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APPROXIMATE DATE OF PROPOSED SALE TO THE PUBLIC:
From time to time after this Registration Statement becomes effective.
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If any securities being registered on this Form are to be offered on a delayed or continuous basis pursuant to Rule 415
under the Securities Act of 1933, other than securities offered only in connection with dividend or interest
reinvestment plans, check the following box: x

If this Form is filed to register additional securities for an offering pursuant to Rule 462(b) under the Securities Act,
check the following box and list the Securities Act registration statement number of the earlier effective registration
statement for the same offering. o

If this Form is a post-effective amendment filed pursuant to Rule 462(c) under the Securities Act, check the following
box and list the Securities Act registration statement number of the earlier effective registration statement for the same
offering. o

If this Form is a post-effective amendment filed pursuant to Rule 462(d) under the Securities Act, check the following
box and list the Securities Act registration statement number of the earlier effective registration statement for the same

offering. o

If delivery of the prospectus is expected to be made pursuant to Rule 434, please check the following box. o
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CALCULATION OF REGISTRATION FEE

Proposed Proposed
maximum maximum
Title of each class of securities to be Amount to be offering price aggregate Amount of
registered registered (1) per share (2) offering price  registration fee
Common stock, $.001 par value issuable
upon conversion of secured convertible
debentures 45,700,000 $ 0.03 $ 1,371,000 $ 146.70
Total 45,700,000 $ 1,371,000 $ 146.70 (3)

(1) Includes shares of our common stock, par value $0.001 per share, which may be offered pursuant to this
registration statement, which shares are issuable upon conversion of secured convertible debentures and exercise of
warrants.

(2) Estimated solely for purposes of calculating the registration fee in accordance with Rule 457(c) and Rule 457(g)
under the Securities Act of 1933, using the average of the high and low price as reported on the Over-The-Counter
Bulletin Board on October 24, 2006, which was $0.03 per share.

(3) $976.17 previously paid.

The registrant hereby amends this registration statement on such date or dates as may be necessary to delay its
effective date until the registrant shall file a further amendment which specifically states that this registration
statement shall thereafter become effective in accordance with Section 8(a) of the Securities Act of 1933 or until
the registration statement shall become effective on such date as the Securities and Exchange Commission,
acting pursuant to said Section 8(a), may determine.
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PRELIMINARY PROSPECTUS SUBJECT TO COMPLETION, DATED DECEMBER 14, 2006

QUINTEK TECHNOLOGIES, INC.
45,700,000 SHARES OF
COMMON STOCK

This prospectus relates to the resale by the selling stockholders of up to 45,700,000 shares of our common stock,
including up to 190,839,695 shares of common stock underlying secured convertible debentures in the face amount of
$2,000,000, up to 17,857,000 shares underlying warrants exercisable at $0.05 per share, up to 15,625,000 shares
underlying warrants exercisable at $0.055 per share, up to 12,500,000 shares underlying warrants exercisable at
$0.065 per share and up to 10,415,000 shares underlying warrants exercisable at $0.08 per share. The selling
stockholders may sell common stock from time to time in the principal market on which the stock is traded at the
prevailing market price or in negotiated transactions. The selling stockholders may be deemed underwriters of the
shares of common stock which they are offering. We will pay the expenses of registering these shares.

Our common stock is registered under Section 12(g) of the Securities Exchange Act of 1934 and is listed on the
Over-The-Counter Bulletin Board under the symbol “QTEK”. The last reported sales price per share of our common
stock as reported by the Over-The-Counter Bulletin Board on December 12, 2006, was $0.03.

Investing in these securities involves significant risks. See “Risk Factors’ beginning on page 3.

Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved of
these securities or determined if this prospectus is truthful or complete. Any representation to the contrary is a
criminal offense.

The date of this prospectus is , 2006.

The information in this prospectus is not complete and may be changed. This prospectus is included in the registration
statement that was filed by Quintek Technologies, Inc. with the Securities and Exchange Commission. The selling
stockholders may not sell these securities until the registration statement becomes effective. This prospectus is not an
offer to sell these securities and is not soliciting an offer to buy these securities in any state where the sale is not
permitted.
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PROSPECTUS SUMMARY

This summary highlights information contained elsewhere in this prospectus. This summary does not contain all of the
information that you should consider before investing in our common stock. You should read the entire prospectus
carefully, including the section entitled “Risk Factors” and the consolidated financial statements and accompanying
notes included elsewhere in this prospectus, before making an investment decision. Unless the context clearly

indicates otherwise, references in this prospectus to “we,” “us,” “our” and “Quintek” refer to Quintek Technologies,
Inc. and its subsidiaries on a consolidated basis.

QUINTEK TECHNOLOGIES, INC.

We provide back office services and solutions to improve efficiencies within organizations. We accomplish this
through out-sourcing/in-sourcing services, consulting services and solution sales. Through our wholly owned
subsidiaries, Quintek Services, Inc., or QSI, and Sapphire Consulting Services, Inc. we provide services to enable
Fortune 500 and Global 2000 corporations to reduce costs and maximize revenues.

We provide business process outsourcing, or BPO, services to clients. BPO services involves capturing and converting
data into digital format. This data is considered any media in paper, film, fiche or other forms that are not readily
available in electronically. We provide back-office services and enabling technologies and expertise to reduce our
customer’s costs by enabling them to focus on their core competencies. We reduce our customer’s costs by converting
their critical documents from paper to electronic formats, efficiently capturing the data contained in these documents,
making these documents readily organized and available and automating the routing and approval processes related to
electronic documents via the internet. In addition, we also offer invoice and accounts payable document processing for
various markets.

In outsourcing relationships, we provide value by helping the customer define and delegate a discrete process such as

receiving invoices, scanning invoices, capturing invoice data and uploading invoice data into computer systems. Once

we have worked with the customer to define such a process, the customer contracts with us to perform that process for

one price per transaction with service level guarantees such as turnaround times and accuracy of data. The customer

does not have to manage and maintain staff and purchase and maintain technology that are outside of the customer’s
core expertise.

For the year ended June 30, 2006, we generated $2,307,402 in revenues and a net loss of $2,945,710. For the three
months ended September 30, 2006, we generated $411,728 in revenues and a net loss of $892,572. As a result of
recurring losses from operations ($4,560,311), including net losses of $2,945,710 and $7,417,687 for the fiscal years
ending June 30, 2006 and 2005 our auditors, in their report dated September 15, 2006, have expressed substantial
doubt about our ability to continue as going concern.

Our principal executive offices are located at 17951 Lyons Circle, Huntington Beach, California 92647 and our
telephone number is (714) 848-7741. We are a California corporation.

The Offering
Common stock offered by selling Up to 45,700,000 shares of common stock
stockholders underlying secured convertible debentures.

Common stock to be outstanding after the Up to 198,149,773 shares
offering

Use of proceeds
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We will not receive any proceeds from the
sale of the common stock.

Over-The-Counter Bulletin Board Symbol ~ QTEK

The above information regarding common stock to be outstanding after the offering is based on 152,449,773 shares of
common stock outstanding as of December 12, 2006 and assumes the conversion of the debentures.
1
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RISK FACTORS

This investment has a high degree of risk. Before you invest you should carefully consider the risks and uncertainties
described below and the other information in this prospectus. If any of the following risks actually occur, our business,
operating results and financial condition could be harmed and the value of our stock could go down. This means you
could lose all or a part of your investment.

Risks Relating to Our Business:

We Have a History of Losses Which May Continue, Requiring Us to Seek Additional Sources of Capital Which
May Not be Available, Requiring Us to Curtail or Cease Operations

We had a net loss of $2,945,710 for the year ended June 30, 2006 compared to a net loss of $7,417,687 for the fiscal
year ended June 30, 2005. For the three months ended September 30, 2006, we had a net loss of $892,572 compared
to a net loss of $549,046 for the three months ended September 30, 2005. We cannot assure you that we can achieve
or sustain profitability on a quarterly or annual basis in the future. If revenues grow more slowly than we anticipate, or
if operating expenses exceed our expectations or cannot be adjusted accordingly, we will continue to incur losses. We
will continue to incur losses until we are able to establish significant sales of our software and hardware products and
our business process outsourcing services. Our possible success is dependent upon the successful development and
marketing of our services and products, as to which there is no assurance. Any future success that we might enjoy will
depend upon many factors, including factors out of our control or which cannot be predicted at this time. These factors
may include changes in or increased levels of competition, including the entry of additional competitors and increased
success by existing competitors, changes in general economic conditions, increases in operating costs, including costs
of supplies, personnel and equipment, reduced margins caused by competitive pressures and other factors. These
conditions may have a materially adverse effect upon us or may force us to reduce or curtail operations. In addition,
we will require additional funds to sustain and expand our sales and marketing activities, particularly if a
well-financed competitor emerges. Based on our current funding arrangements, we anticipate that we will not require
additional funds to continue our operations for the next twelve months. In the event that we do not receive the
remaining funds under our financing arrangement with Cornell Capital or if we need additional financing, there can be
no assurance that financing will be available in amounts or on terms acceptable to us, if at all. The inability to obtain
sufficient funds from operations or external sources would require us to curtail or cease operations.

If We are Unable to Obtain Additional Funding Our Business Operations Will be Harmed and if We do Obtain
Additional Financing Our then Existing Shareholders may Suffer Substantial Dilution

Additional capital may be required to effectively support the operations and to make strategic acquisitions. However,
there can be no assurance that financing will be available when needed on terms that are acceptable to us. The
inability to obtain additional capital will restrict our ability to grow and may reduce our ability to continue to conduct
business operations. If we are unable to obtain additional financing, we will likely be required to curtail our marketing
and development plans and possibly cease our operations. Any additional equity financing may involve substantial
dilution to our then existing shareholders.

Our Independent Registered Public Accounting Firm Has Expressed Substantial Doubt About Our Ability to
Continue as a Going Concern, Which May Hinder Our Ability to Obtain Future Financing

In their report dated September 15, 2006, our Independent Registered Public Accounting Firm stated that our financial
statements for the year ended June 30, 2006 were prepared assuming that we would continue as a going concern. Our
ability to continue as a going concern is an issue raised as a result of recurring losses from operations ($4,560,311),
including net losses of $2,945,710 and $7,417,687 for the fiscal years ending June 30, 2006 and 2005, respectively.
We continue to experience net losses. Our ability to continue as a going concern is subject to our ability to generate a

9
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profit and/or obtain necessary funding from outside sources, including obtaining additional funding from the sale of
our securities, increasing sales or obtaining loans and grants from various financial institutions where possible. Our
continued net losses and stockholders’ deficit increases the difficulty in meeting such goals and there can be no
assurances that such methods will prove successful.

2
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Many of Our Competitors are Larger and Have Greater Financial and Other Resources than We do and Those
Advantages Could Make it Difficult for Us to Compete With Them

The general market for our products and services is extremely competitive and includes several companies which have
achieved substantially greater market shares than we have, and have longer operating histories, have larger customer
bases, have substantially greater financial, development and marketing resources than we do. If overall demand for
our products should decrease it could have a materially adverse affect on our operating results.

Our Products may Infringe Upon the Intellectual Property Rights of Others and Resulting Claims Against Us
Could be Costly and Require Us to Enter Into Disadvantageous License or Royalty Arrangements

The business process outsourcing industry is characterized by the existence of a large number of patents and frequent
litigation based on allegations of patent infringement and the violation of intellectual property rights. Although we
attempt to avoid infringing upon known proprietary rights of third parties, we may be subject to legal proceedings and
claims for alleged infringement by us or our licensees of third-party proprietary rights, such as patents, trade secrets,
trademarks or copyrights, from time to time in the ordinary course of business. Any claims relating to the
infringement of third-party proprietary rights, even if not successful or meritorious, could result in costly litigation,
divert resources and our attention or require us to enter into royalty or license agreements which are not advantageous
to us. In addition, parties making these claims may be able to obtain injunctions, which could prevent us from selling
our products. Furthermore, former employers of our employees may assert that these employees have improperly
disclosed confidential or proprietary information to us. Any of these results could harm our business. We may be
increasingly subject to infringement claims as the number of, and number of features of, our products grow.

If We are not Able to Manage Our Growth We may Never Achieve Profitability

Our success will depend on our ability to expand and manage our operations and facilities. There can be no assurance
that we will be able to manage our growth, meet the staffing requirements of manufacturing scale-up or for current or
additional collaborative relationships or successfully assimilate and train our new employees. In addition, to manage
our growth effectively, we will be required to expand our management base and enhance our operating and financial
systems. If we continue to grow, there can be no assurance that the management skills and systems currently in place
will be adequate or that we will be able to manage any additional growth effectively. Failure to achieve any of these
goals could have a material adverse effect on our business, financial condition or results of operations.

If We Are Unable to Retain the Services of Messrs. Steele and Haag or If We Are Unable to Successfully
Recruit Qualified Personnel, We May Not Be Able to Continue Our Operations.

Our success depends to a significant extent upon the continued service of Mr. Robert Steele, our Chief Executive
Officer and Mr. Andrew Haag, our Chief Financial Officer. Loss of the services of Messrs. Steele or Haag could have
a material adverse effect on our growth, revenues, and prospective business. We do not maintain key-man insurance
on the life of Messrs. Steele or Haag. In addition, in order to successfully implement and manage our business plan,
we will be dependent upon, among other things, successfully recruiting qualified personnel. Competition for qualified
individuals is intense. There can be no assurance that we will be able to find, attract and retain existing employees or
that we will be able to find, attract and retain qualified personnel on acceptable terms.

Risks Relating to Our Current Financing Arrangement:

There Are a Large Number of Shares Underlying Our Secured Convertible Debentures That May be Available
for Future Sale and the Resale of These Shares May Depress the Market Price of Our Common Stock.

11
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As of December 12, 2006, we had 152,449,773 shares of common stock issued and outstanding, secured convertible
debentures issued and outstanding that may be converted into 52,631,579 shares of common stock based on current
market prices and outstanding warrants to purchase 56,397,000 shares of common stock. In addition, we have an
obligation pursuant to a securities purchase agreement we entered into in May 2006 to issue additional secured
convertible debentures that may be converted into 17,543,860 shares of our common stock based on current market
prices. Additionally, the number of shares of common stock issuable upon conversion of the outstanding secured
convertible debentures may increase if the market price of our stock declines. All of the shares issuable upon
conversion of the secured convertible debentures that are being registered may be sold without restriction upon the
effectiveness of the registration statement registering their resale. The resale of these shares may adversely affect the
market price of our common stock.

3
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The Continuously Adjustable Conversion Price Feature of Our Secured Convertible Debentures Could
Require Us to Issue a Substantially Greater Number of Shares, Which Will Cause Dilution to Our Existing
Stockholders.

Our obligation to issue shares upon conversion of our secured convertible debentures is essentially limitless. The
following is an example of the amount of shares of our common stock that are issuable, upon conversion of our
secured convertible debentures (excluding accrued interest), based on market prices 25%, 50% and 75% below the
market price as of December 12, 2006 of $0.03 per share.

Number % of
Price Per With Discount of Shares Outstanding
% Below Market Share at 5% Issuable Stock
25% $ 0.0225 $ 0.021375 93,567,252 38.03%
50% $ 0015 $ 0.01425 140,350,878 47.93%
75% $ 0.0075 $ 0.007125 380,701,755 71.41%

As illustrated, the number of shares of common stock issuable upon conversion of our secured convertible debentures
will increase if the market price of our stock declines, which will cause dilution to our existing stockholders.

The Continuously Adjustable Conversion Price Feature of Our Secured Convertible Debentures May
Encourage Investors to Make Short Sales in Our Common Stock, Which Could Have a Depressive Effect on
the Price of Our Common Stock.

The secured convertible debentures are convertible into shares of our common stock at a 5% discount to the trading
price of the common stock prior to the conversion. The downward pressure on the price of the common stock as the
investor converts and sells material amounts of common stock could encourage short sales by investors. This could
place further downward pressure on the price of the common stock. The investors could sell common stock into the
market in anticipation of covering the short sale by converting their securities, which could cause the further
downward pressure on the stock price. In addition, not only the sale of shares issued upon conversion or exercise of
the secured convertible debentures, but also the mere perception that these sales could occur, may adversely affect the
market price of the common stock.

The Issuance of Shares Upon Conversion of the Secured Convertible Debentures May Cause Immediate and
Substantial Dilution to Our Existing Stockholders.

The issuance of shares upon conversion of the secured convertible debentures may result in substantial dilution to the
interests of other stockholders since the investors may ultimately convert and sell the full amount issuable on
conversion. Although the investor may not convert its secured convertible debentures if such conversion would cause
it to own more than 4.99% of our outstanding common stock, this restriction does not prevent the investor from
converting some of its holdings and then converting the rest of its holdings. In this way, the investor could sell more
than this limit while never holding more than this limit. There is no upper limit on the number of shares that may be
issued which will have the effect of further diluting the proportionate equity interest and voting power of holders of
our common stock, including investors in this offering.

4
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In the Event that Our Stock Price Declines, the Shares of Common Stock Allocated for Conversion of the
Secured Convertible Debentures and Registered Pursuant to this Registration Statement may not be Adequate
and we may be Required to File a Subsequent Registration Statement Covering Additional Shares. If the
Shares we have Allocated and are Registering Herewith are not Adequate and we are Required to File an
Additional Registration Statement, we may Incur Substantial Costs in Connection Therewith.

Based on our current market price and the potential decrease in our market price as a result of the issuance of shares
upon conversion of the secured convertible debentures, we have made a good faith estimate as to the amount of shares
of common stock that we are required to register and allocate for conversion of the secured convertible debentures.
Accordingly, we have allocated and registered 45,700,000 shares to cover the conversion of the secured convertible
debentures. In the event that our stock price decreases, the shares of common stock we have allocated for conversion
of the secured convertible debentures and are registering hereunder may not be adequate. If the shares we have
allocated to the registration statement are not adequate and we are required to file an additional registration statement,
we may incur substantial costs in connection with the preparation and filing of such registration statement.

If We Are Required for any Reason to Repay Our Outstanding Convertible Debentures, We Would Be
Required to Deplete Our Working Capital, If Available, Or Raise Additional Funds. Our Failure to Repay the
Secured Convertible Debentures, If Required, Could Result in Legal Action Against Us, Which Could Require
the Sale of Substantial Assets.

In May 2006, we entered into a Securities Purchase Agreement for the sale of $2,000,000 principal amount of secured
convertible debentures. The secured convertible debentures are due and payable, with 10% interest, three years from
the date of issuance, unless sooner converted into shares of our common stock. Although we currently have
$1,500,000 secured convertible debentures outstanding, the investors are obligated to purchase additional secured
convertible debentures in the aggregate of $500,000. In addition, any event of default such as our failure to repay the
principal or interest when due, our failure to issue shares of common stock upon conversion by the holder, our failure
to timely file a registration statement or have such registration statement declared effective, breach of any covenant,
representation or warranty in the Securities Purchase Agreements or related convertible debentures, the assignment or
appointment of a receiver to control a substantial part of our property or business, the filing of a money judgment, writ
or similar process against our company in excess of $50,000, the commencement of a bankruptcy, insolvency,
reorganization or liquidation proceeding against our company and the delisting of our common stock could require the
early repayment of the secured convertible debentures, including default interest rate on the outstanding principal
balance of the secured convertible debentures if the default is not cured with the specified grace period. We anticipate
that the full amount of the secured convertible debentures will be converted into shares of our common stock, in
accordance with the terms of the secured convertible debentures. If we were required to repay the secured convertible
debentures, we would be required to use our limited working capital and raise additional funds. If we were unable to
repay the secured convertible debentures when required, the debenture holders could commence legal action against
us and foreclose on all of our assets to recover the amounts due. Any such action would require us to curtail or cease
operations.

If an Event of Default Occurs under the Securities Purchase Agreement, Secured Convertible Debentures or
Security Agreement, the Investor Could Take Possession of all Our Goods, Inventory, Contractual Rights and
General Intangibles, Receivables, Documents, Instruments, Chattel Paper, and Intellectual Property.

In connection with the Securities Purchase Agreement, we executed a Security Agreement in favor of the investor
granting them a first priority security interest in all of our goods, inventory, contractual rights and general intangibles,
receivables, documents, instruments, chattel paper, and intellectual property. The Security Agreement states that if an
event of default occurs under the Securities Purchase Agreement, Secured Convertible Debentures or Security
Agreement, the Investor has the right to take possession of the collateral, to operate our business using the collateral,
and have the right to assign, sell, lease or otherwise dispose of and deliver all or any part of the collateral, at public or

14



Edgar Filing: QUINTEK TECHNOLOGIES INC - Form SB-2/A

private sale or otherwise to satisfy our obligations under these agreements.

5
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Risks Relating to Our Common Stock:

If We Fail to Remain Current in Our Reporting Requirements, We Could be Removed From the OTC Bulletin
Board Which Would Limit the Ability of Broker-Dealers to Sell Our Securities and the Ability of Stockholders
to Sell Their Securities in the Secondary Market.

Companies trading on the OTC Bulletin Board, such as us, must be reporting issuers under Section 12 of the
Securities Exchange Act of 1934, as amended, and must be current in their reports under Section 13, in order to
maintain price quotation privileges on the OTC Bulletin Board. If we fail to remain current on our reporting
requirements, we could be removed from the OTC Bulletin Board. As a result, the market liquidity for our securities
could be severely adversely affected by limiting the ability of broker-dealers to sell our securities and the ability of
stockholders to sell their securities in the secondary market.

Our Common Stock is Subject to the "Penny Stock'' Rules of the SEC and the Trading Market in Our
Securities is Limited, Which Makes Transactions in Our Stock Cumbersome and May Reduce the Value of an
Investment in Our Stock.

The Securities and Exchange Commission has adopted Rule 15g-9 which establishes the definition of a "penny stock,"
for the purposes relevant to us, as any equity security that has a market price of less than $5.00 per share or with an
exercise price of less than $5.00 per share, subject to certain exceptions. For any transaction involving a penny stock,
unless exempt, the rules require:

- that a broker or dealer approve a person's account for transactions in penny stocks; and

- the broker or dealer receive from the investor a written agreement to the transaction, setting forth the identity and
quantity of the penny stock to be purchased.

In order to approve a person's account for transactions in penny stocks, the broker or dealer must:
- obtain financial information and investment experience objectives of the person; and
- make a reasonable determination that the transactions in penny stocks are suitable for that person and the person has
sufficient knowledge and experience in financial matters to be capable of evaluating the risks of transactions in

penny stocks.

The broker or dealer must also deliver, prior to any transaction in a penny stock, a disclosure schedule prescribed by
the Commission relating to the penny stock market, which, in highlight form:

- sets forth the basis on which the broker or dealer made the suitability determination; and
- that the broker or dealer received a signed, written agreement from the investor prior to the transaction.
Generally, brokers may be less willing to execute transactions in securities subject to the "penny stock” rules. This
may make it more difficult for investors to dispose of our common stock and cause a decline in the market value of
our stock.
Disclosure also has to be made about the risks of investing in penny stocks in both public offerings and in secondary
trading and about the commissions payable to both the broker-dealer and the registered representative, current

quotations for the securities and the rights and remedies available to an investor in cases of fraud in penny stock
transactions. Finally, monthly statements have to be sent disclosing recent price information for the penny stock held
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in the account and information on the limited market in penny stocks.
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USE OF PROCEEDS

This prospectus relates to shares of our common stock that may be offered and sold from time to time by the selling
stockholders. We will not receive any proceeds from the sale of shares of common stock in this offering.

MARKET FOR COMMON EQUITY AND RELATED STOCKHOLDER MATTERS
Our common stock is quoted on the OTC Bulletin Board under the symbol “QTEK”.

For the periods indicated, the following table sets forth the high and low bid prices per share of common stock. These
prices represent inter-dealer quotations without retail markup, markdown, or commission and may not necessarily
represent actual transactions.

Fiscal Year
2005
High Low
First$0.21 $0.14
Quarter
Second $0.26 $0.16
Quarter
Third $0.20 $0.10
Quarter
Fourth $0.18 $0.10
Quarter

Fiscal Year
2006
High Low
First$0.12 $0.07
Quarter
Second $0.08 $0.05
Quarter
Third $0.09 $0.06
Quarter
Fourth $0.07 $0.04
Quarter

Fiscal Year
2007
High Low
First$0.05 $0.03
Quarter
Second $0.04 $0.03
Quarter
(D
Third xxx xxx
Quarter
Fourth xxx  xxx
Quarter
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(1) As of December 12, 2006.

Holders

As of December 12, 2006, we had approximately 509 record holders of our common stock. The number of record
holders was determined from the records of our transfer agent and does not include beneficial owners of common
stock whose shares are held in the names of various security brokers, dealers, and registered clearing agencies. The
transfer agent of our common stock is Interwest Transfer Co., Inc., 1981 E. Murray Holladay Road, Suite 100, Salt
Lake City Utah 84117.

We have never declared or paid any cash dividends on our common stock. We do not anticipate paying any cash
dividends to stockholders in the foreseeable future. In addition, any future determination to pay cash dividends will be
at the discretion of the Board of Directors and will be dependent upon our financial condition, results of operations,
capital requirements, and such other factors as the Board of Directors deem relevant.

7

19



Edgar Filing: QUINTEK TECHNOLOGIES INC - Form SB-2/A

MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND PLAN OF OPERATIONS

Some of the information in this Form SB-2 contains forward-looking statements that involve substantial risks and
uncertainties. You can identify these statements by forward-looking words such as “may,” “will,” “expect,” “anticipate,
“believe,” “estimate” and “continue,” or similar words. You should read statements that contain these words carefully
because they:

- discuss our future expectations;
- contain projections of our future results of operations or of our financial condition; and
- state other “forward-looking” information.

We believe it is important to communicate our expectations. However, there may be events in the future that we are
not able to accurately predict or over which we have no control. Our actual results and the timing of certain events
could differ materially from those anticipated in these forward-looking statements as a result of certain factors,
including those set forth under “Risk Factors,” “Business” and elsewhere in this prospectus. See “Risk Factors.”

Overview

We address the growing needs of industry’s desire for timely access to relevant information. We do this by designing
and providing a service-based solution for the customer around our core competencies of high speed high volume
document scanning, inbound mailroom outsourcing, data capture, ASP hosting, workflow automation, and consulting
services.

We charge our customers for deliverable services, consultative services and products. Products are invoiced upon
shipping to our customer. Services are billed upon completion of a project or on a monthly basis, whichever is sooner.
Many of our projects are for customers under long-term service agreements.

Deliverable services include scanned documents, captured data and hosted images. These are delivered to the
customer in electronic format via electronic transmission via email or encrypted FTP transfer or physical media such
as CD ROMs or Microfilm. Consultative services include document preparation, systems integration, software
configuration, automated workflow design, and maintenance.

In the opinion of management, the following relationship, trends, events or uncertainties are important in
understanding our operations and results as they have had, or can reasonably be expected to have a material effect on
the net sales and/or income from operations.

- Over the past decade, businesses have invested considerable capital in technology hardware and software. Receiving
relevant information into these systems in a timely manner is becoming more valuable and important to companies.
We provide services to capture data and images and transfer them into information systems. Larger organizations
are focused on enterprise wide systems to shorten turnaround time, lower cost of doing business and increase
management analytics. Smaller organizations are finding it more difficult to compete unless they adopt similar
strategies. This is creating increased demand for the services we provide to large and small organizations alike.

- The expansion of the internet to a worldwide resource has made workers available to process and catalogue
information in other countries. This has made the labor arbitrage of outsourcing of information services overseas a
growing and attractive business. It is a growing business to outsource from areas in the world where there is a high
cost for educated labor to areas of the world where there is a lower cost of educated labor. We provide timely access
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to relevant information to the overseas information worker. A shift in this trend could impact our business

- Sapphire Consulting Service, our wholly owned subsidiary, accounted for 33% of our revenue and totaled $133,930
for the three months ending September 30, 2006. Sapphire was formed in May 2005 and had limited operation for
the 12 months ending June 30, 2005. The loss of key personnel or relationships needed to fulfill and obtain new
business could adversely impact our financial results.
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- Fed-Ex/Kinko—We are a subcontractor for services to FedEx Kinko’s customers. Revenue from our relationship with
FedEx Kinko’s totaled $147,127 and represents 36% of the total revenue for the three months ended September 30,
2006. The loss of this relationship could adversely impact our financial results.

- Manhattan Data, Inc - We entered into a partnership agreement with Manhattan Data whereas the two companies
sell and resell their respective services separately and as a combined solution. For the three months ended
September 30, 2006, revenue from this relationship totaled $13,632 and represented 3% of our total revenue. At this
time we are seeing increased demand from our customers for the services we offer through this partnership. If this
relationship develops as planned this could represent a material portion of our revenues.

- Increased Sales and Marketing -We have been applying funds raises from a recent financing with Cornell Capital to
increase sales and marketing efforts. The result has been an increased awareness of us and our services. This
increased awareness has led to an increasing amount of new proposals we have submitted for new business.
Management believes that we will be able to convert a portion of these proposals into new business although there
are no assurances that we will be able to obtain contracts with any of these potential clients. The inability to obtain
new business could adversely impact our financial results.

- We had a master services agreement to deliver on-site mortgage processing services for GMAC Residential
Mortgage at their Ditech.com facility in Costa Mesa, CA. We are no longer providing services to this customer. The
loss of this customer represents a material loss and will adversely affect our revenues and/or income from operations
unless we are able to obtain one or more new customers to offset this loss.

Results of Operations for the Fiscal Year ended June 30, 2006 Compared to Fiscal Year Ended June 30, 2005

Revenues

Our revenues totaled $2,307,402 and $1,547,923 for the twelve months ended June 30, 2006 and 2005, respectively,
an increase of $759,479 (149%). The increase from 2005 to 2006 was due to our investment in sales and marketing
efforts and resultant increase in new sales contracts and the addition of business from consulting services.

Cost of revenue

For the twelve months ended June 30, 2006 and 2005, cost of revenue was $1,522,814 and $1,070,001 respectively, an
increase of $452,813 (142%). Cost of revenue for both periods consisted mostly of labor and production costs. Cost of

revenue increased in 2006 due to increase in revenues from increase in new sales contracts we received.

Expenses

Total operating expenses were $5,344,899 for the twelve-month period ended June 30, 2006 as compared to
$5,982,314 for the same period in 2005. The decrease in operating expenses of $637,415 (12%) in 2006 as compared
to 2005 resulted primarily due to a permanent decline in the market value of marketable securities we held as
investment. Selling, general and administrative expenses in 2006 were $3,832,925 compared to $2,200,476, an
increase of $1,631,449 (77%) primarily due to increased funding costs, legal fees, penalties and salary expenses.

Total non-operating income for the twelve months ended June 30, 2006 was $1,615,401 compared to total
non-operating expense of $1,912,495 for the same period in 2005. During 2006, we realized a gain on sale of
investment of $113,700 and recorded a change in fair value of warrants of $2,171,921. We recorded a beneficial
conversion feature expense of $110,924 and interest expense of $571,674. During 2005, we recorded a loss of
$594,892 due to conversion of debt, beneficial conversion feature expense of $317,021 and interest expense of
$1,122,703. As a result, we incurred a reduction in net loss of $2,945,710 for the period ending June 30, 2006
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compared to a net loss of $7,417,687 for the same period in 2005. This reduction in net loss is attributed to the
increase in net revenue, reduction in the permanent decline of marketable securities, and the non-operating income
recorded pursuant to the change in the fair value of warrants.
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Net loss

Basic and diluted net loss per share was a loss of $0.10 per share in 2005 and a loss of $0.02 per share in 2006 a
reduction in net loss per share of 80% from the 12 months ending June 30 2005 to the 12 months ending June 30
2006.. The improvement in net loss per share was primarily due to a reduction in net losses and increased shares
outstanding. . Net loss for 2006 was $2,945,710 as compared to $7,417,687 a difference of $4,471,977, representing a
60% reduction in net loss over the prior year. Net cash used in operating activities was $1,208,903 compared to
$1,418,456 for 2005. This represents an improvement of 15% from 2005 to 2006.

Results of Operations for the Three Months ended September 30, 2006 Compared to the Three Months Ended
September 30, 2005

Revenues

Our revenues totaled $411,728 and $693,359 for the three months ended September 30, 2006 and 2005, respectively, a
decrease of $281,631 for the three months ended September 30, 2006. The decrease in revenues was primarily due to
the loss of a major sales contract from the services business.

Cost of Revenue

Cost of revenue for the three months ended September 30, 2006 and 2005 were $318,489 and $479,624, respectively,
a decrease of $161,135. The decrease in cost of revenue consisted primarily of lower labor costs of $74,654 resulting
from the loss of a major sales contract and lower outsourced professional services of $66,505.

Expenses

Operating expenses totaled $1,548,383 and $804,302 for the three month period ended September 30, 2006 and 2005,
respectively, an increase of $744,081. The increase resulted primarily from an increase of approximately $556,000 in
stock-based compensation for officers, directors, employees and consultants and an accrual of $328,276 for litigation.

Non-operating income totaled $563,370 and $42,320 for the three months ended September 30, 2006 and September
30, 2006, respectively, an increase of $521,050 for the three months ended September 30, 2006. The increase was
primarily due to changes in the fair value of issued warrants.

Interest expense totaled $61,345 and $23,950 for the three months ended September 30, 2006 and 2005, respectively.
The increase in interest was due to an increase in the amount of debt we have issued.

Net Loss

The net loss for the three months ended September 30, 2006 and 2005 were $892,572 and $549,046, respectively, an
increase of $343,526. The increased net loss resulted from increased operating expenses and decreased revenues.

Liquidity and Capital Resources

At September 30, 2006, our total assets were $1,831,267 compared to $1,417,374 as of June 30, 2006. Total current
liabilities at June 30, 2006 were $2,622,191 compared to $2,196,415 as of June 30, 2006. We owe $96,661 in payroll
withholding taxes that were assumed in a merger and are past due. Also, we are currently in default on two
outstanding convertible bonds totaling $62,495. Interest continues to accrue against the principal. The notes are
unsecured. The holders of the bonds that are in default have indicated that they do not want to convert their debt to
stock and wish to be repaid in cash. At present, we do not have the funds to repay the indebtedness. It is not known
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whether we will be able to repay or renegotiate this debt. Additionally, our current liabilities exceeded our current
assets by $2,279,526 at September 30, 2006. As a result of recurring losses from operations ($4,560,311), including
net losses of $2,945,710 and $7,417,687 for the fiscal years ending June 30, 2006 and 2005 our auditors, in their
report dated September 15, 2006, have expressed substantial doubt about our ability to continue as going concern. We
continue to experience losses from operations.
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Net cash used in operating activities for the three months ended September 30, 2006 was $470,420, primarily
attributable to the increase in accounts payable and accrued expenses of $57,968, decrease in accounts payable of
$322,685, decrease in payroll taxes payable of $12,941, and decrease in deferred revenue of $11,400.

There was no net cash provided by or used in investing activities for the three months ended September 30, 2006.

Net cash provided by financing activities for the three months ended September 30, 2006 was $117,489, which was
from the issuance of $150,000 in convertible debentures and $11,103 in proceeds from related parties. In addition, we
made $36,103 in lease payments and $7,484 in notes payable.

As a result of the above activities, we experienced a net decrease in cash and cash equivalents of $352,931 as of
September 30, 2006 as compared to $11,263 net increase in cash as of September 30, 2005. Our ability to continue as
a going concern is still dependent on our success in obtaining additional financing from institutional investors or by
selling our common shares and fulfilling our business plan. Other than as described below, we do not have any
commitments for capital and we cannot give any assurances that capital will be available on terms we deem favorable
or at all.

Our principal capital requirements during the fiscal year 2007 are to fund our internal operations and possibly make
strategic acquisitions. We currently do not have any agreements or commitments for any acquisitions. We will need to
obtain additional capital in order to expand operations. If we decide to make any acquisitions, we may need additional
financing. In order to obtain capital, we may need to sell additional shares of our common stock or borrow funds from
private lenders. We cannot assure you that we will be successful in obtaining additional funding. We have historically
financed operations from the sale of our common stock and the conversion of common stock warrants. At June 30,
2006, we had cash on hand of $410,007 as compared cash on hand of $12,669 at June 30, 2005.

Financing transactions may include the issuance of equity or debt securities, obtaining credit facilities, or other
financing mechanisms. However, the trading price of our common stock and a downturn in the U.S. stock and debt
markets could make it more difficult to obtain financing through the issuance of equity or debt securities. Even if we
are able to raise the funds required, it is possible that we could incur unexpected costs and expenses, fail to collect
significant amounts owed to us, or experience unexpected cash requirements that would force us to seek alternative
financing. Further, if we issue additional equity or debt securities, stockholders may experience additional dilution or
the new equity securities may have rights, preferences or privileges senior to those of existing holders of our common
stock. If additional financing is not available or is not available on acceptable terms, we will have to curtail our
operations.

To obtain funding for our ongoing operations, we entered into a Securities Purchase Agreement with Cornell Capital
Partners L.P., an accredited investor, on May 17, 2006, and amended on September 15, 2006, for the sale of
$2,000,000 in secured convertible debentures and warrants. The investors are obligated to provide us with an
aggregate of $2,000,000 as follows:
$750,000 was disbursed on May 17, 2006;
$150,000 was disbursed on September 15, 2006;
$600,000 was disbursed on October 23, 2006; and

11
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-$500,000 will be disbursed upon the effectiveness of the registration statement registering the shares of common
stock underlying the secured convertible debentures and warrants.

Accordingly, we have received a total of $1,500,000 pursuant to the Securities Purchase Agreement.

Out of the $2 million in gross proceeds we expect to receive from Cornell Capital upon issuance of the secured
convertible debentures, the following fees payable in cash have been or will be deducted in connection with the
transaction:

- $200,000 fee payable to Yorkville Advisors LLC, the general partner of Cornell Capital;
- $20,000 fee payable to Yorkville Advisors LLC, the general partner of Cornell Capital;
- $20,000 structuring fee payable to Yorkville Advisors LLC, the general partner of Cornell Capital; and
- $5,000 due diligence fee payable to Cornell Capital.

Thus, we expect to receive net proceeds of $1,755,000 from the issuance of secured convertible debentures to Cornell
Capital, prior to any other expenses we have or will incur in connection with the transaction.

The secured convertible debentures bear interest at 10%, mature three years from the date of issuance, and are
convertible into our common stock, at the investor's option, at the lower of (i) $0.0662 or (ii) 95% of the lowest daily
volume weighted average price of our common stock, as quoted by Bloomberg, LP, during the 30 trading days
immediately preceding the date of conversion. Accordingly, there is no limit on the number of shares into which the
secured convertible debentures may be converted. As of December 12, 2006, the lowest intraday trading price for our
common stock during the preceding 30 trading days as quoted by Bloomberg, LP was $0.03 and, therefore, the
conversion price for the secured convertible debentures was $0.0285. Based on this conversion price, the $2,000,000
in secured convertible debentures, excluding interest, were convertible into 70,175,439 shares of our common stock.
The conversion price of the secured convertible debentures will be adjusted in the following circumstances:

- If we pay a stock dividend, engage in a stock split, reclassify our shares of common stock or engage in a similar
transaction, the conversion price of the secured convertible debentures will be adjusted proportionately;

- If we issue rights, options or warrants to all holders of our common stock (and not to Cornell Capital) entitling them
to subscribe for or purchase shares of common stock at a price per share less than $0.0662 per share, other than
issuances specifically permitted be the securities purchase agreement, then the conversion price of the secured
convertible debentures will be adjusted on a weighted-average basis;

- If we issue shares, other than issuances specifically permitted be the securities purchase agreement, of our common
stock or rights, warrants, options or other securities or debt that are convertible into or exchangeable for shares of
our common stock, at a price per share less than $0.0662 per share, then the conversion price will be adjusted to
such lower price on a full-ratchet basis;

- If we distribute to all holders of our common stock (and not to Cornell Capital) evidences of indebtedness or assets
or rights or warrants to subscribe for or purchase any security, then the conversion price of the secured convertible
debenture will be adjusted based upon the value of the distribution as a percentage of the market value of our
common stock on the record date for such distribution;

- If we reclassify our common stock or engage in a compulsory share exchange pursuant to which our common stock
is converted into other securities, cash or property, Cornell Capital will have the option to either (i) convert the
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secured convertible debentures into the shares of stock and other securities, cash and property receivable by holders
of our common stock following such transaction, or (ii) demand that we prepay the secured convertible debentures;
and

- If we engage in a merger, consolidation or sale of more than one-half of our assets, then Cornell Capital will have
the right to (i) demand that we prepay the secured convertible debentures, (ii) convert the secured convertible
debentures into the shares of stock and other securities, cash and property receivable by holders of our common
stock following such transaction, or (iii) in the case of a merger or consolidation, require the surviving entity to
issue to a convertible debenture with similar terms.
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In connection with the securities purchase agreement, as amended, we agreed to issue Cornell warrants to purchase an
aggregate of 56,397,000 shares of our common stock, exercisable for a period of five years; including warrants to
purchase 17,857,000 shares at an exercise price of $0.05, warrants to purchase 15,625,000 shares at an exercise price
of $0.055, warrants to purchase 12,500,000 shares at an exercise price of $0.065 and warrants to purchase 10,415,000
shares at an exercise price of $0.08. All of the warrants were issued upon closing. We have the option to force the
holder to exercise the warrants, as long as the shares underlying the warrants are registered pursuant to an effective
registration statement, if the closing bid price of our common stock trades above certain levels. In the event that the
closing bid price of our common stock is greater than or equal to $0.10 for a period of 20 consecutive days prior to the
forced conversion, we can force the warrant holder to exercise the $0.05 warrants. In the event that the closing bid
price of our common stock is greater than or equal to $0.11 for a period of 20 consecutive days prior to the forced
conversion, we can force the warrant holder to exercise the $0.055 warrants. In the event that the closing bid price of
our common stock is greater than or equal to $0.13 for a period of 20 consecutive days prior to the forced conversion,
we can force the warrant holder to exercise the $0.065 warrants. In the event that the closing bid price of our common
stock is greater than or equal to $0.16 for a period of 20 consecutive days prior to the forced conversion, we can force
the warrant holder to exercise the $0.08 warrants.

We have the right, at our option, with three business days advance written notice, to redeem a portion or all amounts
outstanding under the secured convertible debentures prior to the maturity date if the closing bid price of our common
stock, is less than $0.0662 at the time of the redemption. In the event of a redemption, we are obligated to pay an
amount equal to the principal amount being redeemed plus a 20% redemption premium, and accrued interest.

In connection with the securities purchase agreement, we also entered into a registration rights agreement providing
for the filing, by September 29, 2006, of a registration statement with the Securities and Exchange Commission
registering the common stock issuable upon conversion of the secured convertible debentures and warrants. We are
obligated to use our best efforts to cause the registration statement to be declared effective no later than 90 days after
September 29, 2006 and to insure that the registration statement remains in effect until the earlier of (i) all of the
shares of common stock issuable upon conversion of the secured convertible debentures have been sold or (ii) May
17, 2008. In the event of a default of our obligations under the registration rights agreement, including our agreement
to file the registration statement no later than September 29, 2006, or if the registration statement is not declared
effective by December 29, 2006, we are required pay to Cornell Capital, as liquidated damages, for each month that
the registration statement has not been filed or declared effective, as the case may be, either a cash amount or shares of
our common stock equal to 2% of the liquidated value of the secured convertible debentures.

In connection with the securities purchase agreement, we, and each of our subsidiaries, executed a security agreement
in favor of the investor granting them a first priority security interest in all of our goods, inventory, contractual rights
and general intangibles, receivables, documents, instruments, chattel paper, and intellectual property. The security
agreement states that if an event of default occurs under the secured convertible debentures or security agreements, the
investor has the right to take possession of the collateral, to operate our business using the collateral, and have the
right to assign, sell, lease or otherwise dispose of and deliver all or any part of the collateral, at public or private sale
or otherwise to satisfy our obligations under these agreements.

The investor has contractually agreed to restrict its ability to convert the debentures or exercise the warrants and
receive shares of our common stock such that the number of shares of common stock held by it and its affiliates after
such conversion does not exceed 4.99% of the then issued and outstanding shares of common stock.

Off-Balance Sheet Arrangements

We have no off-balance sheet arrangements.

13

29



Edgar Filing: QUINTEK TECHNOLOGIES INC - Form SB-2/A

30



Edgar Filing: QUINTEK TECHNOLOGIES INC - Form SB-2/A

Critical Accounting Policies
Revenue Recognition

Revenue is recognized when earned. We recognize our revenue in accordance with the SEC Staff Accounting Bulletin
No. 104, “Revenue Recognition in Financial Statements” and The American Institute of Certified Public Accountants
Statement of Position 97-2, “Software Revenue Recognition,” as amended as amended by SOP 98-4 and SOP 98-9.

Stock-based Compensation

The Company adopted SFAS No. 123 (Revised 2004), Share Based Payment (“SFAS No. 123R”), under the
modified-prospective transition method on January 1, 2006. SFAS No. 123R requires companies to measure and
recognize the cost of employee services received in exchange for an award of equity instruments based on the
grant-date fair value. Share-based compensation recognized under the modified-prospective transition method of
SFAS No. 123R includes share-based compensation based on the grant-date fair value determined in accordance with
the original provisions of SFAS No. 123, Accounting for Stock-Based Compensation, for all share-based payments
granted prior to and not yet vested as of January 1, 2006 and share-based compensation based on the grant-date
fair-value determined in accordance with SFAS No. 123R for all share-based payments granted after January 1, 2006.
SFAS No. 123R eliminates the ability to account for the award of these instruments under the intrinsic value method
prescribed by Accounting Principles Board (“APB”) Opinion No. 25, Accounting for Stock Issued to Employees, and
allowed under the original provisions of SFAS No. 123. Prior to the adoption of SFAS No. 123R, the Company
accounted for our stock option plans using the intrinsic value method in accordance with the provisions of APB
Opinion No. 25 and related interpretations.

As a result of adopting SFAS No. 123R, the Company recognized $485,456 in share-based compensation expense for
the six months ended June 30, 2006. The fair value of our stock options was estimated using the Black-Scholes option
pricing model.

Issuance of Shares for Services

We account for the issuance of equity instruments to acquire goods and services based on the fair value of the goods
and services or the fair value of the equity instrument at the time of issuance, whichever is more reliably measurable.

Derivative Instruments

In June 1998, the Financial Accounting Standards Board issued SFAS No. 133, “Accounting for Derivative
Instruments and Hedging Activities.” SFAS No. 133, as amended by SFAS No. 137, is effective for fiscal years
beginning after June 15, 2000. SFAS No. 133 requires us to recognize all derivatives as either assets or liabilities and
measure those instruments at fair value. It further provides criteria for derivative instruments to be designated as fair
value, cash flow and foreign currency hedges and establishes respective accounting standards for reporting changes in
the fair value of the derivative instruments. After adoption, we are required to adjust hedging instruments to fair value
in the balance sheet and recognize the offsetting gains or losses as adjustments to be reported in net income or other
comprehensive income, as appropriate.

Recent Accounting Pronouncements

In February 2006, the FASB issued SFAS No. 155, “Accounting for Certain Hybrid Financial Instruments”, which
amends SFAS No. 133, “Accounting for Derivatives Instruments and Hedging Activities” and SFAS No. 140,
“Accounting for Transfers and Servicing of Financial Assets and Extinguishment of Liabilities”. SFAS 155 amends
SFAS 133 to narrow the scope exception for interest-only and principal-only strips on debt instruments to include only
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such strips representing rights to receive a specified portion of the contractual interest or principle cash flows. SFAS
155 also amends SFAS 140 to allow qualifying special-purpose entities to hold a passive derivative financial
instrument pertaining to beneficial interests that itself is a derivative instruments. We are currently evaluating the

impact this new Standard, but believe that it will not have a material impact on our financial position.
14
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In March 2006 FASB issued SFAS 156 ‘Accounting for Servicing of Financial Assets’ this Statement amends FASB
Statement No. 140, Accounting for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities,
with respect to the accounting for separately recognized servicing assets and servicing liabilities. This Statement:

1. Requires an entity to recognize a servicing asset or servicing liability each time it undertakes an obligation to
service a financial asset by entering into a servicing contract.

2. Requires all separately recognized servicing assets and servicing liabilities to be initially measured at fair value, if
practicable.

3. Permits an entity to choose ‘Amortization method’” or Fair value measurement method’ for each class of separately
recognized servicing assets and servicing liabilities:

4. At its initial adoption, permits a one-time reclassification of available-for-sale securities to trading securities by
entities with recognized servicing rights, without calling into question the treatment of other available-for-sale
securities under Statement 115, provided that the available-for-sale securities are identified in some manner as
offsetting the entity’s exposure to changes in fair value of servicing assets or servicing liabilities that a servicer
elects to subsequently measure at fair value.

5. Requires separate presentation of servicing assets and servicing liabilities subsequently measured at fair value in
the statement of financial position and additional disclosures for all separately recognized servicing assets and
servicing liabilities.

This Statement is effective as of the beginning of the Company’s first fiscal year that begins after September 15, 2006.
Management is still in the process of determining the effect of the statements on the consolidated financial statements.
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BUSINESS
Overview

We provide back office services and solutions to improve efficiencies within organizations. We accomplish this
through out-sourcing/in-sourcing services, consulting services and solution sales. Through our wholly owned
subsidiaries Quintek Services, Inc., or QSI, and Sapphire Consulting Services, Inc. we provide services to enable
Fortune 500 and Global 2000 corporations to reduce costs and maximize revenues.

Our QSI business unit provides back-office services and enabling technologies and expertise to reduce our customer’s
costs by enabling them to focus on their core competencies. We reduce our customer’s costs by converting their critical
documents from paper to electronic formats, efficiently capturing the data contained in these documents, making these

documents readily organized and available and automating the routing and approval processes related to electronic

documents via the internet. We deliver superior customer service, fast turnaround time and competitive prices in

several vertical markets such as healthcare, mortgage and risk management. In addition, we also offer invoice and

accounts payable document processing for various markets.

In outsourcing relationships, QSI provides value by helping the customer define and delegate a discrete process such

as receiving invoices, scanning invoices, capturing invoice data and uploading invoice data into computer systems.

Once QSI has worked with the customer to define such a process, the customer can contract QSI to perform that

process for one price per transaction with service level guarantees such as turnaround times and accuracy of data. The

advantage to the customer is that the customer’s fixed costs become variable costs. The customer does not have to
manage and maintain staff and purchase and maintain technology that is outside of the customer’s core expertise.

Our Sapphire Consulting Services, Inc. business unit offers a broad range of supply chain management consulting
services. Sapphire assists organizations to create a higher level of customer satisfaction, enhance supply chain
capability and achieve consistent competitive advantage through reduced product cost, reduced inventory investment
and improved supply chain security.

Sapphire solves supply chain business problems by combining deep software functionality with focused, practical
consulting services. Sapphire has developed a unique value delivery approach, combining product knowledge, project
management, process expertise, and fact-based analysis.

We provide services to our customers nationwide. For the fiscal year ended June 30, 2006, we generated revenues of
$2.3 million, an increase of 49% from the fiscal year ended June 30, 2005.

BPO Services Overview

Most BPO processes start by capturing data and organizing it into digital formats. Companies wanting to bring
unstructured data on line have been faced with the task of converting this information into electronic form.
Unstructured data is considered any media in paper, film, fiche or other forms that are not readily available to the
knowledge worker.

Companies electing to image capture their paper documents are turning to service providers as a source of digitizing
this information. Outsourcing this business to service providers has proven less expensive than hiring permanent staff.
Temporary employees have proven ineffective since conversions are not generally done all at once. Companies
attempting to purchase equipment and train staff to do their work in-house cannot keep up with the changing
technologies in hardware and software.

Industry Background
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The outsourcing of jobs that can be performed via the Internet has come to be called business process outsourcing or
BPO services. Forester Research, Inc estimates that the market for BPO services will grow from $19 billion in 2004 to
$146 billion in 2008. Additionally, in an August 2006 report from Business Insights, titled “The BPO Market Outlook,”
they state that, “The BPO market is the single fastest growing area of the IT services sector. Growing at 8% annually it
is expected to grow from $112.1 billion is 2005 to $144 billion in 2008.” In a report dated June 26, 2006 from Forrester
entitled “Service Oriented Architecture Will Shape the Future of BPO Delivery” states that, “Labor arbitrage is the most
straightforward element of BPO delivery.”
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The trend towards business outsourcing non-core functions continues to expand. In the April 19, 2006 report titled
“Global Business Process Outsourcing Market Still Booming,” the Yankee Group forecasts 10% growth in the next
three years. The Yankee Group predicts the worldwide market for outsourcing of just financial and accounting
services will grow from $11.2 billion in 2004 to $17.2 billion in 2008. In 2008, the market for outsourcing of financial
and accounting services will then represent approximately 15% of the worldwide outsourcing market, which the
Yankee Group predicts will grow to $114 billion in 2008. The reason for this growth, according to the Yankee Group’s
research, is the fact that medium-sized enterprises are beginning to seek the same advantages from outsourcing that
larger enterprises are already capturing.

Advantages of Outsourcing

Convert Fixed Costs to Variable Costs

BPO outsourcing allows companies to structure customer contracts priced per activity, e.g. per invoice scanned and
captured and uploaded into the customer financial package such as SAP. Prior to outsourcing, the customer has
payroll, management and HR costs related to the process as well as the specialized Information Technology that has to
be designed, implemented and kept up to date. As a result, the costs for such activities can be fixed and budgeted for
during the year.

Gain More Control Over Business Outcomes

Outsourcing gives executives more control over business results in a variety of critical areas, the most important being
the ability to plan. While cost-cutting is among these key areas, the executives also reported equal levels of control in
reliability, cost variability improvements and effective implementation of ideas.

Focus on core business

Back office operations of a company require diligent maintenance and attention and are critical for the company's
everyday activities. By outsourcing their back office operations, businesses can concentrate on their core
competencies while their back office operations are being managed through BPO.

Latest technology without the upfront costs

Maintaining new technology is very costly and often risky. As technology changes rapidly, it is expensive to keep up
with latest innovations and tools. A BPO outsourcing company has the resources, expertise and desire to continuously
update its technology passing these benefits to its customers and distributing the cost.

Reduced Human Resources Costs

Outsourcing gives a company the ability to get access to skilled and trained man power at lower overall costs. This in
turn leads to an increase in productivity as well as cost savings. By outsourcing a company saves on recruitment,
training and other human resource costs it would otherwise have to maintain internally. Also an advantage of
outsourcing is that a company is able to utilize the kind of expertise it could not internally provide.

Higher productivity

By employing specialized manpower in larger numbers performing similar tasks, BPO companies increase overall
productivity. This in turn results in better customer satisfaction, lower expenses and increased profitability.
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Industry Trends
The demand for increased sales of business process outsourcing services can be tied to the following key trends:

Increased availability of internet access in developing countries with a white collar workforce performing services
at less cost than domestic counterparts;

Increased acceptance of the buying public that outsourcing is reliable and profitable business tool; and

Continuing use of paper documents as the front end of data flows into back-end computer systems, e.g. health care
forms, mortgage documents, legal contracts, etc.

Business Strategy

Our goal is to become a recognized leader in the business process outsourcing market. We plan to continue to grow in
the following areas:

Continue to service existing accounts and expand existing customer relationships;
Continue to expand our account base through organic growth;
Continue to expand our revenue base through strategic partnerships; and
Expand our revenue base through strategic acquisitions.
Our Core Competencies
Electronic Document Receipt and Mailroom Outsourcing

The most efficient solution for a customer is for the customer to outsource the paper mail, fax and email document
handling function. We physically retrieve paper mail directly from the post office through a P.O. Box, sort, scan and
capture key data fields from each document. Additionally, we receive email and fax documents and convert them into
electronic images. The images and corresponding data are uploaded directly to the customer's Enterprise Content
Management, or ECM, or one of our Application Service Provider partners' systems for online viewing by the
customer's end user. This service is sold per image processed. Our mailroom outsourcing service is delivered from our
Huntington Beach, California facility.

High-Speed Scanning

Fortune 500 companies and other large organizations manage documents using ECM systems, such as Documentum
from EMC Corporation or FileNet P8 from Filenet Corporation. These are very large databases with web browser
interfaces that allow people all over the world to access and interact with document-based content in an organized
manner twenty-four hours a day/seven days a week.

The scope of work for a high speed scanning contract will usually include us receiving paper documents and
delivering these documents directly into the customer's ECM system. Scanning is the process of converting a paper
document into a digital image saved in electronic format such as a TIFF or PDF file. High-end scanners are similar to
high-end copiers with sheet feeders, but they output electronic files, not more paper. We provide the ground
transportation and secure facility for processing the documents, trained staff for processing the documents, expertise
to index, scan and categorize the documents, expertise to re-assemble the original documents in the format and order
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they were delivered and the expertise to upload the documents and the indexing into the customer's ECM system. This
often has to be done in less than 24 hours from receipt of the document.

18

39



Edgar Filing: QUINTEK TECHNOLOGIES INC - Form SB-2/A

In its current configuration, our Huntington Beach facility can convert approximately 6.5 million images per month.
Running two shifts at full capacity, the facility could process approximately 13.2 million documents a month.

Domestic/Offshore Data Capture, OCR, and Indexing

We can use manual and OCR, or Optical Character Recognition, technologies to create indexing for converted digital
images. Indexing of documents facilitates a more efficient means of retrieving critical documents and information for
future use.

We guarantee our customers "Sigma Level 5," a 99.5% accuracy rate. We ensure this by utilizing an "Enter - Enter -
Compare" process, whereby two separate operators independently index the same document, then compare results
using automated systems. If discrepancies are found between the two separate operator versions, the batch is
immediately rejected and routed to a senior project manager for rework.

We can perform this service in-house or offshore. Services are priced by the keystroke. A typical healthcare claim
form may require between 400 and 1000 keystrokes.

ASP Hosting of Scanned Images

Once images have been scanned, end-users need an ECM system. We will continue to provide clients with support for
the customer’s preferred ASP such as Documentum and Application Extender from EMC Corporation or FileNet P8
from Filenet Corporation. For customers that do not want to install and maintain their own ECM system, we resell
web-based document hosting ASP services from our partners. This provides our clients the efficient and immediate
capability of viewing business critical documents online.

Workflow Automation

In traditional paper-based business processes, documents are received, copied, modified, stamped, approved and
routed. Hundreds of individuals within an organization may touch a paper document in the process of completing a
transaction. With modern workflow automation software and technology, once documents are converted to electronic
format, this routing and approval process can be automated. Users login to the workflow automation system and see
queues of tasks waiting for their completion. After an individual performs their function on a given document, it is
automatically routed to the next person to perform the next step. Managers can get reports to help them monitor
response and cycle times to improve performance. QSI designs and installs software systems for automating the
routing and approval processes related to electronic documents via the internet.

Delivery of products or services

Our high speed scanning, data capture, OCR & indexing and in-house imaging solutions services are performed either
in our Huntington Beach, California facility or on client's site. We currently service clients in Thousand Oaks,
California; Los Angeles, California; San Francisco, California; Seattle, Washington and Cambridge, Massachusetts.

Direct Sales

We currently have one full-time outside sales person and two inside sales people. We plan to grow this to a national
staff. These senior salespeople are experienced and paid a base salary and a sales commission commensurate with that
experience and are expected to meet an annual sales quota. We provide an incentive stock option plan to attract top
sales talent. Salespeople receive a stock option bonus for meeting specific revenue goals. Our sales people are
compensated based on the gross profit of the sale. Sales people receive no commission for jobs sold at less than 20%
gross profit.
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Partnership Agreement with Manhattan Data, Inc.

QSI has a sales and operating partnership with Manhattan Data, Inc. (MDI). MDI is a provider of offshore back-office
services for data entry, conversion of healthcare documents into EDI format and database cleanup. Through its
partnership with MDI, QSI offers very competitive rates on data entry and EDI conversion services.

Partnership Agreement with FedEx Kinko's

On June 1, 2004, we signed a sales partner agreement with FedEx Kinko's. With this relationship, FedEx Kinko's can
resell our BPO services. Our sales team has been working with FedEx Kinko's sales representatives on selling our
services. We have sold and delivered on several customer contracts under this agreement. Under this agreement, we
executed and delivered on one long-term contract with a leading life sciences and biotechnology company. This
contract was expanded in the past year from one customer site to four and revenues have increased incrementally. We
are providing services in two California locations, one location in Washington and one in Massachusetts.

Competition

We compete with many types of service providers, small independent regional companies, larger businesses servicing
national markets, large offshore businesses with limited US presence and very large outsourcers with global
operations. We also face competition from customer’s inhouse technology staff that offer similar capabilities. Any
organization that has significant capital resources and technical expertise may become a competitor. Some of the
competition we face comes from companies that have proprietary imaging technologies such as Laserfiche and Sharp.
These companies do not offer the comprehensive solution that includes outsourced services as well as technology
enablers. Most of the companies that provide outsourced services as well as technology are very large with revenues
greater than $1 billion such as Affiliated Computer Services (NYSE:ACS) of Dallas, Texas, SourceCorp of Dallas,
Texas and Electronic Data Systems Corp of Plano, Texas (NYSE:EDS). We have won business from these companies
in cases where the overall engagement is not large enough to be attractive to them. We call this “surgical outsourcing.”
A large company such as EDS or ACS is only interested in outsourcing contracts with annual value of greater than $1
million. QSI is very skilled at services contracts in the $250,000 to $500,000 annual value that are beyond the
capability of our smaller regional competitors and below the interest level of our large competitors. Indeed, the
Yankee group forecasts that this is where the growth in BPO is coming from.

EDS is a Fortune 500 company with reported annual revenues of approximately $20 billion that provides a broad
portfolio of business and technology solutions to help its clients worldwide improve their business performance. The
company's core portfolio comprises information-technology, applications and business process services, as well as
information-technology transformation services.

ACS is a Fortune 500 company with reported annual revenues of over $4 billion more than 40,000 employees
supporting client operations in nearly 100 countries provides business process and information technology outsourcing
solutions to world-class commercial and government clients. This past year, ACS was courted for a buyout by major
private equity firms. The company declined offers and proceeded to make a tender offer for a significant portion of
their own stock.

SourceCorp is a business process outsourcing solutions to clients throughout the U.S. SourceCorp reported annual
revenues of approximately $415 million. This company focuses on business processes in information-intensive
industries including healthcare, legal, financial services, government, transportation and logistics. This company has
offices in 24 states and operates in approximately 40 states, Washington D.C., Mexico and both domestically and
offshore through alliances. SourceCorp was recently acquired by Apollo Management L.P., one of the most active and
successful private investment firms in the United States.
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Customers

Nalco Accounts Payable Processing: QSI processes paperwork for transactions valued at more than $100 million a
month including data entry of more than 100,000 pages a month for a $3B NYSE chemical manufacturing and water
treatment company. This project features 48 hour, 24 hour and same day turnaround. We enter data into a database
which is uploaded into the customer’s database everyday automatically.
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LA County DCFES: QSI was recently awarded a contract to provide imaging and administrative manpower for a State
Children and Family Services Department.

Verifpoint: We perform mailroom outsourcing, day forward scanning and data entry for this medical credentialing
company.

Large Biotechnology Company: We have been onsite for more than two years at Amgen in Cambridge, MA - Seattle,
WA - San Francisco, CA and Thousand Oaks, CA processing pharmaceutical records. This project features 48 hour
turnaround and 99.5% Quality Service Level Agreements.

CAP-MPT: Between October 1, 2005 and December 31, 2005, we successfully completed processing 750,000 pages
of documents for this medical malpractice insurer. In addition, we successfully completed processing more than
1,600,000 pages of legal documents for this customer between June 1, 2006 and August 15, 2006. In total, we
captured more than 48,000,000 characters of data between these two projects. Although we do not have any contracts
for further work with this client at this time, we do expect to receive future contracts for additional projects from this
customer.

We had two customers that individually represented more than 10% of our revenues for the fiscal year ended June 30,
2006; GMAC represented 37% of our revenue and FedEx Kinko's represented 16% of its revenue. In June 2006, we
ceased production for GMAC at their DiTech.com facility. During the length of our time working for GMAC, we
converted over 35 million paper documents, for an average of three million new images per month, and uploaded
them into GMAC’s FileNet system. We captured more than 2 billion characters over the life of this project. This
contract featured guaranteed 48 hour turnaround and 99.5% Index Quality Service Level Agreements.

Employees

As of December 1, 2006, we had 20 full time employees, of which 12 are hourly employees and eight are salaried. We
consider our relations with our employees to be good.

DESCRIPTION OF PROPERTIES

We lease 7,062 square feet for our executive offices at 17951 Lyons Circle, Huntington Beach, California. The lease
expires on June 30, 2008, with an option to extend at the end of the commencement year. The current monthly lease
amount for this facility is $7,768.

We lease on a month-to-month basis, 580 square feet of office space at 720 N. 4th Street, Montpelier, Idaho, for our
accounting and purchasing function. The current monthly rent is $675. We believe that our current office space and
facilities are sufficient to meet our present needs and do not anticipate any difficulty securing alternative or additional
space, as needed, on terms acceptable to us.

LEGAL PROCEEDINGS

From time to time, we may become involved in various lawsuits and legal proceedings which arise in the ordinary
course of business. However, litigation is subject to inherent uncertainties, and an adverse result in these or other
matters may arise from time to time that may harm our business. Except as described below, we are currently not
aware of any such legal proceedings or claims that we believe will have, individually or in the aggregate, a material
adverse affect on our business, financial condition or operating results.

We were served with a summons as a defendant in a case filed on September 15, 2006 in Superior Court of California,
County of San Diego. The complaint was filed by Golden Gate Investors for Breach of Contract relating to the
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financing agreements executed between us and Golden Gate Investors in August 2004. Golden Gate Investors is
claiming damages in excess of $589,758 in relation to the case. We have retained counsel to defend ourself in this
matter and plan to file filed a counter suit against GGI. We have recorded payables and an accrued legal expense
totaling $589,758.
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We were served with a summons as a defendant in a case filed on October 24, 2006 in Superior Court of California,
County of Orange by Single Source Partners for failure to pay commissions and installment payments. Single Source
Partners is seeking judgment in the amount of $51,206. We plan to retain counsel to defend ourself in this matter and
file a counter suit seeking damages for misrepresentation and commissions paid and not due to Single Source Partners
in the amount of $69,292. We have recorded payables and an accrued partnership fee totaling $56,605.
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MANAGEMENT

DIRECTORS AND EXECUTIVE OFFICERS

Names: Ages Titles: Board of
Directors
Robert Steele 40 Chief Executive Director
Officer
Andrew Haag 38 Chief Financial Officer Director

Directors are elected to serve until the next annual meeting of stockholders and until their successors are elected and
qualified. Currently there are two seats on our board of directors.

Currently, our Directors are not compensated for their services, although their expenses in attending meetings are
reimbursed. Officers are elected by the Board of Directors and serve until their successors are appointed by the Board
of Directors. Biographical resumes of each officer and director are set forth below.

Robert Steele, Chief Executive Officer and Director

Robert Steele has been our Chief Executive Officer, President, and Chairman of the Board of Directors since January
30, 2003. In 1999, Mr. Steele founded iBrite, a wireless information software company in Reston, Virginia, and from
May 1999 through June 2001 served as its Chief Executive Office. The company established contractual partnerships
with AOL and Global Knowledge. From 1988 through 1998, Mr. Steele served as Corporate Vice President & Chief
Technology Officer for CADD Microsystems, Inc. (CMI), currently the leading provider of Autodesk Computer
Aided Design software, consulting, training and integration services in the Washington, DC Metropolitan Area.
During his time at CMI, the company grew from $50,000 in annual sales to more than $3,000,000. Mr. Steele sold and
supervised significant systems integration contracts with clients such as Lucent Technologies, Long Airdox Mining
(Division of the Fortune 500 Marmon Group), ABB, GSA (General Services Administration), FAA (Federal Aviation
Administration) and NRO (National Reconnaissance Office). Mr. Steele received a Bachelor of Science in Electronic
and Computer Engineering from George Mason University in 1988.

Andrew Haag, Chief Financial Officer and Director

Andrew Haag has been our Chief Financial Officer and a Director since January 31, 2003. From December 2002, he
was employed by the Camelot Group, Inc., an investment banking firm, to assist its corporate clients on capital
structure, the structure of PIPE transactions and the preparation of offering documents. From May 2001, Mr. Haag
was employed by Aquasearch, Inc., a publicly held company, where he raised significant funds from private sources,
advised its CEO on strategic business development issues and successfully negotiated several contracts to benefit the
company. Mr. Haag assisted in drafting corporate business plan, terms of investment, press releases and other
corporate documents. From November 1998 through April 2001 he was employed by Nutmeg S ecurities, Ltd., where
he advised institutional and individual clientele on corporate offerings and equity trading, and performed corporate
advisory work for both public and private companies. From June 1998 through October 1998 Mr. Haag was a
Managing Director of Waldron & Co. Inc., an investment bank located in Irvine, CA.

From 1992 through 1998 he was employed by Auerbach, Pollak & Richardson, investment bankers, located in
Stamford, CT and Beverly Hills, CA, rising to Managing Director, where he: assisted in the development of the firm,
attracting and referring new hires and clients to all offices; developed a national and international client base for the
firm that participated in a majority of the firm's corporate offerings; set up and managed road shows for firm's
corporate clientele; attracted a wide variety of corporate clientele; assisted in the structuring and funding of offerings
for corporate clientele; and increased visibility of the firm through networking of research and offerings. Mr. Haag
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EXECUTIVE COMPENSATION

The following tables set forth certain information regarding our CEO and each of our most highly-compensated
executive officers whose total annual salary and bonus for the fiscal years ending June 30, 2006, 2005 and 2004

exceeded $100,000:

Name and Principal
Position

Robert Steele,
Chairman and CEO

Andrew Haag,
CFO

Robert Brownell,
President

SUMMARY COMPENSATION TABLE

Long-Term Compensation

Annual Compensation Awards Payouts
Other Restricted Securities All
Annual Annual Annual Stock Underlying LTIP Other
Fiscal Salary Bonus Compensation Awards  Options/SARsPayo@smpensation

Year $) $) %) %) #) $) %)
2006 141,364 0 6,000 0 3,370,813 0 0
2005 85,500 0 15,438 1,000,000 4,267,276 0 0
2004 72,000 0 0 0 0 0 0
2006 141,339 0 6,000 0 3,370,813 0 0
2005 85,500 0 15,433 1,000,000 4,267,276 0 0
2004 72,000 0 0 0 0 0 0
2006 0 0 0 0 0 0 0
2005 119,000(2) 0 0 250,000 611,062 0 0
2004 37,500(3) 0 0 0 0 0 0

1) These amounts represent our payments to provide an automobile and health insurance for Mr. Steele and Mr. Haag.

2) Mr. Brownell resigned on March 31, 2005.

3) Represents compensation received by Brownell while serving as our President from March 12, 2004 to June 30,

2004.

Option/SAR Grants in Last Fiscal Year

Name
Kurt Kunz
Andrew W. Haag
Robert A Steele
James Gallager
Ryan Hey

Stock Option Plans

% of Total
No. of Securities Options
Underlying Granted to
Options Granted ~ Employees in
#) Fiscal Year
312,000 2%
3,370,813 21%
3,370,813 21%
80,000 5%
100,000 6%

Exercise Price

( $/Sh) Expiration Date
0.10 11/28/2009
0.03 3/3/2011
0.03 3/3/2011
0.105 7/11/2008
0.174 5/2/2008
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On June 30, 2004, our stockholders approved our 2004 Stock Option Plan and authorized 11,822,500 shares of
common stock for issuance there under. On September 7, 2006, our stockholders approved our 2006 Stock Option
Plan and authorized 25,000,000 shares of common stock for issuance there under. Under the plans options may be
granted which are intended to qualify as Incentive Stock Options under Section 422 of the Internal Revenue Code of
1986 or which are not intended to qualify as Incentive Stock Options thereunder. The primary purpose of the plans are
to attract and retain the best available personnel for us by granting stock awards and stock options in order to promote
the success of our business and to facilitate the ownership of our stock by our employees. Under the plans, stock
awards and options may be granted to our key employees, officers, directors or consultants. As of December 12, 2006,
we have 16,303,943 stock options granted and outstanding pursuant to our plans.
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Equity Compensation Plan Information

The following table sets forth certain information about the common stock that may be issued upon the exercise of
options, warrants and rights under all of the existing equity compensation plans as of December 12, 2006.

Number of Shares

Remaining
Available for
Number of Shares Weighted-Average Future Issuance
to be Issued Exercise Under Equity
Upon Exercise of Price of Compensation
Outstanding Outstanding Plans (Excluding
Options, Options, Shares Reflected
Warrants and Warrants and in the First
Plan Category Rights Rights Column)
Equity compensation plans approved
by shareholders 16,303,943 $ 0.045 20,518,557
Equity compensation plans not
approved by shareholders — — —
Total 16,303,943 $ 0.045 20.518.557

Employment Agreements
Contract with Robert Steele

On January 30, 2003, we entered into a five-year employment contract with Robert Steele, our Chief Executive
Officer. The base salary under the agreement is $6,000 per month. Upon achieving gross revenue in a quarter of
$300,000, the base salary under the agreement is $9,000 per month. Upon achieving gross revenue in a quarter of
$600,000, the base salary under the agreement is $12,000 per month. Upon achieving gross revenue in a quarter of
$900,000, the base salary under the agreement is $15,000 per month. If our quarterly gross revenues decrease, Mr.
Steele’s base salary will decrease accordingly, subject to the minimum base salary of $6,000 per month. In addition,
Mr. Steele is entitled to participate in any and all benefit plans, from time to time, in effect for our employees, along
with vacation, sick and holiday pay in accordance with our policies established and in effect from time to time.

Contract with Andrew Haag

On January 31, 2003, we entered into a five-year employment contract with Andrew Haag, our Chief Financial
Officer. The base salary under the agreement is $6,000 per month. Upon achieving gross revenue in a quarter of
$300,000, the base salary under the agreement is $9,000 per month. Upon achieving gross revenue in a quarter of
$600,000, the base salary under the agreement is $12,000 per month. Upon achieving gross revenue in a quarter of
$900,000, the base salary under the agreement is $15,000 per month. If our quarterly gross revenues decrease, Mr.
Haag’s base salary will decrease accordingly, subject to the minimum base salary of $6,000 per month. In addition, Mr.
Haag is entitled to participate in any and all benefit plans, from time to time, in effect for our employees, along with
vacation, sick and holiday pay in accordance with our policies established and in effect from time to time.
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CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

Other than as disclosed below, there have been no transactions, or proposed transactions, which have materially
affected or will materially affect us in which any director, executive officer or beneficial holder of more than 10% of
the outstanding common stock, or any of their respective relatives, spouses, associates or affiliates, has had or will
have any direct or material indirect interest. We have no policy regarding entering into transactions with affiliated
parties.

On December 22, 2004, we issued 1,967,824 shares of common stock to Andrew Haag, an officer and director,
pursuant to an exercise of a warrant on a cashless basis.

On January 6, 2006, we issued a warrant to purchase 20,000 common shares bearing an exercise price of $0.07 and a
three year term to an investor related to Andrew Haag, an officer and director, pursuant to a short term loan agreement
of $20,000.

On May 16, 2006, we paid to a party related to Andrew Haag, an officer and director, $4,500 in regard to a finder’s fee
for financial funding we received.

We believe that the related transactions describe above were on terms that we would have received had we entered
into such transactions with unaffiliated third parties.
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SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

The following table sets forth certain information regarding beneficial ownership of each class of our stock as of
December 12, 2006

- by each person who is known by us to beneficially own more than 5% of our common stock;
- by each of our officers and directors; and
- by all of our officers and directors as a group.

The number of shares beneficially owned by each director or executive officer is determined under rules of the SEC,
and the information is not necessarily indicative of beneficial ownership for any other purpose. Under the SEC rules,
beneficial ownership includes any shares as to which the individual has the sole or shared voting power or investment
power. In addition, beneficial ownership includes any shares that the individual has the right to acquire within 60
days. Unless otherwise indicated, each person listed below has sole investment and voting power (or shares such
powers with his or her spouse). In certain instances, the number of shares listed includes (in addition to shares owned
directly), shares held by the spouse or children of the person, or by a trust or estate of which the person is a trustee or
an executor or in which the person may have a beneficial interest.

Number of Percentage of Percentage of
Shares Owned Class Prior to Class After
Name and Address of Owner Title of Class 1) Offering (2) Offering (3)
Robert Steele
17951 Lyons Circle
Huntington Beach, CA 92647 Common Stock 9,038,089(4) 5.61% 2.21%
Andrew Haag
17951 Lyons Circle
Huntington Beach, CA 92647 Common Stock 8,554,616(5) 5.39% 2.11%
All Officers and Directors as a
Group (5 persons) Common Stock 17,592,705(6) 10.51% 4.24%
Zubair Kazi Common Stock 9,720,536(7) 6.31% 2.42%
Langley Park Investments
PLC Common Stock 14,000,000(8) 8.41% 3.38%
Series A Preferred
Robert Steele Stock 1,000,000 32.81% 32.81%
Series A Preferred
Andrew Haag Stock 1,000,000 32.81% 32.81%
Series D Preferred
Robert Steele Stock 1,000,000 50.00% 50.00%
Andrew Haag 1,000,000 50.00% 50.00%
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Series D Preferred
Stock

(1) Beneficial Ownership is determined in accordance with the rules of the Securities and Exchange Commission and
generally includes voting or investment power with respect to securities. Shares of common stock subject to options or
warrants currently exercisable or convertible, or exercisable or convertible within 60 days of December 12, 2006 are
deemed outstanding for computing the percentage of the person holding such option or warrant but are not deemed
outstanding for computing the percentage of any other person.

(2) Based upon 152,449,773 shares issued and outstanding on December 12, 2006.

(3) Percentage based upon 399,686,468 shares of common stock outstanding after the offering, assuming all shares
registered are sold.
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(4) Includes 1,000,000 shares issuable upon conversion of Series A convertible preferred stock and 7,638,089 shares
of common stock underlying options that are currently exercisable or exercisable within 60 days.

(5) Includes 1,000,000 shares issuable upon conversion of Series A convertible preferred stock and 5,362,792 shares
of common stock underlying options that are currently exercisable or exercisable within 60 days.

(6) Includes 2,000,000 shares issuable upon conversion of Series A convertible preferred stock and 13,000,881 shares
of common stock underlying options that are currently exercisable or exercisable within 60 days.

(7) Includes 1,500,000 shares of common stock underlying warrants that are currently exercisable or exercisable
within 60 days.

(8) Shares are issued but not outstanding and are held in escrow until fulfillment of conditions by Langley Park
Investment pursuant to a July 29, 2004 agreement with us.
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DESCRIPTION OF SECURITIES
COMMON STOCK

We are authorized to issue up to 500,000,000 shares of common stock, par value $.001. As of December 12, 2006,
there were 152,449,773 shares of common stock outstanding. Holders of our common stock are entitled to one vote
per share on all matters to be voted upon by the stockholders. The election of directors requires a plurality of votes
cast by our stockholders. All other actions by our stockholders requires a majority of votes cast. Holders of common
stock are entitled to receive ratably such dividends, if any, as may be declared by the Board of Directors out of funds
legally available therefor. Upon the liquidation, dissolution, or winding up of our company, the holders of common
stock are entitled to share ratably in all of our assets which are legally available for distribution after payment of all
debts and other liabilities and liquidation preference of any outstanding common stock. Holders of common stock
have no preemptive, subscription, redemption or conversion rights. The outstanding shares of common stock are
validly issued, fully paid and nonassessable. The rights, preferences and privileges of holders of our common stock
are subject to, and may be adversely affected by, the rights of holders of shares of any series of preferred stock which
we may designate and issue in the future without further stockholder approval.

The transfer agent of our common stock is Interwest Transfer Co., Inc., 1981 E. Murray Holladay Road, Suite 100,
Salt Lake City Utah 84117.

PREFERRED STOCK

We are authorized to issue up to 50,000,000 shares of preferred stock, no par value. The shares of preferred stock may
be issued in series, and shall have such voting powers, full or limited, or no voting powers, and such designations,
preferences and relative participating, optional or other special rights, and qualifications, limitations or restrictions
thereof, as shall be stated and expressed in the resolution or resolutions providing for the issuance of such stock
adopted from time to time by the Board of Directors. The Board of Directors is expressly vested with the authority to
determine and fix in the resolution or resolutions providing for the issuances of preferred stock the voting powers,
designations, preferences and rights, and the qualifications, limitations or restrictions thereof, of each such series to
the full extent now or hereafter permitted by the laws of the State of California.

Series A Preferred Stock

The general terms of the Series A Preferred Stock is as follows: no par value; Liquidation Preference - $0.25 per share
plus any unpaid accumulated dividends; Dividends - cumulative annual rate of $0.005 per share when and as declared
by the Board of Directors; Conversion Rights - convertible to common stock at a 1:1 ratio; Redemption Rights - we
have the right to redeem part or all of the stock upon 30 days written notice at a rate of $0.25 per share plus all
accumulated and unpaid dividends thereon at the dividend rate of $0.005 annually per share; Voting Rights - one vote
per share on all matters requiring shareholder vote. As of December 12, 2006, there were 3,047,531 shares of Series A
Preferred Stock outstanding.

Series B Preferred Stock

The general terms of the Series B Preferred Stock is as follows: no par value; Liquidation Preference - $0.25 per share
plus any unpaid accumulated dividends; Dividends - cumulative annual rate of $0.0005 per share when and as
declared by the Board of Directors; Conversion Rights - convertible to common stock at a 1:5 ratio (i.e. 1 share of
Series B Preferred stock is convertible into 5 shares of common stock) ; Redemption Rights - we have the right to
redeem part or all of the stock upon 30 days written notice at a rate of $0.25 per share plus all accumulated and unpaid
dividends thereon at the dividend rate of $0.0005 annually per share; Voting Rights - one vote per share on all matters
requiring shareholder vote. As of December 12, 2006, there were 89,271 shares of Series B Preferred Stock
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outstanding.
Series C Preferred Stock

The general terms of the Series C Preferred Stock is as follows: no par value; Liquidation Preference - $1.00 per share
plus any unpaid accumulated dividends; Dividends - cumulative annual rate of $.0005 per share when as declared by
the Board of Directors; Conversion Rights - 1:20 ratio (i.e. 1 share of Preferred Series C stock is convertible into 20
shares of common stock); Redemption Rights - we have the right to redeem part or all of the stock upon 30 days
written notice at the rate of $1.00 per share plus all accumulated and unpaid dividends thereon at the dividend rate of
$.0005 annually per share.; Voting Rights - one vote per share on all matters requiring shareholder vote. As of
December 12, 2006, there were 17,948 shares of Series C Preferred Stock outstanding.
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Series D Preferred Stock
The general terms of the Series D Preferred Stock is as follows: no par value; Liquidation Preference - $0.10 per share
plus any unpaid accumulated dividends; Dividends - if declared by the Board of Directors, holders shall be entitled to
receive dividends as if they had converted such preferred stock into common stock as of the dividend date;
Conversion Rights - 1:20 ratio (i.e. 1 share of Preferred Series D stock is convertible into 20 shares of common stock)
so long as the closing bid price of our common stock is at least $0.10 on any date subsequent to issuance; Redemption
Rights - none; Voting Rights - fifty votes per share on all matters requiring shareholder vote. As of December 12,
2006, there were 1,000,000 shares of Series D Preferred Stock outstanding.
OPTIONS
As of December 12, 2006, we had 16,015,943 options issued and outstanding as follows:
- 200,000 options exercisable at $0.10 per share, expiring March 15, 2007;
- 50,000 options exercisable at $0.10 per share, expiring May 10, 2007,
- 150,000 options exercisable at $0.125 per share, expiring March 7, 2008;
- 100,000 options exercisable at $0.10 per share, expiring March 25, 2008;
- 100,000 options exercisable at $0.162 per share, expiring April 21, 2008;
- 100,000 options exercisable at $0.174 per share, expiring May 2, 2008;
- 100,000 options exercisable at $0.10 per share expiring May 10, 2008;
- 1,000,000 options exercisable at $0.10 per share expiring June 1, 2008;
- 500,000 options exercisable at $0.10 per share expiring June 7, 2008;
- 80,000 options exercisable at $0.105 expiring July 11, 2008;
- 611,062 options exercisable at $0.10 per share expiring September 10, 2009;
- 2,275,297 options exercisable at $0.03 per share expiring September 10, 2009;
- 312,000 options exercisable at $0.10 per share expiring November 28, 2009;
- 3,983,958 options exercisable at $0.03 per share expiring February 8, 2010; and
- 6,741,626 options exercisable at $0.03 per share expiring March 3, 2011.
WARRANTS
In connection with a securities purchase agreement, as amended, we agreed to issue Cornell warrants to purchase an
aggregate of 56,397,000 shares of our common stock, exercisable for a period of five years; including warrants to
purchase 17,857,000 shares at an exercise price of $0.05, warrants to purchase 15,625,000 shares at an exercise price

of $0.055, warrants to purchase 12,500,000 shares at an exercise price of $0.065 and warrants to purchase 10,415,000
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shares at an exercise price of $0.08. All of the warrants were issued upon closing. We have the option to force the
holder to exercise the warrants, as long as the shares underlying the warrants are registered pursuant to an effective
registration statement, if the closing bid price of our common stock trades above certain levels. In the event that the
closing bid price of our common stock is greater than or equal to $0.10 for a period of 20 consecutive days prior to the
forced conversion, we can force the warrant holder to exercise the $0.05 warrants. In the event that the closing bid
price of our common stock is greater than or equal to $0.11 for a period of 20 consecutive days prior to the forced
conversion, we can force the warrant holder to exercise the $0.055 warrants. In the event that the closing bid price of
our common stock is greater than or equal to $0.13 for a period of 20 consecutive days prior to the forced conversion,
we can force the warrant holder to exercise the $0.065 warrants. In the event that the closing bid price of our common
stock is greater than or equal to $0.16 for a period of 20 consecutive days prior to the forced conversion, we can force
the warrant holder to exercise the $0.08 warrants. We will not receive any compensation for the issuance of the
warrants, however, we will receive the sale price of any common stock we sell to the selling stockholder upon
exercise of the warrants. However, the selling stockholder is entitled to exercise the warrants on a cashless basis if,
after 90 days after filing of this registration statement, the shares of common stock underlying the warrants are not
registered for resale pursuant to an effective registration statement or are eligible to be sold under Rule 144(k). In the
event that the selling stockholder exercises the warrants on a cashless basis, then we will not receive any proceeds
from the exercise of those warrants.
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Other outstanding warrants are as follows, 200,000 shares exercisable at $0.20 per share expiring February 15, 2007,
72,222 shares exercisable at $0.15 per share expiring July 24, 2007; 2,106,736 shares exercisable at $1.00 per share
expiring August 2, 2007; 144,000 shares exercisable at $0.10 per share expiring August 16, 2007; 2,000,000 shares
exercisable at $0.12 per share expiring August 17, 2007; 250,000 shares exercisable at $0.15 per share expiring
October 4, 2007; 250,000 shares exercisable at $0.07 per share expiring November 19, 2007; 600,000 shares
exercisable at $0.10 per share expiring February 9, 2008; 150,000 shares exercisable at $0.12 per share expiring April
1, 2008; 500,000 shares exercisable at $0.12 per share expiring August 11, 2008; 2,200,000 shares exercisable at
$0.175 per share expiring November 6, 2008; 20,000 shares exercisable at $0.07 per share expiring January 6, 2009;
1,500,000 shares exercisable at $0.033 per share expiring May 10, 2009; 5,850,000 shares exercisable at $0.07 per
share expiring June 30, 2009; 667,180 shares exercisable at $0.105 per share expiring August 26, 2010; 625,000
shares exercisable at $0.18 per share expiring September 16, 2010; 6,333,3333 shares exercisable at $0.03 per share
expiring March 31, 2011.

CONVERTIBLE SECURITIES
Cornell Capital Partners L.P.

To obtain funding for our ongoing operations, we entered into a Securities Purchase Agreement with Cornell Capital
Partners L.P., an accredited investor, on May 17, 2006, and amended on September 15, 2006, for the sale of
$2,000,000 in secured convertible debentures and warrants. The investors are obligated to provide us with an
aggregate of $2,000,000 as follows:

- $750,000 was disbursed on May 17, 2006;
$150,000 was disbursed on September 15, 2006;
$600,000 was disbursed on October 23, 2006; and

$500,000 will be disbursed upon the effectiveness of the registration statement registering the shares of common
stock underlying the secured convertible debentures and warrants.

Accordingly, we have received a total of $1,500,000 pursuant to the Securities Purchase Agreement.

The secured convertible debentures bear interest at 10%, mature three years from the date of issuance, and are
convertible into our common stock, at the investor's option, at the lower of (i) $0.0662 or (ii) 95% of the lowest daily
volume weighted average price of our common stock, as quoted by Bloomberg, LP, during the 30 trading days
immediately preceding the date of conversion. Accordingly, there is no limit on the number of shares into which the
secured convertible debentures may be converted. As of December 12, 2006, the lowest intraday trading price for our
common stock during the preceding 30 trading days as quoted by Bloomberg, LP was $0.03 and, therefore, the
conversion price for the secured convertible debentures was $0.0285. Based on this conversion price, the $2,000,000
in secured convertible debentures, excluding interest, were convertible into 70,175,439 shares of our common stock.
The conversion price of the secured convertible debentures will be adjusted in the following circumstances:

-If we pay a stock dividend, engage in a stock split, reclassify our shares of common stock or engage in a similar
transaction, the conversion price of the secured convertible debentures will be adjusted proportionately;

-If we issue rights, options or warrants to all holders of our common stock (and not to Cornell Capital) entitling them
to subscribe for or purchase shares of common stock at a price per share less than $0.0662 per share, other than
issuances specifically permitted be the securities purchase agreement, then the conversion price of the secured
convertible debentures will be adjusted on a weighted-average basis;
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-If we issue shares, other than issuances specifically permitted be the securities purchase agreement, of our common
stock or rights, warrants, options or other securities or debt that are convertible into or exchangeable for shares of
our common stock, at a price per share less than $0.0662 per share, then the conversion price will be adjusted to
such lower price on a full-ratchet basis;

If we distribute to all holders of our common stock (and not to Cornell Capital) evidences of indebtedness
or assets or rights or warrants to subscribe for or purchase any security, then the conversion price of the
secured convertible debenture will be adjusted based upon the value of the distribution as a percentage of
the market value of our common stock on the record date for such distribution;

-If we reclassify our common stock or engage in a compulsory share exchange pursuant to which our common stock
is converted into other securities, cash or property, Cornell Capital will have the option to either (i) convert the
secured convertible debentures into the shares of stock and other securities, cash and property receivable by holders
of our common stock following such transaction, or (ii) demand that we prepay the secured convertible debentures;
and

-If we engage in a merger, consolidation or sale of more than one-half of our assets, then Cornell Capital will have
the right to (i) demand that we prepay the secured convertible debentures, (ii) convert the secured convertible
debentures into the shares of stock and other securities, cash and property receivable by holders of our common
stock following such transaction, or (iii) in the case of a merger or consolidation, require the surviving entity to issue
to a convertible debenture with similar terms.

We have the right, at our option, with three business days advance written notice, to redeem a portion or all amounts
outstanding under the secured convertible debentures prior to the maturity date if the closing bid price of our common
stock, is less than $0.0662 at the time of the redemption. In the event of a redemption, we are obligated to pay an
amount equal to the principal amount being redeemed plus a 20% redemption premium, and accrued interest.

In connection with the securities purchase agreement, we also entered into a registration rights agreement providing
for the filing, by September 29, 2006, of a registration statement with the Securities and Exchange Commission
registering the common stock issuable upon conversion of the secured convertible debentures and warrants. We are
obligated to use our best efforts to cause the registration statement to be declared effective no later than 90 days after
September 29, 2006 and to insure that the registration statement remains in effect until the earlier of (i) all of the
shares of common stock issuable upon conversion of the secured convertible debentures have been sold or (ii) May
17, 2008. In the event of a default of our obligations under the registration rights agreement, including our agreement
to file the registration statement no later than September 29, 2006, or if the registration statement is not declared
effective by December 29, 2006, we are required pay to Cornell Capital, as liquidated damages, for each month that
the registration statement has not been filed or declared effective, as the case may be, either a cash amount or shares of
our common stock equal to 2% of the liquidated value of the secured convertible debentures.

The investor has contractually agreed to restrict its ability to convert the debentures or exercise the warrants and
receive shares of our common stock such that the number of shares of common stock held by it and its affiliates after
such conversion does not exceed 4.99% of the then issued and outstanding shares of common stock.

Golden Gate Investors, Inc.

We entered into a Securities Purchase Agreement with Golden Gate Investors, Inc. in August 2004 for the sale of (i)
$300,000 in convertible debentures and (ii) warrants to buy 3,000,000 shares of our common stock.

The investors provided us with an aggregate of $300,000 as follows:
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- $175,000 was disbursed to us on August 4, 2004; and

- $125,000 was disbursed to us on February 4, 2005.
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The debentures bear interest at 5 %%, mature two years from the date of issuance, and are convertible into our
common stock, at the selling stockholder’s option. The convertible debentures are convertible into the number of our
shares of common stock equal to the principal amount of the debentures being converted multiplied by 11, less the
product of the conversion price multiplied by ten times the dollar amount of the debenture. The conversion price for
the convertible debenture is the lesser of (i) $0.50 or (ii) eighty percent of the of the average of the five lowest volume
weighted average prices during the twenty (20) trading days prior to the conversion. If the volume weighted average
price is below $0.10 on a conversion date, we have the right to pre-pay the amount of the debenture the holder elects
to convert, plus accrued and unpaid interest, at 125% of such amount; however, if we elect to pre-pay in this situation,
the debenture holder has the right to withdraw the notice of conversion. Also, if the volume weighted average price is
below $0.10 at any point during a month, the holder is not obligated to convert any portion of the debenture during
that month. Accordingly, there is in fact no limit on the number of shares into which the debenture may be converted.
In addition, the selling stockholder is obligated to exercise the warrant concurrently with the submission of a
conversion notice by the selling stockholder. The warrant is exercisable into 3,000,000 shares of common stock at an
exercise price of $1.00 per share.

Golden Gate Investors has contractually committed to convert not less than 5% of the original face value of the
debenture monthly beginning the month after the effective date of the Registration Statement. Golden Gate Investors
is required to exercise warrants concurrently with the exercise of a conversion notice under the debenture and is
committed to exercise at least 5% of the warrants per month after the effective date of the Registration Statement. In
the event that Golden Gate Investors breaches the minimum restriction on the debenture and warrant, Golden Gate
will not be entitled to collect interest on the debenture for that month. If Golden Gate submits a conversion notice and
the volume weighted average price is less then $.10 per share, then we will be entitled to prepay the portion of the
debenture that is being converted at 125% of such amount. If we elect to prepay, then Golden Gate may withdraw its
conversion notice.

Golden Gate has further contractually agreed to restrict its ability to convert the debenture or exercise their warrants
and receive shares of our common stock such that the number of shares held by the Holder and its affiliates after such
conversion or exercise does not exceed 4.9% of the then issued and outstanding shares of our common stock.

Other

We raised capital through the issuance of a convertible note for $50,500 issued on May 10, 2006. The note bears
interest at the rate of 10% per annum. All principal and interest shall be due and payable at the earlier of occurrence
of Company's first round of financing (whether debt or equity) after May 31, 2006 involving the receipts of at
least $200,000 or more, or on November 10, 2006. The note holder will receive such number of fully paid and non
assessable common stock as shall equal the outstanding amount of principal and interest due under this note being
converted, divided by 80% of the price per share at which we next sell shares of our common stock. We are currently
in default under this note and in discussion with the note holder regarding extending the maturity date.

INDEMNIFICATION FOR SECURITIES ACT LIABILITIES

Our By-laws, as amended, provide to the fullest extent permitted by California law, our directors or officers shall not
be personally liable to us or our shareholders for damages for breach of such director's or officer's fiduciary duty. The
effect of this provision of our By-laws, as amended, is to eliminate our right and our shareholders (through
shareholders' derivative suits on behalf of our company) to recover damages against a director or officer for breach of
the fiduciary duty of care as a director or officer (including breaches resulting from negligent or grossly negligent
behavior), except under certain situations defined by statute. We believe that the indemnification provisions in our
By-laws, as amended, are necessary to attract and retain qualified persons as directors and officers.
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Insofar as indemnification for liabilities arising under the Securities Act of 1933 (the “Act” or “Securities Act”) may be
permitted to directors, officers or persons controlling us pursuant to the foregoing provisions, or otherwise, we have
been advised that in the opinion of the Securities and Exchange Commission, such indemnification is against public
policy as expressed in the Act and is, therefore, unenforceable.
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PLAN OF DISTRIBUTION

The selling stockholders and any of their pledgees, donees, assignees and other successors-in-interest may, from time
to time, sell any or all of their shares of common stock on any stock exchange, market or trading facility on which the
shares are traded or in private transactions. These sales may be at fixed or negotiated prices. The selling stockholders
may use any one or more of the following methods when selling shares:

- ordinary brokerage transactions and transactions in which the broker-dealer solicits the purchaser;

- block trades in which the broker-dealer will attempt to sell the shares as agent but may position and resell a portion
of the block as principal to facilitate the transaction;

- purchases by a broker-dealer as principal and resale by the broker-dealer for its account;
- an exchange distribution in accordance with the rules of the applicable exchange;
- privately-negotiated transactions;
- short sales that are not violations of the laws and regulations of any state or the United States;

- broker-dealers may agree with the selling stockholders to sell a specified number of such shares at a stipulated price
per share;

- through the writing of options on the shares;
- a combination of any such methods of sale; and
- any other method permitted pursuant to applicable law.

The selling stockholders may also sell shares under Rule 144 under the Securities Act, if available, rather than under
this prospectus. The selling stockholders shall have the sole and absolute discretion not to accept any purchase offer or
make any sale of shares if they deem the purchase price to be unsatisfactory at any particular time.

The selling stockholders may also engage in short sales against the box, puts and calls and other transactions in our
securities or derivatives of our securities and may sell or deliver shares in connection with these trades.

The selling stockholders or their pledgees, donees, transferees or other successors in interest, may also sell the shares
directly to market makers acting as principals and/or broker-dealers acting as agents for themselves or their customers.
Such broker-dealers may receive compensation in the form of discounts, concessions or commissions from the selling
stockholders and/or the purchasers of shares for whom such broker-dealers may act as agents or to whom they sell as
principal or both, which compensation as to a particular broker-dealer might be in excess of customary commissions.
Market makers and block purchasers purchasing the shares will do so for their own account and at their own risk. It is
possible that a selling stockholder will attempt to sell shares of common stock in block transactions to market makers
or other purchasers at a price per share which may be below the then market price. The selling stockholders cannot
assure you that all or any of the shares offered in this prospectus will be issued to, or sold by, the selling stockholders.
The selling stockholders and any brokers, dealers or agents, upon effecting the sale of any of the shares offered in this
prospectus, may be deemed to be “underwriters” as that term is defined under the Securities Act of 1933, as amended, or
the Securities Exchange Act of 1934, as amended, or the rules and regulations under such acts. In such event, any
commissions received by such broker-dealers or agents and any profit on the resale of the shares purchased by them
may be deemed to be underwriting commissions or discounts under the Securities Act.
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We are required to pay all fees and expenses incident to the registration of the shares, including fees and
disbursements of counsel to the selling stockholders, but excluding brokerage commissions or underwriter discounts.

The selling stockholders, alternatively, may sell all or any part of the shares offered in this prospectus through an
underwriter. The selling stockholders have not entered into any agreement with a prospective underwriter and it
cannot assure you that any such agreement will be entered into.

The selling stockholders may pledge their shares to their brokers under the margin provisions of customer agreements.
If a selling stockholder defaults on a margin loan, the broker may, from time to time, offer and sell the pledged shares.
The selling stockholders and any other persons participating in the sale or distribution of the shares will be subject to
applicable provisions of the Securities Exchange Act of 1934, as amended, and the rules and regulations under such
act, including, without limitation, Regulation M. These provisions may restrict certain activities of, and limit the
timing of purchases and sales of any of the shares by, the selling stockholders or any other such person. If a selling
stockholder is deemed an affiliated purchaser or distribution participant within the meaning of Regulation M, then the
selling stockholder will not be permitted to engage in short sales of common stock. Furthermore, under Regulation M,
persons engaged in a distribution of securities are prohibited from simultaneously engaging in market making and
certain other activities with respect to such securities for a specified period of time prior to the commencement of such
distributions, subject to specified exceptions or exemptions. In regards to short sells, a selling stockholder can only
cover its short position with the securities it receives from us upon conversion. In addition, if such short sale is
deemed to be a stabilizing activity, then the selling stockholder will not be permitted to engage in a short sale of our
common stock. All of these limitations may affect the marketability of the shares.
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We have agreed to indemnify the selling stockholders, or their transferees or assignees, against certain liabilities,
including liabilities under the Securities Act of 1933, as amended, or to contribute to payments the selling
stockholders or their pledgees, donees, transferees or other successors in interest, may be required to make in respect
of such liabilities.

If a selling stockholder notifies us that it has a material arrangement with a broker-dealer for the resale of the common
stock, then we would be required to amend the registration statement of which this prospectus is a part, and file a
prospectus supplement to describe the agreements between the selling stockholder and the broker-dealer.

Cornell Capital Partners, LP nor its affiliates has or has had within the past three years, any material relationship with
us or any of our predecessors or affiliates.

PENNY STOCK

The Securities and Exchange Commission has adopted Rule 15g-9 which establishes the definition of a "penny stock,"
for the purposes relevant to us, as any equity security that has a market price of less than $5.00 per share or with an
exercise price of less than $5.00 per share, subject to certain exceptions. For any transaction involving a penny stock,
unless exempt, the rules require:

- that a broker or dealer approve a person's account for transactions in penny stocks; and

- the broker or dealer receive from the investor a written agreement to the transaction, setting forth the identity and
quantity of the penny stock to be purchased.

In order to approve a person's account for transactions in penny stocks, the broker or dealer must
- obtain financial information and investment experience objectives of the person; and
- make a reasonable determination that the transactions in penny stocks are suitable for that person and the person has
sufficient knowledge and experience in financial matters to be capable of evaluating the risks of transactions in

penny stocks.

The broker or dealer must also deliver, prior to any transaction in a penny stock, a disclosure schedule prescribed by
the Commission relating to the penny stock market, which, in highlight form:

- sets forth the basis on which the broker or dealer made the suitability determination; and
- that the broker or dealer received a signed, written agreement from the investor prior to the transaction.

Disclosure also has to be made about the risks of investing in penny stocks in both public offerings and in secondary
trading and about the commissions payable to both the broker-dealer and the registered representative, current
quotations for the securities and the rights and remedies available to an investor in cases of fraud in penny stock
transactions. Finally, monthly statements have to be sent disclosing recent price information for the penny stock held
in the account and information on the limited market in penny stocks.
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SELLING STOCKHOLDERS

The table below sets forth information concerning the resale of the shares of common stock by the selling
stockholders. We will not receive any proceeds from the resale of the common stock by the selling stockholders. We
will receive proceeds from the exercise of the warrants unless the selling stockholder exercises the warrants on a
cashless basis. Assuming all the shares registered below are sold by the selling stockholders, the selling stockholders
will not continue to own any shares of our common stock.

The following table also sets forth the name of each person who is offering the resale of shares of common stock by
this prospectus, the number of shares of common stock beneficially owned by such person, the number of shares of
common stock that may be sold in this offering and the number of shares of common stock such person will own after
the offering, assuming it sells all of the shares offered.

Total Percentage
Total Shares of Percentage Percentage of
Common Stock of Shares of of Beneficial Common
Issuable Upon Common Common Common Ownership Stock
Conversion of Stock, Stock Beneficial Stock After Owned
Debentures  Assuming Includedin ~ Ownership Owned the After
and/or Full Prospectus Before the Before  Offering Offering
Name Warrants*  Conversion (D) Offering**  Offering** 2) 2)
Cornell Capital 126,572,439 45.49% Upto 7,967,391(1) 4.99% — —
Partners, LP (3) 47,500,000
shares of
common
stock

* This column represents an estimated number based on a conversion prices as of a recent date of December 12, 2006
of $0.0285 divided into the principal amount of the secured convertible debentures.

** These columns represent the aggregate maximum number and percentage of shares that the selling stockholder can
own upon conversion of its secured convertible debentures and upon exercise of its warrants without regard to its
contractual commitment not to own more than 4.99% of our common stock at any one time.

The number and percentage of shares beneficially owned is determined in accordance with Rule 13d-3 of the
Securities Exchange Act of 1934, and the information is not necessarily indicative of beneficial ownership for any
other purpose. Under such rule, beneficial ownership includes any shares as to which the selling stockholder has sole
or shared voting power or investment power and also any shares, which the selling stockholder has the right to acquire
within 60 days. The actual number of shares of common stock issuable upon the conversion of the secured convertible
debentures is subject to adjustment depending on, among other factors, the future market price of the common stock,
and could be materially less or more than the number estimated in the table.

(1) Includes a good faith estimate of the shares issuable upon conversion of the secured convertible debentures and
exercise of warrants, based on current market prices. Because the number of shares of common stock issuable upon
conversion of the secured convertible debentures is dependent in part upon the market price of the common stock
prior to a conversion, the actual number of shares of common stock that will be issued upon conversion will fluctuate
daily and cannot be determined at this time. Under the terms of the secured convertible debentures, if the secured
convertible debentures had actually been converted on December 12, 2006, the secured convertible debentures would
have had a conversion price of $0.0285. The actual number of shares of common stock offered in this prospectus, and
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included in the registration statement of which this prospectus is a part, includes such additional number of shares of
common stock as may be issued or issuable upon conversion of the secured convertible debentures by reason of any
stock split, stock dividend or similar transaction involving the common stock, in accordance with Rule 416 under the
Securities Act of 1933. However the selling stockholder has contractually agreed to restrict its ability to convert the
secured convertible debentures or exercise their warrants and receive shares of our common stock such that the
number of shares of common stock held by it in the aggregate and their affiliates after such conversion or exercise
does not exceed 4.99% of the then issued and outstanding shares of common stock as determined in accordance with
Section 13(d) of the Exchange Act. Accordingly, the number of shares of common stock set forth in the table for the
selling stockholders exceeds the number of shares of common stock that the selling stockholders could own
beneficially at any given time through their ownership of the secured convertible debentures, convertible debentures
and the warrants. In that regard, the beneficial ownership of the common stock by the selling stockholder set forth in
the table is not determined in accordance with Rule 13d-3 under the Securities Exchange Act of 1934, as amended.
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(2) Assumes that all securities registered will be sold.

(3) All investment decisions of Cornell Capital Partners, LP are made by its general partner, Yorkville Advisors, LLC.
Mark Angelo, the managing member of Yorkville Advisors, makes the investment decisions on behalf of Yorkville
Advisors.

LEGAL MATTERS

Sichenzia Ross Friedman Ference LLP, New York, New York will issue an opinion with respect to the validity of the
shares of common stock being offered hereby.

EXPERTS

Kabani & Company, Inc., independent registered public accounting firm, have audited, as set forth in their report
thereon appearing elsewhere herein, our financial statements at June 30, 2006 and 2005 that appear in the prospectus.
The financial statements referred to above are included in this prospectus with reliance upon the independent
registered public accounting firm’s opinion based on their expertise in accounting and auditing.

AVAILABLE INFORMATION

We have filed a registration statement on Form SB-2 under the Securities Act of 1933, as amended, relating to the
shares of common stock being offered by this prospectus, and reference is made to such registration statement. This
prospectus constitutes the prospectus of Quintek Technologies, Inc., filed as part of the registration statement, and it
does not contain all information in the registration statement, as certain portions have been omitted in accordance with
the rules and regulations of the Securities and Exchange Commission.

We are subject to the informational requirements of the Securities Exchange Act of 1934 which requires us to file
reports, proxy statements and other information with the Securities and Exchange Commission. Such reports, proxy
statements and other information may be inspected at public reference facilities of the SEC at 100 F Street, N.E.,
Washington D.C. 20549. Copies of such material can be obtained from the Public Reference Section of the SEC at
100 F Street, N.E., Washington, D.C. 20549 at prescribed rates. Because we file documents electronically with the
SEC, you may also obtain this information by visiting the SEC's Internet website at http://www.sec.gov.

We maintain a website at www.quintek.com. The information contained on that website is not deemed to be a part of
this prospectus.
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INDEX TO FINANCIAL STATEMENTS

QUINTEK TECHNOLOGIES, INC.

INDEX TO FINANCIAL STATEMENTS

For the Fiscal Years Ended June 30, 2006 and 2005

Reports of Independent Registered Public Accounting Firm

Consolidated Balance Sheet as of June 30, 2006 and June 30, 2005
Consolidated Statements of Operations for the years ended June 30, 2006
and 2005

Consolidated Statement of Stockholders' Equity for the years ended June
30, 2006 and 2005

Consolidated Statements of Cash Flows for the years ended June 30, 2006
and 2005

Notes to Consolidated Financial Statements

For the Three Months Ended September 30, 2006 and 2005
Consolidated Balance Sheet as of September 30, 2006 (Unaudited)
Consolidated Statements of Operations and Comprehensive Loss for the
three months ended September 30, 2006 and 2005 (Unaudited)
Consolidated Statements of Cash Flows for the three months ended
September 30, 2006 and 2005 (Unaudited)

Notes to Consolidated Financial Statements (Unaudited)
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Stockholders and Board of Directors
Quintek Technologies, Inc.

We have audited the accompanying consolidated balance sheet of Quintek Technologies, Inc. and subsidiary (a
California Corporation) as of June 30, 2006 and the related consolidated statements of operations, stockholders’ deficit
and cash flows for each of the two years ended June 30, 2006 and 2005. 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 audits of these statements in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes examining, on a
test 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 Quintek Technologies, Inc. and subsidiary as of June 30, 2006 and the results of its operations and its cash flows
for the years ended June 30, 2006 and 2005 in conformity with accounting principles generally accepted in the United
States of America.

The accompanying consolidated financial statements have been prepared assuming that the Company will continue as
a going concern. As discussed in Note 21 to the consolidated financial statements, the Company’s significant operating
losses and insufficient capital raise substantial doubt about its ability to continue as a going concern. Management’s
plans regarding those matters also are described in Note 21. The consolidated financial statements do not include any
adjustments that might result from the outcome of this uncertainty.

/sl KABANI & COMPANY, INC.

KABANI & COMPANY, INC.

Los Angeles, California
September 15, 2006

F-1
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QUINTEK TECHNOLOGIES, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEET
June 30 2006

ASSETS
Current assets
Cash and cash equivalents
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