partners. Phyhealth will be able to use acombination of software available from vendors together with custom software development to build its I T infrastructure,
linking its corporate offices, local HMOs and physicians, without suffering the added time and expense to work around the legacy systems that encumber large
health insurers.
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Phyhealth’s medical management programs will focus on prevention and wellness and will be designed to support the coordination of healthcare treatment
interventions leveraging the strong collaboration between patients, physician partners, other clinicians and other providers. Its specific disease management
programs will focus primarily on high risk care management and the treatment of chronic diseases, which are the most common, costly and preventable of al
health problemsin the U.S., according to the Centers for Disease Control and Prevention. These programs are designed to efficiently treat patients with specific,
high risk and potentially catastrophic conditions such as coronary artery disease, congestive heart failure, prenatal and premature infant care, end stage kidney
disease, diabetes, cancers and organ transplantation.

Phyhealth will also implement individual case management programs designed to assist its members in using healthcare services more efficiently and effectively
to produce better outcomes. Phyhealth’s case management program will be designed to help members with chronic conditions proactively manage their disorders,
coordinate their care within the fragmented healthcare delivery system and provide members with a medical home that encourages strong collaboration with and
among their physicians.

The centerpiece of Phyhealth’s medical management operations will be the leadership of its physician partners who manage patient care from the perspective of
their personal interactions with the plan member-patient. The medical management will be accomplished at the local community health plan level where the best
information on the patient’s condition is available and where the medical expertise for the most effective and responsive intervention exists. Each local HMO will
have active board level committees to govern medical quality and medical utilization that work closely with on-site, Phyhealth professionals to deliver timely
action.

For our “Pilot”, Phyhealth plans to develop its operational infrastructure by temporarily outsourcing selected functions to qualified service partners. This
approach avoids the high capital costs and development time involved in developing these capabilities internally. However, Phyhealth ultimately plans to
develop its own proprietary processes and systems with specially trained employees so that it can compete on the basis of member services, better control its
expenses and maintain its operating margins. Third party administration and other vendors are readily available covering all required functions, and Phyhealth has
identified key providers required to launch its HM O operations.

Salesand Marketing Strategy

Phyhealth’s branding and market position is built around the philosophy of physician managed healthcare — not insurance company or government managed -
but personal care managed by physicians within the context of a long-term and stable physician patient relationship. This message underscores the fact that
many consumers, seniorsin particular, want to use their physician without having to continually make choices about their healthcare coverage in order to remain
under their personal physician’s care.

Phyhealth’s sales and marketing programs will encompass Phyhealth-to-physician, local health plan-to-physician, and plan-to-prospective member marketing
campaigns. Phyhealth will also conduct overarching brand awareness programs through the strategic use of public and investor relations. The Company’s
community health plan marketing and sales initiatives will be tailored to each of its local service areas and designed with the goal of educating, attracting and
retaining members, as well as physicians and other providers. In addition, Phyhealth seeks to create ethnically, culturally and geographically relevant marketing
programs, where appropriate, that reflect the diversity of the areasthat it serves.
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Phyhealth’s consumer campaign will carry a strong branding message across its newspaper advertising, internet, direct mail, telemarketing, informational meetings
and community outreach. Newspaper ads will help to build brand awareness for Phyhealth’s “Pilot” HMO and all new community health plans. As permitted by
state and federal regulations, Phyhealth will use direct mail and telemarketing to notify its physician partners’ patients about the introduction of the community
health plan and to advise them on how to get more detailed information on the plan’s benefits, costs and the plan enrollment process.

Phyhealth should enjoy a special, favored relationship with its physician partners (co-owners) of its health plans and work with them to introduce Phyhealth
Plans to their patients and facilitate enrollment. Informational signage and pamphlets in offices of Phyhealth’s physician partners will play a critical role in
product branding and in building awareness of Phyhealth Plan’s products and services. In many instances, as permitted by applicable regulations, the Phyhealth
Plan will be the only plan with which its physician partners contract.

Phyhealth’s marketing plan also includes a strong busi ness-to-business communications component aimed at recruiting motivated primary care physician groups
and established independent physician associations that have significant managed care experience, a substantial patient base of members and are able to sharein
the contribution of the capital required to qualify for the state issued Certificate of Authority (license) to operate an HMO.

Phyhealth’s unique selling proposition to practicing physicians is that it provides a solution for the physician seeking more control of patient care, a higher
quality of work life, increased income and growth in their net worth.

From a sales perspective, Phyhealth will utilize experienced managing general agents to contract with state-licensed, independent local sales agents who are
typically compensated on a commission basis. Enrollment in each of Phyheath's product lines is generally a decision made individualy by the
member. Accordingly, its sales agentswill focustheir efforts on telemarketing, personal visits and company sponsored events.

With respect to Medicare, the activities of Phyhealth’s third-party brokers and agents are heavily regulated by the Centers for Medicare and Medicaid Services,
asare al of Phyhealth’s marketing and sales activities directed at Medicare beneficiaries. Phyhealth’'s sales activities are limited to activities such as conveying
information regarding the benefits of preventive care, describing the operations of managed care plans and providing information about eligibility requirements.

Phyhealth, which will provide the central administration for all of the local health plans, will employ a corporate marketing executive with overall responsibility for
commercia and Medicare member marketing and sales. This executive will coordinate all advertisements and other marketing materials and ensure compliance with
CMS and state insurance regulations. The member marketing executive will be supported at the local office by the local HMO executive director and member
service specialists who support the enrollment effort.




Phyhealth’s Competitive Advantages
Management has identified the following as Phyhealth’s strongest competitive advantages:

- Innovative and unigue business model. The capital structure of our proposed health plan (HMO) model with significant physician ownership will enable
the plan to offer unique financial benefits to the Company’s physician partners that are not available from other insurers. Thiswill give the Company an
advantage in recruiting the best physicians. And by integrating all the elements of care delivery and financing, Phyhealth will be able to offer physicians
the opportunity to control their practices, increase their time spent caring for patients, earn higher incomes, reduce practice expenses and build their net
worth. Of noteisthe fact that the Company’s health plan model fits the specifications for the “accountable care organizations” provided for in PPACA.

- Physician relationships. Phyhealth believes in and is committed to physician managed healthcare. In the healthcare system, physicians hold the
exclusive authority to authorize all treatments in all facilities including surgery, hospitalization, pharmaceuticals, durable medical equipment and the
services of nurses and other healthcare providers. Management has designed Phyhealth, its subsidiary companies and community health plans to focus
on the needs of physicians and the integrity of the physician patient relationship. Key will be a focus on collaboration, promoting information sharing
among physicians, and coordination in implementing the most appropriate treatments. By working in concert with physicians, the Company is confident
it can operate superior performing health plans and related businesses that will benefit the physicians, their patients and communities, taxpayers and the
Company’s stockholders.

- Operating philosophy. The Company will operate centralized, scalable corporate and administrative operations at its Miami, Florida headquarters to take
advantage of operational efficiencies and facilitate reporting and analysis in financial functions, information technology, regulatory compliance, claims
processing and payment, actuarial oversight, health risk assessment, health plan benefit design and marketing. However, the Company is equally
committed to designing and operating health plans tailored for the residents of each of itslocal service areas. It intendsto locate staff membersin each
of its local service areas to conduct and coordinate key functions including sales, member services, provider relations and medical
management. Phyhealth believes that centralized administrative functions paired with acommunity focus, in key functions will allow Phyhealth to better
understand and respond to its members' needs and to better control medical expenses — providing a critical advantage over larger competitors who
operate from remote locations.

. Marketing and branding. The Company will use a combination of national and local advertising to build the Phyhealth brand to attract potential
physician partners and prospective health plan members. The Company will concentrate on local marketing efforts and participation in local community
events to connect the local health plan with the community. The community connection through the Company’s local physician partners and their
patients will provide a superior selling proposition compared to health plans that merely contract with physicians and manage members
remotely. Phyhealth Plan members choose their health plan by virtue of their choice of physicians — not the reverse as is the case with traditional plan
structures.




- Elexibility and adaptability. The enactment of comprehensive insurance and healthcare reform through PPACA creates a new regulatory environment
that will impact insurers, physicians, hospitals and most of all, individuals and their families. There have already been challenges by state attorneys
general to certain provisions of PPACA and according to Gallup and other polls, the majority of the public does not support the reform effort as of the
date of this Prospectus. The U.S. healthcare system is highly complex and has generated expenditures of $2.3 trillion or 16.2 percent of the nation’s GDF
in 2008 (see prior reference). In addition, the healthcare and insurance industries are regulated by an interwoven state and federal regulatory framework
that is subject to frequent changes and modifications, if not major overhauls. By keeping its community health plans (HMOs) focused on local interests
with anarrow span of control, and the Company’s approach to centralized but distributed operations, the Company is positioned to react quickly to the
changes that are certain to be apart of the healthcare landscape for the foreseeable future.

The Company has designed and intends to implement a community health insurance model that addresses and provides solutions aimed at the accessibility,
quality and cost issues that have plagued the U.S. healthcare system for decades. The model isfounded on the most basic element of the healthcare system — the
physician patient relationship — and aligns the financial incentives to encourage all playersin the system to work together to accomplish shared objectives. This
isdifferentiated from the existing system described by Alain Enthoven, PhD Professor Emeritus Stanford University in the May 2010 issue of Health Affairs:

“The incentives in today’s dominant payment model are oriented to doing more, spending more, using more complex methods when simpler methods would do
just as well for the patient, Perversely, the result is not only excessive national spending, but poorer results for patients as well as inadequate quality of and
accessto care.”

Additional Disclosures

Employees.

As of July 31, 2010, Phyhealth had two full-time executive employees who work out of Phyhealth’s Miami, Florida headquarters. None of such employees are
represented by employee union(s). Phyhealth believesitsrelationswith all of its employees are good.

More specifically, only Robert Trinka and Fidel Rodriguez work full time. Any additional Phyhealth staff will be hired as the operational plans are scaled up and
implemented and as the funding contemplated is achieved.

Property.
PHYH has one leased office located at 700 South Royal Poinciana Boulevard -- Suite 560, Miami, Florida 33166. Thisis aone year lease of 1600 sg. ft. office space

at acost of $3,492 per month, including utilities. The office location provides convenient access to air transportation and is situated within commuting distance
of qualified, experienced applicants for employment. The office building isa10-story structure that has space available for immediate expansion.
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Experienced management team. Phyhealth’s management team has extensive experience managing varied types of insurance organizations, including physician-
managed insurers. Phyhealth has expertise in the individual and small group markets, Medicare Advantage and with small to midsize employers who self-fund
their employee medical benefits. Phyhealth has worked with Independent Physician Associations (“1PAS’) and a wide variety of physician group practices,
societies and associations. Phyhealth brings the optimum combination of full-time executives, specialized independent consultants and strategic partners to
ensure it has the expertise and knowledge required to meet operating challenges, while keeping overhead costs low. HOWEVER, PROJECTS AND BUSINESS
ACTIVITIESAS SUGGESTED HEREIN ARE INHERENTLY RISKY. (SEE “RISK FACTORS' ABOVE.)

Litigation.

There has not been any materia civil, administrative or crimina proceedings concluded, pending or on appea against Phyhealth, PHYH or their respective
affiliates and principals.

Directorsand Executive Officers.

Thefollowing table reflects the names, ages and positions of Phyhealth’s executive officers and directors.

Name Position Age 1st Elected Term Expiration
Robert L. Trinka Chairman, President, and CEO 61 March 12, 2008 April 2011
Fidel R. Rodriquez Director, Treasurer, Vice President & COO 45 March 12, 2008 April 2011
Richard E. Goulding, MD Director and Corporate Secretary 56 March 12, 2008 April 2011

Key Corporate Management.

Robert L. Trinka, MBA, FLMI, MHP, CIC, has been the Chairman of the Board of Directors, President and Chief Executive Officer of PHYH since it was
organized in April 2005, and has been a full-time employee of PHYH since July 1, 2007. He has been a Director on the Board of Directors, President and Chief
Executive Officer of Phyhealth Corporation since itsinception in January 2008. He is also the Chairman of the Subscribers Advisory Committee and President of
Physhield and a Director on the Board of Directors and President of Phyhealth Underwriters.

Mr. Trinka has more than 30 years of insurance industry executive management experience, including managing both medical mal practice (property and casualty)
and healthcare insurance (life and health) and business lines. He was Vice President of Claims for Underwriter for the Professions, the attorney-in-fact for The
Doctors Company, an I nterinsurance Exchange, from 1977 to 1980. He performed akey role in the start-up and early development of The Doctors Company which
was among the first physician-owned medical malpractice insurers, formed as a result of the California medical malpractice insurance crisisin 1975. The Doctors
Company is now one of the leading medical malpractice insurers in the nation insuring more than 46,000 physicians with over $500 million in net earned premium
written, and $3 billion in assets. (Financial datataken from the 2009 Annual Report of The Doctors Company, www.thedoctors.com).
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Mr. Trinka was employed with John Alden Financia Corporation from 1982 to 1996 where he served in several executive positions, including Vice President of
Claims, Vice President of Operations — Financial Institutions Division and Vice President — Provider Markets Division. Mr. Trinka was a member of the
management team that acquired John Alden Financial Corporation (JAFCO) in October 1987 through a leveraged buy-out. Mr. Trinka remained a part of the
management team when JAFCO filed an Initial Public Offering in October 1992 and subsequently became an NY SE-traded Fortune 400 corporation, eventually
acquired by Fortis Corporation in 1998. Mr. Trinka played a significant role in the growth of John Alden Insurance Company and JAFCO from approximately $50
million in annual premium to a national company insuring 2 million people under its small business health insurance programs with over $2 billion in annual
premium and $6 billion in assets; he was responsible for company operations in Los Angeles, California; New York, New York; and the Miami Headquarters,
managing over 100 professional, technical and manageria employees. From 1993 to 1996, he led that Company’s Provider Markets Division, which was
responsible for developing products and services aimed at the physician market. He led the development and growth of the provider excess loss reinsurance
product line which became the industry leader with over $25 million in annual reinsurance premium.

Mr. Trinka was employed from 1996 to 2000 as Vice President of McKenna & Associates, a subsidiary of The Sullivan Group (www.gjs.com), a California based
privately held national insurance brokerage specializing in products and services for the healthcare industry. He was employed by Aon Risk Services from 2000
to 2002 following Aon's acquisition of McKenna & Associates. Aon Corporation (www.aon.com) (trading symbol AOC) is the second largest insurance
brokerage and consulting firm in the world. 1n 2002, Mr. Trinka founded Healthcare Risk Partners, Inc., alicensed healthcare insurance agency, and continues to
serve as President of that company which specializes in medical stop loss programs for hospitals and other employers who self-insure their employee medical
benefit programs. Healthcare Risk Partners also provides insurance consulting services, including the formation of Uniphyd Corporation in 2002, an HMO
development company. Asaconsultant, Mr. Trinka served as the non-employee Chairman and CEO of Uniphyd Corporation until April 2005.

Mr. Trinka is has been a licensed insurance General Lines Agent from 1996 to the present (State of Florida License #A268244). He is a Certified Insurance
Counselor, a designation awarded by the National Alliance for Insurance Education & Research (www.TheNationalAlliance.com) and is an active member in the
Society of Certified Insurance Counselors. Mr. Trinka holds a Masters degree in Business Administration (MBA) from the University of Miami, Coral Gables,
Florida. He has earned the additional industry designations of Fellow in the Life Insurance Office Management Association (FLMI), as well as Managed
Healthcare Professional (MHP) from America s Health Insurance Plans (www.ahip.com)..

Mr. Trinka s extensive background incorporating most aspects of the insurance industry, his experience with building businesses and forming companies, his

corporate management experience in both public and private corporations large and small, and his professional education coupled with 35 years of business
experience qualify him for the positions he holds with PHY H, Phyhealth Corporation and its subsidiaries, aswell as Physhield Insurance Exchange.
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Fidel R. Rodriguez, MBA, FLMI, has been a Director on the Board of Directors, Treasurer, Vice President & Chief Operating Officer of PHYH since it was
organized in April 2005 and a full-time employee from July 1, 2007. He has held the same positions with Phyhealth Corporation since its inception in January
2008. Heisalso aMember of the Subscribers Advisory Committee, Treasurer and Secretary of Physhield, and a Director on the Board of Directors, Treasurer and
Secretary of Phyhealth Underwriters.

Mr. Rodriguez has 20 years of information technology (IT) management experience in the health insurance, financial, software development, call center and
telecommunications industries. He was employed from 1983 to 1999 with John Alden Life Insurance Company (JAFCO), a NY SE-traded, Fortune 400 Company
where he held several management information systems (M1S), operations and I T management positions. Mr. Rodriguez served as the Director of MIS from 1987
to 1995 for JAFCO's Financial Institutions Division, responsible for the technology selection, application and implementation of information systems to process
transactions for 350,000 annuity owners totaling $6 billion in assets. From 1995 to 1999, Mr. Rodriguez served as Director of the Provider Data Management
Division, a 150 employee division responsible for managing the contract and utilization data necessary to pay the 80,000 healthcare providers in JAFCO's
contracted national provider network.

Mr. Rodriguez was the Director of Client Services for Cellit Technologies from 1999 to 2001 where he managed a 30 employee division responsible for the
installation of call center software at customer locationsin the U.S., South Africa, India, Chinaand Brazil. Miami-based Cellit Technologies was a start-up private
company that developed a comprehensive call center software, and grew to 250 employees and $12,000,000 in annual revenue prior to its being acquired by Devox
Communications Corporation, then the call center software market leader.

Mr. Rodriguez holds a Bachelor of Science degree from Excelsior College and a Masters degree in Business Administration with a concentration in MIS from
Bellevue University. He has earned the insurance industry designation of Fellow in the Life Insurance Office Management Association and is a Microsoft
Certified Systems Engineer (MCSE) aswell as Certified Database Administrator (MCDBA)

Mr Rodriguez has broad operations management and information technology knowledge and experience directly applicable to his position with the Company. He
brings specific expertise in systems engineering, project management, process design, total quality management as well as significant knowledge and experience
with leading start-up, rapid growth organizations.

Richard E. Goulding, MD has been a Director on the Board of Directors and Secretary of PHYH since it was organized in April 2005. He has held the same

positions with Phyhealth Corporation from its inception in January 2008. Dr. Goulding isthe Medical Director for Physhield Insurance Exchange, is a Member of
the Physhield Subscribers Advisory Committee and a Director of Phyhealth Underwriters.
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Dr. Goulding has been an independent investor, businessman and physician from 1999 to the present. He wasin private medical practice as an Otolaryngologist,
Board Certified by the American Academy of Otolaryngology and a Head, Neck and Facial Plastic and Reconstructive Surgeon Board Certified by the American
Academy of Facial Plastic & Reconstructive Surgery from 1984 to 1999. Dr. Goulding was the Chief Resident Otolaryngology/Head & Neck Surgery/Facial Plastic
Surgery at the University of Miami-Jackson Memorial Hospital and Chief of Otolaryngology at Holmes Regional Medical Center, Melbourne, Florida. He holds a
Bachelor of Science degree from the University of Floridaand aDoctor of Medicine degree from LoyolaUniversity.

Having been a minority share holder of OMNI healthcare in Melbourne, Florida, Dr. Goulding is keenly aware of the peculiar problems associated with physicians
as they are embracing a dismal economic future with regards to third party payments and related health and payment issues. As an author and public speaker, he
is highly conversant with Phyhealth’'s unusual health care model. He is the author of “A Comprehensive Health Care Model”, which has been submitted to
JAMA. Dr. Goulding's standing to the medical community and involvement in the medical field, coupled with his demonstrated unique and disciplined insights
into the practical application of health care, makes him uniquely qualified to be a member of the Phyhealth Board of Directors and made him an invaluable member
of the Board, providing the medical practice input and balance which might otherwise be lacking.

Executive Compensation.

Changein
penson value
and non-
Non-Equity qualified
Incentive deferred All Other

Name and Stock Option plan compensation ~ Compensation

principal Salary Bonus awards awards compensation earnings %) Total

Position Y ear (%) &) (%) ) (%) (%) (3 (%)
Robert L. Trinka,
Principal
Executive Officer
and Principal
Financial Officer 2010 $ 150,000 @ N/A () N/A N/A 0 $ 150,000
Fidel R.
Rodriquez,
VP/Chief
Operating
Officer, Director
and Treasurer 2010 $ 120,000 @ N/A @ N/A N/A 0 $ 120,000
Richard E.
Goulding, MD,
Director 2010 $ 5,000 N/A N/A N/A N/A N/A 0 $ 5,000
1) Potential incentive bonuses: (i) 0.25% of annual Gross Revenues plus (ii) 0.25% of the annual growth in Gross Revenues plus (iii) 5.0% of Income before

Interest, Taxes, Depreciation and Amortization plus (iv) 10 yr. stock options (20 million shares at $0.003 per share).
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2 Potential incentive bonuses: (i) 0.20% of annual Gross Revenues plus (ii) 0.20% of the annual growth in Gross Revenues plus (iii) 3.75% of Income before
Interest, Taxes, Depreciation and Amortization plus (iv) 10 yr. stock options (20 million shares at $0.003 per share).
?3) Reimbursement for travel and incidental expenses.

Trinka and Rodriguez were consultants to PHY H from its inception through their July 1, 2007 employment date. Compensation to outside board members will be
at $1,000 per meeting, plustravel and incidental expenses. There will be no compensation to board members employed by Phyhealth or any of its subsidiaries and
affiliates, except that Richard E. Goulding will be paid $5,000 per year commencing in 2010.

PHYH entered into Employment Agreements with Messrs. Trinka and Rodriguez effective July 1, 2007, when they became full-time employees. The Agreements
provide base salaries totaling $270,000 with future salary increases contingent on meeting an annual revenue target of $4,000,000 or when the company has raised
atotal of $8,000,000 in equity, excluding capital raised exclusively to fund the required regulatory capital surplus of a Phyhealth Plan HMO and capital raised prior
to the signing of the Employment Agreement on January 10, 2008. Neither of the salary increase targets has been reached and consequently, no salary increases
have been granted up to the date of this prospectus. The Company does not anticipate that either of the salary increase targets will be met in the calendar year
2010.

The Agreements provide for annual incentive bonuses calculated as a function of annual Gross Revenue, the Growth in annual Gross Revenue and annual Net
Income. The bonusis payablein either cash or restricted common stock of the Company at the Company’ s option, but the bonus must include a cash payment at
least equivalent to the employee’s tax liability resulting from payment of the bonus. The bonus formula requires annual gross revenues greater than or equal to
zero and/or annual net income greater than or equal to zero and, since the Company has not produced any revenues nor has it earned any net income in any
calendar year prior to the date of this Prospectus, no bonuses have been paid. Should PHYH produce annual gross revenues and/or annual net income in the
calendar year 2010, the annual bonuses would be earned as of December 31, 2010 and paid in 2011 based on PHY H'’ s audited financial results.

Post spin-off, Phyhealth will assume the Employment Agreements. PHYH will not enter into separate Employment Agreements with Messrs. Trinka and
Rodriguez. These two employees will not continue as employees of PHYH and will not receive compensation from PHYH. They will, however, continue in their
current positionswith PHY H until new management isinstalled.

The Employment Agreements have aterm of five (5) years with an automatic renewal for (5) years subject to certain conditions and approvals. The Agreements
provide for termination with or without cause, including separation benefits and non-compete restrictions.

Upon execution of the agreements, Messrs. Trinka and Rodriguez were each awarded 10 year stock options for 20,000,000 common shares priced at $0.003.
Phyhealth does not have a stock option plan in place.
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SELECTED FINANCIAL DATA

The following table sets forth certain financial datafor PHY H. The selected financial data should be read in conjunction with PHYH’s “Management’s Discussion
and Analysis of Financial Condition and Results of Operations” and the consolidated financial statements of PHYH and notes thereto. The selected financial
datafor the six months ended June 30, 2010 and for the years ended December 31, 2009 through 2006 and for the period February 14, 2005 (inception) to December
31, 2005, have been derived from PHY H’ s audited and unaudited consolidated financial statements. (See Appendix F).

For thesix 2/14/2005
Months ended Year Ended Year Ended Year Ended Year Ended (Inception)
6/30/10 12/31/09 12/31/08 12/31/07 12/31/06 to 12/31/05
Income Statement Data:
Revenue $ - 8 - $ - $ - $ -$- =
Operating Expenses $ (425,840) $ (398,649) $ (1,093,845) $ (599,168) $ (380,481) $ (209,018)
L oss From Operations $ (4258400 $ (398649) $  (1,093845) $ (599,168) $ (380481) $ (209,018)
Interest and Other income and expense, net ~ $ 52298 $ (108,976) $ (1,748,022) $ - 8 (2500 $ -
Net L oss attributable to PHYH $ (362,590 $ (501,599) $  (2.841867) $ (599,168) $ (380,731) $ (209,018)
Net Loss per Share $ - $ - $ 002 $ - $ - $ (0.03)
Weighted Average Common  Shares
Outstanding - Basic and Diluted 155,925,507 155,925,819 155,998,864 241,144,801 177,105,608 6,835,488
Pro FormaNet Loss per Share (SeeNote1l)  $ (0.06) $ (0.08) - - - -
Pro Forma Common and Common Equivalent
Shares Outstanding — (See Note 1) 6,591,223 6,591,223 - - - -
Balance Sheet Data:
Working Capital $ 926,807 $ 1518457 $ 2,776,150 $ 15802 $ 16,837 $ 15,719
Total Assets $ 2439219 $ 2873205 $ 3406321 $ 57,713  $ 57,713 % 32,995
Accumul ated Deficit $  (5453233) $  (5090643) $  (4589044) $  (L,747177) $ (589,749) $ (209,018)
Stockholders' Equity (Deficit) $ (5068243 $ (4626415 $  (4172347) $ (1429203 $ 36524 $ 31,311

Note 1: Common and common equivalent shares outstanding reflect the pro forma application of the spin-off described in this Prospectus. The weighted average
share of common stock reflects: (1) the issuance of 1 share of common stock of Phyhealth for every 50 common shares of PHY H; (2) 3,471,713 shares of Phyhealth
common stock to beissued to PHY H; and (3) 1,000 Phyhealth common shares already held by PHY H.
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PRO FORMA FINANCIAL INFORMATION

The unaudited pro forma consolidated statement of financial position at Appendix F, gives effect to the spin-off of Phyhealth from PHYH. The unaudited pro
forma consolidated statement of financial position is based on the historical consolidated statement of financial position of PHY H appearing in the exhibits of this
Prospectus and assumes the spin-off occurred on June 30, 2010. The pro forma consolidated statements of operations reflect the results of PHY H and subsidiaries
(including Phyhealth) for the three months ended June 30, 2010 and for the fiscal year ended December 31, 2009, and are presented as if the transaction was
consummated as of January 1, 2009. The unaudited pro formafinancial statements should be read in conjunction with the historical financial statements and notes
thereto of PHY H and subsidiariesincluded in the exhibits to this Prospectus.

Audited financia statements as of December 31, 2009 and 2008 (see Appendix F) are provided in this Prospectus. In addition, summary financial datais provided
in“ Selected Financial Data’ above.

MANAGEMENT'SDISCUSSION AND ANALYSISOF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Current Operational Overview

PHYH was formed on February 14, 2005 and has been in the development stage and its efforts through June 30, 2010 have been principaly devoted to
organizational activities, raising capital, evaluating operational opportunities and fulfilling regulatory requirements. Since its formation, PHYH has not realized
any revenues from its planned operations. Currently, PHY H has made selected strategic investments with the initial capital both as a means to raise the remaining
funds necessary to execute its community health plan business model, activate its medical mal practice business segment and to increase shareholder value.

In accordance with its business plan, on February 27, 2009, PHYH purchased an additional 42.5% of the common stock of Phyhealth Underwriters, Inc.
(“Underwriters”), from its joint venture partner, Atlas Insurance Management, bringing its total ownership to 92.5%. Underwriters is the Attorney-in-fact for
Physhield Insurance Exchange, a Risk Retention Group (Physhield), PHY H’s exclusive licensed medical malpractice insurance affiliate. Phyhealth plansto operate
Underwriters as asubsidiary and is now positioned to invest additional resources in the development of its medical mal practice insurance business.

As PHYH, to date, has only been involved in organizational related activities described above, PHYH financial situation to date is not reflective of what
management expects PHY H’s financial situation to be after the successful completion of itsinvestment strategy described above. AsPHYH and Phyhealth have
not begun to earn revenues, if the investment strategies are not successful, there could be an adverse material effect on the companies.

Results of Operations:

Six months ended June 30, 2010 compared to the six months ended June 30, 2009:
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Because PHYH is a development stage enterprise, it has not incurred the normal operating expenses it would expect to incur once it commences
operations. Except as described below, the development stage expenses it did incur didn’t fluctuate significantly during the six months ended June 30, 2010
compared to the same period in 2009. Management expects devel opment stage expenses to stay fairly consistent during 2010.

Bad debt expense increased from an expense recovery of $216,903 for the six months ended June 30, 2009 to bad debt expense of $111,433 for the six months
ended June 30, 2010. In the six months ended June 30, 2009, PHY H purchased additional shares of Underwritersto bring its ownership to 92.5% of Underwriters
total outstanding shares. The accounting for this transaction caused the previously recorded bad debt allowance to be reversed, resulting in the expense
recovery reflected in the consolidated statements of operation and comprehensive income (10ss).

In the six months ended June 30, 2010, PHY H recognized |oan extension fees of $45,000 from the receipt of common stock warrants received from one of its
investments in a convertible note receivable.

Year ended December 31, 2009 compared to Year ended December 31, 2008:

Officers’ compensation decreased from $325,345 to $261,487 from 2008 to 2009, respectively. The decrease was mainly due to the $99,383 expense recognized in
2008 for stock optionsissued to the officers compared to $617 for 2009. No further stock option expense is expected in 2010.

Consulting and professional fees decreased from $436,949 to $272,049 from 2008 to 2009, respectively. The decrease was mostly due to approximately $229,337 of
consulting fees paid in 2008 to develop aHMO that was not repeated in 2009 since the HM O application was withdrawn. This decrease in was partially offset by
a $52,666 increase in audit and accounting fees mainly incurred in order to produce the Form S-1 registration statement, a subsequent pre-effective amendment
and therelated audit reportsrequired to file these documents.

HMO reinsurance, network and administration decreased from $169,257to a refund of previously paid expense of $29,987 from 2008 to 2009. The refund was a
result of an HMO application fee and insurance premiums that were paid and expensed in 2008 and later refunded in 2009 because of the withdrawal of Phyhealth
Plan Corporation’s PHY H’ s application to operate as an HMO.

Bad debt expense decreased from $15,683 to an expense recovery of $200,195, which consists of a $40,000 bad debt expense on our convertible note receivable
due from AccessKey and $240,195 bad debt recovery of bad debt expense previously recorded on accounts receivable from Phyhealth Underwriters, Inc.
(Underwriters). Since PHY H purchased additional shares of Underwriters to bring its ownership to 92.5% of total outstanding shares, the accounts receivable is
eliminated in consolidation of the financial statements and the previously recorded bad debt expenses were reversed since the allowance for bad debts is no
longer necessary.

General and administrative expenses decreased from $146,611 in 2008 to $95,295 in 2009. The decrease is mostly due a decrease in costs in investor relations,
travel and marketing expenses.

Interest expense of $1,765,669 was recognized in 2008 as a result of interest on debt agreements that were tied to PHYH's stock price. The debt and the
associated interest expense were paid by issuing the investor series B preferred stock.

In 2009, PHYH recognized an impairment loss of $320,111 on its investments due to a decrease in the investments' market value that management deemed was
more than atemporary decrease.

Also in 2009, PHYH recognized loan extension fees of $126,000 from the receipt of common stock and common stock warrants received from one of its
investments in a convertible note receivable. PHYH also recorded interest income of $71,111 included in the $84,885 due to the amortization of the premium on
that convertible note receivable.

Inflation and seasonality:

PHY H does not believe that inflation or seasonality will significantly affect its results of operation.
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Liquidity and Capital Resour ces

PHYH’s cash and liquidity resources have been provided by investors over the history of PHY H through a combination of investor contributions of $512,319 and
the sale of $4,598,112 of convertible debentures. The debentures and the associated accrued interest were subsequently exchanged for $7,467,883 of series B
convertible preferred stock. The funds received by PHYH were used to further PHYH’s business plan and to submit an application with the state of Florida to
operate an HMO. While Phyhealth Plan Corporation had the minimum funds required by state law to apply for an HMO certificate, the state determined that more
than the minimum reserve required by law was needed for the application to be approved. Consequently, in 2009 Phyhealth Plan Corporation withdrew its
application and PHYH is investing the funds in strategic opportunities in order to grow their assets sufficient to resubmit an HMO application to the State of
Florida. It is too early to tell the final results of this investment strategy, but management believes that the overall return will meet the original strategy of
producing better than average returns. However, much of the potential gains are tied up in investments and have not been sold; therefore, a change in the market
conditions could have a detrimental impact on the outcome. Consequently, management cannot insure that their investment strategy will be successful or that all
the investment capital will be returned.

Management believes that its short and long-term needs for working capital, capital expenditures, new facilities and acquisitions will be satisfied by the proceeds
of itsinvestment strategy and the funds generated from future operations. Post spin-off Phyhealth expects the temporary equity shown on the PHYH balance
sheet to be converted to equity and not require cash outflows to satisfy these series B preferred shares, however, there is no guarantee that cash outflow will not
berequired. Post spin-off Phyhealth’s current liabilitieswill continue to be covered by the existing assets.

Debt and Contractual Obligations

On January 10, 2008, PHY H executed two employment agreements, one with its President/Chief Executive Officer/Chairman of the Board (CEOQ), the other with its
Vice President, Chief Operating Officer and Corporate Director (COO). Both agreements are effective upon signing and expire on December 31, 2012. The base
salary of the two agreements total $270,000, with combined escalation clauses up to $900,000 if certain revenue, equity and profit milestones are met.

PHY H leases office space on ayear- to-year lease with the | ease payments of $3,492 per month ending in March of 2011.

Other commitments relating to the third party administrator and reinsurance agreement comments were contingent upon the certificate of authorization to run an

HMO. Since the application for HMO certification has been withdrawn, the commitments have been suspended until the application has been resubmitted and/or
approved.
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Critical Accounting Policies

Our discussion and analysis of our financial condition and the results of our operations are based upon our consolidated financial statements and the data used
to prepare them. Our financial statements have been prepared in accordance with accounting principles generally accepted in the United States. On an ongoing
basis we re-evaluate our judgments and estimates including those related to bad debts, investments, long-lived intangible assets, and income taxes. We base our
estimates and judgments on our historical experience, knowledge of current conditions and our beliefs of what could occur in the future considering available
information. Actual results may differ from these estimates under different assumptions or conditions. Our estimates are guided by observing the following critical
accounting policies.

Allowance for loans:

PHYH has incurred certain costs to establish Physhield Insurance Exchange, a Risk Retention Group (Physhield), a Nevada captive insurer. Once established,
PHYH's subsidiary Under-writers will generate fees by operating as the Attorney-in-Fact for Physhield. The costs incurred through June 30, 2010 to establish
Physhield totaled $705,528 and are recorded as a receivable by PHYH from Physhield, but must first be approved by the Physhield's future Subscribers Advisory
Committee before it could be paid. Since there is no guarantee that the Subscribers Advisory Committee will approve payment of these costs, PHY H has recorded
a 100% allowance on this receivable. If the Subscribers Advisory Committee approves repayment of these costs it will create expense recovery to PHYH when
the allowanceisreversed.

PHYH has loaned $250,000 to a company that has failed to meet the payment obligations under the loan. The loan provides that upon default PHYH is entitled to
20% of the company for $100. A 100% reserve was established on this loan because of the uncertainty of collecting the funds previously invested. However,
PHY H could gain much more than the original investment by having a 20% ownership interest in the company along with the intellectual property it possesses.

Investments

PHYH accounts for the purchase of non-marketable equity and debt securities on a cost basis of accounting. Equity securities are classified as non-marketable
when at the time of the purchase the equity security does not have readily determinable fair values because the security is not publicly traded and PHYH does
not have the ability to easily or readily convert the investment to cash in the open market. Consequently, significant gains or losses may be recognized when
equity securities are finally sold. In some cases the size of the potential gain or loss is not easily estimatable since there is no readily determinable fair value
available. In other casesit may be subject to significant fluctuationsin the market before the restrictions on the sale are removed.
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PHYH accounts for the purchase of marketable equity securities in accordance with ASC 320, “Investment — Debt and Equity Securities” with any unrealized
gains and lossesincluded in earnings. However, those securities may not have the trading volume to support the stock price if the Company were to sell al their
shares in the open market at once, so the Company may have aloss on the sale of marketable securities even though they record marketable equity securities at
the current market value. All marketable equity securities totaled $667,407 at June 30, 2010.

Long-lived intangible assets and goodwil |

PHYH evaluates its long-lived assets for impairment whenever events or change in circumstances indicate that the carrying amount of such assets may not be
recoverable. Recoverability of assets to be held and used is measured by a comparison of the carrying amount of the asset to the future net undiscounted cash
flows expected to be generated by the asset. If such assets are considered to be impaired, the impairment to be recognized is the excess of the carrying amount
over thefair value of the asset.

Currently, Phyhealth believes that the income stream from Phyhealth Underwriters will more than justify the goodwill recorded in the acquisition of the additional
42.5% interest in the Phyhealth Underwriter's common stock. If, however, Phyhealth is unable to execute its business strategy of being the Attorney-in-fact for
Physhield, and impairment of a portion, if not all, of the goodwill will need to be recorded in Phyhealth’s financial statements. No impairment was considered
necessary as of June 30, 2010 .

Income taxes
PHYH accounts for income taxes using the liability method, which requires the determination of deferred tax assets and liabilities based on the differences
between the financial and tax basis of assets and liabilities, using enacted tax rates in effect for the year in which differences are expected to reverse. Deferred tax
assets are adjusted by a valuation allowance, if based on the weight of available evidence it is more likely than not that some portion or al of the deferred tax
assets will not berealized. Currently 100% of the deferred tax asset is reserved. If in fact Phyhealth does become profitable post spin-off, income will be charged
to the statement of operations resulting from areversal of that allowance. That allowance totals approximately $1.7 million as of December 31, 2009 and March 31,
2010.
There are no recently issued accounting standards known to have amaterial impact on PHY H’s Financial Statements as of June 30, 2009.

APPLICATION OF PROCEEDS
Since no money is being raised in this spin-off, no Application of Proceedsis here presented.
Phyhealth intends to raise additional funds, up to $10,000,000, through a subsequent initial public offering. Any such IPO will occur only after an appropriate
Registration Statement isfiled, reviewed and declared effective under the Securities Act of 1933.

57




PHYH, Phyhealth’s parent company was formed on February 14, 2005 and has been in the development stage and its efforts to this date have been principally
devoted to organizational activities, raising capital, evaluating operational opportunities and fulfilling regulatory requirements. Since its formation, PHYH has not
realized any revenues from its planned operations. Currently, PHYH has made selected strategic investments with the initial capital both as a means to raise the
remaining funds necessary to execute its community health plan business model, activate its medical malpractice business and to increase shareholder value. As
PHYH to date, has only been involved in organizational related activities described above, PHY H's financial situation to date reflected in the attached financial
statementsis not reflective of what management expects PHY H’ s financial situation to be after the successful completion of the spin-off.

MARKET PRICE OF COMMON STOCK AND RELATED MATTERS
Market Information
While there has been arelatively illiquid trading market for the shares of PHYH, there has been no public trading market for the shares of Phyhealth prior to the
spin-off. Phyhealth intendsto apply to list its common stock on the OTCBB such that a secondary market will commence on the spin-off date.
Holders

Asof July 31, 2010, there were approximately 455 shareholders of record of PHYH common stock and 38 holders of record of its preferred stock.

SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERSAND MANAGEMENT

Before the spin-off, all of the outstanding shares of Phyhealth common and preferred stock were held beneficially and of record by PHYH. The following table
setsforth, as of July 31, 2010, information concerning expected beneficial ownership of our common stock after giving effect to the spin-off by:

L] Each person or entity known to us who will beneficially own more than five percent of the outstanding shares of Phyhealth’s common stock;

. Each person who we currently know will be one of Phyhealth’s directors or named executive officers at the time of the spin-off; and
] Asagroup, al persons who Phyhealth currently know will be Phyhealth directors and executive officers at the time of the spin-off.
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The following information:

. Gives effect to the spin-off asif it had occurred on July 31, 2010, on which date 6,591,223 shares of Phyhealth common stock, 3,240,000 shares of
Phyhealth Series A Preferred Shares and 622,324 shares of Phyhealth Series B Convertible Shares were outstanding;

. Reflectsa 1 for 50 (2%) ratio of one share of Phyhealth common stock for every 50 shares of PHYH common; and

L] A pro ratadistribution of same held by persons listed in the table below.

The actual number of shares of common stock outstanding as of the spin-off date may differ to the extent that new PHYH common or preferred shares are i ssued
or repurchased between June 30, 2010 and the spin-off date and if (while unlikely) the assumed conversion ratio differs from the actual ratio.

Based on information furnished to us by or on behalf of such person or entity, except as otherwise indicated in the footnotes below, Phyhealth believes that each
person or entity has sole voting and investment power with respect to the shares of common stock set forth opposite such person’s or entity’s name. Beneficia
ownership is determined in accordance with the rules of the SEC and generally attributes beneficial ownership of securities to persons who possess sole or
shared voting or investment power with respect to such shares. Shares of our common stock (subject to options that are currently exercisable for shares of our
common stock or other securities evidencing the right to receive shares of our common stock that are vested, or that will be exercisable for shares of our common
stock or that will vest within 60 days after July 31, 2010), are deemed to be outstanding and beneficially owned by the person holding such options or other
securities (in Phyhealth’s case, its Series A Convertible Preferred or Series B Convertible Preferred) for the purpose of computing the percentage ownership of
such person, but are not treated as outstanding for the purpose of computing the percentage ownership of any other person. Except as otherwise noted below,
the address for each person listed in the following table is 700 South Poinciana Boulevard — Suite 506, Miami, Florida 33166.
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Amount and

Nature of
Name and Address * Beneficial Per cent of
Of Beneficial Owner Owner ship Class
Controlled by Robert Trinka
Robert L. Trinka (1) 1,144,899 3.2%
RDK Investments, LLC (4) 543,973 15%
Sea Change Ventures, LLC (4) 271,987 0.8%
Trinka Family Partnership, LLC (4) 271,987 0.8%
Total controlled by Robert Trinka 2,232,846 6.3%
Fidel R. Rodriquez (2) 807,980 2.3%
Controlled by Richard Goulding
Richard E. Goulding, MD (3) 1,631,921 4.6%
Richard Goulding Trust (4) 542,973 1.5%
Total controlled by Richard Goulding (4) 2,175,894 6.1%
Controlled by Nutmeg Group, LLC (5)
The Nutmeg Group, L.L.C. 173,761 0.5%
Nutmeg MiniFund Il, LLLP 917,280 2.6%
Nutmeg Lightning Fund, LLLP 383,050 11%
Nutmeg October 2005, LLLP 513,286 14%
Nutmeg/Michael Fund, LLLP 896,334 2.5%
Nutmeg/Fortuna Fund LLLP 531,284 1.5%
Nutmeg/Patriot Fund, LLLP 1,177,028 3.3%
Nutmeg/Mercury Fund, LLLP 3,268,709 9.2%
Total controlled by Nutmeg Group, LLC 7,905,215 22.1%
Micro Pipe Fundl, LLC 1,757,416 5.0%
Controlled by Wealth Strategy Partners (5)
Stealth 14,133,332 39.8%
Black Diamond, now Adamas Fund, LLP 1,134,334 3.2%
Total controlled by Wealth Strategy Partners 15,267,666 43.0%
All directors and officers as agroup (3 persons) 5,216,720 14.7%
(1) Includes 255,053 shares of common stock, 489,846 shares of Series A preferred stock that is convertible into the same number of common shares and

stock options to purchase 400,000 shares of common stock that has an exercise price of $0.003 with aterm of ten years, expiring on January 9, 2018.

2 Includes 132,442 shares of common stock, 275,538 shares of Series A preferred stock that is convertible into the same number of common shares, and

stock options to purchase 400,000 shares of common stock that has an exercise price of $0.003 with aterm of ten years, expiring on January 9, 2018.

3 Includes 706,358 shares of common stock and 1,469.536 shares of Series A preferred stock that is convertible into the same number of common shares.
(4) For RDK Investments, the number of shares includes 176,589 shares of common stock and 367,384 shares of Series A preferred stock; for Sea Change
Ventures and Trinka Family Partnership, the number of shares for each includes 88,295 shares of common stock and 183,692 shares of Series A preferred

stock. Series A pre-ferred stock is convertible on a one-to-one basis into common shares.

(5) Consists solely of shares underlying the Series B preferred stock that is convertible into 40 shares of common stock for every one share of the Series B
preferred stock.
* Shares owned by corporations or other than non-natural persons are voted and owned by their respective principals, not shared with any other person

or entity. The Nutmeg Group, LLC iscontrolled by Leslie Weiss, as Receiver, Barnes & Thornburg LLP, 1 North Wacker Drive, Suite 4400, Chicago, IL
60606, (312) 214 — 4864; Micro Pipe Fundl, LLC is controlled by David Mickelson 5927 Balfour Court, Suite 212, Carlsbad, California 92008, (760) 444-
5014; Wealth Strategy Partnersis controlled by Mr. Harvey Altholtz, 1800 Second St., Suite 758 Sarasota, FL 34236, (941) 366-7473
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PHYH'sRELATIONSHIPWITH PHYHEALTH FOLLOWING THE SPIN-OFF

The specific terms and conditions of the spin-off are governed by a Separation Agreement between Phyhealth and PHYH. In addition, Phyhealth and PHYH have
entered into a Tax Matters Agreement in connection with the spin-off.

The material terms of the respective Agreement are described below. Copies of such Agreements have been filed as Exhibits to the Registration Statement of
which this Prospectus forms a part, and the summaries of these documents that follow are qualified in their entirety by reference to the full text of these
documents which are incorporated by reference into this Prospectus.

Agreements Between Phyhealth and PHYH Relating to the Spin-Off
Separation Agreement

The Separation Agreement sets forth the agreements between Phyhealth and PHYH with respect to the principal corporate transactions required to effect the
spin-off, and a number of other agreements governing the relationship between Phyhealth and us following the spin-off. The Separation Agreement also provides
for aseries of preliminary restructuring transactions to effect the transfer to Phyhealth of all of the assets and liabilities relating to its business. Phyhealth expects
to finalize the transfers called for under the Separation Agreement before the effectiveness of the spin-off. However, Phyhealth will only complete the spin-off if
specified conditions are met. These conditions include:

The transfer to Phyhealth of all of the assets and liabilities attributabl e to its business;

The SEC declaring effective the Form S-1 Registration Statement of which this Prospectus forms a part;
The listing of Phyhealth common stock on the OTCBB or other proprietary trading system;

Receipt of material consents and approvals; and

The absence of any injunction or similar order preventing the consummation of the spin-off.

Even if these conditions are satisfied, other events or circumstances, including litigation, could occur that could affect the timing or terms of the spin-off or
Phyhealth’s ability or plans to complete the spin-off. Asaresult of any such events or circumstances, the spin-off may not occur and, if it does occur, it may not
occur on theterms or in the manner described, or in the time frame contempl ated.

The Separation. Pursuant to the separation agreement, PHY H will transfer, or causeits other subsidiaries to transfer, to Phyhealth:

All assets of Phyhealth attributable to its business;

All other assets of Phyhealth reflected in the most recent bal ance sheet of PHY H;
Contracts that relate to the business of Phyhealth; and

Other specified assets.

Phyhealth will also agree to assume, fulfill and/or indemnify PHYH for:

. All liabilities of Phyhealth to the extent arising out of relating to or resulting from the operations of Phyhealth's business, including its
contracts and assets;

All other liabilities reflected in the most recent balance sheet of PHYH;

Any liabilities arising out of, relating to or resulting from, a specified list of litigation (none of which is anticipated);

Specified liabilities resulting from the spin-off;

Obligations and commitments under specified contracts; and

Other specified liabilities.
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In addition, the separation agreement also includes operating principles that will govern Phyhealth and PHYH's conduct concerning, and use of, specified
instruments and other technologies currently utilized by one or both of Phyhealth and PHY H.

Tax Matters Agreement
The Tax Matters Agreement between Phyhealth and PHY H will govern Phyhealth’'s and PHY H’s respective rights, responsibilities and obligations after the spin-
off with respect to taxes. Under the Tax Matters Agreement, Phyhealth generally will be responsible for the payment of all income and non-income taxes

attributable to our operations pre-spin-off and Phyhealth generally will be responsible for the payment of all income and non-income taxes attributable to our
operations post-spin-off.

ABSENCE OF PUBLIC MARKET AND DIVIDEND POLICY
Public Market

PHYH, which currently has approximately 455 common and 46 preferred shareholders, will not become a reporting company under Section 15(d) of the Securities
Exchange Act of 1934 because of this spin-off. Thereisapublic trading market on PinkSheets.com for the shares of PHYH.

While not currently areporting company, Phyhealth will become a Section 15(d) reporting company because of this registered spin-off concurrent with the date of
this Prospectus. Moreover, this registered spin-off and associated reporting status will permit Phyhealth to qualify its shares for quotation on the OTCBB (the
Over-the-Counter Bulletin Board) or other secondary markets for which Phyhealth’s common shares may then qualify. (See*“Risk Factors”).

Dividend Policy

Short-term or long-term operations prospects may not result in generating a profit. Therefore, neither PHYH nor Phyhealth are likely to pay immediate dividends
and an investment in Phyhealth is thus not suitable for investors seeking current income for financial or tax planning purposes. Future dividends will be paid at
the sole discretion of the respective Boards of Directors.

CAPITALIZATION

The following sets forth the pro forma capitalization of Phyhealth as of June 30, 2010 (the date of the unaudited Phyhealth Corporation and Subsidiaries pro forma
financials contained in the Prospectus):

a 6,591,223 shares of common stock.

b. 3,240,000 shares of Series A preferred stock convertible into 3,240,000 common shares.

. 622,324 shares of Series B preferred stock convertible into 24,892,940 shares of common stock.

d. Stock options to buy 800,000 shares of common stock for $0.003 per share through January 9, 2018.
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DILUTION

The percentage of equity the investors in this Offering will beneficially own immediately before and after the completion of the spin-off will remain
unchanged. The spin-off isdesigned to have no impact on the ownership interest of the investor immediately before and after the transaction is completed.

DESCRIPTION OF CAPITAL STOCK

In conjunction with completion of the spin-off, Phyhealth’s certificate of incorporation and by-laws have been amended and restated. Copies of the forms of our
amended and restated certificate of incorporation and amended and restated bylaws have been filed as exhibits to the registration statement of which this
Prospectus forms a part. The following information reflects Phyhealth’s amended and restated certificate of incorporation and amended and restated bylaws as
these documents will bein effect at the time of the consummation of the spin-off.

Authorized Capital Stock

Phyhealth’s authorized capital stock consists of 50,000,000 shares all of which have a par value of $0.0001 per share. Of the total shares, 40,000,000 are designated
as common stock, 5,000,000 are designated as SeriesA Convertible Preferred stock, and 5,000,000 are designated as Series B Convertible Preferred
stock. Immediately following the spin-off, Phyhealth will have approximately 6,591,223 shares of common stock, 3,240,000 shares of Series A Convertible
Preferred stock, 622,324 shares of Series B Convertible Preferred stock, and stock options for 800,000 shares of common stock outstanding, based upon the
number of common shares, preferred shares and stock options outstanding as of June 30, 2010. (There are no other outstanding warrants or any other contract
right or shares that vest the right to receive shares of PHYH common.)

Common Stock of Phyhealth and PHYH

The holders of Phyhealth, organized in Delaware, have the following rights, powers and privileges.

Voting Rights. The holders of Phyhealth common stock will be entitled to one vote for each share held, on all matters voted on by the its stockholders,
including elections of directors. Phyhealth’s amended and restated certificate of incorporation does not provide for cumulative voting in the election of directors.

Generally, all matters to be voted on by its stockholders must be approved by a majority of the votes entitled to be cast by all shares of common stock present or
represented by proxy.
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Dividends. Holders of Phyhealth common stock are entitled to receive dividends as, when and if dividends are declared by its board of directors out of assets
legally available for the payment of dividends. It isnot the current expectation of either of Phyhealth to pay dividends.

Liquidation. In the event of a liquidation, dissolution or winding up of Phyhealth affairs, whether voluntary or involuntary, after payment of liabilities and
obligations to creditors, the remaining assets will be distributed ratably among the holders of shares of common stock on a per share basis. If there exists any
preferred stock outstanding at such time, holders of the preferred stock may be entitled to distribution and/or liquidation preferences. In either case, Phyhealth
would need to pay the applicable distribution to its holders of preferred stock before distributions are paid to the holders of the associated common stock.

Rights and preferences. Phyhealth common stock has no preemptive, redemption, conversion or subscription rights. The rights, powers, preferences and
privileges of holders of Phyhealth common stock are subject to, and may be adversely affected by, the rights of the holders of shares of any series of preferred
stock that may be designated and issued in the future.

Preferred Stock of Phyhealth

Phyhealth amended and restated certificates of incorporation provide that its board of directors has the authority, without action by the stockholders, to
designate and issue up to 10,000,000 shares of preferred stock in one or more classes or series and to fix the powers, rights, preferences and privileges of each
class or series of preferred stock, including dividend rights, conversion rights, voting rights, terms of redemption, liquidation preferences and the number of
shares constituting any class or series, which may be greater than the rights of the holders of the common stock. Any issuance of shares of preferred stock could
adversely affect the voting power of holders of common stock, and the likelihood that the holders will receive dividend payments and payments upon liquidation
could have the effect of delaying, deferring or preventing achangein control.

Phyhealth adopted resolutions establishing the terms, designations, relative rights, preferences and limitations of the no par value Series A Preferred Stock and
no par value Series B Preferred Stock in a Certificate of Designation and filed it with the State of Delaware. The material terms are asfollows:

The issuance price of the Series A Preferred Stock and Series B Preferred Stock was $0.01 and $0.40 per share, respectively (the “Original Purchase Price”). The
preferred stock ranks senior to the common stock and any other capital stock ranking junior to the preferred stock as to dividends and upon liquidation,
dissolution or winding up. The Series B Preferred Stock ranks senior to the Series A Preferred Stock as to dividends and upon liquidation, dissolution or winding
up. No dividends may be declared or paid upon the common stock or other securities ranking junior to the preferred stock unless equivalent dividends, on an as
converted basis, are declared and paid concurrently on the preferred stock. No dividends shall be declared or paid upon the Series A Preferred Stock or other
securities ranking junior to the Series B Preferred Stock unless equivalent dividends, on an as converted basis, are declared and paid concurrently on the Series B
Preferred Stock.




In the event of any liquidation, dissolution or winding up, the assets of Phyhealth available for distribution to its stockholders, whether from capital, surplus or
earnings will be distributed as follows:

First, before any distribution of assets shall be made to the holders of common stock or other preferred stock, the holder of each share of Series B Preferred Stock
then outstanding shall be entitled to be paid out of the corporate assets an amount per share equal to the Original Purchase Price (subject to an Adjustment) plus
all dividends, accrued but unpaid, on such share up to the date of distribution of the assets of Phyhealth (the “Liquidation Preference”). If, upon the occurrence
of aLiquidation Event, the corporate assets shall be insufficient to pay the holders of shares of Series B Preferred Stock the Liquidation Preference, the holders of
shares of Series B Preferred Stock and any class or series of stock, ranking on liquidation on a parity with the shares of Series B Preferred Stock, if any, will share
ratably in the distribution of the entire remaining Corporate Assets in proportion to the respective amounts which would otherwise be payable in respect of the
shares held by them upon such distribution if all amounts payable on or with respect to such shares were paid in full.

Second, before any distribution of assets can be made to the holders of common stock, the holder of each share of non-Series B Preferred Stock then outstanding
shall be entitled to be paid out of the corporate assets an amount per share equal to the Original Purchase Price (subject to an Adjustment) plus al dividends,
accrued but unpaid, on such share up to the date of distribution of Phyhealth’s assets (the “non-Series B Liquidation Preference”). If upon the occurrence of a
Liquidation Event, the corporate assets shall be insufficient to pay the holders of shares of non-Series B Preferred Stock the Liquidation Preference, the holders of
shares of non-Series B Preferred Stock and any class or series of stock, ranking on liquidation on a parity with the shares of non-Series B Preferred Stock, if any,
shall share ratably in the distribution of the entire remaining corporate assets in proportion to the respective amounts which would otherwise be payable in
respect of the shares held by them upon such distribution if all amounts payable on or with respect to such shareswere paid in full.

Third, after distribution of the Liquidation Preference and the non-Series B Liquidation Preference, the remaining corporate assets shall be distributed among the
holders of common stock on a pro rata basis. The term Liquidation Event shall be deemed to include (i) a statutory merger or consolidation of Phyhealth into or
with any other corporation, or a statutory merger or consolidation of any other corporation into or with it; (ii) a sale, transfer, exchange or lease of all or any part
of the assets of Phyhealth; and (iii) a purchase or redemption of all or a substantial part of the outstanding shares of any class or classes of capital stock of
Phyhealth.

Each holder of outstanding shares of Series A Preferred Stock is entitled to the number of votes equal to the number of shares of Preferred Stock held. The
holders of shares of Series B Preferred Stock are not entitled to vote. Each share of Series A Preferred Stock is convertible, at the option of the holder thereof, at
any time and from time to time, into one share of fully paid and non-assessable common stock. Each share of Series B Preferred Stock is convertible, at the option
of the holder thereof, at any time and from time to time, into forty (40) shares of fully paid and non-assessable common stock. The conversion price at which
shares of common stock will be deliverable upon conversion of the preferred stock without payment of additional consideration by the holder thereof. However,
the Preferred Stockholder will not be entitled to make a conversion if such conversion would result in beneficial ownership by such shareholder and its affiliates
of more than 4.99% of Phyhealth’s outstanding shares of common stock on such exercise or conversion date, including the number of shares of common stock
beneficially owned by such holder and its affiliates. For the purposes of this provision as set forth in the immediately preceding sentence, beneficial ownership
will be determined in accordance with Section 13(d) of the Securities Exchange Act of 1934, as amended, and Regulation 13d-3 thereunder.
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Anti-Takeover Effects of Certain Provisions of Phyhealth Charter and By-Laws

Board of Directors. Phyhealth amended and restated certificate of incorporation provide that, subject to the rights of the holders of any class or series of
preferred stock to elect additional directors under specified circumstances, the number of directors will be fixed from time to time exclusively by a resolution
adopted by the companies' board of directors, but will not be less than three nor more than seven directors. The current number of directors provided in the
Bylawsisup to seven, with three currently serving.

Phyhealth amended and restated certificate of incorporation further provide that, subject to the rights of the holders of any class or series of preferred stock to
elect directors under specified circumstances, any vacancy on the board of directors that results from an increase in the number of directors may be filled by a
majority of the board of directors then in office, provided that a quorum is present, and any other vacancy occurring on the respective board of directors may be
filled by a majority of the board of directors then in office, even if less than a quorum, or by a sole remaining director. Any director of any class elected to fill a
vacancy resulting from an increase in the number of directors of such class will hold office for a term that coincides with the remaining term of that class. Any
director elected to fill a vacancy not resulting from an increase in the number of directors will have the same remaining term as that of his or her predecessor.
Subject to therights, if any, of the holders of any outstanding class or series of preferred stock, any or all of our directors may be removed from office at any time,
but only for cause and only by the affirmative vote of the holders of at |least a magjority of the voting power of our then outstanding capital stock entitled to vote
generally in the election of directors.

Authorized Shares. Phyhealth amended and restated certificate of incorporation provides that each may from time to time issue shares of preferred stock in one
or more series, the terms of which will be determined by the respective board of directors, and common stock. Phyhealth will not solicit approval of its
stockholders unless the associated board of directors believes that approval is advisable or is required by stock exchange regulations or the applicable
corporation law. This could enable the respective board of directors to issue shares to persons friendly to current management which could render more difficult
or discourage an attempt to obtain control of the company by means of a merger, tender offer, proxy contest or otherwise, and thereby protect the continuity of
its management. Such additional shares also could be used to dilute the stock ownership of persons seeking to obtain control of the company.

Special Meetings. Unless the certificate of incorporation or the by-laws provide otherwise, stockholders are not permitted to call a special meeting of
stockholders. Phyhealth’s amended and restated certificate of incorporation and amended and restated By-laws do not permit stockholders to call a special
meeting.

No Stockholder Action by Written Consent. Phyhealth’s amended and restated certificate of incorporation and amended and restated By-laws provide that
stockholders must effect any action required or permitted to be taken at a duly called annual or special meeting of stockholders and that those actions may not be
effected by any consent in writing by the stockholders. Except as otherwise required by law or by any preferred stock designation, special meetings of
stockholders may be called only by the company’s board of directors, its Chairman of the Board, its president or its secretary. No business other than that stated
in the notice of meeting may be transacted at any special meeting. These provisions may have the effect of delaying consideration of a stockholder proposal until
the next annual meeting unless a special meeting is called by the affected board, chairman, president or secretary.
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Advance Notice Procedures. Phyhealth’'s amended and restated By-laws establish an advance notice procedure for stockholders to make nominations of
candidates for election as directors or to bring other business before an annual meeting of stockholders. These stockholder notice procedures provide that only
persons who are nominated by Phyhealth’s board of directors, or by a stockholder who was a stockholder of record at the time of giving notice and has given
timely written notice to its secretary before the meeting at which directors are to be elected, will be eligible for election as directors.

For nominations or other business to be properly brought before an annual meeting by a stockholder, a stockholder’s notice delivered to the company’s secretary
must set forth as to each matter the stockholder proposes to bring before the annual meeting:

. A brief description of the business desired to be brought before the annual meeting and the reasons for conducting this business at the annual
meeting;

. The name and record address of the stockholder;

. The class or series and number of shares of capital stock of the company which are owned beneficially or of record by the stockholder;

. A description of all arrangements or understandings between the stockholder and any other person or persons (including their names) in
connection with the proposal and any material interest of the stockholder in the desired business; and

. A representation that the stockholder intends to appear in person or by proxy at the annual meeting to bring such business before the meeting.

A stockholder’s notice for purposes of nominating directors must also contain additional information about each nominee, including a current resume and
curriculum vitae and a statement describing each nominee’s qualifications.

To betimely, a stockholder’s notice to the company’s secretary must be delivered to or mailed and received at its principal executive offices not less than 90 days
nor more than 120 days prior to the anniversary date of the immediately preceding annual meeting of stockholders (or, in the case of our 2011 annual meeting, a
stockholder’s notice must be delivered no earlier than January 15, 2011 or later than February 15, 2011), provided that in the event that the respective company’s
annual meeting is to be held on a date that is not within 30 days before or after the anniversary date, the notice must be received not later than the close of
business on the tenth day following the day on which the notice of the date of the annual meeting was mailed or public disclosure of the date of the annual
meeting was made, whichever occursfirst.

The Chairman of the board has the power and the duty to determine whether a nomination or any business proposed to be brought before the meeting has been

made in accordance with the advance notice procedures and, if any proposed nomination or business is not in compliance with our amended and restated By-
laws, to declare that the defective proposed business or nomination will not be presented for stockholder action at the meeting and will be disregarded.
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Business Combination Statutes

The Delaware General Corporation Law, prohibits a business combination between a corporation and an interested stockholder within three years of the time such
stockholder became an interested stockholder, unless:

. Prior to such time the board of directors of the corporation approved either the business combination or the transaction that resulted in the
stockholder becoming an interested stockholder;

. Upon consummation of the transaction that resulted in the stockholder becoming an interested stockholder, the interested stockholder owned
at least 85% of the voting stock of the corporation outstanding at the time the transaction commenced, exclusive of shares owned by directors
who are al'so officers and by certain employee stock plans; or

. At or subsequent to such time, the business combination is approved by the board of directors and authorized by the affirmative vote at a
stockholders’ meeting of at least 66 2/3% of the outstanding voting stock that is not owned by the interested stockholder.

The term “business combination” is defined to include, among other transactions between an interested stockholder and a corporation or any direct or indirect
majority owned subsidiary thereof; a merger or consolidation; a sale, pledge, transfer or other disposition (including as part of a dissolution) of assets having an
aggregate market value equal to 10% or more of either the aggregate market value of all assets of the corporation on a consolidated basis or the aggregate market
value of al the outstanding stock of the corporation; certain transactions that would increase the interested stockholder’s proportionate share ownership of the
stock of any class or series of the corporation or such subsidiary; and any receipt by the interested stockholder of the benefit of any loans, advances,
guarantees, pledges or other financial benefits provided by or through the corporation or any such subsidiary. In general, and subject to certain exceptions, an
“interested stockholder” is any person who is the owner of 15% or more of the outstanding voting stock (or, in the case of a corporation with classes of voting
stock with disparate voting power, 15% or more of the voting power of the outstanding voting stock) of the corporation, and the affiliates and associates of such
person. Theterm “owner” is broadly defined to include any person that individually or with or through such person’s affiliates or associates, anong other things,
beneficially owns such stock, or has the right to acquire such stock (whether such right is exercisable immediately or only after the passage of time) pursuant to
any agreement or understanding or upon the exercise of options or other convertible securities or otherwise or has the right to vote such stock pursuant to any
agreement or understanding, or has an agreement or understanding with the beneficial owner of such stock for the purpose of acquiring, holding, voting or
disposing of such stock.

Therestrictions of the applicable Delaware laws do not apply to corporations that have elected, in the manner provided therein, not to be subject to the applicable

law or, with certain exceptions, which do not have a class of voting stock that is listed on a national securities exchange or held of record by more than 2,000
stockholders. Phyhealth’s amended and restated certificate of incorporation and amended and restated By-laws do not opt out of the applicable Delaware law.
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Transfer Agent and Registrar
Island Stock Transfer will be the transfer agent and registrar for the common stock of Phyhealth.
SHARESELIGIBLE FOR FUTURE SALES

After completion of the spin-off, there will be approximately 6,591,223 Phyhealth shares of common stock outstanding, based upon the number of shares of
common and preferred shares outstanding on September 30, 2010. All of these shares will be freely transferable without restriction under the Securities Act
except for shares that are owned by our “affiliates,” as that term is defined in Rule 144 under the Securities Act, which includes our directors and our significant
stockholders. Shares of our common stock held by affiliates may not be sold unless they are registered under the Securities Act or are sold pursuant to an
exemption from registration, including an exemption contained in Rule 144 under the Securities Act. Further, as described below, we plan to file a registration
statement to cover the shares issued under our equity incentive plans.

Rule 144

In general, under Rule 144 as currently in effect, a person (or persons whose shares are aggregated), including an affiliate, who beneficially owns “restricted
securities” of a “reporting company” may not sell these securities until the person has beneficially owned them for at least six months. Thereafter, affiliates may
not sell within any three-month period a number of shares in excess of the greater of: 1% of the then outstanding shares of common stock (approximately 65,912
sharesimmediately after the spin-off).

Sales under Rule 144 by our affiliates also will be subject to restrictions relating to manner of sale, notice and the availability of current public information about
us and may be effected only through unsolicited brokers’ transactions.

Persons not deemed to be our affiliates who have beneficially owned “restricted securities” for at least six months but for less than one year may sell these
securities, provided that current public information about us is “available,” which means that, on the date of sale, we have been subject to the reporting
requirements of the Exchange Act for at least ninety days and are current in our Exchange Act filings. After beneficially owning “restricted securities” for one
year, our non-affiliates may engage in unlimited resales of such securities.

Shares received by our affiliates in the spin-off or upon exercise of stock options or upon vesting of other equity-linked awards may be “controlled securities”

rather than “restricted securities.” “Controlled securities’ are subject to the same volume limitations as “restricted securities” but are not subject to holding
period requirements.
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Stock Plans

Phyhealth has no stock plansin effect. No prediction can be made as to the effect, if any, that market sales of restricted or freely trading shares will have on the
market price of our common stock prevailing from time to time. Nevertheless, sales of substantial amounts of common stock, or the perception that such sales
could occur, could adversely affect prevailing market prices for our common stock and could impair our future ability to raise capital through an offering of our
equity securities.

LEGAL MATTERS
The validity of Shares being offered by this Prospectus will be passed upon for both Phyhealth and PHYH by Carl N. Duncan, Esq., LLC.
EXPERTS

The annual financial statements included in this Prospectus and in the Registration Statement have been audited by Salberg & Company, P.A., independent
registered public accounting firm, to the extent and for the periods set forth in their reports, appearing in Appendix F to this Prospectus, and are included in
reliance upon such reports given upon the authority of said firm as experts in auditing and accounting.

WHERE YOU CAN FIND MORE INFORMATION

Phyhealth has filed with the SEC a Registration Statement on Form S-1 under the Securities Act of 1933 with respect to the shares of Phyhealth common stock
being registered hereunder. This Prospectus, which forms a part of the Registration Statement, does not contain all the information included in the Registration
Statement and the exhibits thereto, to which reference is hereby made. Y ou should refer to the Registration Statement, including its exhibits and schedules, for
further information about PHY H, its common stock and the Phyhealth stock being spun-off pursuant to this Prospectus.

From and after the effective date of the spin-off, Phyhealth will become subject to the informational requirements of the Securities Exchange Act of 1934.
Accordingly, we will file annual, quarterly and other reports and other information with the SEC. If in the future PHYH becomes a reporting company, it will be
required to file annual, quarterly and other information with the SEC, and such reports and other information may contain important information about us. For so
long as Phyhealth has been operating, the results of Phyhealth’s operations has been included in PHY H's consolidated financial statements.

You may read and copy the Registration Statement and the reports and other information Phyhealth may in the future file at the SEC’s Public Reference Room
located at Station Place, 100 F Street, N.E., Washington D.C. 20549. You may also receive copies of these documents upon payment of a duplicating fee, by
writing to the SEC’s Public Reference Room. Please call the SEC at 1-800-SEC-0330 for further information on the Public Reference Room. Phyhealth’s future SEC
filings will aso be available to the public from commercial document retrieval services and at the Internet world-wide website maintained by the SEC at
www.sec.gov. Please note that information included in Phyhealth’s website does not form a part of this Prospectus.

70




No person is authorized to give any information or to make any representations other than those contained in this Prospectus and, if given or made, such
information or representations must not be relied upon as having been authorized. Neither the delivery of this Prospectus nor any distribution of securities made
hereunder shall imply that there has been no change in the information set forth herein or in our affairs since the date hereof.

No person is authorized to give any information or to make any representations other than those contained in this Prospectus and, if given or made, such

information or representations must not be relied upon as having been authorized. Neither the delivery of this Prospectus nor any distribution of securities made
hereunder shall imply that there has been no change in the information set forth herein or in our affairs since the date hereof.
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Report of Independent Registered Public Accounting Firm

To the Board of Directors and Shareholders’ of
Phyhealth Corporation

We have audited the accompanying balance sheets of Phyhealth Corporation (a development stage company) as of December 31, 2009 and 2008 and the related
statements of operations, changes in stockholder’s equity (deficit), and cash flows for the year ended December 31, 2009, for the period from January 18, 2008
(inception) to December 31, 2008, and for the period from January 18, 2008 (inception) to December 31, 2009. These financial statements are the responsibility of
the Company's management. Our responsibility isto express an opinion on these financial statements based on our audits.

We conducted our auditsin accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards require that we
plan and perform the audits to obtain reasonabl e assurance about whether the financial statements are free of material misstatement. An audit includes examining,
on atest basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our audits provide areasonable
basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position of Phyhealth Corporation as of December 31,
2009 and 2008 and the results of its operations and its cash flows for the year ended December 31, 2009, for the period from January 18, 2008 (inception) to
December 31, 2008, and for the period from January 18, 2008 (inception) to December 31, 2009 in conformity with accounting principles generally accepted in the
United States of America.

/s/ Salberg & Company, P.A.
SALBERG & COMPANY, PA.

BocaRaton, Florida
May 14, 2010
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PHYHEALTH CORPORATION
(a development stage company)
Balance Sheets
December 31, 2009 and 2008

ASSETS
Total assets

LIABILITIESAND STOCKHOLDER'SEQUITY (DEFICIT)
Accrued liabilities
Total current liabilities

STOCKHOLDER'SEQUITY (DEFICIT)
Preferred stock, 10,000,000 authorized, $.0001 par value
Series A convertible preferred stock, 5,000,000 designated, none issued and outstanding
Series B convertible preferred stock, 5,000,000 designated, none issued and outstanding
Common stock, $0.0001 par val ue, 40,000,000 authorized, 1,000 shares
issued and outstanding
Additional paid-in capital
Deficit accumulated during the development stage
Total stockholder's equity (deficit)
Total liabilitiesand stockholder's equity (deficit)

The accompanying notes are an integral part of these financial statements.
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PHYHEALTH CORPORATION
(a development stage company)
Statements of Operations

January 18, January 18,
2008 2008
(Inception) to (Inception) to
December 31, December 31,
2009 2008 2009
Operating expenses:
General and administration $ 2671 $ 94 $ 3,615
Total operating expense 2,671 944 3,615
Net loss $ (2671 $ (944) $ (3,615)
Net loss per share - basic and diluted $ (267) $ 094) $ (3.62)
Weighted average shares outstanding - basic and diluted 1,000 1,000 1,000

The accompanying notes are an integral part of these financial statements.
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Shares issued for
organizational costs

Net loss - January 18, 2008 to
December 31, 2008
Balance - December 31, 2008

Net loss - 2009
Balance - December 31, 2009

PHYHEALTH CORPORATION
(a development stage company)
Statement of Changesin Stockholder's Equity (Deficit)
For theyear ended December 31, 2009,
for the period from January 18, 2008 (inception) to December 31, 2008 and
for the period from January 18, 2008 (inception) to December 31, 2009

Deficit
Accumulated Total
SeriesA SeriesB Additional during Stockholder's
Preferred Stock Preferred Stock Common Stock Paid-in Development Equity
Shares Amount Shares Amount Shares Amount Capital Stage (Deficit)
- 3 = - 3 - 1000 $ - $ 944 3% - $ 944
: : : : s : s (049) $ (049
- $ - - $ - 1,000 $ - 3 94 $ (944) $ -
- - . - - - - (2671) $ (2,671)
- $ = - $ = 1000 $ - 3 94 % (3615 $ (2,671)

The accompanying notes are an integral part of these financial statements.
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PHYHEALTH CORPORATION
(a development stage company)
Statements of Cash Flows

January 18, January 18,
2008 2008
Year Ended (inception) to (inception) to
December 31, December 31, December 31,
2009 2008 2009
Cash from operating activities:
Net loss $ (2671) $ 944) $ (3,615)
Adjustments to reconcile net loss to net
cash used in operating activities:
Stock issued for organizational costs 944 944
Increase in accrued liabilities 2,671 2,671
Net cash from operations - - -
Net increasein cash - - -
Cash, beginning of period - - -
Cash, end of period $ - $ - 3 -
Supplemental disclosures:
Interest paid $ - 8 - $ z
Taxes paid $ - $ - $ -

The accompanying notes are an integral part of these financial statements.
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PHYHEALTH CORPORATION
(a development stage company)
Notesto Financial Statements
December 31, 2009 and 2008

1.NATURE OF BUSINESS, BASISOF PRESENTATION

Basis of Presentation - These financial statements include the accounts of Phyhealth Corporation (Company). On January 18, 2008 the Company was created in
the state of Delaware as a wholly owned subsidiary of Physicians Healthcare Management Group, Inc. (PHMG). The Company has been a dormant shell during
2008 and 2009. The Company was created to receive the operating assets and liabilities of PHMG under a spin-off where shares of the Company will be
distributed to the shareholders of PHM G and both PHM G and the Company would become independent publicly traded companies.

Both the Company and PHMG have been in the development stage through December 31, 2009. PHMG's activities have been principally devoted to
organizational activities, raising capital, evaluating operational opportunities and fulfilling regulatory requirements.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Cash and Cash Equivalents - The Company considers deposits that can be redeemed on demand and investments that have original maturities of less than three
months when purchased to be cash equivalents.

Use of Estimates in Financial Statements- The presentation of financial statements in conformity with accounting principles generally accepted in the United
States of America 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 amounts of revenues and expenses during the reporting period. Actual results could
differ from those estimates. There were no significant estimates during the period covered by these financial statements.

Income Taxes - The Company accounts for income taxes using the liability method, which requires the determination of deferred tax assets and liabilities based on
the differences between the financial and tax basis of assets and liabilities, using enacted tax rates in effect for the year in which differences are expected to
reverse. Deferred tax assets are adjusted by a valuation allowance, if based on the weight of available evidenceit is more likely than not that some portion or al of
the deferred tax assets will not berealized. There were no timing material differences or deferred tax assets as of the reporting date.

Net Loss Per Share - Basic net loss per common share is based on the weighted-average number of all common shares outstanding. The computation of diluted
loss per share does not assume the conversion, exercise or contingent issuance of securities because that would have an anti-dilutive effect on net loss per share.

As of December 31, 2009, there were no common stock eguivalents which may dilute future earnings per share.

Accounting Standard Codification - In June 2009, FASB approved the FASB Accounting Standards Codification (“the Codification”) as the single source of
authoritative nongovernmental GAAP. All existing accounting standard documents, such as FASB, American I nstitute of Certified Public Accountants, Emerging
Issues Task Force and other related literature, excluding guidance from the Securities and Exchange Commission (“SEC”), have been superseded by the
Codification. All other non-grandfathered, non-SEC accounting literature not included in the Codification has become nonauthoritative. The Codification did not
change GAAP, but instead introduced a new structure that combines all authoritative standards into a comprehensive, topically organized online database. The
Codification is effective for interim or annual periods ending after September 15, 2009, and impacts the Company’s financial statements as all future references to
authoritative accounting literature will be referenced in accordance with the Codification. Other than changes to authoritative references, there have been no
changes to the content of the Company’s financial statements or disclosures as aresult of implementing the Codification during the quarter ended September 30,
2009.

As aresult of the Company’s implementation of the Codification during the quarter ended September 30, 2009, previous references to new accounting standards
and literature are no longer applicable. New references will use the term Accounting Standards Codification (ASC) followed by the relevant ASC section.
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PHYHEALTH CORPORATION
(a development stage company)
Notesto Financial Statements
December 31, 2009 and 2008

Recent Accounting Pronouncements
Thefollowing isasummary of recent authoritative pronouncements that affect accounting, reporting, and disclosure of financial information by the Company.

In January 2010, the FASB issued Accounting Standard Update (ASU) No. 2010-06, Improving Disclosures about Fair Value Measurements, which requires
additional disclosures about (1) the different classes of assets and liabilities measured at fair value, (2) the valuation techniques and inputs used, (3) the activity
in Level 3 fair value measurements, and (4) the transfers between Levels 1, 2 and 3. The new disclosures are effective for the Company’s financial statements
issued for interim and annual periods beginning January 1, 2010. The adoption of this new guidance will not have an impact on the Company’s financial position
or results of operations.

In June 2009, the FASB issued ASU No. 2010-16: Accounting for Transfers of Financial Assets, which is within ASC Topic 860, Transfers and Servicing. This
new guidance amends the derecognition guidance in the Codification and eliminates the exemption from consolidation for qualifying special-purpose entities.
This new guidance is effective for transfers of financial assets occurring in the Company’s fiscal years beginning January 1, 2010 and in interim periods within
that fiscal year. The adoption of this new guidance will not have an impact on the Company’s financial position or results of operations.

In June 2009, the FASB issued ASU No. 2009-17 on the accounting for a variable interest entity (“VIE"), which is within ASC Topic 810. This new guidance
amends the consolidation guidance applicable to VIEs to require a qualitative assessment in the determination of the primary beneficiary of the VIE, to require an
ongoing reconsideration of the primary beneficiary, to amend the events that trigger a reassessment of whether an entity isaVIE and to change the consideration
of kick-out rightsin determining if an entity isa VIE. This new guidance provides two transition alternatives: (i) retrospective application with a cumulative-effect
adjustment to retained earnings as of the beginning of the first year adjusted; or (ii) application as of the date of adoption with a cumulative-effect adjustment to
retained earnings recognized on that date. This new guidance is effective as of the beginning of the Company’sfirst fiscal year beginning January 1, 2010 and for
interim periods within those fiscal years. The adoption of this new guidance will not have an impact on the Company’s financial position or results of operations.

3. STOCKHOLDERS EQUITY (DEFICIT)

Authorized Common Stock - On January 18, 2008, the Company filed with the state of Delaware to authorized 50,000,000 common shares at a par value of $0.0001
per share. The Company also issued 1,000 shares as reimbursement of organizational costs of $944 to PHM G which owns 100% of the outstanding shares.

On November 2, 2009, the Company filed a certificate of designation and a certificate of amendment to the certificate of incorporation in the State of Delaware to
designate 10,000,000 shares of the authorized common stock to preferred stock described below, leaving 40,000,000 shares of authorized common stock.

Authorized Preferred Stock — On November 2, 2009, the Company filed a certificate of amendment to the articles of incorporation in the State of Delaware to
authorize 10,000,000 shares of $0.0001 par value preferred stock. The Company also filed a certificate of designation to designate 5,000,000 shares of Series A
preferred stock and 5,000,000 shares of Series B preferred stock. The preferred shares rank senior to the common stock and any other capital stock of the
corporation ranking junior to the preferred stock as to dividends and upon liquidation, dissolution and winding up. No dividends shall be declared or paid upon
Series A preferred stock or other securities ranking junior to the preferred Series B stock unless equivalent dividends, on an as converted basis, are declared and
paid on the Series B stock.
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PHYHEALTH CORPORATION
(a development stage company)
Notesto Financial Statements
December 31, 2009 and 2008

The Series A shares are entitled to anumber of votes equal to the number of preferred shares held and are convertible, at any time, into common stock on a one
for one basis.

The Series B shares are senior to Series A shares with regard to dividends and liquidation rights, are non-voting, and are convertible, at any time, at forty (40)
shares of common stock for each share of Series A preferred stock.

4. RELATED PARTIES

During the period from January 18, 2008 (inception) through December 31, 2008, the Company’s parent, PHM G, paid $944 of organizational costs of the Company
in exchange for the 1,000 shares of the Company’s common stock.

5. SUBSEQUENT EVENTS

Management evaluated all activity of the Company through the issue date of the Company’s financial statements and concluded that no subsequent events have
occurred that would require recognition in the financial statements.
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Phyhealth Corporation
(a development stage company)

Financial Statements
Six Months Ended June 30, 2010 and 2009

and the Period From January 18, 2008
(Inception) to June 30, 2010
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Phyhealth Corporation
(a development stage company)

Index to Financial Statements
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Phyhealth Corporation
(a development stage company)
Balance Sheets

ASSETS
Total assets

LIABILITIESAND STOCKHOLDER'SEQUITY (DEFICIT)
Accrued liabilities

Dueto related party

Total current liabilities

STOCKHOLDER'SEQUITY (DEFICIT)
Preferred stock, 10,000,000 authorized, $0.0001 par value
Series A convertible preferred stock, 5,000,000 designated, none issued and outstanding
Series B convertible preferred stock, 5,000,000 designated, none issued and outstanding
Common stock, $0.0001 par val ue, 40,000,000 authorized, 1,000 shares
issued and outstanding
Additional paid-in capital
Deficit accumulated during the development stage
Total stockholder's equity (deficit)
Total liabilitiesand stockholder's equity (deficit)

The accompanying notes are an integral part of these unaudited financial statements.
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June 30, 2010 2009
(Unaudited)

$ - 3 =
$ 2,470 -
11,174  $ 2,671

13,644 2,671

944 944
(14,588) (3,615)
(13,644) (2,671)

$ - 8 -




Operating expenses:
General and administrative expenses
Total operating expense

Net loss
Net loss per share - basic and diluted

Weighted average shares outstanding - basic and diluted

Phyhealth Corporation
(a development stage company)
Statements of Operations - Unaudited

January 18,
2008

Six months ended June 30, (Inception) to

2010 2009 June 30, 2010
$ 10973 $ = $ 14,588
10,973 - 14,588
$ (10973) $ - $ (14,588)
$ (1097) $ - $ (14.59)

1,000 1,000 1,000

The accompanying notes are an integral part of these unaudited financial statements.
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Balance - December 31, 2009

Net loss, six months ended
June 30, 2010

Balance - June 30, 2010

Phyhealth Corporation
(adevelopment stage company)
Statement of Changesin Stockholder's Equity (Deficit) - Unaudited
For the six months ended June 30, 2010

Deficit
Accumulated Total
SeriesA SeriesB Additional during Stockholder's
Preferred Stock Preferred Stock Common Stock Paid-in Development Equity
Shares Amount Shares Amount Shares Amount Capital Stage (Deficit)
- $ = - $ = 1,000 $ - 3 94 $ (3615 $ (2,671)
- - - - - - - (10,973) (10,973)
- 8 - - $ 1,000 $ - $ %4 $ (14589 $ (13,644)

The accompanying notes are an integral part of these unaudited financial statements.
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Cash from operating activities:

Net loss

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

Stock issued for organizational costs

Increase in due to related party

Increase in accrued liabilities

Net cash from operating activities

Net increasein cash
Cash, beginning of period
Cash, end of period

Supplemental disclosures:
Interest paid

Taxes paid

Phyhealth Corporation
(a development stage company)
Statements of Cash Flows - Unaudited

January 18,
2008

Six months ended June 30 (inception) to

2010 2009 June 30, 2010
$ (10973) $ $ (14,588)
- 944
8,503 11,174
2,470 2,470
$ - 3 $ o
$ - 3 $ -
$ - 3 $ =

The accompanying notes are an integral part of these unaudited financial statements.
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Phyhealth Corporation
(a development stage company)
Notesto Financial Statements- Unaudited
For the six months ended June 30, 2010

1.NATURE OF BUSINESS, BASISOF PRESENTATION

Basis of Presentation — The accompanying unaudited financial statements have been prepared in accordance with accounting principles generally accepted in
the United States of America and the rules and regulations of the United States Securities and Exchange Commission for interim financial information.
Accordingly, they do not include all the information and footnotes necessary for a comprehensive presentation of financial position and results of operations. It
is management's opinion, however, that all material adjustments (consisting of normal recurring adjustments) have been made which are necessary for a fair
financial statement presentation. The results for the interim period are not necessarily indicative of the results to be expected for the year. For further information,
refer to the audited financial statements and footnotes of the company for the years ending December 31, 2009 and 2008 and for the period from January 18, 2008
(inception) to December 31, 2009.

These financial statements include the accounts of Phyhealth Corporation (Company). On January 18, 2008 the Company was created in the state of Delaware as
a wholly owned subsidiary of Physicians Healthcare Management Group, Inc. (PHMG). The Company has been a dormant shell during 2008 and 2009. The
Company was created to receive the operating assets and liabilities of PHMG under a spin-off where shares of the Company will be distributed to the
stockholders of PHM G and both PHM G and the Company would become independent publicly traded companies.

Both the Company and PHMG have been in the development stage through June 30, 2010. PHMG's activities have been principally devoted to organizational
activities, raising capital, evaluating operational opportunities and fulfilling regulatory requirements.

Recent Accounting Pronouncements

Thefollowing isasummary of recent authoritative pronouncements that affect accounting, reporting, and disclosure of financial information by the Company.

In February 2010, the FASB issued ASU 2010-09, " Subsequent Events (Topic 855) - Amendments to Certain Recognition and Disclosure Requirements." ASU
2010-09 requires an entity that is an SEC filer to evaluate subsequent events through the date that the financial statements are issued and removes the
requirement that an SEC filer disclose the date through which subsequent events have been evaluated. ASC 2010-09 was effective upon issuance and has been
adopted by the Company.

Other ASUs that are effective after June 30, 2010 are not expected to have a significant effect on the Company’sfinancial position or result of operations.
2.RELATED PARTY TRANSACTIONS

The Company incurred $10,973 and $14,588 in accounting and auditing fees for the six months ended June 30, 2010 and the period January 18, 2008 (inception) to
June 30, 2010, respectively. Since the Company doesn’'t have a bank account, the parent company (PHMG) pays the accounting and audit fees on behalf of the
Company. The Company owes $11,174 and $2,671 to PHMG at June 30, 2010 and December 31, 2009, respectively.

During the period from January 18, 2008 (inception) through June 30, 2010, the Company’s parent, PHMG, paid $944 of organizational costs of the Company in
exchange for the 1,000 shares of the Company’s common stock.

3. SUBSEQUENT EVENTS

Management evaluated all activity of the Company through the issue date of the Company’s financial statements and concluded that no subsequent events have
occurred that would require recognition in the financial statements.
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Report of Independent Registered Public Accounting Firm

To the Board of Directors and Shareholders’ of
Physicians Healthcare Management Group, Inc.

We have audited the accompanying consolidated balance sheets of Physicians Healthcare Management Group, Inc. and Subsidiaries (a development stage
company) as of December 31, 2009 and 2008 and the related consolidated statements of operations and comprehensive loss, changes in equity (deficit), and cash
flows for the years ended December 31, 2009 and 2008 and for the period from February 14, 2005 (inception) to December 31, 2009. These consolidated financial
statements are the responsibility of the Company's management. Our responsibility is to express an opinion on these consolidated financial statements based on
our audits.

We conducted our auditsin accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards require that we
plan and perform the audits to obtain reasonable assurance about whether the consolidated financial statements are free of material misstatement. An audit
includes examining, on atest basis, evidence supporting the amounts and disclosures in the consolidated financial statements. An audit also includes assessing
the accounting principles used and significant estimates made by management, as well as evaluating the overall consolidated financial statement presentation.
We believe that our audits provide areasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in al material respects, the consolidated financial position of Physicians
Healthcare Management Group, Inc. and Subsidiaries as of December 31, 2009 and 2008 and the consolidated results of its operations and its cash flows for the
years ended December 31, 2009 and 2008 and the period from February 14, 2005 (inception) to December 31, 2009 in conformity with accounting principles
generally accepted in the United States of America.

As morefully described in Note 16, subseguent to the issuance of the Company’s 2009 consolidated financial statements and our report thereon dated May 14,
2010, we became aware that those consolidated financial statements should be revised to change the accounting for and presentation of certain investments and
to recognize certain related interest and loan fee income and certain investment impairments. In our related report, we expressed an unqualified opinion. Our
opinion on the revised consolidated financial statements, as expressed herein, remains unqualified.

/sl Salberg & Company, P.A.
SALBERG & COMPANY, PA.

Boca Raton, Florida
May 14, 2010 (except for Note 16 as to which the date is September 10, 2010)
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Physicians Healthcare Management Group, Inc. and Subsidiaries
(a development stage company)
Consolidated Balance Sheets
December 31, 2009 and 2008

2009 2008

ASSETS (Restated, note 16)
Current assets:
Cash $ 122966 $ 2,567,171
Certificates of deposit 500,000 -
HMO deposits - 310,000
Current portion of convertible note receivable, net of $40,000 allowance 148,571 -
Marketable equity securities 746,645 -
Non-marketable securities 32,500 -
Other current assets 5,500 9,764
Total current assets 1,556,182 2,886,935
Cash held in escrow for investment - 500,000
Convertible note receivable, net of current portion 451,429 -
Surplus notes and interest receivable due from related party 362,251 -
Furniture and equipment, net 6,470 8,753
Website costs, net 7,020 8,100
Other assets 2,533 2,533
Due from related party, net of allowance for loans of $560,387

and $262,732 for 2009 and 2008, respectively - -
Goodwill 487,320 -
Total assets $ 2873205 $ 3,406,321
LIABILITIESAND STOCKHOLDERS DEFICIT
Current liabilities:
Accounts payable $ 11,175 $ 857
Payroll taxes payable 26,550 9,928
Note payable - related party - 100,000
Total current liabilities 37,725 110,785
Commitments (note 9)
TEMPORARY EQUITY
Series B convertible preferred stock, $0.001 par value, 38,000,000

shares authorized, 31,116,176 issued and outstanding 7,467,883 7,467,883

EQUITY (DEFICIT)
Physicians Healthcar e M anagement Group stockholders' deficit:
Series A convertible preferred stock, $0.001 par value,
162,000,000 shares authorized, issued and outstanding 162,000 162,000
Common stock, $0.001 par value, 425,000,000 authorized, 156,073,725
issued in 2009 and 2008, 155,925,507 and 155,944,466

outstanding in 2009 and 2008, respectively. 156,074 156,074
Additional paid-in capital 100,000 99,383
Less: treasury stock, at cost (148,218 and 129,259 common shares in 2009 and 2008) (991) (760)
Deficit accumulated during the development stage (5,090,643) (4,589,044)
Accumulated othgr comprehensive gain - unrealized gain on investmenvs 47,145 -
Total Physicians Healthcare Management Group stockholders' deficit (4,626,415) (4,172,347)
Noncontrolling interest (5,988) -
Total deficit (4,632,403) (4,172,347)
Total liabilitiesand deficit $ 2873205 $ 3,406,321

The accompanying notes are an integral part of these consolidated financial statements.
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Physicians Healthcare Management Group, Inc. and Subsidiaries
(a development stage company)
Consolidated Statements of Operations and Comprehensive L oss

Oper ating expenses:

Officer compensation

Consulting and professional fees

HMO reinsurance, network and administration
Bad debt expense

General and administration

Total operating expense

L ossfrom operations

Equity method lossin joint venture

Impairment loss on investment

Interest expense

Interest income

Loan extension fee

Other income

Net loss

Add: net loss attributable to noncontrolling interest

Net loss attributable to Physicians Healthcare Management Group, Inc.

Net loss per share- basic and diluted
Weighted aver age shar es outstanding - basic and diluted

Net loss

Unrealized investment holding gain
Comprehensiveloss

Net loss attributable to noncontrolling inter est

Comprehensive loss attributable to Physicians Healthcare Management Group, Inc.

February 14, 2005

Y ears Ended December 31, (Inception) to
2009 2008 December 31, 2009
(Restated, note 16) (Restated, note 16)
$ 261487 $ 325345 $ 909,045
272,049 436,949 1,188,686
(29,987) 169,257 139,270
(200,195) 15,683 62,537
95,295 146,611 381,623
398,649 1,093,845 2,681,161
(398,649) (1,093,845) (2,681,161)
- - (250)
(320,111) - (320,111)
- (1,765,669) (1,765,669)
84,885 17,647 102,532
126,000 - 126,000
250 - 250
(507,625) (2,841,867) (4,538,409)
6,026 - 6,026
$ (501,599) $ (2,841,867) $ (4,532,383)
$ (0.00) $ (0.02) $ (0.03)
155,925,819 155,998,864 163,141,568
$ (507,625) $ (2,841,867) $ (4,538,409)
47,145 - 47,145
(460,480) (2,841,867) (4,491,264)
6,026 - 6,026
$ (454454) $ (2,841867) $ (4,485,238)

The accompanying notes are an integral part of these consolidated financial statements.




Shares issued to
founders for
services
Sharesissued to
board
members for
services
Capital
investment of
stockholders'
Net loss February
14, 2005
(inception) to
December 31, 2005
Balance-
December 31, 2005

Recapitalization
and deemed
issuance to
stockholders of
Tiger Team
Technologies
Capital
investment of
stockholders'
Sharesissued for
services
Net loss 2006
Balance-
December 31, 2006

Physicians Healthcare Management Group, Inc. and Subsidiaries
(a development stage company)
Consolidated Statement of Changesin Equity (Deficit)

For theyearsended December 31, 2009 and 2008 and from February 14, 2005 (inception) to December 31, 2009

Physicians
Healthcare
Deficit Management
Accumulated Accumulated Group
Additional during Other Stockholders' Non- Total
Preferred Stock Common Stock Paid-in  Treasury Development Comprehensive ¢Equity Controlling Equity
Shares  Amount Shares  Amount Capital Stock Stage Gain (Deficit) Interest  (Deficit)
149,724,462 $149,724 71,967,558 $ 71,968 $ (140,184) - - - % 81,508 - $ 81508
275,538 276 132,442 132 (258) - - - 150 - 150
- - - - 158,671 - - - 158,671 - 158671
- - - - - - (209,018) - (209,018) - (209,018
150,000,000 $150,000 72,100,000 $ 72,100 $ 18229 $ - $ (209,018 $ - $ 31,311 $ - $ 31311
12,000,000 12,000 158,886,528 158,887  (170,887) - - - - - -
- - - - 288648 - - - 283,648 - 283648
- - 5,090,959 5,091 92,205 - - - 97,296 - 97,296
- - - - - - (380,731) - (380,731) - (380,731)
162,000,000 $162,000 236,077,487 $236,078 $ 228,195 $ - $ (589,749 $ - $ 36,524 $ - $ 36524

The accompanying notes are an integral part of these consolidated financial statements.
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Physicians Healthcare Management Group, Inc. and Subsidiaries
(a development stage company)
Consolidated Statement of Changesin Equity (Deficit)

For theyearsended December 31, 2009, 2008, 2007 and 2006 and from February 14, 2005 (inception) to December 31, 2009

Physicians
Healthcare
Deficit Management
Accumulated Accumulated Group
Additional during Other Stockholders' Non- Total
Preferred Stock Common Stock Paid-in  Treasury Development Comprehensive Equity Controlling  Equity
Shares  Amount Shares Amount Capital Stock Stage Gain (Deficit) Interest (Deficit)
Balance-
December 31, 2006 162,000,000 $162,000 236,077,487 $236,078 $ 228,195 $ - % (589,749) $ -$ 36,524 $ -$ 36524
Capital
investment of
stockholders' - - - - 90,000 - - - 90,000 - 90,000
Sharesissued for
services - - 12,630,241 12,630 59,988 - 72,618 72,618
Optionsissued
for services - - - - 2,000 - - - 2,000 - 2,000
Stock repurchase
agreements - - (92,734,000 (92,734) (380,183) - (558,260) - (1,031,177) - (1,031,177)
Net loss 2007 - - - - - - (599,168) - (599,168) - (599,168)
Balance-
December 31, 2007 162,000,000 $162,000 155,973,728 $155,974 $ -3 -$ (L,747177) $ - $  (1429203) $ - $(1,429,203)
Adjustment to
stock repurchase
agreement - - 99,997 100 - - - - 100 - 100
Optionsissued
for services - - - - 99,383 - - - 99,383 - 99,383
Purchase of
treasury stock - - - - - (760) - - (760) - (760)
Net loss 2008 - - - - - - (2,841,867) - (2,841,867) - (2,841,867)
Balance
December 31, 2008 162,000,000 $162,000 156,073,725 $156,074 $ 99,383 $  (760)$ (4,589,044) $ -$ (4172347) $ - $(4,172,347)
Optionsissued to
employees - - - - 617 - - - 617 - 617
Acquisition of
Underwriter stock - - - - - - - - - 38 38
Purchase of
treasury stock- -
18,959 shares - - - - - (231) - - (231) - (231)
Net loss
attributable to
Physicians
Healthcare
Management
Group, Inc.-2009 -
Restated, note 16 - - - - - - (501,599) - (501,599) (6,026)  (507,625)
Unrealized gain
on investment-
Restated, note 16 - - - - - - - 47,145 47,145 - 47,145
Balance-
December 31,
2009-Restated,
note 16 162,000,000 $162,000 156,073,725 $156,074 $ 100,000 $  (991)$ (5,090,643) $ 47,145 $  (4,626/415) $ (5,988) $(4,632,403)

The accompanying notes are an integral part of these consolidated financial statements.
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Physicians Healthcare Management Group, Inc. and Subsidiaries
(a development stage company)
Consolidated Statements of Cash Flows

February 14, 2005

Year ended December 31, ; )
(inception) to

2009 2008 December 31, 2009
(Restated, Note 16) (Restated, Note 16)
Cash from operating activities:
Net loss attributable to Physicians Healthcare Management Group, Inc. $ (501,599) $ (2,841,867) $ (4,532,383)
Adjustmentsto reconcile net loss to net cash used in operating activities:
Net loss attributable to noncontrolling interests (6,026) - (6,026)
Equity method lossin joint venture - - 250
Gain on Underwriters stock previously held (250) - (250)
Impairment loss on investment 320,111 - 320,111
Amortization of convertible note receivable discount (71,111) - (71,111)
Loan extension fee paid in securities (126,000) - (126,000)
Gain on return of application fee (25,000) - (25,000)
Expenses paid by related party - - 26,888
Adjustment to stock purchase agreement - 100 100
Interest expense paid in stock - 1,765,671 1,765,671
Bad debt expense (reversal) (200,195) 15,683 62,537
Issuance of stock to founders and for services - - 251,572
Issuance of optionsfor services 617 99,383 102,000
Depreciation and amortization 6,266 5,520 19,233
Changes in operating assets and liabilities:
Other current assets 4,264 (5,764) (5,500)
Other assets - - (2,533)
Surplus note interest receivable (2,620) - (2,620)
Accounts payable 10,317 (5,738) 11,174
Payroll taxes payable 16,622 (4,327) 26,550
Due from related party (25,510) (15,683) (288,242)
Net cash used in operations (600,114) (987,022) (2,473,579)
Cash flows from investing activities:
Investment in joint venture - - (250)
Purchase of certificate of deposit (1,000,000) - (1,000,000)
Maturity of certificates of deposit 500,000 - 500,000
Reimbursement (deposit) of escrow funds and feesfor HMO 335,000 (310,000) 25,000
Purchase of convertible note receivable (568,889) - (568,889)
Purchase of marketable securities (105,000) - (105,000)
Purchase of non-marketable securities (321,111) - (321,111)
Purchase of surplus note, loan and accrued interest (589,788) - (589,788)
Deposit into escrow for purchase of investment - (500,000) (500,000)
Purchase of Underwriters' stock, net of cash received 8,831 - 8,831
Purchase of furniture, equipment and software (2,903) (3,847) (32,723)
Net cash used in investing activities (1,743,860) (813,847) (2,583,930)
Cash flows from financing activities:
Proceeds from capital contributions - - 512,319
Purchase of treasury stock (231) (760) (991)
Proceeds from note payable - 71,035 71,035
Proceeds from sale of series B preferred shares - 100,000 100,000
Payment of note payable (100,000) - (100,000)
Proceeds from issuance of note payable - 4,165,112 4,598,112
Net cash provided by financing activities (100,231) 4,335,387 5,180,475
Net increasein cash (2,444,205) 2,534,518 122,966
Cash, beginning of period 2,567,171 32,653 -
Cash, end of period $ 122966 $ 2567171  $ 122,966
Supplemental disclosures of cash flow information:
Cash paid for interest paid $ - 3 - $ z
Cash paid for income taxes paid $ - $ - $ -

The accompanying notes are an integral part of these consolidated financial statements.
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Physicians Healthcare Management Group, Inc. and Subsidiaries
(a development stage company)
Notesto Consolidated Financial Statements
December 31, 2009 and 2008

1. ORGANIZATION, NATURE OF BUSINESS, BASISOF PRESENTATION AND LIQUIDITY

Organization - The Company was formed on February 14, 2005 and has been in the development stage and its efforts through December 31, 2009 have been
principally devoted to organizational activities, raising capital, evaluating operational opportunities and fulfilling regulatory requirements. Since its formation the
Company has not realized any revenues from its planned operations. Currently, the Company has made selected strategic investments with the initial capital both
as a means to raise the remaining funds necessary to execute its community health plan business model, activate its medical malpractice business as described
below and increase shareholder value.

Physicians Healthcare Management Group, Inc., (“Phyhealth Old” or “Subsidiary”), an Illinois corporation, was the origina operating entity but is now an
inactive subsidiary of the Company as aresult of arecapitalization that occurred in 2006.

On November 29, 2007, the Company filed with the state of Florida to create a limited liability company named Florida Physicians, LLC (“Florida Physicians’ or
“LLC"). Phyhealth isthe managing member of the LLC and the LL C is theimmediate parent of Phyhealth Plan Corporation as discussed below.

On September 4, 2007 the Company filed with the state of Florida to create Phyhealth Plan Corporation (“Plancorp” or “HMQO"). There were 10 million, no par,
shares authorized upon filing. Thiswholly owned subsidiary of Florida Physicians, discussed above, was created to operate asan HMO. Plancorp applied to the
State of Florida for a Certificate of Authority on March 10, 2008. That application has been temporarily withdrawn. Management expects to submit a new HMO
application when its balance sheet complies the leverage standards of Florida insurance regulators, and it raises the necessary additional extra statutory funds
required by the regulators.

On January 18, 2008 the Company filed with the state of Delaware to create Phyhealth Corporation, a dormant shell corporation.

On February, 27, 2009 the Company purchased an additional 42.5% (1,062 shares) of the common stock of Phyhealth Underwriters, Inc. (Underwriters) for atotal
of 92.5% ownership from itsjoint venture partner, Atlas Insurance Management (Atlas), bringing itstotal ownership to 92.5%. Underwriterswas originally created
with equal ownership being held by the Company and Atlas as ajoint venture to act as the legally required Attorney-in-fact for arisk retention group formed by
the Company and Atlas named “Physhield Insurance Exchange, a Risk Retention Group” (Physhield), a Nevada domiciled Association Captive. Physhield is an
insurance reciprocal, which can only be owned by its physician subscribers; and is the Company’s exclusive licensed medical malpractice insurance affiliate.
Underwriters, as the Attorney-in fact, has along-term management agreement with Physhield and is responsible for managing all of Physhield's operations. The
Company plans to operate Underwriters as a subsidiary and with holding majority ownership is positioned to invest additional resources in the development of
its medical malpractice insurance business. Underwriters has also been in the development stage and its efforts through December 31, 2009 have been principally
devoted to organizational activities, regulatory compliance and product development.

Principles of Consolidation - The consolidated financial statements include the accounts of Physicians Healthcare Management Group, Inc., (“Company”,
“Phyhealth” or “Parent”) which is a Nevada corporation and includes its wholly-owned and majority-owned subsidiaries as described below. All material
intercompany balances and transactions have been eliminated in consolidation.

Recapitalization - On May 9, 2006, Tiger Team Technologies, Inc. (Tiger), a Nevada Corporation, an inactive public shell effected an acquisition pursuant to a
Stock Purchase Agreement and Plan of Reorganization (the “Agreement”) of Phyhealth Old. Pursuant to the Agreement, Tiger issued 72.1 million shares of its
common stock and 150 million shares of its preferred voting stock which combined equaled approximately 57% of the approximately 393 million post acquisition
voting rights. The acquisition was treated as a recapitalization of Phyhealth Old since the shareholders’ of Phyhealth Old obtained voting and management
control of the combined entity and the business of Phyhealth Old has become the primary business of Tiger. On June 23, 2006, the Amendment to Articles of
Incorporation of Tiger were filed with the Nevada Secretary of State, to change the name of the parent corporation from Tiger Team Technologies, Inc to
Physicians Healthcare Management Group, Inc. (“Company”, “Phyhealth” or “Parent”) and Phyhealth Old became a wholly owned subsidiary of Phyhealth
pursuant to the Agreement.

F-26




Physicians Healthcare Management Group, Inc. and Subsidiaries
(a development stage company)
Notesto Consolidated Financial Statements
December 31, 2009 and 2008

Accordingly, the financial statements of the Company subseguent to the recapitalization consist of the balance sheets of both companies at historical cost and
the historical operations of Phyhealth Old. The Company is deemed to have issued 158,886,528 common shares and 12,000,000 preferred shares to the existing
pre-recapitalization shareholders of Tiger. All share and per share data in the accompanying financial statements has been retroactively adjusted for the effect of
the recapitalization.

Nature of Business and Current Operations— Although the Company remains in the development stage, it is marketing two primary products to physicians and
physician groups. The first product is the development of community health plans-based on a health maintenance organization (HMO) license- that are owned
and operated in partnership with the participating physicians. The Company’s community health plans are structured to integrate al the financial and
reimbursement components of healthcare delivery; align the financial incentives of al participants; and empower physicians to assume end-to-end management
of healthcare for their patients. The Phyhealth community health plan (HMO) model is built on the foundation of the physician-patient relationship and rewards
physicians for proactively providing the preventative care necessary to keep their patients healthy and for closely managing the ongoing care necessary for
patients who suffer from chronic disorders to stabilize their health status.

The second product is a medical malpractice liability insurance program for physicians and physician groups marketed through its affiliate, Physhield Insurance
Exchange, a Risk Retention Group (Physhield). Physhield is authorized under the Federal Liability Risk Retention Act of 1986 and is organized as a reciprocal
insurer licensed as an association captive domiciled in the state of Nevada. Physhield isregistered to do businessin the states of Nevada, Texas and Florida; and
has filed for registration in Maryland and the District of Columbia. The Company’s insurance programs are designed to reduce and stabilize the physician’s
medical malpractice liability insurance premiums by ensuring that over time the physicians pay the actual cost their own risk.

Through its community health plan HMO operations, the Company intends to expand its product offerings to include ownership of local healthcare facilities,
systems for processing physician reimbursement claims, and electronic medical records among other products and services that would be designed to increase
physicians’ income, reduce their expenses and add to their net worth.

The Company’s offerings are designed to take advantage of opportunities available both before and after the recent enactment of the Patient Protection and
Affordable Care Act (PPACA) signed into law March 2010. Phyhealth’'s community health plan, particularly when integrated with the Physhield medical
malpractice insurance program, is designed to provide high quality, affordable healthcare insurance coverage to the broadest segment of patients in the
community and to fully comply with the new PPACA and other applicable state and federal regulations.

Liquidity - The accompanying consolidated financial statements have been prepared in conformity with accounting principles generally accepted in the United
States of America, which contemplate continuation of the Company and its ability to meet its ongoing obligations. The Company has a net comprehensive loss of
$454,454 and net cash used in operations of $600,114 in 2009 and a positive working capital, stockholders' deficit and a deficit accumulated during the
development stage of $1,518,457, $4,626,415 and $5,090,643 , respectively, at December 31, 2009. In addition, the Company has not generated any revenues
through December 31, 2009.
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Physicians Healthcare Management Group, Inc. and Subsidiaries
(a development stage company)
Notesto Consolidated Financial Statements
December 31, 2009 and 2008

These conditions, as well as the conditions noted below, were considered when evaluating the Company’s liquidity and its ability to meet its ongoing
obligations. These consolidated financial statements do not include any adjustments to reflect the possible future effect on the recoverability and classification of
assets or the amounts and classifications of liabilities that may result from the outcome of these uncertainties.

Management withdrew its application with the state of Floridato become an HMO in order to improve its leverage ratio by converting the Company’s temporary
equity to permanent equity and raising additional capital, as required by Florida regulators. The Company intends on restructuring and recapitalizing the current
temporary equity to permanent equity and has made strategic investments to raise the additional capital necessary to reapply for its HMO certificate of
authority. Although, the Company has enough funds to operate through the end of 2010 there can be no assurance that the management’s future application to
operate as an HMO will be successful and that they can produce revenues to sustain operations. However, management believes that they will be successful in
obtaining acertificate of authority to operate an HM O and that they will be able to sustain operations well into the future.

In 2009, management obtained 92.5% control over Underwriters (Note 3). While there can be no assurance of success, management believes that with this
acquisition they are in a position to invest in the marketing programs and devote the resources necessary to bring physician groups into Physhield and to
commence operations, which will produce an additional revenue stream.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Cash and Cash Equivalents - The Company considers deposits that can be redeemed on demand and investments that have original maturities of less than one
month when purchased to be cash equivalents.

Cash held in escrow for investment — In 2008, the Company deposited funds in an account to purchase stock in an entity. These funds are reflected as a non-
current asset as of December 31, 2008 since they were used to purchase a non-current investment in 2009.

HM O deposits— The Company had $310,000 on deposit with the State of Florida pending the approval of an application to become an HMO. The application was
temporarily withdrawn in order for the Company to reorganize its capital structure and raise additional capital for the HMO. This deposit has been returned by the
state of Floridain March 2009.

Use of Estimates in Financial Statements- The presentation of financial statements in conformity with accounting principles generally accepted in the United
States of America 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 amounts of revenues and expenses during the reporting period. Actual results could
differ from those estimates. Significant estimates during the period covered by these consolidated financial statements include the allowance for the loan due from
related party, the impairment of long lived assets, valuation of securities, the carrying amount of goodwill from the investment in Underwriters, the allocation of
service expenses to Underwriters, the valuation of stock and optionsissued for services, and the valuation allowance on deferred tax assets.

Allowance for Loans— The Company evaluates collectability of loans made to third parties or affiliate based on factors such as experience with the borrower, the
borrower’s willingness to pay and the borrower’s ability to pay based on its current financial condition. The Company establishes an allowance for loan loss if
management believes collection may be doubtful.

Website costs — Website expenditures are capitalized at cost, net of accumulated amortization. Amortization expense is calculated by using the straight-line
method over the estimated useful lives of five years. Website maintenance costs are charged to expense as incurred. Expenditures for enhanced functionality are
capitalized. The cost of the website and the related accumulated amortization are removed from the accounts upon retirement of the website with any resulting
loss being recorded in operations.
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Furniture and Equipment - Furniture and equipment are capitalized at cost, net of accumulated depreciation. Depreciation is calculated by using the straight-line
method over the estimated useful lives of the assets, which is five years for al categories. Repairs and maintenance are charged to expense as incurred.
Expenditures for betterments and renewals are capitalized. The cost of furniture and equipment and the related accumulated depreciation are removed from the
accounts upon retirement or disposal with any resulting gain or loss being recorded in operations.

Impairment of Long-Lived Assets - The Company evaluates its long-lived assets for impairment whenever events or change in circumstances indicate that the
carrying amount of such assets may not be recoverable. Recoverability of assets to be held and used is measured by a comparison of the carrying amount of the
asset to the future net undiscounted cash flows expected to be generated by the asset. If such assets are considered to be impaired, the impairment to be
recognized is the excess of the carrying amount over the fair value of the asset.

Investments in Securities - The Company invests in various marketable and non-marketable securities. If an investment qualifies as a trading debt or equity
security then the Company accounts for that marketable security in accordance with Accounting Standards Codification (ASC) 320, “Investment — Debt and
Equity Securities” with any unrealized gains and losses included in earnings. Available-for-sale securities are carried at fair value, with unrealized gains and
losses, net of tax, reported as a separate component of stockholders equity. Investments classified as held-to-maturity are carried at amortized cost. In
determining realized gains and | osses, the cost of the securities sold is based on the specific identification method.

The Company invests in various securities that management has determined to be non-marketable. Non-marketable securities where the Company owns less than
20% of the investee are accounted for at cost pursuant to ASC 323, "Investments- Equity Method and Joint Ventures,” Management determines the appropriate
classification of itsinvestments at the time of acquisition and reeval uates such determination at each reporting date.

The Company periodically reviews its investments in marketable and non-marketable securities and impairs any securities whose value is considered non-
recoverable. The Company's determination of whether a security is other than temporarily impaired incorporates both quantitative and qualitative information.
GAARP requires the exercise of judgment in making this assessment for qualitative information, rather than the application of fixed mathematical criteria. The
Company considers anumber of factorsincluding, but not limited to, the length of time and the extent to which the fair value has been less than cost, the financial
condition and near term prospects of the issuer, the reason for the decline in fair value, changes in fair value subsequent to the balance sheet date, and other
factors specific to the individual investment. The Company's assessment involves a high degree of judgment and accordingly, actual results may differ materially
from the Company's estimates and judgments.

Investment in Joint Venture — The Company accounts for joint ventures under the equity method of accounting pursuant to ASC topic 323 “Investments -
Equity Method and Joint Ventures” which records the Company’s proportionate share of the joint venture net income or loss as an increase or decrease to the
investment in the joint venture, respectively, and recognizing that proportionate share of net income or loss in operations. The Company’s proportionate | osses
of thejoint ventures are recorded only to the extent of the Company’sinvestment plus previously recognized profits.

Goodwill - The Company tests goodwill for impairment in accordance with the provisions of Financial Accounting Standards Codification (ASC) section 350,

“Goodwill and Other Intangible Assets.” Accordingly, goodwill is tested for impairment at least annually or whenever events or circumstances indicate that
goodwill might beimpaired. Asof December 31, 2009, no adjustment to the carrying value of goodwill was required.
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Fair Value of Financial Instruments—Due to the short-term nature of all financial assets and liabilities, their carrying value approximates their fair value as of the
date of the balance sheet, except as described in note 5.

Stock Based Compensation - The Company records stock based compensation in accordance with ASC section 718, “Stock Compensation” and Staff
Accounting Bulletin (SAB) No. 107 (SAB 107) issued by the Securities and Exchange Commission (SEC) in March 2005 regarding its interpretation of ASC
718. ASC 718 requires the fair value of all stock-based employee compensation awarded to employees to be recorded as an expense over the related requisite
service period. The statement also requires the recognition of compensation expense for the fair value of any unvested stock option awards outstanding at the
date of adoption. The Company values any employee or non-employee stock based compensation at fair value using the Black Scholes Pricing Model. In
adopting ASC 718, the Company used the modified prospective application (“MPA”). MPA requires the Company to account for al new stock based
compensation to employees using fair value, and for any portion of awards prior to January 1, 2006 for which the requisite service has not been rendered and the
options remain outstanding as of January 1, 2006, the Company should recognize the compensation cost for that portion of the award that the requisite service
was rendered on or after January 1, 2006. The fair value for these awards is determined based on the grant-date. There was no effect to the Company of applying
the MPA method.

December 31, 2006 and 2005, there were no grants of stock options to either employees or non-employees. In the year ended December 31, 2007 the Company
recognized stock optionsissued to a consultant as further described in note 11. There were no additional grants of stock or stock option in 2008 or 2009.

Income Taxes - The Company accounts for income taxes using the liability method, which requires the determination of deferred tax assets and liabilities based on
the differences between the financial and tax basis of assets and liabilities, using enacted tax rates in effect for the year in which differences are expected to
reverse. Deferred tax assets are adjusted by a valuation allowance, if based on the weight of available evidenceit is more likely than not that some portion or al of
the deferred tax assets will not be realized.

Effective January 1, 2007, the Company adopted provisions of ASC 740, Sections 25 through 60, “ Accounting for Uncertainty in Income Taxes. These sections
provide detailed guidance for the financial statement recognition, measurement and disclosure of uncertain tax positions recognized in the financial statements.
Tax positions must meet a“more-likely-than-not” recognition threshold at the effective date to be recognized upon the adoption of ASC 740 and in subsequent
periods. Upon the adoption of ASC 740, the Company had no unrecognized tax benefits. During the years ended December 31, 2009 and 2008, no adjustments
were recognized for uncertain tax benefits. All years from 2006 through 2009 are still subject to audit.

Net Loss Per Share- Basic loss per common share is based on the weighted-average number of all common shares outstanding. The computation of diluted loss
per share does not assume the conversion, exercise or contingent issuance of securities because that would have an anti-dilutive effect on loss per share.

As of December 31, 2009, there were stock options exercisable into 40,000,000 common shares, 162,000,000 series A preferred shares convertible into 162,000,000
common shares, and 31,116,176 series B preferred shares convertible into 1,244,647,040 common shares which may dilute future earnings per share.

Concentration of Credit Risk - The Company maintains its cash accounts in certain financial institutions. The amounts on deposit with the institutions are

insured through the Federal Deposit Insurance Corporation (FDIC) in the amount of $250,000 per entity per institution. The Company's uninsured balances at
December 31, 2009 totaled $303,019. The Company has not experienced any |osses on such accounts.
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Concentration of Funding Sour ce— The Company has been funded in the past by a small group of investors, some of which are related or controlled by common
or related managers. Thereis no assurance that these investors will provide additional funding in the future.

Accounting Standard Codification - In June 2009, FASB approved the FASB Accounting Standards Codification (“the Codification”) as the single source of
authoritative nongovernmental GAAP. All existing accounting standard documents, such as FASB, American Institute of Certified Public Accountants, Emerging
Issues Task Force and other related literature, excluding guidance from the Securities and Exchange Commission (“SEC”), have been superseded by the
Codification. All other non-grandfathered, non-SEC accounting literature not included in the Codification has become nonauthoritative. The Codification did not
change GAAP, but instead introduced a new structure that combines all authoritative standards into a comprehensive, topically organized online database. The
Caodification is effective for interim or annual periods ending after September 15, 2009, and impacts the Company’s financial statements as all future references to
authoritative accounting literature will be referenced in accordance with the Codification. Other than changes to authoritative references, there have been no
changes to the content of the Company’s financial statements or disclosures as aresult of implementing the Codification during the quarter ended September 30,
2009.

As aresult of the Company’s implementation of the Codification during the quarter ended September 30, 2009, previous references to new accounting standards
and literature are no longer applicable. New references will use the term Accounting Standards Codification (ASC) followed by the relevant ASC section

Recent Accounting Pronouncements
Thefollowing isasummary of recent authoritative pronouncements that affect accounting, reporting, and disclosure of financial information by the Company.

In January 2010, the FASB issued Accounting Standard Update (ASU) No. 2010-06, Improving Disclosures about Fair Vaue Measurements, which requires
additional disclosures about (1) the different classes of assets and liabilities measured at fair value, (2) the valuation techniques and inputs used, (3) the activity
in Level 3 fair value measurements, and (4) the transfers between Levels 1, 2 and 3. The new disclosures are effective for the Company’s financial statements
issued for interim and annual periods beginning January 1, 2010. The Company early applied these disclosures in the accompanying footnotes except for non-
financial assets as provided in ASC 820-10-65.

In June 2009, the FASB issued ASU No. 2010-16: Accounting for Transfers of Financial Assets, which is within ASC Topic 860, Transfers and Servicing. This
new guidance amends the derecognition guidance in the Codification and eliminates the exemption from consolidation for qualifying special-purpose entities.
This new guidance is effective for transfers of financial assets occurring in the Company’s fiscal years beginning January 1, 2010 and in interim periods within
that fiscal year. The adoption of this new guidance will not have an impact on the Company’s financial position or results of operations.

In June 2009, the FASB issued ASU No. 2009-17 on the accounting for a variable interest entity (“VIE"), which is within ASC Topic 810. This new guidance
amends the consolidation guidance applicable to VIEs to require a qualitative assessment in the determination of the primary beneficiary of the VIE, to require an
ongoing reconsideration of the primary beneficiary, to amend the events that trigger a reassessment of whether an entity isaVIE and to change the consideration
of kick-out rights in determining if an entity isa VIE. This new guidance provides two transition alternatives: (i) retrospective application with a cumulative-effect
adjustment to retained earnings as of the beginning of the first year adjusted; or (ii) application as of the date of adoption with a cumulative-effect adjustment to
retained earnings recognized on that date. This new guidance is effective as of the beginning of the Company’sfirst fiscal year beginning January 1, 2010 and for
interim periods within those fiscal years. The adoption of this new guidance will not have a material impact on the Company’s financial position and results of
operations.

Recently Adopted Accounting Standards - The following is a summary of recent authoritative pronouncements that were adopted in the attached consolidated
financial statements by the Company.
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ASC 805, “Business Combinations: In December 2007, ASC 805 establishes principles and requirements for how an acquirer recognizes and measures in its
financial statements the identifiable assets acquired, the liabilities assumed, any resulting goodwill, and any noncontrolling interest in the acquiree. The ASC also
provides for disclosures to enable users of the financial statements to evaluate the nature and financial effects of the business combination. This ASC is
effective, and was implemented by the Company in business combinations completed on or after January 1, 2009, as described under note 3.

ASC 810, “Noncontrolling Interests in Consolidated Financial Statements: ASC 810 establishes accounting and reporting standards for noncontrolling
interests (“minority interests’) in subsidiaries. It requires noncontrolling interest in a subsidiary be accounted for as a component of equity separate from the
parent’s equity. This ASC is effective, and was implemented by the Company for business combinations completed on or after January 1, 2009, as described
under note 3.

ASC 820, “Fair Value Measurements’: ASC 820 establishes a framework for measuring fair value in generally accepted accounting principles (GAAP), and
expands disclosures about fair value measurements. ASC 820 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, this Statement does
not require any new fair value measurements. The statement was implemented for the Company’s fiscal year end December 31, 2008, and interim periods
beginning January 1, 2008.

ASC 825, The Fair Value Option for Financial Assets and Financial Liabilities:, The FASB issued ASC 825 which permits entities to choose to measure many
financial instruments and certain other items at fair value that are not currently required to be measured at fair value. ASC 825 was implemented for the Company’s
fiscal year end December 31, 2008, and interim periods beginning January 1, 2008.

3. INVESTMENT IN AND ACQUISITION OF PHYHEALTH UNDERWRITERS, GOODWILL AND OTHER ASSETS

On June 2, 2005, the Company entered into a joint venture through a Memo of Understanding, as amended, with Atlas Group, Ltd., dba Atlas Insurance
Management (Atlas), to manage arisk retention group named Physhield Insurance Exchange, a Risk Retention Group (Physhield). The name of the joint venture
entity is Phyhealth Underwriters, Inc. (Underwriters) and during 2008 and prior periods the common stock was owned 50% by each the Company and Atlas.

As of December 31, 2008, the Company had a cash investment of $250 plus it paid for certain joint expenses. Underwriters' portion of these expenses was treated
as aloan receivable since the Company will attempt to receive reimbursement. However, based on Underwriters’ financial condition and inability to pay the loan
back, the Company recorded a 100% allowance of the loan receivable as of December 31, 2008. The joint expenses included mostly the compensation paid to two
officers and the associated expenses of getting the joint venture started. The expenses were allocated based on the estimated time and expenses expended by the
two corporate officers on Underwriters and totaled $2,868, $15,683 and $265,600 for the year ended December 31, 2009 and 2008 and the period beginning February
14, 2005 (inception) to December 31, 2009, respectively (see note 13 — related parties). Management believes the allocation is reasonable. Underwriters sustained
aloss of $12,351, $71,274, and $487,035 in those same time periods, respectively. Since the Company can only recognize joint venture losses to the extent of its
investment plus previously recognized profits, the Company only recognized a total loss on investment in the joint venture of $250 through December 31, 2009,
none of which was recognized in 2009 or 2008.

F-32




Physicians Healthcare Management Group, Inc. and Subsidiaries
(a development stage company)
Notesto Consolidated Financial Statements
December 31, 2009 and 2008

Underwriters' joint venture losses and the Company’s share of those |osses are as follows:

February 14,
2005
Year Ended (inception) to
December 31, December 31,
2009 2008 2009
Joint Venture:
Revenue $ - 3 - $ -
Expenses (12,351) (71,274) (487,035)
Net loss $ (12,351) $ (71,274) $ (487,035)
Company's 50% share of loss as limited by itsinvestment $ - 8 - 3 (250)
The Company’s share of the lossesislimited to their initial capital investment of $250.
Underwriters' condensed balance sheet information at December 31, 2008 was as follows:
2008
Joint Venture:
Current assets $ 9,078
Long term assets -
Total assets $ 9,078
Current liabilities $ 483512
Stockholders' deficit (474,434)
Total liabilities and stockholders'
deficit $ 9,078

On February 27, 2009, the Company purchased the following from the other Underwriters equity partner for $590,000:

- 1,062 shares (42.5% ) of Underwriters common stock,
$600,000 surplus note, and $45,707 of accrued interest (variable rate tied to US Treasury Bills), payable by Physhield upon the approval of the State of
Nevada Department of Insurance.

- $100,000 Underwriters start-up loan and $25,824 of accrued interest, payable by Underwriters.

- Accrued interest of $104,331 due to 10% guarantee on the $600,000 surplus note owed by Underwriters.

The purchase price was all ocated to the assets acquired as follows:

Common Stock of Underwriters $ 212
$600,000 surplus note receivable and accrued interest payable by Physhield 359,631
Start-up loan and accrued interest payable by Underwriters 230,157

$ 500000
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The purchase of the common stock of Underwriters was recorded in accordance with Accounting Standards Codification (ASC) section 805, Business
Combinations. The other assets acquired in this transaction were recorded as purchase of assets with no gain recognition for the value of the assets in excess of
the consideration paid. Since the allocated purchase price fell below the face value of the other assets acquired, the $600,000 surplus note receivable was recorded
at less than face value since its value has the most uncertainty. Because Physhield is a Nevada captive insurer, any repayment of the surplus note by Physhield
must be approved by the State of Nevada Department of Insurance. The start-up loan and accrued interest payable by Underwriters were eliminated against the
receivables in the parent company upon consolidation. The portion of interest on the surplus note that is due from Physhield is recorded in surplus notes and
interest receivable on the balance sheet and was $2,620 from February 27, 2009 to December 31, 2009 (Note 13).

The Company purchased Underwriters in stages, but since Underwritersisin the development stage, the value of the entire corporation is estimated to be its $500
cost of organization. Therefore, the value of the 42.5% interest purchased by the Company is valued at $212. The Company had a net book value of $0 on the
1,250 shares of Underwriters stock it had acquired at the inception of Underwritersin 2005. Its original book value of $250 had previously been written off due to
Underwriters' operating losses recognized under the equity method of accounting for investments. The Company recognized a $250 gain when it re-measured its
equity interest in Underwriters immediately before the transaction. That gain is presented as Other Income in the accompanying statement of
operations. Underwriters has not earned any revenue from operations since its inception and therefore, none has been included in the accompanying statement
of operations.

The computation of goodwill recorded on the February 27, 2009 purchase of the 1,062 sharesis asfollows:

Purchase price allocation - paid for Underwriters common stock $ 212
Fair value of the 7.5% minority interest in Underwriters 38
Fair value of stock held by the Company prior to stock purchase 250

Total value of company 500
Cash $ 9,044
Due from Physhield, net of $483,221 allowance -

Accrued interest payable (130,264)
Loans payable (365,600)

Liabilitiesin excess of assets 486,820
Goodwill $ 487,320
Goodwill attributed to noncontrolling interest 36,550
Goodwill attributed to the Company $ 450,770

The Company had a previous relationship with Underwriters as a 50% partner in ajoint venture. As part of the previous relationship the Company had written off
approximately $265,600 of cost reimbursements that Underwriters owed the Company because of the uncertainty of collecting these amounts from
Underwriters. Since all receivables and payables are eliminated in the consolidation process, a $265,600 reversal of bad debt allowance is reflected in the
accompanying financial statements.

Pro forma results (unaudited):

If the Company had purchased 92.5% of Underwriters on January 1, 2008 the results of operations would be as follows:

2009 2008

Revenues $ - $ =
Operating expenses 624,249 1,109,979
Other income (expenses) 14,024 (1,748,022)
Impairment loss on investment (250,000)

Net loss (860,225) (2,858,001)
Net loss - noncontrolling interest 6,952 5,347
Net |oss attributable to the Company $ (853,273) $ (2,852,654)
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4. CONVERTIBLE NOTE RECEIVABLE AND INVESTMENTSIN SECURITIES, ASRESTATED
Investments made by the Company during 2009 were made in debt and equity securities of companies. The investments at December 31, 2009 are as follows:
Convertible notereceivable:

Purchase of Convertible Note from AccessKey I P, Inc. (AccessKey) — On January 28, 2009 the Company paid $640,000 to AccessKey in exchange for a partially
convertible note and warrants to purchase 20 million shares of AccessKey's common stock at $0.005 per share through December 31, 2013. The convertible note
called for an interest rate of 10% with payments of $150,000 plus interest due on April 15, 2009, June 15, 2009, and September 15, 2009 with the balance due on
January 28, 2010. The note allows the Company to convert $300,000 of the note to AccessKey common stock based on a conversion price of 50% of the lesser of
$0.0125 per share or the common stock’s bid prices measured as defined in the agreement. The $640,000 purchase price was allocated between the convertible
note receivable and the warrants based on their relative fair values. The convertible note and the warrants received $568,889 and $71,111 of the allocated
purchase price, respectively. A $71,111 discount on the note receivable was al so recorded to be amortized to interest income over the one year term of the note.

AccessKey subsequently defaulted on the first two note payments. Due to the default, the receivable and all its interest were immediately called due, and the
remaining note receivable discount was amortized into interest income. The Company also re-evaluated the collectibility of note, and because of the 50%
conversion discount on the $300,000 convertible portion of the note, the Company’s risk of loss is substantially mitigated such that the note can always be
converted into a minimum of $600,000 worth of AccessKey common stock. Therefore, management established a $40,000 reserve as of June 30, 2009 for the
portion of the investment at risk to loss. If AccessKey does not make any payments in 2010, management expects to convert the convertible portion of the note
and sell sharesin 2010 and has reflected the estimated $148,571 of proceeds from that sale as current assets and the remaining $451,429 as non-current assets.

The note was renegotiated on July 31, 2009 to eliminate the partial payments, and to allow al the principle and interest to be paid on the original maturity date of
January 28, 2010. In consideration of the note modification, AccessKey issued 15 million shares of its common stock to Phyhealth and increased the warrants
from 20 to 25 million shares of common stock at an exercise price of $0.005 per share through December 31, 2014. The 15 million common shares and the warrants
to purchase the additional 5 million common shares were recorded at their estimated fair value as described below. The agreement further provided that if
AccessK ey defaulted on the revised payment schedule the warrant to purchase common shares would triple to 75 million shares with atotal exercise price of $100
for all shares.

The 15 million shares of AccessKey common stock were recorded as marketable equity securities (since the restriction lapses in less than one year) and as loan
extension fee income of $94,500, based on the July 31, 2009 market price discounted by 55% due to the length of the restriction before the company could sell the
stock, the high volatility, and the associated holding risk associated with the stock. The volatility of this stock is 253% as of December 31, 2009.

The 5 million warrants were recorded as non-marketable securities and loan extension fee income of $31,500, based on the market price also being discounted by
55% due to the restriction on the shares underlying the warrants. Management used the Black-Scholes model for valuing the warrants and assumed a risk-free
rate of 2.5%, avolatility rate of 253%, expected maturity of 5.4 years, and expected dividend of 0%.

AccessKey then also defaulted on the January 28, 2010 payment. Conseguently, the Company is now entitled to warrants to purchase 75 million shares of
AccessKey common stock for a total exercise price of $100. The 50 million additional warrants received due to this default were recorded as non-marketable
securities and loan extension fee income of $45,000, based on the market price also being discounted by 55% due to the restriction on the shares underlying the
warrants. Management used the Black-Scholes model for valuing the warrants and assumed arisk-free rate of 2.4%, avolatility rate of 251%, expected maturity of
4.9 years, and expected dividend of 0%.
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In addition, the $300,000 portion of the note receivable that is subject to conversion into AccessK ey’s common stock was evaluated to see if it met the definition
of aderivative asset as described by Statement of Financial Accounting Standards Codification (ASC) section 815 “Derivative and Hedging.” It was determined
that the note did not meet the definition of a derivative because there was no provision for net settlement and because it was determine that the shares were not
easily convertible to cash due to the selling restriction of more than 31 days on the stock.

Marketable Equity Securities:

AccessKey Common Stock— As described above, the Company recorded 15 million shares of AccessKey common stock on July 31, 2009 for $94,500. The
unrealized loss on these shares between July 31, 2009 and December 31, 2009 of $74,925 has been included in other comprehensive gain as of and for the year
ended December 31, 2009 resulting in afair value of $19,575 at December 31, 2009, based on the quoted market price of the shares less an appropriate marketable
discount of 55% due to the selling restrictions.

Purchase of ZST Digital Networks, Inc. Convertible Preferred Stock — On April 30, 2009, the Company paid $500,000 for 312,500 shares of convertible preferred
stock in ZST Digital Networks, Inc. (ZST Digital), a Chinese supplier of optical and digital network equipment, listed as ZSTN on NASDAQ. Each share of
preferred stock is convertible into one share of common stock. On October 6, 2009 ZST Digital affected a 1-for-2.4615 stock split that left the Company with
126,954 series A preferred shares. These preferred shares were also registered effective October 20, 2009 and converted to common shares on November 30, 2009
on a one-to-one basis. However, the Company was subjected to alock-up agreement to April 20, 2010 so these securities have been discounted at a rate of 40%
due to these selling restrictions and corresponding risk of holding these shares, resulting in afair value of $667,270 at December 31, 2009.

Purchase of Bio-Matrix Scientific Group, Inc. (Bio-Matrix) Stock — On January 12, 2009, the Company paid $105,000 for 1,150,000 common shares and 25,000 of
non-convertible preferred shares of Bio-Matrix Scientific Group (Bio-Matrix). Bio-Matrix isan OTCBB company listed as BMSN. Thisinvestment is classified as
available for sale by management and presented as short-term because the shares are expected to be sold in 2010. Thereis a possibility that the Company could
receive an additional 150,000 shares of Bio-Matrix common stock that Bio-Matrix issued to another entity under the original purchase agreement as compensation
for a business transaction that never materialized. Since that transaction never materialized, the Company believes that they should receive the shares of Bio-
Matrix common stock issued to that entity. However, those shares have not been recognized in these financial statements nor included in the fair value
disclosure herein, because it is not reasonably assured that they will receive those shares.

Based on the December 31, 2010 OTCBB market price of the stock currently held by the Company, an unrealized loss of $45,200 isincluded as comprehensive gain
(loss) in the consolidated statements of operations and comprehensive gain(loss).
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Non-Marketable Securities:

AccessKey warrants — As described above, the Company recorded warrants to purchase 25 million shares of AccessKey common stock. These warrants are
considered non-marketable and accounted for at cost less any impairment since there is no readily determinable market value. These warrants were recorded at
the $102,611 fair value at the time of the transactions and were subsequently evaluated for other than temporary impairment. At December 31, 2009, management
recorded an impairment loss of $70,111 on these warrants leaving a balance of $32,500 on the consolidated balance sheet as non-marketable securities. The
warrants were valued at year-end using the Black-Scholes model as more fully described above.

Common stock - MLH Investments, Inc (MLH)— On May 15, 2009 the Company made a cash investment of $250,000 to MLH under a 10% Secured Promissory
Note which was originally due June 15, 2009, secured by a Medallion Certificate of 100,000 shares in Wound Management Technologies, Inc. (WNDM) an
OTCBB company listed as WNDM, and personally guaranteed by the Chairman of MLH Investments and WNDM, Repayment of the Note was extended by two
amendments, the first to June 30, 2009 and the second to July 17, 2009. The Note was subsequently paid in full in August 2009. Part of the consideration received
for making and extending repayment of this investment was 100,000 restricted common shares of WNDM common stock. In addition, the Note as amended
included a Put Option requiring MLH to purchase 75,000 shares of the WNDM stock at $3.00 per share upon notice by the Company between September 15, 2009
and October 15, 2009. However, MLH and WNDM have refused to honor the terms of the Note, as amended and have not issued the 100,000 shares of WNDM
common stock to the Company and have not paid the $225,000 due upon the Company’s exercise of the Put Option. The Company believes the terms of the Note
as amended are legally enforceable and has issued a final demand letter to MLH Investments, its Chairman, WNDM and other parties. However, the Company
has not recorded the stock in these financial statements since a positive outcome to this dispute cannot be reasonably assured.

Note Receivable and warrants from Bottled Water Media (BWM) - On July 29, 2009, the Company made an investment of $250,000 in BWM in the form of a
secured original issue discount promissory note with a face value of $287,500, including interest, with a maturity date of December 29, 2009, collateralized by the
intellectua property of BWM and the Chief Executive Officer's personal guarantee. Part of the compensation to the Company includes warrants to purchase 7%
of the BWM's common stock and 7% of the BWM's preferred stock for $200,000, which expires on December 29, 2010. Since BWM is a privately held
development stage company with no revenues or sales contracts and no indicators of common stock value, the warrant received was valued at zero for
accounting purposes and no interest or loan fee income was recognized. Since the warrants are accounted for at cost for this non-marketabl e security, thereis no
change in recorded value as of December 31, 2009. BWM has the right to repurchase 50% of the Warrants from the Company for $500,000. The Company is aso
entitled to future advertising through BWM at BWM'’s cost for a period of 24 months not to exceed $250,000 or 25% of BWM'’s annual revenues.

The Company defaulted on the December 29, 2009 payment. Consequently, the default interest rate of 27% started to accrue, the warrant to purchase 7% of
BWM'’s common stock and preferred stock increased to 20% and the exercise price was reduced to $100. BWM is in the process of raising funds that, if
successful, all or a portion of the funds raised will be used to pay this debt. While the Company’s management remains hopeful that they will be repaid their
investment and earnings from this note receivable, due to the uncertainty of BWM'’s ability to raise funds and BWM's lack of established operations, the
Company has established areserve for 100% of theinvestment in BWM.

5. FAIR VALUE MEASUREMENTS

Marketable Equity Securities:

As of December 31, 2009 the Company’s investments in marketable equity securities are based on the December 31, 2009 stock price as reflected on the OTCBB
stock exchange, reduced by adiscount factor if those shares have selling restrictions. These marketable equity securities are summarized as follows:

Equity

Aggregate Securities

Equity Unrealized Aggregated

SecuritiesCost  Gains (L osses) Fair Value

Marketable Equity Securities-Available for Sale:

AccessK ey $ 94500 $ (74,925 $ 19,575
Bio-Matrix Scientific Group, Inc. 105,000 (45,200) 59,800
ZST Digital Networks, Inc. 500,000 167,270 667,270
Total marketable equity securities- available for sale. $ 699,500 $ 47145 $ 746,645
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The unrealized gains (losses) are presented in comprehensive income (losses) in the consolidated statement of operations and comprehensive income (10ss).

Fair Value M easurements Using:

Significant
Quoted Prices Other Significant
in Active Observable Unobservable
Markets Inputs Inputs
(Level 1) (Level 2) (Level 3)
Marketable Equity Securities $ 59,800 $ - $ 686,845

Non-Marketable Securities:

The December 31, 2009 fair value of the non-marketabl e securities based on the Black-Scholes model is summarized as follows:

Equity
Aggregate Securities
Equity Unrealized Aggregated
SecuritiesCost  Gains (L osses) Fair Value
AccessK ey warrants $ 102611 $ 70111 $ 32,500

Fair Value M easur ements Using:

Significant
Quoted Prices Other Significant
in Active Observable Unobservable
Markets Inputs Inputs
(Level 1) (Level 2) (Level 3)
Non-Marketable Securities $ - 3 - $ 32,500
6. FURNITURE AND EQUIPMENT
Furniture at December 31, 2009 and 2008 consists of the following:
2009 2008
Furniture $ 6,108 $ 6,108
Equipment 5711 5711
Total Furniture and equipment 11,819 11,819
Accumulated depreciation (5,349) (3,066)
Furniture and equipment, net of
accumul ated depreiciation $ 6470 $ 8,753

Depreciation expense for the year ended December 31, 2009 and 2008 and the period February 14, 2005 through December 31, 2009 was $2,283, $1,920 and $5,349,
respectively.

F-38




Physicians Healthcare Management Group, Inc. and Subsidiaries
(a development stage company)
Notesto Consolidated Financial Statements
December 31, 2009 and 2008

7.WEBSITE COSTS

Website costs at December 31, 2009 and 2008 consist of the following:

2009 2008
Website costs $ 20903 $ 18,000
Accumulated amortization (13,883) (9,900)
Website costs, net of accumulated amortization $ 7020 $ 8,100

Amortization expense for the year ended December 31, 2009 and 2008 and the period February 14, 2005 through December 31, 2009 was $3,983, $3,600 and $13,884,
respectively.

8.NOTE PAYABLE —RELATED PARTIES

During November and December 2008, the Company borrowed $71,035 from an investor who owns series B preferred stock. This note required interest to be paid
based on a formula that was tied to the Company’s stock price. However, the Company and the investor decided to settle all principal and interest obligations
under this agreement for $100,000, which was paid by the Company on January 2, 2009. The $28,965 difference between the principal balance and the settlement
amount was treated as interest expense in 2008.

During 2007 the Company entered into transactions with four entities that had a significant ownership interest in the Company during the year. These entities all
had common stock ownership in the Company until December 27, 2007 when they sold 100% of the common shares they owned in exchange for notes payable
described below. All of these notes payable were subsequently converted in 2008 to the Company’s series B convertible preferred stock as described in Note 10.

Stock Repurchase Notes — On December 27, 2007 the Company purchased back 92,734,000 shares of its own common stock from four investors in exchange for
notes totaling $1,031,177, each note maturing on December 27, 2009. The interest, which was to be paid at maturity and was based on a formula tied to the
Company's stock price. On August 11, 2008 this note was paid in full along with $556,406 of accrued interest through the issuance by the Company of series B
convertible preferred as described in note 10.

Operating Note—The Company received $434,888 in 2007 and $165,112 in 2008 in the form of cash and expenses paid on behalf of the Company from a previous
common stock shareholder in exchange for a $600,000 note payable. The interest, which was to be paid at maturity and was based on a formula tied to the
Company'’s stock price. On August 11, 2008 this note was paid in full along with $600,000 of accrued interest through the issuance by the Company of series B
convertible preferred shares as described in Note 10.

HMO related notes payable converted to preferred stock:

In February 2008, the Company borrowed $2.5 million from a previous common stock shareholder for the minimum surplus required to start an HMO and $1.5
million to be used to develop the HMO. The funds were received on February 5, 2008, and ultimately deposited into a Plancorp account as a capital contribution
received from Florida Physicians, the immediate parent and manager of the HMO. Thisnote has an interest rate of 6% with interest only payments made quarterly
and the principal duein 2012 through 2013 unless certain milestones are not met, which would cause the loans to be immediately callable. The Company has the
option of paying the interest in cash or the Company’s common stock. On August 11, 2008 this note was paid in full along with $580,300 of accrued and
additional agreed upon interest through the issuance by the Company of series B convertible preferred as described in note 10.
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9. COMMITMENTS
Employment Contracts

On July 1, 2007, the Company executed two management agreements, one with its President/Chief Executive Officer/Chairman of the Board (CEO), the other with
its Vice President, Chief Operating Officer and Corporate Director (COO). Both agreements are effective upon signing and expire on December 31, 2012. The
contracts are automatically renewed through December 31, 2018. The contracts provide:

A base salary to the CEO of $150,000 with escalation clause up to $500,000 when certain revenue, equity and profit milestones are met. A base
salary to the COO of $120,000 with escalation clause up to $400,000 when certain revenue, equity and profit milestones are met.

Stock options for 20 million shares to each the CEO and COO with a 10 year term, strike price of $0.003 per share (see note 11).

The CEO and COO are entitled to receive a proportional number of common shares and options in any transactions where there is a corporate or
operational spin-off from the Company.

The CEOQ is to receive bonuses equal to (i) one 0.25% of annual Gross Revenues plus (ii) 0.25% of the annual growth in Gross Revenues; plus
5.0% of Income before Interest, Taxes, Depreciation and Amortization. The COO is to receive bonuses equal to (i) one 0.20% of annual Gross
Revenues plus (ii) 0.20% of the annual growth in Gross Revenues; plus 3.75% of Income before Interest, Taxes, Depreciation and Amortization.
Once certain revenue or equity goals are met the executives will be provided life and disability insurance.

There is a non-compete clause in both contracts that states that neither executive can compete against the Company during the term of the
agreement and for one year after termination.

10. TEMPORARY EQUITY

In August 2008, the company designated 38 million shares of its 200 million shares of authorized preferred stock as series B convertible preferred stock. The
series B preferred shares provide no voting rights and are non-interest bearing, but the holders can elect to convert each share of the series B convertible
preferred stock into 40 shares of the Company’s common stock. The holders of the series B convertible preferred shares have liquidating preferences over the
series A convertible preferred and common stock shareholders equivalent to $7,467,883 plus any accrued but unpaid dividends. No series A or common stock
holder can receive any dividends unless the series B convertible preferred holders also receive equivalent dividends as if they had already converted to common
stock.

On August 11, 2008 and September 11, 2008, the Company issued a total of 18,419,707 shares of series B preferred stock for $7,367,883 of existing debt and
accrued interest.

Also on August 11, 2008, the Company issued an additional 250,000 shares of series B preferred stock in exchange for acommitment to fund $100,000 of operating
expenses. This commitment was completely funded in 2008 and is included in temporary equity.

Since the Company does not have sufficient authorized shares to cover the common stock that would need to be issued if the series B preferred stock
shareholders decide to convert, these shares have been recorded as temporary equity until such time as sufficient shares have been authorized.

On September 30, 2008, in recognition of the decline in the market value of the Company’s common stock and its impact on the value of the series B preferred
shares that were issued in the months of August and September to the investors that continue to fund the Company, the company entered into an agreement with
the series B convertible preferred shareholders.  Under the agreement the Company issued an additional 12,446,469 shares of series B convertible preferred stock
to those same series B shareholders for atotal of 31,116,176 shares. Thisissuance of additional shares has been treated as a stock dividend, and since the series
B convertible preferred shares were recorded as temporary equity, the issuance of the additional series B convertible preferred shares had no impact on the
accompanying consolidated financial statements.
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11. STOCKHOLDERS EQUITY

Authorized Common Stock - On March 27, 2007, the Company filed with the state of Nevada to increase the authorized common shares from 400,000,000 to
425,000,000 at apar value of $0.001 per share.

Authorized Preferred Stock — On September 27, 2006, the Company filed with the state of Nevada to authorize 200,000,000 shares of preferred stock with a par
value of $0.001 per share. In August 2008, the Company further designated these preferred shares into 162,000,000 series A preferred shares and 38,000,000 series
B preferred shares.

The series A convertible preferred shares have the same dividends and voting rights as common stock shares and are convertible to common stock on a one-for-
one basis. There are no other rights, dividends or interest at a stated interest rate of the series A preferred shares. Upon liquidation, they would receive
liquidating preferences over common sharehol ders.

The series B convertible preferred shares provide no voting rights and are non-interest bearing, but the holders can elect to convert each share of the series B
convertible preferred stock into 40 shares of the Company’s common stock. The holders of the series B convertible preferred shares have liquidating preferences
over the series A convertible preferred and common stock shareholders equivalent to $7,467,881 plus any accrued but unpaid dividends. No series A convertible
preferred or common stock holder can receive any dividends unless the series B convertible preferred stockholders also receive equivalent dividends as if they
had already converted to common stock.

Common Stock - In 2005 Phyhealth Old issued 71,967,558 common shares and 149,724,462 preferred shares to founders as part of an initial capitalization and
132,442 common shares and 275,538 preferred shares to three Board Members that joined the Board subsequent to the initial founding of Phyhealth Old. The
value of these shares was deemed to be minimal (i.e.- corporate set-up costs) because no significant business had been conducted at the time of the original
capitalization or as of the subsequent members joining the Board and there was no other indicators of value at that time based on stock price or value of
services. Consequently, the common shares were recorded at anominal value per share, resulting in an $81,658 charge in 2005, which included $40,833 of officers
compensation expense and $40,825 of consulting expense.

In May 2006, pursuant to the recapitalization (see Note 1) the Company was deemed to have issued 12,000,000 preferred shares and 158,886,528 common shares to
shareholders of the public shell, Tiger.

On July 21, 2006, the Company issued 22,800,000 shares to an investor relations company for services to be earned over the contract term. Subseguently, the
contract was terminated and 5,078,800 shares were returned before December 31, 2007. The remaining 12,630,241 and 5,090,959 shares have been recorded in the
accompanying consolidated financial statementsin years ended December 31, 2007 and 2006, respectively. The charge to operations for the shares earned totaled
$72,618 and $97,296 in 2007 and 2006, respectively, based on the average stock price from the date of the transaction through the end of the year.

Preferred Stock - In addition to the shares of preferred stock issued to founders and board members (see common stock above) in 2005, 12,000,000 shares of
preferred stock were deemed to be issued to the existing pre-recapitalization shareholders of Tiger on May 9, 2006, the date of the recapitalization.

Treasury Stock — Due to the low price of the Company’s stock at the end of 2008, the Company started a common stock buyback program in which they

purchased 129,259 shares of the Company’s common stock during 2008 for $760 and 18,959 shares for $231 in 2009, for atotal 148,218 for $991 as of December 31,
2009. These shareswere recorded at the Company’ s acquisition cost and are presented as treasury stock.
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Contributed Capital - On April 1, 2005, two officers and shareholders (Officers) of the Company and a related investor entered into an agreement whereby the
Officers agreed to devote substantial energies, contacts and efforts to build the Company and the shareholder agreed to fund the monthly expenses of the
Company up to $165,000 in order to build value in the Company and their respective stockholdings. The related investor subsequently made additional
investments without additional stock compensation. During the years ended 2007 and 2006 and for the period February 14, 2005 (inception) through December
31, 2005 the shareholder contributed $90,000, $288,648 and $158,671, respectively, for atotal of $537,319. No additiona shares have been issued or are expected to
be issued as compensation for the funds received during this time period. These amounts have recorded as additional paid in capital in the accompanying
consolidated financial statements.

Common Stock Repurchase Agreements — Effective December 27, 2007, the Company purchased 92,734,000 shares of its own common stock from four investors
for atotal of $1,031,177 in order to secure the future fundings. The Company signed four notes that total this amount each maturing on December 27, 2009. The
interest, which is paid at maturity, is based on aformulatied to the Company’s stock price.

In 2008, during the common share retirement process required under this agreement, it was determined that there were 99,997 less shares held by the investors
than originally estimated. The parties to the agreement decided that the price per share would be adjusted and that the total transfer price of the debt and the
shareswould not be altered. This adjustment is reflected as a 2008 transaction in the consolidated statement of equity (deficit).

In August of 2008, these four notes, plus accrued interest, for atotal of $1,587,581 were exchanged for 3,968,953 series B convertible preferred shares as described
in Note 10.

Employee Stock Options— Effective January 10, 2008, the Company issued stock options for 20 million shares to each the CEO and COO with a 10 year term and
strike price of $0.003 per share. Of the total stock options for 40 million shares, 30 million are vested when the contract was signed and the remaining 10 million
shares vested on January 1, 2009. The options have piggyback registration rights. Stock option expense of $75,000 was recorded on the 30 million options that
were vested on January 10, 2008 when the management agreement was signed. The compensation expense of the remaining 10 million options, totaling $25,000,
was recognized prorata from January 10, 2008 through January 10, 2009. Total stock option expense for the year ended December 31, 2009 and 2008 was $617 and
$99,383, respectively. The stock option expense was computed based on the Black-Scholes valuation model based on a historical volatility factor of 306%, Risk-
Freeinterest rate of 3.91%, expected maturity of 5 years (using the simplified method) and expected dividends of $0. While the Company believes these estimates
are reasonable, the compensation expense recorded would increase if the expected life was increased, a higher expected volatility was used, or if the expected
dividend yield increased.

The weighted-average grant-date fair value of the options granted to employees during the year-ended 2008 (the only year granted) was $0.0025 per share.

A summary of employee options for the year ended December 31, 2009 is presented below:

Weighted
Weighted Average
Average Remaining Aggregate
No. of Exercise Contractual Intrinsic

Employee Options Options Price Term Value
Options Outstanding, December 31, 2008 40,000,000 $ 0.003 9.0 -
Granted - - -
Exercised - - -
Forfeited - - -
Expired - - -
Options Outstanding, December 31, 2009 40,000,000 $ 0.003 8.0 -
Exercisable, December 31, 2009 40,000,000 $ 0.003 8.0 -
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A summary of employee options for the year ended December 31, 2008 is presented below:

Weighted
Average
No. of Exercise

Employee Options Options Price
Options Outstanding, December 31, 2007 -
Granted 40,000,000 $ 0.003
Exercised -
Forfeited -
Expired -
Options Outstanding, December 31, 2008 40,000,000 $ 0.003
Exercisable, December 31, 2008 40,000,000 $ 0.003

A summary of employee options for the period February 14, 2005 (inception) to December 31, 2009 is presented below:

Weighted
Average
No. of Exercise
Employee Options Options Price
Options Outstanding, February 14, 2005 (inception) -
Granted 40,000,000 $ 0.003
Exercised -
Forfeited -
Expired -
Options Outstanding, December 31, 2009 40,000,000 $ 0.003
Exercisable, December 31, 2009 40,000,000 $ 0.003

Weighted
Average
Remaining Aggregate
Contractual Intrinsic
Term Value
10.0
9.0
9.0
Weighted
Average
Remaining Aggregate
Contractual Intrinsic
Term Value
10.0
8.0
8.0

Consultant Stock Options— Effective December 20, 2007 the Company issued stock options to a consultant that expire on the earlier of ten years or one year from
the termination of the contract with the consultant. Once vested these options provide the consultant the right to purchase up to 5 million shares of common
stock at an exercise price of $0.002 per shares. Of the total options issued, 1 million were vested and $2,000 expense recognized on December 20, 2007, 2 million
will vest when an HMO certificate of Authority isissued by the state of Florida and the final 2 million will vest when certification is received from The Centers for
Medicare and Medicaid Services as a Medicare Advantage Plan. Since the final 4 million options are contingent on future events only the expense for the first
one million options were recognized in the accompanying consolidated financial statements. The contract with this consultant was terminated on July 1,
2008. Accordingly, the first million options expired under the stock option agreement when it was not exercised by July 1, 2009 and the final 4 million options did

not vest because the conditionsin the agreement were not met.
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The $0.002 per option or total $10,000 fair value of the 1 million options was estimated using the Black-Scholes valuation model. The Company assumptions used
in the valuation process were as follows:

2007
Volatility (based on historical data) 299%
Risk-Free Interest Rate 3.25%
Expected maturity 10 Years
Expected dividends 0%

The weighted-average grant-date fair value of the options granted to employees during the year-ended 2007 (the only year granted) was $0.002 per share.

A summary of consultant options for the year ended December 31, 2009 is presented below:

Weighted
Weighted Average
Average Remaining Aggregate
No. of Exercise Contractual Intrinsic
Consultant Options Options Price Term Value
Options Outstanding, December 31, 2008 5,000,000 $ 0.002 9.0 -
Granted - - - -
Exercised - - - -
Forfeited - - - -
Expired (5,000,000) $ 0.002 8.0 -
Options Outstanding, December 31, 2009 - - - -
Exercisable, December 31, 2009 - - - -
A summary of consultant options for the year ended December 31, 2008 is presented below:
Weighted
Weighted Average
Average Remaining Aggregate
No. of Exercise Contractual Intrinsic

Consultant Options Options Price Term Value
Options Outstanding, December 31, 2007 5,000,000 $ 0.002 10.0 -
Granted - - - -
Exercised - - - -
Forfeited - - - -
Expired - - - -
Options Outstanding, December 31, 2008 5,000,000 $ 0.002 9.0 -
Exercisable, December 31, 2008 1,000000 $ 0.002 9.0 -
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A summary of consultant options for the period February 14, 2005 (inception) to December 31, 2009 is presented below:

Weighted
Weighted Average
Average Remaining Aggregate
No. of Exercise Contractual Intrinsic

Consultant Options Options Price Term Value
Options Outstanding, February 14, 2005 (inception) - - - -
Granted 5,000,000 $ 0.002 10.0 -
Exercised - - - -
Forfeited - - - -
Expired (5,000,000) $ 0.002 - -

Options Outstanding, December 31, 2009 = o R R
Exercisable, December 31, 2009 - R R R

12. INCOME TAXES

There was no income tax expense for the years ended December 31, 2009, 2008 and for the period February 14, 2005(inception) through December 31, 2009, due to
the Company's net losses.

The blended Federal and State tax rate of 39.5% applies to loss before taxes. The Company's tax expense differs from the “expected” tax expense for Federal
income tax purposes for the years ended December 31, 2009, 2008 and for the period February 14, 2005 (inception) through December 31, 2009, (computed by
applying the blended United States Federal and State Corporate tax rate of 39.5% to loss before taxes), as follows:

February 14,
2005
Y ear s ended December 31, (Inception) to
December 31,
2009 2008 2009
Computed “expected” tax benefit $ (198132) $  (1,122537) $  (1,790,291)
Stock issued for services - - 67,116
Meals 611 717 2,101
Changein deferred tax asset valuation allowance 197,521 1,121,820 1,721,074
Deferred tax asset $ - 3 - 3 =
The effects of temporary differences that gave rise to significant portions of deferred tax assets and liabilities at December 31 are asfollows:
Deferred tax assets: 2009 2008
Net operating loss carryforward $ 832442 $ 693,630
Accounts receivable allowance 24,703 103,780
Loss from joint venture - 99
Impairment loss on investment 126,444
Stock issued for interest 697,439 685,998
Stock option expense 40,046 40,046
Lessvaluation allowance (1,721,074) (1,523,553)
Net deferred tax assets $ - $ -
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The valuation allowance at December 31, 2009 and 2008 was $1,721,074 and $1,523,553, respectively. The increase in the val uation allowance in 2009 and 2008 was
$197,521 and $1,121,820, respectively. The Company has a net operating loss carryforward of approximately $2,107,448 available to offset future U.S. net income
over 20 years through 2028.

The utilization of the net operating loss carryforwards is dependent upon the ability of the Company to generate sufficient taxable income during the carryforward
period. In addition, utilization of these NOL carryforwards may be limited due to ownership changes as defined in the Internal Revenue Code.

13. RELATED PARTIES

The management of the Company devoted significant time and resources to establish a 50% owned joint venture, Underwriters, and a risk retention group,
Physhield. As described in Note 3, on February 27, 2009 the Company purchased another 42.5% of Underwriter's common stock from the other joint venture
partner which gave the Company 92.5% interest in Underwriters, making it a consolidated subsidiary. Prior to this Underwriter stock purchase, the expenses
associated with the development of these two entities incurred by the Company and allocated to Underwriters totaled $2,868, $15,683 and $265,600 for the year
ended December 31, 2009 and 2008 and the period beginning February 14, 2005 (inception) to December 31, 2009, respectively. The Company recorded these
expenses as a receivable and reserved 100% of the receivable as an allowance for bad debts due to the uncertainty of collecting the amounts due. At the date of
the stock purchase this allowance was reversed since no uncertainty remained since both entities are consolidated in the accompanying financial statements.

Subseguent to the February 27, 2009 stock purchase all such costs are included in the statement of operation and the corresponding receivables and payables
between the Underwriters and Phyhealth for these cost allocations are eliminated upon consolidation.

Underwritersisthe attorney in fact for Physhield (see Note 1) and the Parent company has purchased the surplus note from the other Underwriters equity partner
as more fully described in Note 3. Physhield also owes the Company $184,892 of accrued interest, $87,358 for a start-up loan and $288,137 of shared expenses as
described in the preceding paragraphs, for atotal of $560,387. The collectability of these amounts are dependent on Physhield’s ability to pay this debt assuming
Physhield can underwrite and enroll an appropriate number of physician subscribers and assuming the reimbursement of all or part of these expenses would be
approved by the Physhield Subscriber Advisory Committee that will be reconstituted to include physician subscribers. Due to the uncertainty of this occurring,
the Company has reserved 100% of these receivables. The Company is also owed $362,251 evidenced by a surplus note and accrued interest receivable from
Physhield as disclosed in Note 3. These amounts are considered collectible since Physhield has liquid assets in excess of the amount owed and since there are
currently no liabilities or other liens that would have to be satisfied by the Physhield assets.
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14. SUPPLEMENTAL NON-CASH INVESTING AND FINANCING ACTIVITIES
The Company’s supplemental non-cash investing and financing activities are summarized as follows:

February 14, 2005

Year Ended (inception) to
December 31, December 31,
2009 2008 2009
Restated (Restated, note 16)
Repurchase company stock with note $ - 3 - % 1,031,177
Payment of debt with issuance of series B preferred stock $ - 3 7,367,883 $ 7,367,883
Discount on note payable $ - 3 50959 $ 50,959
Settlement of escrow to acquire investment $ 500,000 $ - $ 500,000
Unrealized gain on investments $ 47145 $ - $ 47,145
Acquisition of Underwriters:

Underwriter liabilities assumed $ 495,863 -3 495,863
Gain on Underwriters' stock previously held 250 - 250
Noncontrolling interest 38 - 38
Goodwill recognized (487,320) - (487,320)
Purchase of Underwriters' stock, net of cash received $ 8,831 - 3 8,831

15. SUBSEQUENT EVENTS

Management evaluated all activity of the Company through the issue date of the Company’'s consolidated financial statements and concluded that no
subsequent events have occurred that would require recognition in the consolidated financial statements.

16. RESTATEMENT

The Company restated how they accounted for the convertible note receivable from AccessKey and stock investment in ZST Digital as more fully described in
Notes 4 and 5.

Previously, the Company recorded the initial investment as the AccessKey convertible note receivable, but did not recognize the warrants or the shares that
accompanied the loan agreements and subsequent modifications of those agreements. These statements have been restated to record those instruments in
accordance with ASC 505-50, "Equity-Based Payments to non-Employee”, which has triggered the need for subsequent adjustments relating to the valuation of
those shares and warrants. The adjustments to the financial statementsincluded the following:

Allocation of the $640,000 purchase price between the convertible note receivable and the accompanying warrants to purchase 20 million shares of
common stock. The purchase price was allocated $568,889 and $71,111, respectively.

Record, and subsequently amortize to income, a$71,111 of convertible note discount.

Recognition of $126,000 |oan extension fee income from the receipt of 15 million shares and an additional 5 million warrants as aresult of the July 31, 2009
modification to the convertible note receivable.

Recognition of a $70,111 impairment loss on the 25 million warrants in the consolidated statement of operations and a $74,925 unrealized loss on the 15
million common shares in the consolidated statement of other comprehensive loss.

A reserve on the convertible note receivable of $40,000.
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The convertible note receivabl e has also been shown as separately from other non-marketable securities for clarity of presentation.

Additionally, the Company has reclassified the ZST Digital investment from non-marketable to marketable equity securities because, while the investment is
subject to alock-up agreement, that lock-up agreement expires on April 20, 2010, or prior to one year from the balance sheet date. Due to the reclassification, the
Company has recorded an unrealized gain of $167,270 on the increase in the market value as of December 31, 2009 in the consolidated statement of comprehensive

loss.

As aresult of the restatements the income tax provision has changed; however, there is no net effect on the financial position or results of operations (see Note

12)
Theimpact of these restatements on the consolidated financial statementsis summarized as follows:

Consolidated Balance Sheet
December 31, 2009

Cash and certificates of deposit

Current portion of convertible note receivable
Marketable equity securities

Non-marketable securities

Other current assets

Total current assets

Long-term assets

Total assets

Total liabilities
Temporary Equity

Stock and paid in capital, net of treasury stock

Deficit accumulated during the development stage

Accumulated other comprehensive gain - unrealized gain (l0ss) on investments
Total Physicians Healthcare Management Group stockholder deficit
Noncontrolling interest

Total deficit

Total liabilities and deficit
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AsPreviously As
Reported Restated

$ 622,966 $ 622,966
- 148571

59,800 746,645

688,571 32,500

5,500 5,500

$ 1376837 $ 1,556,182
1,317,023 1,317,023

$ 2,693860 $ 2,873,205
$ 37,725 $ 37,725
7,467,883 7,467,883
417,083 417,083
(5,177,643) (5,090,643)
(45,200) 47,145
(4,805,760) (4,626,415)
(5,988) (5,988)
(4,811,748) (4,632,403)

$ 2,693860 $ 2,873,205
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February 14, 2005

Year ended (Inception) to
Consolidated Statement of Operations December 31, 2009 December 31, 2009
AsPreviously As AsPreviously As
Reported Restated Reported Restated
Operating expenses, excluding bad debt expense $ 598844 $ 598,844 $ 2618624 $ 2,618,624
Bad debt expense (recovery) (240,195) (200,195) 22,537 62,537
Total operating expenses and |oss from operations 358,649 398,649 2,641,161 2,681,161
Impairment loss on investment (250,000) (320,111) (250,000) (320,111)
Interest income 13,774 X 31,421 102,532
Loan extension fee 0 126,000 0 126,000
Other 250 250 (1,765,419) (1,765,669)
Net loss (594,625) (507,625) (4,625,409) (4,538,409)
Net loss per share $ (000) $ (0.00) $ (0.03) $ (0.03)
February 14, 2005
Year ended (Inception) to
Statement of Comprehensive L oss December 31, 2009 December 31, 2009
AsPreviously As AsPreviously As
Reported Restated Reported Restated

Net loss (594,625) (507,625) (4,625,409) (4,538,409)
Unrealized investment holding loss for the period (45,200) 47,145 (45,200) 47,145
Comprehensive loss (639,825) (460,480) (4,670,609) (4,491,264)
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ASSETS

Current assets:

Cash

Certificates of deposit

Current portion of convertible note receivable, net of $40,000 allowance
Marketable equity securities

Non-marketable equity securities

Other current assets

Total current assets

Convertible note receivable, net of current portion

Surplus notes and interest receivable due to related party

Furniture and equipment, net

Website costs, net

Other assets

Due from related party, net of allowance for loans of $705,528
and $560,387 at 2010 and 2009, respectively

Goodwill

Total assets

LIABILITIESAND STOCKHOLDERS EQUITY (DEFICIT)
Current liabilities:

Accounts payable

Payroll taxes payable

Total current liabilities

TEMPORARY EQUITY
Series B convertible preferred stock, $0.001 par value, 38,000,000
shares authorized, 31,116,176 issued and outstanding

EQUITY (DEFICIT)
Physicians Healthcare M anagement Group stockholders' equity (deficit):
Series A convertible preferred stock, $0.001 par value,
162,000,000 shares authorized, issued and outstanding
Common stock, $0.001 par value, 425,000,000 authorized,
156,073,725 issued and, 155,925,507 outstanding.
Additional paid-in capital
Less: treasury stock, at cost (148,218 common shares)
Deficit accumulated during the development stage
Accumulated other comprehensive income (loss)-unrealized Income (l0ss) on investments
Total Physicians Healthcare Management Group stockholders' deficit
Noncontrolling interest
Total equity (deficit)
Total liabilitiesand equity (deficit)

December 31,
June 30, 2010 2009
(unaudited) Restated

$ 71,101 $ 122,966
153,878 500,000

8,940 148,571

667,407 746,645

77,500 32,500

4,500 5,500

983,326 1,556,182

591,060 451,429

362,251 362,251

7,800 6,470

4,929 7,020

2,533 2,533

487,320 487,320

$ 2439219 $ 2,873,205
$ 21453 $ 11,175
35,066 26,550

56,519 37,725

7,467,883 7,467,883
162,000 162,000

156,074 156,074

100,000 100,000
(991) (991)
(5,453,233) (5,090,643)
(32,093) 47,145
(5,068,243) (4,626,415)
(16,940) (5,988)
(5,085,183) (4,632,403)

$ 2439219 $ 2,873,205

The accompanying notes are an integral part of these unaudited consolidated financial statements.
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Physicians Healthcare Management Group, Inc. and Subsidiaries

(a development stage company)

Consolidated Statements of Operationsand Comprehensive Income (L 0ss) - Unaudited

Oper ating expenses:

Officer compensation

Consulting and professional fees

HMO reinsurance, network and administration
Bad debt expense (recovery)

General and administration

Total operating expense

L ossfrom operations

Equity method lossin joint venture

Impairment loss on investment

Interest expense

Interest income

Loan extension fees

Other income

Net Income (loss)

Add: net loss attributable to noncontrolling inter est

Net Income (loss) attributable to Physicians Healthcar e Management Group, Inc. and Subsidiaries

Net Income (loss) per share- basic and diluted
Weighted aver age shar es outstanding - basic and diluted

Net income (loss)

Unrealized investment holding loss

Compr ehensive Income (10ss)

Net loss attributable to noncontrolling inter est

Compr ehensiveincome (loss) attributable to Physicians Healthcare Management Group, Inc. and
Subsidiaries

Six months ended

February 14,
2005

June 30, (Inception) to
2010 2009 June 30, 2010
$ 110410 $ 115332 $ 1,019,455
155,550 99,510 1,344,236
- (29,987) 139,270
111,433 (216,903) 173,970
48,447 44,963 430,070
425,840 12,915 3,107,001
(425,840) (12,915) (3,107,001)
- - (250)
- - (320,111)
- - (1,765,669)
7,298 78,545 109,830
45,000 - 171,000
- 250 250
(373,542 65,880 (4,911,951)
10,952 2,072 16,978
$ (362,590) $ 67,952 $ (4,894,973)
$ (0.00) $ 000 $ (0.03)
155,925,507 155,926,135 162,472,798
$ (373542) $ 65880 $ (4,911,951)
(79,238) - (32,093)
(452,780) 65,880 (4,944,044)
10,952 2,072 16,978
$ (441,828) $ 67952 $ (4,927,066)

The accompanying notes are an integral part of these unaudited consolidated financial statements.
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Balance-
December 31,
2009 restated

Net loss, six
months ended
June 30, 2010

Unrealized loss
on investments

Balance - June
30, 2010

Physicians Healthcare Management Group, Inc. and Subsidiaries
(a development stage company)
Consolidated Statement of Changesin Equity (Deficit) - Unaudited
For the six months June 30, 2010

Physicians
Deficit Healthcare
Accumulated Accumulated Management
Additional during Other Group Non- Total
Preferred Stock Common Stock Paid-in  Treasury Development Comprehensive Stockholders' Controlling  Equity
Shares  Amount Shares Amount Capital Stock Stage L oss Equit (Deficit)  Interest (Deficit)
162,000,000 $162,000 156,073,725 $156,074 $ 100,000 $  (991) $ (5,090,643) $ 47,145 $  (4,626,415) $ (5,988) $(4,632,403)
- - - - - - (362,590) - (362,590) (10,952) (373,542
- - - - - - - (79,238) (79,238) - (79,238)
162,000,000 $162,000 156,073,725 $156,074 $ 100,000 $  (991) $ (5453233 $ (32,093) $  (5,068243) $  (16,940) $(5,085,183)

The accompanying notes are an integral part of these unaudited consolidated financial statements.
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Physicians Healthcare Management Group, Inc. and Subsidiaries

Cash from operating activities:

Net income (loss) attributabl e to Physicians Healthcare Management Group, Inc. and Subsidiaries

(a development stage company)

Consolidated Statements of Cash Flows- Unaudited

Adjustments to reconcile net income (10ss) to net cash used in operating activities:

Net |oss attributable to noncontrolling interests
Equity method lossin joint venture
Gain on Underwriters stock previously held
Impairment loss on investment
Amortization of note receivable discount
Loan extension fee paid in securities
Gain on return of application fee
Expenses paid by related party
Adjustment to stock purchase agreement
Interest expense paid in stock
Bad debt expense (reversal)
I ssuance of stock to founders and for services
Issuance of options for services
Depreciation and amortization
Changes in operating assets and liabilities:
Other current assets
Other assets
Surplus note interest receivable
Accounts payable
Payroll taxes payable
Due from related party
Net cash used in operating activities

Cash flows from investing activities:
Investment in joint venture
Purchase of certificate of deposit

Proceeds from maturity of certificates of deposit

Reimbursement (deposit) of escrow funds and feesfor HMO

Purchase of convertible note receivable
Purchase of marketable securities
Purchase of non-marketable securities

Purchase of surplus note, loan and accrued interest
Deposit into escrow for Purchase of investment
Purchase of Underwriters' stock, net of cash received

Purchase of furniture, equipment and website

Net cash provided by (used in) investing activities

Cash flows from financing activities:
Proceeds from capital contributions
Purchase of treasury stock
Proceeds from note payable
Proceeds from sale of series B preferred shares
Payment of note payable
Proceeds from issuance of note payable

Net cash provided by (used in) financing activities

Net increase (decrease) in cash
Cash, beginning of period
Cash, end of period

Supplemental disclosures of cash flow information:

Cash paid for interest paid
Cash paid for income taxes paid

The accompanying notes are an integral part of these unaudited consolidated financial statements.
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February 14,
2005
Six months ended (inception) to
June 30, June 30,
2010 2009 2010

$ (362,590) $ 67,952 $ (4,894,973)
(10,952) (2,072 (16,978)
- (250) 250

- - (250)

- - 320,111

- (71,112) (71,112)
(45,000) - (171,000)
- (25,000) (25,000)

- - 26,888

- - 100

- - 1,765,671
111,433 (216,903) 173,970
- - 251,572

- 617 102,000

3,437 3,035 22,670
1,000 (20,552) (4,500)

- - (2,533)

- (2,005) (2,620)

10,278 13,188 21,452
8,516 6,868 35,066
(111,433) (8,802) (399,675)
(395,311) (255,035) (2,868,890)
- - (250)

(7,298) (750,000) (1,007,298)
353,420 - 853,420
- 335,000 25,000
- (568,889) (568,889)
- (355,000) (105,000)
- (71,111) (321,112)
- (589,788) (589,788)
- - (500,000)

- 8,831 8,831
(2,676) (1,860) (35,399)
343,446 (1,992,817) (2,240,484)
- - 512,319
- (231) (991)

- - 71,035

- - 100,000
- (100,000) (100,000)

- - 4,598,112

- (100,231) 5,180,475
(51,865) (2,348,083) 71,101
122,966 2,567,171 -
$ 71,101 $ 219088 $ 71,101
$ - 3 - 3 =
$ - 3 - 3 -




Physicians Healthcare Management Group, Inc. and Subsidiaries
(a development stage company)
Notesto Consolidated Financial Statements- Unaudited
For the six months ended June 30, 2010

1. NATURE OF BUSINESS, BASIS OF PRESENTATION, LIQUIDITY AND ACCOUNTING POLICIES

Basis of Presentation and Principles of Consolidation — The accompanying unaudited consolidated financial statements have been prepared in accordance with
accounting principles generally accepted in the United States of America and the rules and regulations of the United States Securities and Exchange Commission
for interim financial information. Accordingly, they do not include all the information and footnotes necessary for a comprehensive presentation of consolidated
financial position and results of operations. It is management's opinion, however, that all material adjustments (consisting of normal recurring adjustments) have
been made which are necessary for a fair consolidated financial statement presentation. The results for the interim period are not necessarily indicative of the
results to be expected for the year. For further information, refer to the audited consolidated financial statements and footnotes of the company for the years
ending December 31, 2009 and 2008.

The consolidated financial statements include the accounts of Physicians Healthcare Management Group, Inc., (“Company”, “ Phyhealth” or “Parent”) which is a
Nevada corporation and includes its wholly owned and majority owned subsidiaries as described below. All material intercompany balances and transactions
have been eliminated in consolidation.

The Company was formed on February 14, 2005 and has been in the development stage and its efforts through June 30, 2010 have been principally devoted to
organizational activities, raising capital, evaluating operational opportunities and fulfilling regulatory requirements. Since its formation the Company has not
realized any revenues from its planned operations. Currently, the Company has made selected strategic investments with the initial capital both as a means to
raise the remaining funds necessary to execute its community health plan business model, activate its medical malpractice business as described below and
increase shareholder value.

Physicians Healthcare Management Group, Inc., (“Phyheath Old” or “Subsidiary”), an Illinois corporation, was the origina operating entity but is now an
inactive subsidiary of the Company as aresult of arecapitalization that occurred in 2006.

On November 29, 2007, the Company filed with the state of Florida to create a limited liability company named Florida Physicians, LLC (“Florida Physicians’ or
“LLC”"). Phyhealth isthe managing member of the LLC and the LL C istheimmediate parent of Phyhealth Plan Corporation as discussed below.

On September 4, 2007 the Company filed with the state of Florida to create Phyhealth Plan Corporation (“Plancorp” or “HMQO"). There were 10 million, no par,
shares authorized upon filing. Thiswholly owned subsidiary of Florida Physicians, discussed above, was created to operate asan HMO. Plancorp applied to the
State of Florida for a Certificate of Authority on March 10, 2008. That application has been temporarily withdrawn. Management expects to submit a new HMO
application when its balance sheet complies with the leverage standards of Florida insurance regulators, and it raises the necessary additional statutory funds
required by the regulators.

On January 18, 2008 the Company filed with the state of Delaware to create Phyhealth Corporation, a dormant shell corporation.

On February, 27, 2009 the Company purchased an additional 42.5% (1,062 shares) of the common stock of Phyhealth Underwriters, Inc. (Underwriters) for a total
of 92.5% ownership from itsjoint venture partner, Atlas Insurance Management (Atlas), bringing itstotal ownership to 92.5%. Underwriterswas originally created
with equal ownership being held by the Company and Atlas as ajoint venture to act as the legally required Attorney-in-fact for arisk retention group formed by
the Company and Atlas named “Physhield Insurance Exchange, a Risk Retention Group” (Physhield), a Nevada domiciled Association Captive. Physhield is an
insurance reciprocal, which can only be owned by its physician subscribers; and is the Company’s exclusive licensed medical malpractice insurance affiliate.
Underwriters, as the Attorney-in fact, has along-term management agreement with Physhield and is responsible for managing all of Physhield's operations. The
Company plans to operate Underwriters as a subsidiary and with holding majority ownership is positioned to invest additional resources in the development of
its medical malpractice insurance business. Underwriters has also been in the development stage and its efforts through March 31, 2010 have been principally
devoted to organizational activities, regulatory compliance and product devel opment.
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Physicians Healthcare Management Group, Inc. and Subsidiaries
(a development stage company)
Notesto Consolidated Financial Statements- Unaudited
For the six months ended June 30, 2010

Nature of Business and Current Operations— Although the Company remains in the development stage, it is marketing two primary products to physicians and
physician groups. The first product is the development of community health plans-based on a health maintenance organization (HMO) license- that are owned
and operated in partnership with the participating physicians. The Company’s community health plans are structured to integrate al the financial and
reimbursement components of healthcare delivery; align the financial incentives of al participants; and empower physicians to assume end-to-end management
of healthcare for their patients. The Phyhealth community health plan (HMO) model is built on the foundation of the physician-patient relationship and rewards
physicians for proactively providing the preventative care necessary to keep their patients healthy and for closely managing the ongoing care necessary for
patients who suffer from chronic disorders to stabilize their health status.

The second product is a medical malpractice liability insurance program for physicians and physician groups marketed through its affiliate, Physhield Insurance
Exchange, a Risk Retention Group (Physhield). Physhield is authorized under the Federal Liability Risk Retention Act of 1986 and is organized as a reciprocal
insurer licensed as an association captive domiciled in the state of Nevada. Physhield isregistered to do businessin the states of Nevada, Texas and Florida; and
has filed for registration in Maryland and the District of Columbia. The Company’s insurance programs are designed to reduce and stabilize the physician’s
medical malpractice liability insurance premiums by ensuring that over time the physicians pay the actual costs for their own risks.

Through its community health plan HMO operations, the Company intends to expand its product offerings to include ownership of local healthcare facilities,
systems for processing physician reimbursement claims, and electronic medical records among other products and services that would be designed to increase
physicians’ income, reduce their expenses and add to their net worth.

The Company’s offerings are designed to take advantage of opportunities available both before and after the recent enactment of the Patient Protection and
Affordable Care Act (PPACA) signed into law March 2010. Phyhealth’'s community health plan, particularly when integrated with the Physhield medical
malpractice insurance program, is designed to provide high quality, affordable healthcare insurance coverage to the broadest segment of patients in the
community and to fully comply with the new PPACA and other applicable state and federal regulations.

Liquidity - The accompanying unaudited consolidated financial statements have been prepared in conformity with accounting principles generally accepted in
the United States of America, which contemplate continuation of the Company and its ability to meet its ongoing obligations. The Company has a net
comprehensive loss of $441,828 and net cash used in operations of $395,311 in the six months ended June 30, 2010 and a positive working capital, stockholders
deficit and a deficit accumulated during the development stage of $926,807, $5,068,243 and $5,453,233, respectively, at June 30, 2010. In addition, the Company
has not generated any revenues through June 30, 2010.

These conditions, as well as the conditions noted below, were considered when evaluating the Company’s liquidity and its ability to meet its ongoing

obligations. These consolidated financial statements do not include any adjustments to reflect the possible future effect on the recoverability and classification of
assets or the amounts and classifications of liabilities that may result from the outcome of these uncertainties.
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Management withdrew its application with the state of Floridato become an HMO in order to improve its leverage ratio by converting the Company’s temporary
equity to permanent equity and raising additional capital, as required by Florida regulators. The Company intends on restructuring and recapitalizing the current
temporary equity to permanent equity and has made strategic investments to raise the additional capital necessary to reapply for its HMO certificate of
authority. Although, the Company has enough funds to operate through the end of 2010 there can be no assurance that the management’s future application to
operate as an HMO will be successful and that they can produce revenues to sustain operations. However, management believes that they will be successful in
obtaining a certificate of authority to operate an HMO and that they will be able to sustain operations well into the future.

In 2009, management obtained 92.5% control over Underwriters. While there can be no assurance of success, management believes that with this acquisition they
arein aposition to invest in the marketing programs and devote the resources necessary to bring physician groups into Physhield and to commence operations,
which will produce an additional revenue stream.

Recent Accounting Pronouncements
Thefollowing isasummary of recent authoritative pronouncements that affect accounting, reporting, and disclosure of financial information by the Company.

In January 2010, the FASB issued Accounting Standard Update (ASU) No. 2010-06, Improving Disclosures about Fair Vaue Measurements, which requires
additional disclosures about (1) the different classes of assets and liabilities measured at fair value, (2) the valuation techniques and inputs used, (3) the activity
in Level 3 fair value measurements, and (4) the transfers between Levels 1, 2 and 3. The new disclosures are effective for the Company’s financial statements
issued for interim and annual periods beginning January 1, 2010. The Company adopted these disclosuresin the accompanying footnotes.

In February 2010, the FASB issued ASU 2010-09, "Subsequent Events (Topic 855) - Amendments to Certain Recognition and Disclosure Requirements." ASU
2010-09 requires an entity that is an SEC filer to evaluate subsequent events through the date that the financial statements are issued and removes the
requirement that an SEC filer disclose the date through which subsequent events have been evaluated. ASC 2010-09 was effective upon issuance and has been
adopted by the Company.

2. CONVERTIBLE NOTE RECEIVABLE AND INVESTMENTSIN SECURITIES
Investments made by the Company during 2009 were made in investment securities of companies. The investments at June 30, 2010 are asfollows:
Convertible notereceivable:

Purchase of Convertible Note from AccessKey I P, Inc. (AccessKey) — On January 28, 2009 the Company paid $640,000 to AccessKey in exchange for a partially
convertible note and warrants to purchase 20 million shares of AccessKey's common stock at $0.005 per share through December 31, 2013. The convertible note
called for an interest rate of 10% with payments of $150,000 plus interest due on April 15, 2009, June 15, 2009, and September 15, 2009 with the balance due on
January 28, 2010. The note allows the Company to convert $300,000 of the note to AccessK ey common stock based on a conversion price of 50% of the lesser of
$0.0125 per share or the common stock’s bid price as defined by the agreement. The $640,000 purchase price was allocated between the convertible note
receivable and the warrants based on their relative fair values. The convertible note and the warrants received $568,889 and $71,111 of the allocated purchase
price, respectively. A $71,111 discount on the note receivable was also recorded to be amortized to interest income over the one year term of the note.
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AccessK ey subsequently defaulted on the first two note paymentsin 2009. Due to the default, the receivable and all its interest were immediately called due, and
the remaining note receivable discount was amortized into interest income which totaled $71,111 in the six months ended June 30, 2009. The Company also re-
evaluated the collectibility of note, and because of the 50% conversion discount on the $300,000 convertible portion of the note, the Company’s risk of lossis
substantially mitigated such that the note can always be converted into $600,000 worth of AccessKey common stock. Therefore, management established a
reserve in 2009 for the portion of the investment at risk to loss, which totals $40,000 as of June 30, 2010. If AccessKey does not make any payments in 2010,
management expects to convert the convertible portion of the note and sell sharesin starting in 2010 and has reflected the estimated $8,940 of proceeds from that
sale as current assets and the remaining $591,060 as non-current assets based on an evaluation of the cash flow expected to be received by selling the shares
over athree year period at arate of 20% of the average daily volume experienced in the last six months.

The note was renegotiated on July 31, 2009 to eliminate the partial payments, and to allow al the principle and interest to be paid on the original maturity date of
January 28, 2010. In consideration of the note modification, AccessKey issued 15 million shares of its common stock to Phyhealth and increased the warrants
from 20 to 25 million shares of common stock at an exercise price of $0.005 per share through December 31, 2014. The 15 million common shares and the warrants
to purchase the additional 5 million common shares were recorded at their estimated fair value as described below. The agreement further provided that if
AccessK ey defaulted on the revised payment schedule the warrant to purchase common shares would triple to 75 million shares with atotal exercise price of $100
for all shares.

The 15 million shares of AccessKey common stock were recorded as marketable equity securities (since the restriction lapses in less than one year) and as loan
extension fee income of $94,500, based on the July 31, 2009 market price discounted by 55% due to the length of the restriction before the company could sell the
stock, the high volatility, and the associated holding risk associated with the stock. The volatility of this stock is 253% as of December 31, 2009.

The 5 million warrants were recorded as non-marketable securities and loan extension fee income of $31,500, based on the market price also being discounted by
55% due to the restriction on the shares underlying the warrants. Management used the Black-Scholes model for valuing the warrants and assumed a risk-free
rate of 2.5%, avolatility rate of 253%, expected maturity of 5.4 years, and expected dividend of 0%.

AccessKey then also defaulted on the January 28, 2010 payment. Consequently, the Company is now entitled to warrants to purchase 75 million shares of
AccessKey common stock for a total exercise price of $100. The 50 million additional warrants received due to this default were recorded as non-marketable
securities and loan extension fee income of $45,000, based on the market price also being discounted by 55% due to the restriction on the shares underlying the
warrants. Management used the Black-Scholes model for valuing the warrants and assumed a risk-free rate of 2.4%, avolatility rate of 251%, expected maturity of
4.9 years, and expected dividend of 0%.

In addition, the $300,000 portion of the note receivable that is subject to conversion into AccessKey’s common stock was evaluated to see if it met the definition
of aderivative asset as described by Statement of Financial Accounting Standards Codification (ASC) section 815,“ Derivative and Hedging.” It was determined
that while this note meets the definition of a derivative asset, a derivative asset was not be recorded because realization of this asset over and above the face
value of the receivableis not reasonably assured.

Marketable Equity Securities:

The Marketable equity securities available for sale at June 30, 2010 are as follows:

AccessKey |P, Inc. (AccessKey) — As described above, the Company received 15 million shares of AccessKey common stock in 2009. An unrealized loss of
$11,475, $0, and $86,400 is reflected in the consolidated statements of operations and comprehensive income (loss) as of the six months ended June 30, 2010 and
2009 and the period February 14, 2005 (Inception) to June 30, 2010, respectively. The fair vaue of these securities as of June 30, 2010 reflected in the

accompanying consolidated balance sheet is $8,100. These securities were valued using the OTC closing price on June 30, 2010 discounted by 55% due to the
risk associated with holding these shares before the selling restriction expirein 2011.
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Purchase of Bio-Matrix Scientific Group, Inc. (Bio-Matrix) Stock — On January 12, 2009, the Company paid $105,000 for 1,150,000 common shares and 25,000 of
non-convertible preferred shares of Bio-Matrix Scientific Group (Bio-Matrix). Bio-Matrix isan OTCBB company listed as BMSN. Thisinvestment is classified as
available for sale by management and presented as short-term because the shares are expected to be sold in 2010. Thereis a possibility that the Company could
receive an additional 150,000 shares of Bio-Matrix common stock that Bio-Matrix issued to another entity under the original purchase agreement as compensation
for a business transaction that never materialized. Since that transaction never materialized, the Company believes that they should receive the shares of Bio-
Matrix common stock issued to that entity. However, those shares have not been recognized in these consolidated financial statements nor included in the fair
value disclosure herein, becauseit is not reasonably assured that they will receive those shares.

Based on the OTC market price of the stock currently held by the Company, unrealized loss of $14,950, $0 and $60,150 is reflected in the consolidated statements
of operations and comprehensive income (loss) as of the six months ended June 30, 2010, six months ended June 30, 2009 and the period February 14, 2005
(Inception) to June 30, 2010, respectively. The fair value of these securities as of June 30, 2010 reflected in the accompanying consolidated balance sheet is
$44,850.

Purchase of ZST Digital Networks, Inc. Convertible Preferred Stock — On April 30, 2009, the Company paid $500,000 for 312,500 shares of convertible preferred
stock in ZST Digital Networks, Inc. (ZST Digital), a Chinese supplier of optical and digital network equipment, listed as ZSTN on NASDAQ. Each share of
preferred stock is convertible into one share of common stock. On October 6, 2009 ZST Digital affected a 1-for-2.4615 stock split that left the Company with
126,954 series A preferred shares. These preferred shares were also registered effective October 20, 2009 and converted to common shares on November 30, 2009
on aone-to-one basis.

An unrealized loss of $52,813 and $0, and an unrealized gain of $114,457 is reflected in the consolidated statements of operations and comprehensive income
(loss) as of the six months ended June 30, 2010 and 2009 and the period February 14, 2005 (Inception) to June 30, 2010, respectively. The fair value of these
securities as of June 30, 2010 reflected in the accompanying consolidated balance sheet is $614,457.

3. FAIR VALUE MEASUREMENTS

Marketable Equity Securities

As of June 30, 2010 the Company’s investments in marketable equity securities are based on the June 30, 2010 stock price as reflected in the OTC markets,
reduced by adiscount factor if those shares have selling restrictions. These marketable equity securities are summarized as follows:

Equity
Aggregate Securities
Equity Unrealized Aggregated
Securities Cost Gains (L 0ss) Fair Value
Marketable Equity Securities-Available for Sale:

AccessKey IP, Inc. $ 94500 $ (86,400) $ 8,100
Bio-Matrix Scientific Group, Inc. 105,000 (60,150) 44,850
ZST Digital Networks, Inc. 500,000 114,457 614,457

Total Marketable Equity Securities-Available for Sale $ 699,500 $ (32,093) $ 667,407

The unrealized gains are presented in comprehensive income (losses) in the consolidated statements of operations and comprehensive income (10ss).
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The levels of the fair value measurements for marketabl e equity securities are summarized as follows:

Fair Value M easurements Using:

Significant
Quoted Prices Other Significant
in Active Observable Unobservable
Markets Inputs Inputs
(Level 1) (Level 2) (Level 3)
Marketable Equity Securities $ 44850 $ - 3 622,557
Non-Marketable Securities:
The June 30, 2010 fair value of the non-marketable securities based on the Black-Scholes model is summarized as follows:
Equity
Aggregate Securities
Equity Unrealized Aggregated
SecuritiesCost  Gains (L osses) Fair Value
AccessKey IP, Inc. warrants $ 147611  $ (70111) $ 77,500

The unrealized losses are recognized as an impairment loss on investment in the consolidated statements of operations and comprehensive income (loss) because
they were considered to be other than temporary.

Thelevels of the fair value measurements for both non-marketable securities are summarized as follows:

Fair Value M easur ements Using:

Significant
Quoted Prices Other Significant
in Active Observable Unobservable
Markets Inputs Inputs
(Level 1) (Level 2) (Level 3)
Non-Marketable Securities $ - $ - 3 77,500

4. RELATED PARTIES

Underwriters is the Attorney-in-fact for Physhield (see Note 1) and the Parent company has purchased the surplus note. Physhield also owes the Company
$218,600 of accrued interest, $87,358 for a start-up loan and $399,570 of shared expenses for atotal of $705,528. The collectability of these amounts are dependent
on Physhield’s ability to pay this debt assuming Physhield can underwrite and enroll an appropriate number of physician subscribers and assuming the
reimbursement of al or part of these expenses would be approved by the Physhield Subscriber Advisory Committee that will be reconstituted to include
physician subscribers. Due to the uncertainty of this occurring, the Company has reserved 100% of these receivables.
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The Company has contracted with NextPath Partners, LLC (NextPath) to provide full-time marketing and related services for $7,500 per month to support the
introduction and sales of Physhield’s medical malpractice products, particularly in Maryland and the District of Columbia. Services include website development
and maintenance, product development, communications, direct marketing to physicians and the development of marketing materials to support Physhield's
Managing General Agent, Palumbo Insurance Associates. NextPath is owned and operated by the spouse of the President and CEO of the Company. NextPath
has more than twenty years executive management experience in target marketing for a Fortune 500 media corporation and complies with the Company’s Related
Parties Policy. Next Path was paid $15,000, $0 and $15,000 in six months ended June 30, 2010 and 2009 and the period February 14, 2005 (Inception) to June 30,
2010, respectively

5. SUPPLEMENTAL NON-CASH INVESTING AND FINANCING ACTIVITIES

The Company’s supplemental non-cash investing and financing activities are summarized as follows:

February 14,
2005
Six months
ended (inception) to
June 30, June 30,
2010 2009 2010
Repurchase company stock with note $ - 3 - $ 1,031,177
Payment of debt with issuance of series B preferred stock $ - $ - 3 7,367,883
Discount on note payable $ - 3 - $ 50,959
Settlement of escrow to acquire investment $ - 8 500,000 $ 500,000
Unrealized gain(loss) on investments $ (79,238) $ = 9 (32,093
Acquisition of Underwriters:
Underwriter liabilities assumed $ - $ 495863 $ 495,863
Gain on Underwriters' stock previously held - 250 250
Noncontrolling interest - 38 38
Goodwill recognized - (487,320) (487,320)
Purchase of Underwriters' stock, net of cash received $ - $ 8831 $ 8,831

6. SUBSEQUENT EVENTS

Management evaluated all activity of the Company through the issue date of the Company’s financial statements and concluded that the following subsequent
events has occurred that would require disclosure in the consolidated financial statements.

The Company has been notified that the previous President of AccessKey IP, Inc. has been indicted in a Federal Grand Jury with charges of artificially increasing
thetrading volume and price of AccessKey's common stock. The Company has a $640,000 cash investment in AccessK ey and has assets totaling $718,100 and
$652,075 on the Company’s consolidated balance sheet as of June 30, 2010 and December 31, 2009, respectively. Since these charges have not been provenin a
court of law and were only revealed in September 2010, no adjustments have been made to the value of the assets in these consolidated financial

statements. Management will evaluate the AccessK ey asset in future filings and will an recognize impairment on the value of these assets if the circumstance
warrant such an adjustment.
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Report of Independent Regi stered Public Accounting Firm

To the Board of Directors and Shareholders of
Phyhealth Underwriters, Inc.

We have audited the accompanying balance sheets of Phyhealth Underwriters, Inc. (a development stage company) as of December 31, 2008 and 2007 and the
related statements of operations, changesin stockholders' deficit, and cash flows for the years ended December 31, 2008 and 2007 and the period from July 1, 2005
(inception) to December 31, 2008. These financial statements are the responsibility of the Company's management. Our responsibility is to express an opinion on
these financial statements based on our audits.

We conducted our auditsin accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards require that we
plan and perform the audits to obtain reasonabl e assurance about whether the financial statements are free of material misstatement. An audit includes examining,
on atest basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable
basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position of Phyhealth Underwriters, Inc. as of
December 31, 2008 and 2007 and the results of its operations and its cash flows for the years ended December 31, 2008 and 2007 and the period from July 1, 2005
(inception) to December 31, 2008 in conformity with accounting principles generally accepted in the United States of America.

/s/ Salberg & Company, P.A.

SALBERG & COMPANY, PA.

BocaRaton, Florida
May 21, 2009
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PHYHEALTH UNDERWRITERS, INC.
(a development stage company)
Balance Sheets
December 31, 2008 and 2007

ASSETS
Current assets:
Cash
Due from related party, net of $470,870 and $401,384 allowance for doubtful accountsin 2008 and 2007, respectively (Note
3
Total assets

LIABILITIESAND STOCKHOLDERS DEFICIT
Current liabilities:

Dueto related parties (Note 3)

Total current liabilities

STOCKHOLDERS DEFICIT
Common stock, no par value, 2,500 shares authorized,
issued and outstanding
Deficit accumulated during the development stage
Total stockholders' deficit

Total liabilities and stockholders' deficit

The accompanying notes are an integral part of these financial statements.
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2008 2007

9,078 10,867
9,078 10,867
483512 414,027
483512 414,027
250 250
(474,684) (403,410)
(474,434) (403,160)
9,078 10,867




Oper ating expenses:

Bad debt expense

Other general and administrative
Total operating expense

Net loss

Net |oss per share - basic and diluted

Weighted average shares outstanding during
the period - basic and diluted

PHYHEALTH UNDERWRITERS, INC.
(a development stage company)
Statements of Operations

July 1, 2005

Year Ended (inception) to

December 31, December 31,

2008 2007 2008

$ 69,485 $ 92,145 $ 470,869
1,789 1,052 3,815

71,274 93,197 474,684
$ (71,2714 $ (93197) $ (474,684)
$ (2851) $ (37.28) $ (189.87)
2,500 2,500 2,500

The accompanying notes are an integral part of these financial statements.
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PHYHEALTH UNDERWRITERS, INC.
(a development stage company)
Statements of Changesin Stockholders Deficit
Y ear s ended December 31, 2008 and 2007
and from July 1, 2005 (inception) to December 31, 2008

Accumulated
Deficit during
Common Stock Subscriptions Development
Shares Amount Receivable Stage Total

Shares issued to founders 2500 $ 250 $ (250) - 8 =
Net loss July 1, 2005 (inception) to December 31, 2005 - - - (117,748) (117,748)
Balance December 31, 2005 2500 $ 250 $ (250) $ (117,748) $ (117,748)
Payment of subscription receivable by founder - - 250 - 250
Net lossfor the year ended December 31, 2006 - - - (192,465) (192,465)
Balance December 31, 2006 2500 $ 250 $ - $ (310213) $ (309,963)
Net lossfor the year ended December 31, 2007 - - - (93,197) (93,197)
Balance December 31, 2007 2500 $ 250 $ - 8 (403410) $ (403,160)
Net lossfor the year ended December 31, 2008 - - - (71,274) (71,274)
Balance December 31, 2008 2500 $ 250 $ - 3 (474684) $ (474,434)

The accompanying notes are an integral part of these financial statements.
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Cash flows from operating activities:
Net loss
Adjustments to reconcile net loss to net cash
used in operating activities:
Bad debt expense
Changes in assets and liabilities:
Due from related party
Dueto related party
Net cash used in operating activities

Cash flowsfrom financing activities:

Loan from sharehol der

Proceeds from shareholder capital contribution
Net cash provided by financing activities

Net increase (decrease) in cash
Cash, beginning of period
Cash, end of period

Supplemental non-cash disclosures:
Interest paid

Taxespaid

PHYHEALTH UNDERWRITERS, INC.

(a development stage company)
Statements of Cash Flows

July 1, 2005

Year Ended (inception) to

December 31, December 31,

2008 2007 2008

(71,274)  $ (93,197) $ (474,684)
69,485 92,145 470,870
(69,485) (92,145) (470,870)
69,485 92,145 383,512
(1,789) (1,052) (91,172)
- 100,000
- - 250
- 100,250
(1,789) (1,052) 9,078
10,867 11,919 -
9078 $ 10867 $ 9,078
-3 - % -
S $ B

The accompanying notes are an integral part of these financial statements.
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PHYHEALTH UNDERWRITERS, INC.
(a development stage company)
Notesto Financial Statements

December 31, 2008

1. ORGANIZATION

Organization - The financial statements include the accounts of Phyhealth Underwriters, Inc., (the “Company” or “Underwriters’). The Company was originally
incorporated on July 1, 2005 in the state of Illinois. On December 12, 2005 it was redomesticated by incorporating in Nevada.

The Company was created as aresult of a2005 Memorandum of Understanding (Memorandum) between Physicians Healthcare Management Group, Inc. (PHMG)
and an equity partner (“Equity Partner”) as ajoint venture to act as the Attorney-in-fact for arisk retention group named “ Physhield Insurance Exchange, a Risk
Retention Group, a Nevada Captive Insurer” (Physhield). The Memorandum specified that PHM G and the Equity Partner each have a 50% ownership and voting
interest in Underwriters and share the profits and losses 50% each. By law, neither of the joint venture partners have an ownership interest in Physhield. The
Equity Partner ultimately sold its interest in the Company to a Second Equity Partner as described in Note 3 below. On February 27, 2009, the Second Equity
partner sold 1,062 shares, or 42.4% of the Company’s outstanding stock to PHM G, who owns 92.5% of the Company after the sale.

The Company has been in the development stage and its efforts through December 31, 2008 have been principally devoted to organizational activities and
regulatory compliance. Since its formation the Company has not realized any revenues from its planned operations.

Liquidity - The accompanying financial statements have been prepared in conformity with accounting principles generally accepted in the United States of
America, which contemplate continuation of the Company and its ability to meet its ongoing obligations. The Company has not yet started operations and has a
working capital deficit of $474,434, accumulated deficit of $474,684 and stockholders' deficit of $474,434 at December 31, 2008. The Company had a net loss and
cash used in operations of $71,274 and $1,789, respectively in 2008.

These conditions were considered when evaluating the Company’s liquidity and its ability to meet its ongoing obligations. These financial statements do not
include any adjustments to reflect the possible future effect on the recoverability and classification of assets or the amounts and classifications of liabilities that
may result from the outcome of these uncertainties.

Asdescribed in Note 8, on February 27, 2009 PHM G purchased the rights to all the debt owed by the Company and additional shares of its common stock to give
PHMG 92.5% ownership of the Company. PHMG has no plans to demand the amounts owed until the Company’s management has an opportunity to execute
their business plan by finding a physician organization that will take advantage of the risk retention group. Although there can be no assurance, management
believes that they will be successful in finding such a physicians’ organization and that this will produce the necessary revenue to sustain operations well into
thefuture.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Cash and cash equivalents- The Company considers deposits that can be redeemed on demand and investments that have original maturities of less than three
months when purchased to be cash equivalents.

Fair Value of Financial I nstruments- Due to their short-term nature of all financial assets and liabilities, their carrying value approximates their fair value as of the
date of the balance sheet.
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December 31, 2008

Allowancefor Loans— The Company evaluates collectability of loans made to third parties or affiliates based on factors such as experience with the borrower, the
borrower’s willingness to pay and the borrower’s ability to pay based on its current financial condition. The Company establishes an alowance for loan loss if
management believes collection may be doubtful.

Income Taxes - The Company accounts for income taxes using the liability method, which requires the determination of deferred tax assets and liabilities based on
the differences between the financial and tax bases of assets and liabilities, using enacted tax rates in effect for the year in which differences are expected to
reverse. Deferred tax assets are adjusted by a valuation allowance, if based on the weight of available evidenceit is more likely than not that some portion or al of
the deferred tax assets will not be realized.

Use of Estimates in Financial Statements- The presentation of financial statements in conformity with accounting principles generally accepted in the United
States of America 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 amounts of revenues and expenses during the reporting period. Actual results could
differ from those estimates. Significant estimatesin 2008 and 2007 and for the period July 1, 2005 (inception) to December 31, 2008 include the valuation allowance
on due from related party and deferred tax assets and the all ocation of service expenses contributed and treated as aloan from ajoint venture partner.

Net Earnings (L oss) Per Share- Basic net earnings (loss) per common share is based on the weighted-average number of all common shares outstanding. The
computation of diluted net earnings (loss) per share does not assume the conversion, exercise or contingent issuance of securities that would have an anti-
dilutive effect on earnings (loss) per share. There were no anti-dilutive instruments outstanding at December 31, 2008.

Recent Accounting Pronouncements
Thefollowing isasummary of recent authoritative pronouncements that affect accounting, reporting, and disclosure of financial information by the Company.

SFAS No. 141 (revised 2007), “ Business Combinations” (“ SFAS 141R"): In December 2007, the Financial Accounting Standards Board issued SFAS 141R
which replaces SFAS 141. SFAS 141R establishes principles and requirements for how an acquirer recognizes and measures in its financia statements the
identifiable assets acquired, the liabilities assumed, any resulting goodwill, and any noncontrolling interest in the acquiree. The Statement also provides for
disclosures to enable users of the financial statements to evaluate the nature and financial effects of the business combination. SFAS is effective for the
Company's fiscal year end December 31, 2009, and must be applied prospectively to business combinations completed on or after that date. The Company will
evaluate how the new requirements could impact the accounting for any acquisitions completed beginning in fiscal 2009 and beyond, and the potential impact on
itsfinancial statements.

SFASNo. 160, “ Noncontrolling Interests in Consolidated Financial Statements — an amendment of Accounting Research Bulletin No. 51" (* SFAS 160”): In
December 2007, the FASB issued SFAS 160, which establishes accounting and reporting standards for noncontrolling interests (“minority interests’) in
subsidiaries. SFAS 160 clarifies that a noncontrolling interest in a subsidiary should be accounted for as a component of equity separate from the parent’s equity.
SFAS 160 is effective the Company’s fiscal year end December 31, 2009, and must be applied prospectively, except for the presentation and disclosure
requirements, which will apply retrospectively. The Company will evaluate how the new requirements could impact the accounting for any acquisitions completed
beginning in fiscal 2009 and beyond, and the potential impact on itsfinancial statements.

In May 2008, the FASB issued SFAS No. 162, “ The Hierarchy of Generally Accepted Accounting Principles’ ("SFAS No. 162"). This statement identifies the
sources of accounting principles and the framework for selecting the principles to be used in the preparation of financial statements in conformity with generally
accepted accounting principles (GAAP) in the United States. This statement is effective 60 days following the SEC's approval of the Public Company Accounting
Oversight Board amendments to AU Section 411, “The Meaning of Present Fairly in Conformity With Generally Accepted Accounting Principles’. The
Company does not expect the adoption of SFAS No. 162 to have amaterial effect on the financial condition or results of operations of the Company.
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Recently Adopted Accounting Standar ds- The following is a summary of recent authoritative pronouncements that were adopted in the attached financial
statements by the Company.

Statement No. 157, “ Fair Value Measurements” (“ SFASNo. 157”): In September 2006, the FASB issued SFAS No. 157 which defines fair value, establishes a
framework for measuring fair value in generally accepted accounting principles (GAAP), 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, this Statement does not require any new fair value measurements. The
statement was implemented for the Company’s fiscal year end December 31, 2008, and interim periods beginning January 1, 2008. This statement did not have a
material impact to these financial statements.

SFAS No. 159, The Fair Value Option for Financial Assets and Financial Liabilities (* SFAS159”): In February 2007, the FASB issued this statement which
permits entities to choose to measure many financial instruments and certain other items at fair value that are not currently required to be measured at fair value.
SFAS 159 was implemented for the Company’s fiscal year end December 31, 2008, and interim periods beginning January 1, 2008. This statement did not have a
material impact to these financial statements.

3. MEMORANDUM OF UNDERSTANDING AND SUBSEQUENT ADDENDUM

The Company was created as aresult of a2005 Memorandum of Understanding (Memorandum) between Physicians Healthcare Management Group, Inc. (PHMG)
and an equity partner (“Equity Partner”) as ajoint venture to act as the Attorney-in-fact for “Physhield Insurance Exchange, A Risk Retention Group, a Nevada
Captive Insurer” (Physhield). The Memorandum, as amended on September 21, 2006, required:

. The Equity Partner to loan $600,000 to create the capital surplus required to organize Physhield and to loan an additional $100,000 to
Underwriters in order to fund the capital start-up costs of Physhield. Any start up costs expended by Underwriters is reimbursable by
Physhield (if approved by Physhield's Subscriber Advisory Committee).

. Equity Partner to be paid a coupon of 10% per annum with subsequent capital contributions to Physhield to be used to repay the $600,000 to the
Equity Partner over atwo to three year period.

In an Addendum to the Memorandum of Understanding (Addendum), dated September 21, 2006, a second Equity Partner (“Second Equity Partner”) took the
place of thefirst Equity Partner as a50% Partner and contracting entity. The Addendum requiresinterest to be computed not only on the $600,000 capital surplus
but also on the start-up costs incurred through the date of the Addendum. It also required Underwriters to pay any unpaid interest costs which Physhield is
unable to pay from the investment earning on assets contributed by the partners.

On February 27, 2009, PHMG paid $590,000 to the second equity partner to purchase,

- 42.5% of Underwriter's common stock, giving PHMG atotal of 92.5% ownership of Underwriters

- The $600,000 surplus note owed by Physhield,

. The $100,000 loan receivable owed by Underwriters,

. All interest receivable owed by Physhield and Underwriters under the 10% coupon described below

Since Physhield's net investment earnings do not cover the entire 10% coupon, the Company has accrued an interest payable for the difference. Once Physhield

issues the first policy, Underwriters will continue to be responsible for the payment of the difference in interest payable to the Second Equity Partner on the
$600,000 capital surplusloan and start up costs. However, these amountswill no longer be reimbursable by Physhield to the Company.
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As of December 31, 2008, the Company has recorded interest costs of $53,802, $37,871 and $120,780 in 2008, 2007 and for the period from July 1, 2005 (inception)
through December 31, 2008, respectively. Since Physhield was not able to pay these costs they are recorded as both “due from related party” (Physhield) and as
“due to related party” (Atlas) at December 31, 2008 pursuant to the “Addendum to the Memorandum of Understanding.” These costs are reimbursable by
Physhield to the Company if approved by Physhield's Subscriber Advisory Committee. Due to the uncertainty of collecting these interest costs from Physhield,
the Company has recorded an allowance for doubtful accounts for the entire $120,780 in the accompanying financial statements and such amount is included in
bad debt expense for the period from July 1, 2005 (inception) to December 31, 2008.

The entire $100,000 |oaned to the Company in 2006 for start-up costs described above has been recorded as “ dueto related party.” Of the amount loaned, $87,358
has been expended on start up costs in 2006 which has been recorded as “due from related party” since it is reimbursable by Physhield (if approved by
Physhield’'s Subscriber Advisory Committee). Due to the uncertainty of collecting this amount, the Company has recorded an allowance for doubtful accounts
for the entire $87,358 in the accompanying financial statements.

PHMG paid for certain joint costs, a portion of which were the responsibility of Underwriters and are reimbursable by Physhield. These joint costs included
mostly the compensation paid to two officers of PHMG and the associated costs of getting the Underwriters started. The costs were allocated based on the
estimated time and expenses expended by the two corporate officers on Underwriters and totaled $15,683, $54,274, and $262,732 for the years ended 2008 and 2007
and the period beginning July 1, 2005 (inception) through December 31, 2008, respectively. Management believes the allocation is reasonable.

These costs have been recorded as both “due from related party” and as “due to related party” pursuant to the “Addendum to the Memorandum of
Understanding,” These costs are reimbursable by Physhield (if approved by Physhield’'s Subscriber Advisory Committee) to the Company and by the Company
to PHMG. Due to the uncertainty of collecting these allocated costs from Physhield, the Company has recorded an allowance for doubtful accounts in the
accompanying financial statements for the entire amount.

The amount due from related party (Physhield) as of December 31, 2008 is summarized as follows:

Interest guarantee of 10% $ 208,138
Expense allocation 262,732
Due from related party $ 470,870

The amount due to related partiesis summarized as follows:

Dueto PHMG - Expense alocation $ 262,732
Due to second equity partner - Start-up loan 100,000
Due to second equity partner - Interest payable 120,780
Dueto related parties $ 483,512

4. STOCKHOLDERSDEFICIT

Effective July 1, 2005 the Company issued 2,500 shares of its common stock, 1,250 shares to each PHMG and the Equity Partner. The payment for that stock was
not received in 2005 so a $250 stock receivable was recorded on July 1, 2005 until paid in 2006.

As described in Note 8, on February 27, 2009 PHMG purchased 1,062 shares of common stock from the Equity Partner which gave PHMG 92.5% ownership of the
Company subsequent to the purchase of shares.

5. INCOME TAXES

The Company files U.S. income tax returns; however, there was no income tax expense for the years ended December 31, 2008 and 2007 and for the period July 1,
2005 (inception) through December 31, 2008 due to the Company's net | osses.
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The blended Corporate U.S. federal and state tax rate of 39.5% appliesto loss before taxes. The Company's tax expense differs from the “expected” tax expense for
Federal income tax purposes for the years ended December 31, 2008 and 2007 and for the period from July 1, 2005 (inception) through December 31, 2008, as
follows:

Period Ended
July 1, 2005
(inception)
Year Ended Year Ended through
December 31, December 31, December 31,
2008 2007 2008

Computed “expected” tax benefit $ 28153 $ 36813 $ 187,500
Change in deferred tax asset valuation allowance (28,153) (36,813) (187,500)

$ - 3 - $ =

The effects of temporary differences that gave rise to significant portions of deferred tax assets at December 31, 2008 and 2007 are as follows:

Deferred tax assets: 2008 2007

Net operating loss carry forward $ 1507 $ 800

Accounts receivable allowance 185,993 158,546

Total gross deferred tax assets 187,500 159,346

Lessvaluation allowance (187,500) (159,346)
Net deferred tax assets $ 2% 5

The valuation allowance at December 31, 2008 and 2007 was $187,500 and $159,346, respectively. The net change in valuation allowance during the years ended
December 31, 2008 and 2007 increased by $28,154 and $36,813, respectively. The Company's net operating loss carry forward of $3,815 is available to offset future
U.S. net income for 20 years through 2028.

The utilization of the net operating loss carryforwards is dependent upon the ability of the Company to generate sufficient taxable income during the carryforward
period. In addition, utilization of these carryforwards may be limited due to ownership changes as defined in the Internal Revenue Code.

For financial reporting purposes, the Company has incurred a loss since its date of inception to December 31, 2008. The Company provided for a full valuation
allowance against its net deferred tax assets at December 31, 2008. All tax years since inception are subject to audit by the Internal Revenue Service.

6. CONCENTRATIONS
All expenses and activity of the Company are related to itsrole as the attorney-in-fact for Physhield. (See Note 1)
7. RELATED PARTIES

The Company owes PHMG and the Second Equity Partner $262,732 and $220,780, respectively, at December 31, 2008, and $247,049 and $166,978, respectively, at
December 31, 2007 for costs incurred to start the operations of Physhield and the Company. See Note 3 for afull description of these costs.

The Company is owed $470,870 and $401,384 at December 31, 2008 and 2007, respectively, by Physhield Subscriber Advisory Committee for those same expenses
described in Note 3, but has taken a 100% reserve on the receivable. This reserve was recognized because of the uncertainty regarding Physhield’s ability to pay
this debt if it does not obtain an appropriate physician organization to take advantage of the risk retention group and the fact that the reimbursement of these
expenses would need to be approved by a Physhield Subscriber Committee that will be reconstituted to include physician subscribers once that physician
organization becomes insured by Physhield.

8. SUBSEQUENT EVENTS

On February 27, 2009, PHMG purchased from Atlas the following for $590,000:

- 1,062 shares (42.5% ) of Underwriters' stock,
$600,000 surplus note with all its accrued interest ($120,780 owed by Underwriters and $60,666 owed by PhyShield at December 31, 2008)
- $100,000 start-up loan payable by Physhield

After this purchase, PHM G owns 92.5% of Underwriters' common stock.

F-74




Phyhealth Corporation and Subsidiaries
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Six Months Ended June 30, 2010 and
Year Ended June 30, 2009
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PHYHEALTH CORPORATION AND SUBSIDIARIES
Pro forma Consolidated Financial Information

SELECTED UNAUDITED PRO FORMA FINANCIAL DATA
The following unaudited pro forma financial statements present the spinoff/restructuring of the operations of Physician Healthcare Management Group, Inc.
(PHYH) into Phyhealth Corporation (Phyhealth). Phyhealth has been a dormant subsidiary of PHYH created for the sole purpose of receiving the assets,
liabilities and operation of PHY H upon this registration statement being declared effective.

The unaudited pro forma consolidated balance sheets are presented as if the transaction was consummated as of June 30, 2010. The unaudited pro forma
consolidated statements of operations are presented asif the transaction was consummated as of January 1, 2009.

The unaudited pro forma consolidated financial statements should be read in conjunction with the accompanying notes and the separate audited financial

statements and notes thereto for PHY H and Phyhealth. The unaudited pro forma consolidated statements of operations may not be indicative of the results that
may be obtained in the future.
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ASSETS

Current assets:

Cash

Certificates of deposit

Phyhealth Corporation and Subsidiaries
(a development stage company)
Pro Forma Consolidated Balance Sheet at June 30, 2010

Current portion of convertible note receivable, net of $40,000 allowance

Marketable equity securities

Non-marketable equity securities

Prepaid expenses
Total current assets

Convertible note receivable, net of current portion
Surplus notes and interest receivable

Other assets
Goodwill
Total assets

LIABILITIESAND STOCKHOLDERS DEFICIT

Current liabilities:

Accounts payable and other current liabilities

TEMPORARY EQUITY

Series B convertible preferred stock, $0.0001 par value, 5,000,000
shares authorized , 622,324 issued and outstanding

EQUITY (DEFICIT)

Physicians Healthcar e Management Group stockholders' equity (deficit):
Series A Convertible preferred stock, $0.0001 par value, 5,000,000
shares authorized. 3,240,000 shares issued and outstanding
Series B convertible preferred stock, $0.0001 par value, 5,000,000
shares authorized , 622,324 issued and outstanding
Common stock, $0.0001 par value, 40,000,000 authorized,
6,591,223 issued and outstanding

Additional paid-in capital

Less: treasury stock, at cost (148,218 shares)

Deficit accumulated during the development stage

Accumulated other comprehensive loss- unrealized |oss on investment

Total Physicians Healthcare Management Group stockholders' equity (deficit)

Noncontrolling Interest
Total equity (deficit)

Total liabilitiesand equity (deficit)

(Unaudited)
Adjustment ProForma
PHYH Number Adjustments Phyhealth
$ 71,101 1 8 (50,000) $ 21,101
153,878 - 153,878
8,940 - 8,940
667,407 - 667,407
77,500 - 77,500
4,500 - 4,500
983,326 (50,000) 933,326
591,060 - 591,060
362,251 - 362,251
15,262 - 15,262
487,320 - 487,320
$ 2,439,219 $ (50,000) $ 2,389,219
$ 56,519 $ - $ 56,519
7,467,883 2 (7,467,883) -
162,000 3 (161,676) 324
- 2 62 62
156,074 4 (155,415) 659
100,000 2,3 7,733,921 7,833,921
(991) 5 991 -
(5,453,233) (5,453,233)
(32,093) - (32,093)
(5,068,243) 7,417,883 2,349,640
16,940) - (16,940)
(5,085,183) 7,417,883 2,332,700
$ 2,439,219 3 (50,000) $ 2,389,219

The accompanying notes are an integral part of these pro forma consolidated financial statements.
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(Unaudited)

Six Months Year

Ended Ended

June 30, 2010 2009
Operating expenses 425,840 358,649
Other income (expenses) 52,298 (235,976)
Net loss $ (373542) $ (594,625)
Add: net loss attributable to noncontrolling interest 10,952 6,026
Net loss attributable to Company $ (362,590) $ (588,599)
Net loss per share - basic and diluted $ (0.06) $ (0.09)
Weighted average shares outstanding - basic and diluted 6,591,223 6,591,229

The accompanying notes are an integral part of these pro forma consolidated financial statements.
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PHYHEALTH CORPORATION AND SUBSIDIARIES
Notes to Pro forma Consolidated Financial Information

Basis of Presentation:

Upon this registration statement being declared effective, substantially all the assets (including subsidiaries ownership) and all the liabilities and operations of
Physician Healthcare Management Group, Inc. (PHYH) will be transferred into Phyhealth Corporation (Phyhealth). The assets not included in this transfer
consist of $50,000 in cash (adjustment 1) and 148,218 shares of PHYH treasury stock that have a recorded book value of $991(adjustment 5). The transfer will
occur simultaneously to Phyhealth common and preferred stock being issued and distributed to PHYH and its stockholders. In addition to the 1,000 shares of
Phyhealth common stock that PHYH currently owns, PHYH will receive 3,471,713 additional shares of Phyhealth common stock. Each PHYH stockholder will
receive 1 share of Phyhealth common stock for every 50 shares of PHYH common stock that they own as of the spin-off date. There will be atota of 6,591,223
shares of common stock issued and outstanding after the spin-off is complete (adjustment 4). The weighted average shares outstanding and the net loss per
share values on the pro forma consolidated statement of operations have been presented as if these 3,472,713 additional shares have been issued since the
inception of the PHYH.

There are 50,000,000 shares authorized all of which have a par value of $0.0001 per share. Of these authorized shares 40,000,000 shares have been designated as
common shares, 5,000,000 shares have been designated as series A convertible preferred shares and 5,000,000 shares have been designated as series B
convertible preferred shares. The PHY H preferred stock shareholders will also receive one series A or series B share of Phyhealth convertible preferred stock for
every 50 shares of series A or series B PHYH convertible preferred stock that they own as of the date of spin-off. There will be a total of 3,240,000 series A
Phyhealth convertible preferred shares and 622,323 series B Phyhealth convertible preferred shares issued and outstanding once the spin-off is complete
(adjustments 2 and 3). The conversion features of the convertible preferred shares are the same as the PHYH preferred shares. Each series A share will be
convertible into one common share and each series B share can be converted into forty (40) common shares.

Since Phyhealth will have enough authorized sharesto cover all convertible preferred stock and stock options once the spin-off is complete, the series B preferred
stock will change from temporary equity to permanent equity on the Phyhealth balance sheet. This change in classification has been presented on the
consolidated pro forma balance sheet (adjustment 2).

Except for the change in the weighted average shares outstanding, the consolidated statement of operations has not been adjusted because the historical activity
would not have changed had the transaction occurred at January 1, 2009.

The Phyhealth consolidated financial statements after the spinoff/restructuring will be the same as the PHY H financial statement prior to the spinoff/restructuring
except for the assets not transferred and the change in the capital structure. The accompanying pro forma consolidated balance sheet has been adjusted for the
assets not being transferred and for the change in the capital structure. The adjustments are as follows:

Pro forma adjustments:

1. Reflects $50,000 of cash that will be retained by PHY H.

2. Reflects reclassification of 31,116,176 shares of series B convertible preferred stock, with a par value of $0.001 per share out of temporary equity to
622,324 shares (ratio of 50to 1) of convertible preferred stock with apar value of $0.0001 per share classified as stockholders' equity.

3. Reflects an adjustment to the par value of series A convertible preferred stock due to the change in the number of shares issued and outstanding from
162,000,000 to 3,240,000 (ratio of 50 to 1) and the change in the par value from $0.001 to $0.0001.

4. Reflects the reduction in common shares from 155,925,507 to 3,118.510 (ratio of 50 to 1) plus the issuance of 3,471,713 additional Phyhealth shares to
PHYH (total of 3,472,713 common shares owned by PHY H) for atotal of 6,591,223 of Phyhealth common stock outstanding.

5. Reflectstheremoval of 148,218 shares of PHY H treasury stock owned and retained by PHYH.
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PART I
INFORMATION NOT REQUIRED IN PROSPECTUS

Item  Other Expenses of | ssuance and Distribution *
13.

The expenses relating to the registration of the securities will be borne by Registrant. Such expenses are estimated to be as follows: The following table sets forth
an itemized statement of all cash expensesin connection with the issuance and distribution of the securities being registered:

SEC registration fee* $ 2,500
Blue sky fees and expenses* 14,500
Printing and related expenses* 1,500
Legal fees** 42,500
Accounting fees and expenses 20,000
Transfer Agent fees -0-
Miscellaneous 1,500
TOTAL $ 82,500
*Estimated.

**  Counsel, in addition, is being issued 35,000 shares of Registrant (approximately %2 of 1% of its outstanding shares) as of the date this Registration
Statement is declared effective.

Item 14. Indemnification of Directorsand Officers

Reference is made to “Certain Related Party Transactions’ and “Description of Capital Stock” contained in the Prospectus relating to the indemnification of
Registrant’s officers, directors, stockholders, employees and affiliates. The Registrant is prohibited from indemnifying its affiliates for liabilities resulting from
violations or alleged violations of the Securities Act of 1933 or any state securities laws in connection with the issuance or sale of the shares of common stock,
except in the case of successful defense of an action in which such violations are alleged, and then only if a court approves such indemnification after being
appraised of relevant regulatory positions on indemnification.

Specifically, each director or officer of Registrant will be indemnified against expenses (including attorneys' fees), judgments, fines and amounts paid in settlement
actually and reasonably incurred by the director or officer in connection with the defense or settlement of any threatened, pending or completed action, suit or
proceeding, whether civil, criminal, administrative or investigative, in which heisinvolved by reason of the fact that heis or was adirector or officer of Registrant;
such indemnification, of course, is conditioned upon such officer or director having acted in good faith and in a manner that he reasonably believed to be in the
best interests of Registrant and, with respect to any criminal action or proceeding, if he had no reasonable cause to believe that his conduct was unlawful. If,
however, any threatened, pending or completed action, suit or proceeding is by or in the right of Registrant, the director or officer shall not be indemnified in
respect to any claim, issue or matter asto which heis adjudged to be liable to us unless a court determines otherwise.

Moreover, the Certificate of Incorporation of Registrant provides that no director of Registrant shall be personaly liable to us or any of our shareholders for
monetary damages for any breach of fiduciary duty as a director, except with respect to: (i) any breach of the director’s duty of loyalty to us or its sharehol ders;
(i) for acts or omissions that are not in good faith or involve intentional misconduct or aknowing violation of the law; (iii) violation of the Uniform Securities Act;
or (iv) for any transaction from which the director derived an improper personal benefit. In addition, such Certificate of Incorporation authorizes us to indemnify
any person to the fullest extent permitted by The Code.
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The foregoing summary is qualified in its entirety by reference to the complete text of any statutes referred to below and the amended and restated certificate of
incorporation and the amended and restated bylaws of the Registrant and the common shares of Phyhealth Corp., being a spin-off pursuant to the Registration
Statement (“ Phyhealth”).

Section 145 of the General Corporation Law of the State of Delaware (the "DGCL") applicable to Phyhealth Corporation and Chapter 78,752 Nevada Revised
Statutes pertaining to Nevada Corporation (the “NRS”), applicable to the Registrant, each provides that a corporation may indemnify any persons, including
officers and directors, who are, or are threatened to be made, parties to any threatened, pending or completed action, suit or proceeding, whether civil, criminal,
administrative or investigative (other than an action by or in the right of such corporation), by reason of the fact that such person is or was a director, officer,
employee or agent of such corporation or is or was serving at the request of such corporation as a director, officer, employee or agent of another corporation or
enterprise. The indemnity may include expenses (including attorneys' fees), judgments, fines and amounts paid in settlement actually and reasonably incurred by
such person in connection with such action, suit or proceeding, provided such director, officer, employee or agent acted in good faith and in a manner the person
reasonably believed to be in or not opposed to the best interests of the corporation and, with respect to any criminal action or proceeding, had no reasonable
cause to believe that the person's conduct was unlawful. A Delaware corporation and a Nevada Corporation may indemnify officers and directorsin an action by
or in the right of the corporation under the same conditions, except that no indemnification is permitted without judicial approval if the officer or director is
adjudged to be liable to the corporation. Where an officer or director is successful on the merits or otherwise in the defense of any action referred to above, the
corporation must indemnify him against the expenses that such officer or director actually and reasonably incurred.

Article SIXTH of the Registrant's amended and restated certificate of incorporation provides for the indemnification of its directors and officers to the fullest
extent permitted by law.

The indemnification permitted under the DGCL is not exclusive, and pursuant to Section 145 of the DGCL, and Chapter 78.752 of the NRS, a corporation is
empowered to purchase and maintain insurance against liabilities whether or not indemnification would be permitted by statute. The directors and officers of the
Registrant are covered by insurance policies indemnifying against certain liabilities, including certain liabilities arising under the Securities Act of 1933 that might
be incurred by them in such capabilities and against which they cannot be indemnified by the Registrant. In addition, Registrant has agreed to maintain an
insurance policy for directors, officers and employees of Phyhealth, the Registrant, and their respective subsidiaries for losses relating to the spin-off, the
redemption and/or this registration statement.

Under separate indemnification agreements with Registrant, each director of the Registrant is indemnified to the fullest extent permitted by law against all
liahilities relating to his or her service as a director of Registrant, arising out of or relating to or resulting from the spinoff, the redemption and/or this registration
statement. Under the separation agreement, the Registrant will be required to indemnify each director for one-half of any amounts paid by the Registrant pursuant
to such indemnification agreements.

In addition, the Registrant has entered into separate indemnification agreements with each of its directors, under which each director isindemnified to the fullest
extent of the law against claims and expenses arising from their service as a director on behalf of the Registrant.
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Section 102(b)(7) of the DGCL allows a Delaware corporation and Chapter; 78.7502 of the NRS, allows a Nevada Corporation, to eliminate or limit the personal
liability of directorsto a corporation or its stockholders for monetary damages for a breach of fiduciary duty as a director, except where the director breached his
duty of loyalty, failed to act in good faith, engaged in intentional misconduct or knowingly violated a law, authorized the payment of a dividend or approved a
stock repurchase or redemption in violation of Delaware corporate law or obtained an improper personal benefit.

Pursuant to Section 102(b)(7) of the DGCL, and pursuant to Chapter 78.7502 of the NRS, Article SIXTH of the Registrant's amended and restated certificate of
incorporation eliminates a director's personal liability for monetary damages to the Registrant and its stockholders arising from a breach or aleged breach of a
director's fiduciary duty except for liability under Section 174 of the DGCL (Chapter 78.138 of the NRS), for liability for any breach of the director's duty of loyalty
to the Registrant or its stockholders, for acts or omissions not in good faith or which involve intentional misconduct or a knowing violation of law, or for any
transaction from which the director derived an improper personal benefit.

Item 15. Recent Sales of Unregistered Shares

While relatively illiquid, there is a trading market for the Predecessor's common stock on PinkSheets.com trading as PHYH. There is no trading market for
Phyhealth Corporation. As of July 31, 2010, PHYH had approximately 455 common shareholders of record owning its 155,925,507 outstanding shares of common
stock in the circumstances described below. Registrant has issued options for up to 40,000,00 shares at $.03 per share to its two operating principals; none of
such options have been exercised.

Since inception, Registrant has funded its developmental stage activities through investments over time by eleven different investment funds that, in total,
contributed $512,319 of capital contributions and purchased $4,598,112 of convertible debentures or the above options. No underwriter was employed in
connection with the offer and sale of such convertible debentures. Registrant claimed the exemption from registration in connection with such private placement
offerings or the options provided under Section 4(2) of the Securities Act of 1933 and Rule 505 or Regulation D thereunder. Such debt and the accumulated
interest, was ultimately converted to $7,467,883 of series B convertible preferred shares between August 11, 2008 and September 11, 2008. No underwriter was
employed in connection with such conversion. Registrant claimed the exemption from registration in connection with such exchange with its existing convertible
debenture holders provided under Section 3(a)(9) of the Securities Act of 1933.

Item 16. Index to Appendices

(@)(1) Index to Financial Statements-- Included in Prospectus

Index to December 31, 2009 and 2008 financial statements of Phyhealth Corporation F-2
Index to June 30, 2010 unaudited financial statements of Phyhealth Corporation F-12
Index to December 31, 2009 and 2008 consolidated financial statements of Physician Healthcare Management Group, Inc. and Subsidiaries F-19
Index to June 30, 2010 unaudited consolidated financial statements of Physician Healthcare Management Group, Inc. and Subsidiaries F-50
Index to December 31, 2008 & 2007 financia statements of Phyhealth Underwriters, Inc. F-63
Index to unaudited June 30, 2010 pro forma consolidated financial statements of Phyhealth Corporation and Subsidiaries F-75
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(b)

Included Separately from Prospectus: Consent of Independent Registered Public Accounting Firm. (See Exhibits 23.2 and 23.3 below.)

Other than the Financial Data Schedule, no schedules are included for the reason that all required information is contained in the financial statements
included in the Prospectus.

Financial Statement Schedules. Schedules not listed above have been omitted because theinformation to be set forth therein is not material, not

applicable or is shown in the financial statements or notes thereto.

©

*3.11
*3.1.2
*3.1.3
*3.14
*3.21
*3.2.2
*3.3.1
*3.3.2
*5.1
*10.1
*10.2
*10.3
*10.4
*10.5
*10.6
*10.7
*10.8
*10.9
*10.10
*10.11
*10.12
*10.13
*10.14
*10.15
*10.16

Certificate of Incorporation of Physicians Healthcare Management Group, Inc.

Certificate of Incorporation of Registrant

Certificate of Amendment to Certificate of Incorporation regarding Increased Authorization of  Registrant

Certificate of Amendment to Certificate of Incorporation regarding Preferred Shares of Registrant

Bylaws of Physicians Healthcare Management Group, Inc.

Bylaws of Registrant

Form of Stock Certificate of Physicians Healthcare Management Group, Inc.

Form of Stock Certificate of Registrant

Opinion of Counsel asto the Legality of the Shares Being Spun Off

Florida Department of State Doing Business Qualification of Physicians Healthcare Management Group, Inc.

Florida Certificate of Good Standing dated August 2009

Nevada Certificate of Designation Regarding Convertible Preferred Stock of Physicians Healthcare Management Group, Inc.

Form of Convertible Preferred Stock Certificate of Physicians Healthcare Management Group, Inc.

Certificate of Amendment to Certificate of Incorporation re Convertible Preferred Stock

Nevada Certificate of Designation regarding Series B Preferred Stock of Physicians Healthcare Management Group, Inc.

Form of Series B Preferred Stock Certificate of Physicians Healthcare Management Group, Inc.

Office Lease of Physicians Healthcare Management, Inc. and Associated Renewals

Marketing Joint Venture Agreement dated January 10, 2008 between Physicians HealthcareM anagement Group, Inc. and Sorry Works, Inc.
Engagement Agreement dated October 6, 2006 between Physicians Healthcare Management Group, Inc. and CFO Professional Services, LLC
Stock Purchase Agreement dated May 9, 2006 between Physicians Healthcare Management Group, Inc. and Tiger Team Technologies, Inc. et al
Employment Agreement between Physicians Healthcare Management Group, Inc. and Robert L. Trinka

Employment Agreement between Physicians Healthcare Management Group, Inc. and Fidel R. Rodriguez

Employment Agreement between Registrant and Robert L. Trinka, effective as of Date of Spinoff

Employment Agreement between Registrant and Fidel R. Rodriguez, effective as of Date of Spinoff

Form of Stock Options Agreement
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*10.17 Form of Warrant Agreement

*10.18 Separation Agreement between the Registrant and Physicians Heal thcare Management Group, Inc.

*10.19 Tax Matters Agreement between the Registrant and Physicians Healthcare Management Group, Inc.

*10.20 Related Party Transactions of Registrant

*10.21 Related Party Transactions of Physicians Healthcare Management Group, Knc.>/font>

*10.22 MGA Agency Agreement dated April, 2010 between Physhield Insurance Exchangg, a Risk Retention Group and Palumbo Insurance
Associates, LLC

Settlement Agreement dated February 27, 2010 between Atlas Group Ltd. and Physhield Insurance Exchange, a Risk Retention Group and
*10.23 Palumbo Insurance Associates, LLC
Consulting and Professional Services Agreement between Physicians Health Management Group, Inc. and NextPath Partners, LLC executed

10.24 May 19, 2010

231 Consent of Counsel (Carl N. Duncan, Esqg., LLC)

232 Consent of Independent Registered Public Accounting Firm (Salberg & Company, P.A.)
233 Consent of Independent Registered Public Accounting Firm (Salberg & Company, P.A.)
234 Consent of Independent Registered Public Accounting Firm (Salberg & Company, P.A.)

* Previously filed and not filed herewith.
Item 17.  Undertakings

A. Certificates
B. Rule 415 Offering
C. Request for Acceleration of Effective Date

The Registrant may elect to request acceleration of the effective date of the Registration Statement under Rule 461 of the 1933 Act.
D. Indemnification

Insofar asindemnification for liabilities arising under the 1933 Act may be permitted to directors, officers and controlling persons of the Registrant pursuant to the
foregoing provisions, or otherwise, Registrant has been advised that, in the opinion of the Securities and Exchange Commission, such indemnification is against
public policy as expressed in the 1933 Act and is, therefore, unenforceable.

In the event that a claim for indemnification against such liabilities (other than the payment by the Registrant of expenses incurred or paid by adirector, officer or
controlling person of the Registrant in the successful defense of any action, suit or proceeding) is asserted by such director, officer or controlling person in
connection with the securities being registered, the Registrant will, unless in the opinion of its counsel the matter has been settled by controlling precedent,
submit to a court of appropriate jurisdiction the question whether such indemnification by it is against public policy as expressed in the 1933 Act and will be
governed by the final adjudication of such issue.

E. Liability to Any Purchasein Initial Distribution of Securities
Registrant undertakes that in a primary offering of its securities pursuant to this Registration Statement, regardless of the underwriting method used to sell the

securities to the purchaser, if the securities are offered or sold to such purchaser by means of any of the following communications, the undersigned Registrant
will be aseller to the purchaser and will be considered to have offered or sold such securities to such purchaser:
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(i) Any Preliminary Prospectus or Prospectus of the Registrant relating to the Offering required to be filed pursuant to Rule 424 under the 1933
Act;
(i) Any free writing Prospectus relating to the Offering prepared by or on behalf of the Registrant or used or referred to by the Registrant;
(ili) The portion of any other free writing Prospectus relating to the Offering containing material information about the Registrant or its securities
provided by or on behalf of the Registrant; and
(iv) Any other communication that constitutes an offer in the Offering made by the Registrant to the purchaser.

Registrant hereby undertakes to provide to the underwriter at the closing specified in the underwriting agreements certificates in such denominations and
registered in such names as required by the underwriter to permit prompt delivery to each purchaser.

SIGNATURES

Pursuant to the requirements of the Securities Act of 1933, the Registrant has duly caused this Pre-Effective Amendment No. 4 to its Registration Statement to be
signed on its behalf by the Undersigned, thereunto duly authorized, in the City of Miami, Florida, on the 21st day of October, 2010.

PHYHEALTH CORPORATION

Date By: /9 RobertL. Trinka
Robert L. Trinka, Chairman and President

Pursuant to the requirements of the Securities Act of 1933, this Pre-Effective Amendment No. 4 to the Registrant's Form S-1 Registration Statement has been
signed below by the following personsin their respective capacity as officer and/or director of the Registrant on the date indicated.

Signatures/Title Date

/s/ Robert L. Trinka
Robert L. Trinka, Chairman, President, CEO, Principal Executive Officer aswell as Principa Financial and October 21, 2010
Accounting Officer

/s Fidel Rodriguez
Fidel Rodriguez, V.P./Chief Operating Officer, Director and Treasurer October 21, 2010

/sl Richard E. Goulding
Richard E. Goulding, Director and Corporate Secretary October 21, 2010
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EXHIBIT 10.24
PHYSICIANSHEALTH MANAGEMENT GROUP, INC
CONSULTING AND PROFESSIONAL SERVICES AGREEMENT
This Consulting and Professional Services "Agreement") is made and entered into effective as of May 1, 2010 ("Effective Date") by and between Physicians Health
Management Group, Inc, a Nevada corporation hereinafter referred to as"PHMG" or the "Company" and NextPath Partners, LLC, aFloridalimited liability Company located at 1570 S.
Treasure Dr., North Bay Village, FL 33141, hereinafter referred to as“ Consultant.”

WHEREAS, The Company wishes to engage the services of Consultant to perform certain consultation and professional services regarding corporate level marketing
and advertising services to the Company; and

WHEREAS, Consultant desires to enter into this Agreement and perform these services as a consultant for the Company and is willing to do so the terms and conditions set
forth below.

NOW, THEREFORE, in consideration of the above recitals and the mutual promises and conditions contained in this Agreement, the Parties agree as follows:

STATUS OF CONSULTANT

1. This Agreement does not constitute a hiring by either Party. It is the Parties' intention that Consultant shall have an Independent Contractor status and not be an employee for any
purposes, including, but not limited to, the application of the Federal Insurance Contribution Act, the Social Security Act, the Federal Unemployment Tax Act, the provisions of the
Internal Revenue Code, the State Revenue and Taxation Code relating to income tax withholding at the source of income, the Workers' Compensation Insurance Code 401(k) and other
benefit payments and third party liability claims. Consultant shall retain sole and absolute discretion in the manner and means of carrying out its activities and responsibilities under this
Agreement. This Agreement shall not be considered or construed to be a partnership or joint venture, and the Company shall not be liable for any obligations incurred by Consultant
unless specifically authorized in writing. Consultant shall not act as an agent of the Company, ostensibly or otherwise, nor bind the Company in any manner, unless specifically
authorized to do so in writing.

SCOPE OF SERVICES
2. Consultant agrees to devote as much time, attention, and energy as necessary to complete or achieve the following:

A. Perform all corporate level marketing and marketing support services to the Company and to all entities affiliated with the Company, which shall include creating, directing and
overseeing:




- Prepare and get approval for annual marketing budget

. Develop and launch Physhield website — Develop specifications for the core website and modules, plan site navigation, page design and layout, research, write and edit all
copy on the site including whitepapers and digital forms, select all images, coordinate with website developer. Update content and coordinate with developer on future
enhancements.**

- Redesign Phyhealth website, incorporating new branding, from Physicians Healthcare Management Inc. to Phyhealth Corp., and most of the same functions as Physhield
website.

. Develop concepts for Physhield sales and marketing collateral materials - brochures, print and electronic mailers and sales sheets: write and edit text, select images and work
with artists to produce.**

- Plan, schedule and execute multi-channel marketing campaigns. Purchase media. Test, track and eval uate response.
- Develop corporate branding for Physhield and produce letterhead, envel opes, business cards, pocket folders, PowerPoint presentation templates etc. as needed.
- Research, develop and purchase prospect lists for direct mail, email and telemarketing campaigns.

. Support the efforts of managing general agent(s) and brokers in producing and updating product training and sales materials and prospect lists and profiles. Develop sales
presentations and webinars, as needed.

. Assist with Physhield product development.
- Plan annual conference, trade show and meeting schedule and budget and update any material's, such as banners and signage needed for those events.

** These items have already been completed




2.1. Consultant shall additionally perform any and all tasks and duties associated with the Scope of Work set forth above, including but not limited to; work already being performed or
related changesin the work.

2.2. The books and records related to the Scope of Work set forth in this Agreement shall be maintained by the Consultant at the Consultant's principal place of business and open to
inspection by Company during regular business hours. Documents and records to which Company will be entitled to inspect include, but are not limited to, any and all contract
documents; work papers, manuals, advertising and promotional materials, customer lists, written communications, including electronic communications such as email, and work
authorized by Consultant or Company on existing or potential projects related to this Agreement (“Records"). Consultant hereby agrees that all such Records created or used by
Consultant on behalf of the Company in connection with the Scope of Services to be performed by Consultant shall remain the exclusive property of the Company and shall
immediately be returned to the Company upon termination of this Agreement. Consultant further agrees to fully and promptly disclose in writing to the Company, al work, ideas,
inventions, discoveries, process and improvements, computer programs, specifications, operating instructions, notes and all other such documentation (whether or not patentable)
created, conceived, or first reduced to practice by the Consultant, alone or with others all of which shall be considered works created for hire and shall be considered the exclusive
property of the Company.

2.3. Consultant shall be responsible to the management of Company, but Consultant will not be required to follow or establish a regular or daily work schedule. Consultant will not
rely on the equipment or offices of Company for completion of tasks and duties set forth pursuant to this Agreement. Any advice given to Consultant regarding the Scope of Work
shall be considered a suggestion only, not an instruction. Company retains the right to inspect, stop, or alter the work of Consultant to assure its conformity with this Agreement.

COMPENSATION

3. As consideration for the Scope of Services to be performed by Consultant, the Company agrees to pay to the Consultant a monthly fee in the amount of $7,500 per month. Each
monthly payment shall be due in advance by the 1st day of every month in which payment is due under the Term and shall be payable to:

NextPath Partners, LLC
1570 S. Treasure Drive
North Bay Village, FL 33141

The stated compensation amount shall not include cost for any travel outside of the South Florida region within a 50 mile radius; such travel related costs will be pre-approved and
billed to the Company separately as set forth below, unless paid for directly by the Company.




NOTICE CONCERNING WITHHOLDING OF TAXES

4. Consultant recognizes and understands that it will receive an IRS 1099 statement and related tax statements, and will be required to file corporate and/or individual tax returns and to
pay taxes in accordance with all provisions of applicable Federal and State law. Consultant hereby promises and agrees to indemnify the Company for any damages or expenses,
including attorney's fees, and legal expenses, incurred by the Company as aresult of Consultant's failure to make such required payments.

AGREEMENT TO WAIVE RIGHTSTO BENEFITS

5. Consultant hereby waives and foregoes the right to receive any benefits given by Company to its regular employees, including, but not limited to, health benefits, and vacation and
sick leave benefits, profit sharing plans, such as401 (k) plans. Thiswaiver is applicable to al non-salary benefits which might otherwise be found to accrue to the Consultant by virtue
of its services to Company, and is effective for the entire duration of Consultant's agreement with Company. This waiver is effective independently of Consultant's employment status
as adjudged for taxation purposes or for any other purpose.

TERMINATION

6. This Agreement shall be effective as of May 1, 2010 and shall continue until April 30, 2011 ("Term") unless earlier terminated by either party. Either party may terminate this
Agreement prior to the end of the Term by either party giving thirty (30) days written notice to the other. Should the Company terminate the Agreement before the end of the Term,
Consultant shall be entitled to an amount equivalent to three monthly payments.

NON-DISCL OSURE OF TRADE SECRETS, CUSTOMER LISTSAND OTHER PROPRIETARY INFORMATION

7. Consultant agrees not to disclose or communicate, in any manner, either during or after Consultant's agreement with Company, proprietary information about Company, its
operations, clientele, or any other proprietary information, that relate to the business of Company including, but not limited to, the names of its customers, its marketing strategies,
operations, or any other information of any kind which would be deemed confidential, a trade secret, a customer list, or other form of proprietary information of Company. Consultant
acknowledges that the above information is material and confidential and that it affects the profitability of Company. Consultant understands that any breach of this provision, or that
of any other Confidentiality and Non-Disclosure Agreement, is a material breach of this Agreement. To the extent Consultant feels it needs to disclose confidential information, it may
do so only after obtaining written authorization from an officer of the Company.




NON- SOLICITATION COVENANT

8. Consultant shall not, during the Agreement and for a period of one year immediately following termination of this Agreement, either directly or indirectly, call on, solicit, or take away,
or attempt to call on, solicit, or take away. any customers or clients of the Company on whom Consultant called or became acquainted with during the terms of this Agreement, either for
its own benefit, or for the benefit of any other person, firm, corporation or organization.

NON-RECRUIT COVENANT

9. Consultant shall not, during this Agreement and for a period of one year immediately following termination of this agreement, either directly or indirectly, recruit any of Company's
employees for the purpose of any outside business.

RETURN OF PROPERTY

10. On termination of this Agreement, or whenever requested by the parties, each party shall immediately deliver to the other party all property in its possession, or under its care and
control, belonging to the other party to them, including but not limited to, proprietary information, customer lists, trade secrets, intellectual property, computers, equipment, tools,
documents, plans, recordings, software, and all related records or accounting ledgers.

EXPENSE ACCOUNTS

11. Consultant and the Company agree to maintain separate accounts in regards to all expenses related to performing the Scope of Services. Company will reimburse Consultant for all
reasonable business, promotional, travel and entertainment expenses incurred pursuant to this Agreement, subject to Company's approval. Reimbursement is contingent upon
Consultant furnishing to Company in atimely fashion the appropriate documentation required by the Internal Revenue Code in connection with such expenses and shall furnish such
other documentation and accounting as the Company may reasonably request.

WORKS FOR HIRE
12. Consultant agrees that the Scope of Work, all tasks, duties, results, inventions and intellectual property developed or performed pursuant to this Agreement are considered "works

for hire" and that the results of said work is by virtue of this Agreement assigned to the Company and shall be the sole property of Company for all purposes, including, but not limited
to, copyright, trademark, service mark, patent, and trade secret laws.




LEGAL COMPLIANCE

13. Consultant represents that it has complied with all Federal, State, and local laws regarding business permits, sales permits, licenses, reporting requirements, tax withholding
requirements, and other legal requirements of any kind that may be required to carry out said business and the Scope of Services which isto be performed as a Consultant pursuant to
this Agreement. Consultant is or remains open to conducting similar tasks or activities for entities other than the Company and holds itself out to the public to be a separate business
entity. Consultant is encouraged to treat all company employees, customers, clients, business partners and other affiliates with respect and responsibility. Consultant is required to
comply with all laws, ethical codes and company policies, procedures, rules or regulations, including those forbidding sexual harassment, discrimination, and unfair business practices.

LICENSING, WORKERS COMPENSATION AND GENERAL LIABILITY INSURANCE

14. Consultant agrees to immediately supply the Company with proof of any licensing status required to perform the Scope of Services pursuant to this Agreement, Workers'
Compensation Coverage where required by law and General Liability Insurance, upon request of the Company.

PERSONS HIRED BY CONSULTANT

15. All persons hired by Consultant to assist in performing the tasks and duties necessary to complete the Scope of Services shall be the employees of Consultant unless specifically
indicated otherwise in an agreement signed by all parties. Consultant shall immediately provide proof of Workers' Compensation insurance and General Liability insurance covering said
employees, upon request of the Company.

NOTICES

16. Any notice to be given hereunder by any party to the other may be affected either by personal delivery in writing, or by mail, registered or certified, postage pre-paid with return
receipt requested. Notices delivered personally shall be deemed communicated as of actual receipt; mailed notices shall be deemed communicated as of five (5) days after mailing.
Consultant agrees to keep Company current asto its business and mailing addresses, as well as office telephone, facsimile, e-mail and cellular telephone numbers.

ATTORNEY'SFEES AND COSTS

17.1f any action at law or in equity is necessary to enforce or interpret the terms of this Agreement, the prevailing party shall be entitled to reasonable attorney's fees, costs and
necessary disbursementsincurred either before or after judgment in addition to any other relief to which such party may be entitled.




MEDIATION AND ARBITRATION
18. Any controversy between the parties to this Agreement involving the construction or application of any of the terms, provisions, or conditions of this Agreement. shall on written
request of either party served on the other, be submitted first to mediation and then if still unresolved to binding arbitration. Said mediation or binding arbitration shall comply with and

be governed by the provisions of the American Arbitration Association for Commercial Disputes unless the Parties stipul ate otherwise. The attorneys' fees and costs of arbitration shall
be borne by the losing party, as set forth in paragraph 17 above, unless the Parties stipul ate otherwise, or in such proportions, as the arbitrator shall decide.

INDEMNIFICATION
19. Consultant shall defend. indemnify, hold harmless, and insure Company from any and all damages, expenses or liability" resulting from or arising out of, any negligence or
misconduct on Consultant's part, or from any breach or default of this Agreement which is caused or occasioned by the acts of Consultant. Consultant shall insure that its employees

and affiliates take all actions necessary to comply with the terms and conditions set forth in this Agreement. Consultant shall name Company as an additional insured on all related
insurance policies includingworkers compensation, and general liability.

CONTAINMENT OF ENTIRE AGREEMENT

20. This Agreement is an independent document and supersedes any and all other agreements, either oral or in writing, between the parties hereto, except for any separately signed
Confidentiality, Trade Secret, Non-Compete or Non-Disclosure Agreements to the extent that these terms are not in conflict with those set forth herein.

REPRESENTATION
21. his Agreement acknowledges that no representations. inducements, promises or agreements. orally or otherwise, have been made by any party hereto, or anyone acting on behalf of

any party hereto, which are not embodied herein, and that no other agreement, statement or promise not contained in this Agreement shall be valid or binding. Any modification of this
Agreement shall be effective only if it isin writing, signed and dated by all parties hereto.

PARTIAL INVALIDITY

22. If any provision of this Agreement is held by a Court of competent jurisdiction to beinvalid, void or unenforceable, the remaining provisions shall nevertheless continue in full force
and effect without being impaired or invalidated in any way.

GOVERNING LAW AND JURISDICTION

23. This Agreement shall be governed by, and construed under, the laws of the State of Florida and jurisdiction and venue for all purposes shall be in the County of Miami-Dade.

COMPANY: CONSULTANT:
PHYSICIANSHEALTH MANAGEMENT GROUP, INC NEXTPATH PARTNERS, LLC
/sl Robert L. Trinka /sl Dory S. Trinka

By: Robert L. Trinka By: Dory S. Trinka

Title: Chairman & CEO Title: President

Date: May 19, 2010 Date: May 19, 2010




CONSULTING AND PROFESSIONAL SERVICES AGREEMENT
AMENDMENT

NextPath Partners, LLC (“NextPath") is 100% owned by Dory S. Trinka, the wife of Robert L. Trinka, Chairman and CEO of Physicians Healthcare Management Group, Inc.
("Phyhealth"), and as such, this CONSULTING AND PROFESSIONAL SERVICES AGREEMENT ("Agreement") may be considered a Related Party Transaction within the meaning of
that term as defined or redefined by the Phyhealth Board of Directors. The following is the rational e for the Company to enter into this Agreement:

Ms. Trinka possesses 30 years of experience in the various marketing disciplines that are necessary for Phyhealth to build its brand and launch its products, particularly its medical
mal practice insurance business. Ms. Trinka's qualifications include a BA degree from Auburn University in Speech Communications and Marketing, and an MBA degree from the
University of Miami. A copy of Ms. Trinka's Resume is attached to the Agreement for reference.

From Phyhealth's inception to May 2010, Ms. Trinka has from time-to-time contributed her professional knowledge and skill to Phyhealth by performing work on a nonpaid basis. This
has included research projects, writing documents and business plans, and producing corporate branding and marketing materials from the logos for all the Phyhealth companiesto the
design and production of Phyhealth's corporate PowerPoint presentations and corporate presentation videos. Recently, she redesigned and relaunched the Physhield Insurance
Exchange website and coordinated all aspects of its implementation and continuing maintenance. Through these efforts, Ms. Trinka has become very familiar with and has direct
experience in Phyhealth's businesses, more so than other available consultants or full-time employed marketing executives.

Ms. Trinka has agreed to work a dedicated schedule for the term of this Agreement in order to provide the marketing direction and sales support to Physhield's Managing General
Agent, Palumbo & Associates, necessary to launch Physhield's medical malpractice programsin Maryland, the District of Columbia, Florida and other states. Ms. Trinka's usual feeis
$100 per hour or $750 per day. Her $7500 monthly compensation is the maximum compensation she will receive in any month regardless of the number of hours worked to produce the
work products and results required. It is anticipated that Ms. Trinkawill work at least 30 hours per week on adaily schedule, and if in any given month she works less than 75 hours or
10 days, the Company will pay her at her usual rate for the hours actually worked.

Ms. Trinkawill provide the Company a monthly statement showing the hours worked and the project areas for which the work was performed.

Physicians Healthcare Management Group, Inc.NextPath Partners, LLC

Robert L. Trinka, Chairman & CEO Dory S. Tri a, President




DORY TRINKA (C) (305) 987-2811

1570 S. TreasureDr. (H) (305) 865-7675

Miami, FL 33141 dtrinka@nextpathpartners.com
Executive Summary

Thirty years of progressively increasing responsibility and experience in the creative development and production of print and digital publications, web site development and direct
marketing Journalism and public relations experience. Strong research, planning, leadership, oral and written communications skills. MBA/International Business.

Professional Experience
January 2010 — Present President of Nextpath Partners

Founder and president of marketing communications company specializing in direct response marketing training, consulting and project management for businesses and non-profits
seeking to deploy prospect and donor data, direct marketing media, e-mail marketing, social mediaand Web 2 0 technology to communicate more strategically and drive results.

January 2006 - October 2008
Vice President and Director/Targeted Publications, Miami Herald Media Co.
P& L responsibility for McClatchy Newspapers largest magazine and custom publishing operation, which produced dozens of award-winning publications, websites and video services
for clients in healthcare. non-profit and travel sectors. Oversaw writing, editing and photography, layout and graphic design, production of print and digital publications in various
languages with multiple versions, website development, domestic and international distribution, staff of 64 employees.

Grew custom publishing business revenue by 44% in three years and profit by 57% in two years, the latter through better expense control.

Chaired McClatchy's Targeted Publication task force, charged with developing its magazine and niche website business strategy across 32 newspapers

Saved several key clients hundreds of thousands of dollars through recommendations for off-shore printing, more efficient production methods and subsidizing production
expense with advertising revenue

April 2000 — December 2005

Database and Target Marketing Director Miami Herald Media Co.

Responsible for building the company's database marketing and direct mail operation, which planned and executed customer/donor acquisition and retention campaigns for Miami
Herald advertisers and the newspaper's Circulation division and managed the Advertising division's customer relationship management (CRM) system. Also responsible for the

commercia printing operation serving Miami Herald advertisers.

Turned a money-losing direct marketing department into the company's fastest-growing business unit. growing by 20% or more annually for seven consecutive years Tripled its
to $40 million.

Launched and operated a full-service advertising agency to provide Herald advertisers that require strategic planning, heavy creative and campaign management with one-stop
shopping for print, direct mail.tv and radio production, media buying, Internet, targeted email, point-of purchase and outdoor advertising services.




November 1992 — April 2000
Direct Marketing Sales, Marketing and Operations M anager

Managed the Miami Herald's database marketing department and 110 employees who sold database and direct marketing services, produced direct mail and commercia printing
and distributed print publications and products,

Turned around an operation that lost ($500K) annually in 1996 to one that delivered $8 million in profit in the year 2000.

Launched database and direct mail servicesin 1998. Responsible for the company's first marketing database system build, workflow planning, hiring of technical, production and
salestalent, rating, promotions, employee training.

Led the project to build a busi ness-to-business prospecting database for use in prospecting.

Served on Knight Ridder steering committee that devel oped the strategy for the rollout of database and direct mail servicesfor large KRI properties
August 1991 — November, 1992
Miami Herald, Executive Assistant to Publisher and Sr. VP Sales& Marketing

Community, mediaand public relations role, worked with external advertising agency to develop the company's branding campaign, new ventures/mergers and acquisition analysis,
product development, project management

January 1985-February, 1991 Jour nalist, Miami Herald

Covered education, South Florida business community, Latin American and Caribbean economies. Lived in Guatemala one summer for a Spanish immersion program to supplement
Spanish courses.

EDUCATION

Masters Business Administration/International Business, University of Miami, 1990
Bachelor of Arts, Major Speech Communications, Minor Marketing Auburn University, Auburn, AL Extensive Knight Ridder |eadership training

MEMBERSHIPS

United Way Women's Executive Leadership Council 2005-present (co-chaired largest annual fund-raiser, Women's Leadership Breakfast in October 2007, raised $2 million in
donations) Board of Directors Wave Magazine January 2006-October 2008

Past president Newspaper Target Marketing Coalition, a national newspaper industry group Past member of Newspaper Association of America Direct Marketing Task Force

Past Board of Trustees Miami Country Day School 2002
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Awar ds/Recognition

Selected as one of 25 high potential advertising division directors and vice presidents from across Knight Ridder's 32 newspapers to participate in its prestigious Advertising
Management Program, aimed at grooming senior level advertising executives, class of 2005-2007

Selected as one of 12 mentees corporate-wide for Knight Ridder's high-level mentoring program, Project Bench Strength, 2004-2005.
Selected as the winner of Knight Ridder Excellence Award for Marketing 2003 from 17.000 KR employees.

Named aHerald Hero 2002

Up and Corner's Award/Media 1989

Best and Brightest Writers Award. National Education Association, 1985
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EXHIBIT 23.1

CONSENT OF COUNSEL
We hereby consent to the reference to us in the Prospectus constituting part of this PreeAmendment No. 4 to Registrant's Form S-1 Registration
Statement of Phyhealth Corporation under the caption “Legal Matters.”

[SICARL N. DUNCAN, ESQ.
CARL N.DUNCAN, ESQ., LLC

Bethesda, Maryland
October 22, 2010



EXHIBIT 23.2

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We hereby consent to the use in this Pre-Effective Amendment No.4 to the Registration Statement on Form S-1 of Phyhealth Corporation of our report
dated May 21, 2009 on the financia statements of Phyhealth Underwriters, Inc. as of December 31, 2008 and 2007 and for the years ended December 31, 2008 and
2007 and the period from July 1, 2005 (Inception) to December 31, 2008, and to the reference to our firm under the heading “ Experts” in the prospectus.

[s/ Salberg & Company, P.A.

SALBERG & COMPANY, PA.
BocaRaton, Florida
October 20, 2010



EXHIBIT 23.3

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We hereby consent to the use in this Pre-Effective Amendment No. 4 to the Registration Statement on Form S-1 of Phyhealth Corporation of our report
dated May 14, 2010 on the financial statements of Phyhealth Corporation as of December 31, 2009 and 2008 and for the year ended December 31, 2009, the period
from January 18, 2008 (Inception) to December 31, 2008 and for the period from January 18, 2008 (Inception) to December 31, 2009 and to the reference to our firm
under the heading “ Experts’ in the prospectus.

s/ Salberg & Company, P.A.

SALBERG & COMPANY, PA.
Boca Raton, Florida
October 20, 2010



EXHIBIT 23.4

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We hereby consent to the use in this Pre-Effective Amendment No. 4 to the Registration Statement on Form S-1 of Phyhealth Corporation of our report
dated May 14, 2010 (except for Note 16 as to which the date is September 10, 2010) on the consolidated financial statements of Physicians Healthcare
Management Group, Inc. and Subsidiaries as of December 31, 2009 and 2008 and for the years ended December 31, 2009 and 2008 and the period from February 14,
2005 (Inception) to December 31, 2009 and to the reference to our firm under the heading “ Experts’ in the prospectus.

[s/ Salberg & Company, P.A.

SALBERG & COMPANY, PA.
BocaRaton, Florida
October 20, 2010



CARL N. DUNCAN, ESQ.,LLC
ATTORNEY AT LAW
cduncan@cnduncanlaw.com

5718 Tanglewood Drive (301) 263-0200
Bethesda, Maryland 20817  Fax (301) 576-5193

October 22, 2010

Sebastian Gomez Abero, Staff Attorney
U.S. Securities and Exchange Commission
1000 F Street, N.E. (Mail Stop 4720)
Washington, D.C. 20549

Re: Phyhealth Corporation
Amendment No. 4 to Registration Statement on Form S-1
File No. 333-163076

Dear Mr. Abero:

This firm has acted as securities counsel for Phyhealth Corporation (the “Registrant”), a Delaware corporation, generally since June 2007 and specifically in
connection with the regi-stration under the Securities Act of 1933, as amended, of the Series A Convertible Preferred, Series B Convertible Preferred and the
underlying shares of common stock of par value $0.0001 per share, being spun-off pursuant to the Registration Statement to shareholders of Physicians
Healthcare Management Group, Inc., the parent of Registrant. Such Shares are described in the Registration Statement filed November 13, 2009 on Form S-1 with
the Securities and Exchange Commission under the Securities Act of 1933 and as amended December 13, 2009 via Pre-Effective Amendment No. 1; Pre-Effective
Amendment No. 2 filed May 17, 2010; Pre-Effective Amendment No. 3 filed July 13, 2010; and Pre-Effective Amendment No. 4 (the “Registration Statement”)
proposed to be distributed by the Registrant pursuant to the referenced Registration Statement, as outlined in the paragraph following.

In response to the Staff’s current October 1, 2010 comment letter (the “current comment letter”), we hereby file this response to the Staff’s comments. The Staff
has permitted the Company to file on EDGAR this Response L etter (and those of August 10 and September 21, 2010) on apre-filing review basis. Please note that
this Response Letter (being filed today on EDGAR as Correspondence) relates to Pre-Effective Amendment 4 proposed to be filed on EDGAR following your pre-
filing review.

This Pre-Effective Amendment No. 4 will reflect cumulative changes since P.E. No. 3wasfiled July 13, 2010. Thisletter responds to the commentsin the indicated
order in the current comment | etter relating to P.E. No. 3 following your recent pre-filing review.

For the convenience of the Staff, we have reproduced the Staff’s comments from the current comment letter in Italics. The responses to those current comments
immediately follow the reproduced Staff comments. We have attached the pages affected by Comments 1 and 2, those materials to be filed (assuming the Staff has
no further comments) in the forthcoming P.E. No. 4 to befiled (aswill the material contract requested in Comment 3 but not sought in this pre-filing “ package”).




Sebastian Gomez Abero, Staff Attorney
U.S. Securities and Exchange Commission
Page 2

October 22, 2010

Financial Statements
Physicians Healthcare M anagement Group, Inc. Six Months Ended June 30, 2010 and 2009

1

We note your response to prior comment one. Please label the comparable financial statements for the fiscal year ended December 31, 2009 as
restated.

Response to Comment 1: We have adjusted the June 30, 2010 and 2009 financial statements.

We note your response to prior comments one and two. As you may be aware, Bruce Palmer, the former CEO of AccessKey, was indicted on September
21, 2010 by a Federal Grand Jury, United States District Court Southern District of Florida. The indictment charges Bruce Palmer with manipulating
and artificially increasing the trading volume and price of AccessKey's stock. Given this information, please tell usif you believe you are still able to
rely on the historical price and volume trading information and if you believe your current valuation of your note receivable, the warrants, and the
common stock of AccessKey is appropriate and if so, how you came to this conclusion. If you can no longer rely on the information. tell us your
consideration to restate the value of these investments for prior periods

Response to Comment 2: In evaluating the circumstance and the value of the assets in the December 31, 2009 and June 30, 2010 consolidated financial
statements management considered the following facts in the circumstances:

The charges have not yet been proven and may in fact be dismissed.

If the alleged activities did in fact take place, based in our discussions with the Company, we believe that it could not have reasonably known
of the offenses. The change in asset value, if any, would not be a correction of an error, but a change in estimate which would be most
appropriately adjusted in the consolidated financial statements subsequent to the discovery.

The reporting of the event did not appear to have any significant impact on the stock price. On the day of the announcement, the price was
unchanged until the very close of the market. The price has been relatively unchanged since the event.

The discount rate of 55% used in valuing the securities when recording the AccessKey assets was very conservative by asset valuation
standards and could still be considered accurately stated even if the trading volumes and price were reduced for the alleged artificially inflated
values.

Given these considerations, management believes that no adjustment is appropriate for the consolidated financial statements presented in the registration
statement. However, to ensure full disclosure, a subsequent event footnote has been added to the June 30, 2010 financial statements.




Sebastian Gomez Abero, Staff Attorney
U.S. Securities and Exchange Commission
Page 3
October 22, 2010

2. Please file a copy of the agreement with NextPath Partners, LLC as an exhibit to your registration statement.
Response to Comment 2: The NextPath Partners, LLC agreement isbeing filed as Exhibit 10.24.

Upon completion of the review, we trust all comments will have been satisfied and the Staff can advise us that the Company’s Registration Statement can be
declared effective at amutually convenient time, hopefully on or before November 1, 2010, the latter date permitting coordination of such timing with FINRA asto
effective date of the spin off. To that end, we are prepared to file a Rule 461Request for Acceleration to coordinate such date of effectiveness the middlie of next
week. Thank you for your assistance and prompt review of these materials. | will call you next week to coordinate any remaining issues with the Staff.

Sincerely,

[s/ Carl N. Duncan, Esq.

CARL N. DUNCAN, ESQ.

Enclosure: June 30 Financials Exhibit Proposed To Be Filed as Part of P.E. No. 4

cc: Robert Trinka
Scott Moore







