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UNITED STATES DISTRICT COURT
MIDDLE DISTRICT OF FLORIDA

TAMPA DIVISION

SECURITIES AND EXCHANGE
COMMISSION,

Plaintiff,
V.
ARTHUR NADEL,
SCOOP CAPITAL, LLC,
SCOOP MANAGEMENT, INC.,

Defendants. CASE NO.: 8:09-cv-0087-T-33CPT

SCOOP REAL ESTATE, L.P.,

VALHALLA INVESTMENT PARTNERS, L.P.,
VALHALLA MANAGEMENT, INC.,
VICTORY IRA FUND, LTD,

VICTORY FUND, LTD,

VIKING IRA FUND, LLC,

VIKING FUND, LLC, AND

VIKING MANAGEMENT, LLC.

Relief Defendants.
/

RECEIVER’S MOTION TO
(1) SELL THE INTEREST OF QUEST ENERGY MANAGEMENT GROUP, INC.
IN THE MUSSELMAN CADDO UNIT TO WEST CENTRAL TEXAS PETROLEUM
PARTNERS-MCU, LLC; (2) RESOLVE THE CLAIMS OF VAN OPERATING,
LTD.; (3) RESOLVE THE CLAIMS OF THE TEXAS TAXING AUTHORITIES;
AND (4) PROVIDE FOR PAYMENT OF UNPAID GAS ROYALTIES

Burton W. Wiand (the “Receiver”), as Receiver for Quest Energy Management Group,
Inc. (“Quest”), moves the Court to approve the sale of the Mussleman Caddo Unit (“MCU”)
to West Central Texas Petroleum Partners-MCU, LLC (“West Central”), which will resolve

all of the approved claims submitted by Class 1 and Class 2 creditors. Specifically, through
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this transaction, the Receiver will resolve the Class 1 claims submitted by several taxing
authorities located in Texas (the “Taxing Authorities”) and the Class 2 claim submitted by
Van Operating, Ltd. (“Van Operating”). These are the only remaining approved but
unresolved Class 1 and Class 2 claims. As the Receiver has previously advised the Court and
other claimants, there are no assets available to satisfy any unsecured claims; consequently,
Class 3 claimants will not receive any proceeds from this transaction. Importantly, however,
this transaction leaves the Quest Receivership with some vehicles and equipment that the
Receiver is in the process of liquidating or otherwise disposing. Remaining leases will also be
assigned or abandoned with the next 30 to 90 days. When these activities are completed, the
Receiver will file a motion with the Court to close the Quest Receivership.

Relevant here, the agreement between the Receiver and West Central provides that
West Central will pay the Receiver $50,000 in cash at closing and, if closing occurs, will
assume and satisfy up to $43,456.79 of unpaid gas royalties owed by Quest to royalty owners
in the MCU. If closing occurs, West Central will also assume Van Operating’s Class 2 claim
in the principal amount of $496,614.52, together with interest, and, by separate agreement
between West Central and Van Operating, will also satisfy Van Operating’s Class 2 claim. As
a further part of the transaction, the Taxing Authorities will receive $50,000 in satisfaction of
their Class 1 claim.

Van Operating submitted a claim for $795,201.59 based on a loan Quest assumed in
2007. See Claim No. 6. The Receiver recommended that Van Operating’s claim be allowed
but only in the amount of the outstanding principal balance of the Renewal Note at the time of
the Receiver’s appointment — i.e., $496,614.52. See Doc. 1383; Ex. C. Van Operating did not

object to the Receiver’s determination. West Central has entered into an agreement with Van

2
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Operating pursuant to which Van Operating’s claim, principal and interest, will be satisfied
and released upon the transfer by the Receiver to West Central of all of Quest’s interest in the
MCU on the terms contemplated by the agreement between the Receiver and West Central.
These transactions will satisfy Van Operating’s claim.

The only other unsatisfied Class 1 or 2 claim relating to the MCU belongs to the Taxing
Authorities, and that claim will also be satisfied as part of this transaction. The Receiver
initially agreed that the Taxing Authorities’ claim would be approved in the amount of
$300,000, but the Taxing Authorities recognized that Quest lacked funds to pay that amount
and that any payment could only be made from the sale of Quest’s assets. See Docs. 1402,
1406. The Receiver and the Taxing Authorities have subsequently agreed to resolve the claim
by the payment of $50,000 to be derived from the sale of leases held by Quest. This agreement
is contingent on the completion of the transaction with West Central regarding the MCU.
These two transactions together will result in the satisfaction of claims totaling almost
$800,000. They will also allow the removal of liens and encumbrances on other Receivership
property that may facilitate the Receiver’s sale of those assets.

This transaction substantially benefits the Receivership. First, as noted above, it
resolves almost $800,000 in claims and frees other assets of the Receivership. Second, because
West Central will assume obligations as the new operator of the MCU, the Receivership will
be relieved of legal obligations for plugging wellbores on the property that could amount to at
least $230,000 if all wells were required to be plugged immediately. Thus, it will assure
benefits to the Receivership and the MCU landowners on whose land the unplugged wellbores

remain. To achieve these ends, the Receiver seeks an order:
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e Approving the Purchase and Sale Agreement between Quest and West Central
Texas Petroleum Partners — MCU, LLC, attached to this Motion as Exhibit 1
(“MCU PSA”), which will (1) dispose of certain oil and gas leases known as the
Musselman Caddo Unit; (2) provide cash to resolve the Class 1 claims submitted
by the Taxing Authorities; (3) assign Quest’s responsibility for the Class 2 claim
submitted by Van Operating; and (4) provide for the payment of certain past-due
gas royalties; and

e Approving the agreement between the Receiver and the Taxing Authorities,
attached to this Motion as Exhibit 2, which will resolve their Class 1 claims.

A proposed order containing the foregoing relief is attached as Exhibit 3. Importantly, the
SEC does not oppose this motion, which will amicably resolve all outstanding Class 1 and
Class 2 claims. Unfortunately, as the Receiver has repeatedly warned, there will be no funds
available to make a distribution to Class 3 claimants.

BACKGROUND

On January 21, 2009, the Securities and Exchange Commission (“SEC”) initiated this
action to prevent the defendants from further defrauding investors in hedge funds the
defendants operated. That same day, the Court entered an order appointing Burton W. Wiand
as Receiver for defendants Scoop Capital, LLC, and Scoop Management, Inc., and relief
defendants Scoop Real Estate, L.P.; Valhalla Investment Partners, L.P.; Valhalla Management,
Inc.; Victory Fund, Ltd.; Victory IRA Fund, Ltd.; Viking IRA Fund, LLC; Viking Fund, LLC;
and Viking Management, LLC. Doc. 8. The Court subsequently granted several motions to
expand the scope of the Receivership to include other entities owned or controlled by Arthur
Nadel (“Nadel”). See generally Docs. 17, 44, 68, 81, 153, 172, 454, 911, 916, 1024. All of
the entities in receivership are collectively referred to as the “Receivership Entities.” The
Court directed the Receiver to, among other things, administer and manage the business affairs,

funds, assets, and any other property of the Receivership Entities. See, e.g., Doc. 8.
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Quest And Its Assets

Quest is an oil and gas exploration and production company based in Texas. Paul
Downey was its Chief Executive Officer, and his son Jeff Downey was its Chief Operating
Officer (collectively, the “Downeys”). Viking Oil & Gas, LLC (“Viking Oil”) is a Florida
limited liability company formed in January 2006 by Neil and Christopher Moody (the
“Moodys”) to make investments in Quest. The Moodys funded Viking Oil with proceeds from
Nadel’s scheme, and as a result, the Court expanded the Receivership to include Viking Oil on
July 15, 2009. Doc. 153. Between February 2006 and April 2007, through Viking Oil, the
Moodys invested at least $4 million in Quest. As a result, the Receiver filed a motion to expand
the Receivership to include Quest (Doc. 993), and the Court granted that motion on May 24,
2013 (Doc. 1024). Although Quest is one of the Receivership Entities, the Receiver has
administered Quest independently, as directed by the Hon. Richard A. Lazzara (the “Quest
Receivership” and the “Quest Estate”).

The Receiver’s Prior Sales Efforts Support The Transactions At Issue

Since the inception of the Quest Receivership in May 2013, the Receiver has managed
and operated Quest, including its oil and gas leases. The company generates revenue by selling
its production, but that revenue has historically varied sharply with oil and gas prices. Until
earlier this year, Quest’s revenue had not exceeded its operating costs by a material margin.
The Receiver has long sought to sell Quest to monetize its assets for the Quest Estate and
eventual distribution to creditors. The Receiver’s efforts, however, have been complicated by

the fact that the Downeys were engaged in an investment fraud, initially unbeknownst to the
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Receiver, thorough their operation of Quest. See, e.g., S.E.C. v. P. Downey et al., Case No.
1:14-cv-185 (N.D. Tex.).!

The Receiver’s marketing efforts began with communications with various individuals
with ties to the oil and gas exploration industry to generate referrals of interested buyers and
through communications with potential buyers familiar with Quest. The Receiver sought
advice from various individuals with knowledge of the oil and gas exploration industry to
determine the best way to market Quest for sale. As a result of those efforts, two marketing
firms submitted proposals to the Receiver. After careful consideration, the Receiver
determined that selling Quest through a private sale with the assistance of WhiteHorse

Partners, LLC (“WhiteHorse”)? was in the best interests of the Quest Estate, as he believed it

! The SEC asserted claims against the Downeys for their violations of the anti-fraud provisions
of the federal securities laws in connection with their activities on behalf of Quest. On July 25,
2016, the court presiding over the enforcement action entered an order granting summary
judgment in favor of the SEC on its claims against the Downeys. On September 29, 2016, the
court granted the SEC’s motion for remedies and entered final judgments as to all defendants.
In addition to entering final judgments, the court also made specific findings as to the
defendants, including that Jeff and Paul Downey (1) “raised $4.9 million from 17 investors in
a fraudulent offering of securities”; (2) “acted with a high level of scienter, knowingly
deceiving investors about virtually every aspect of the investment”; (3) concealed the
Receiver’s appointment from Quest’s investors; and (4) exhibited “misconduct [that] was
extremely egregious.” S.E.C. v. P. Downey et al., Case No. 1:14-cv-185, order granting SEC’s
motion for summary judgment, Doc. 117 at 2-3 (N.D. Tex. Sept. 29, 1996). The court ordered
the Downeys to disgorge $4.9 million plus $1.1 million in interest and to pay a civil penalty of
$178,156 each. As far as the Receiver is aware, the Downeys have not paid anything toward
the disgorgement or penalty.

2 WhiteHorse is a boutique advisory firm based in Nashville, Tennessee familiar with the oil
and gas industry. It has marketed and sold (or is currently marketing and in the process of
selling) companies similar to Quest. On October 28, 2014, the Receiver filed a renewed motion
for leave to retain WhiteHorse. Doc. 1144. On November 12, 2014, the Court granted the
Receiver’s motion. Doc. 1148.
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would provide the best opportunity to market Quest to the widest audience for the most value.
WhiteHorse’s marketing strategy for Quest included:

e A complete review of the documentation related to Quest’s current and past
operations including its current and past accounting databases so consolidated
financial statements could be prepared;

e A determination of Quest’s market value;

e The development of a marketing plan aimed at locating qualified purchasers;

e The preparation of a marketing memorandum which outlined relevant details about
Quest;

e The execution of a marketing initiative;

e The qualification of potential buyers to ensure their financial ability to conclude a
transaction to buy Quest and a review of their prior transactions and experience
with entities such as Quest;

e Conducting tours of Quest’s properties and speaking with personnel;

e The analysis of all offers;

e Assisting with the negotiation of a letter of intent or purchase offer; and

e Working on closing the sale transaction, including due diligence.

Efforts by WhiteHorse and the Receiver led to multiple inquiries and offers from potential
purchasers. Indeed, the Receiver entered into contracts to sell Quest on two prior occasions,
but for various reasons (due diligence, market conditions, the potential purchaser’s inability to

obtain financing, efc.), the sales fell through before the Court’s approval was acquired.

The Prior Attempt To Sell Quest And Subsequent Negotiations

In mid-2019, the Receiver entered into an additional asset purchase agreement with an
entity he believed would purchase substantially all of Quest’s assets for $1 million. While
prior negotiations with potential purchasers contemplated greater purchase amounts, oil and

gas prices subsequently declined, substantially decreasing the value of Quest’s assets. On July

7
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24, 2019, the Receiver filed his Verified Motion For Approval Of Private Sale Of Assets Of
Quest Energy Management Group, Inc. Doc. 1403. With full knowledge that the Receiver
had complied with pertinent statutory requirements and that the motion was pending before
the Court, the purchaser cancelled the transaction shortly before the Court granted the motion
approving the sale. Doc. 1407. Brieflitigation ensued regarding the Receiver’s ability to retain
the purchaser’s $100,000 earnest money deposit, but the Court ultimately ruled that the
purchaser was entitled to the finds, which the Receiver returned in accordance with the Court’s
order. See Docs. 1419, 1423, 1424, 1425, 1426, 1427, 1428. On December 10, 2019, to clarify
the record regarding the ownership and operation of Quest, the Court granted the Receiver’s
motion to vacate the order approving the sale. See Docs. 1429, 1430.

In his May 15, 2020 status report (Doc. 1434), the Receiver advised the Court regarding
the impact of the buyer’s non-performance and prevailing economic conditions: “Given these
developments, the Receiver continues to manage Quest and its employees. The company has
historically generated enough revenue from oil and gas production to fund its daily operations
but given world events and the impact of the Covid-19 virus, that is no longer possible. Current
oil and gas prices will not support continued operations, especially considering regulatory
maintenance requirements.” Doc. 1434 at 3. These events also caused the Receiver to
conclude that any sale of Quest’s assets was unlikely. The Receiver warned that he might have
to abandon Quest but was nevertheless communicating with its secured creditors in the hope
of reaching an “agreement between those creditors” that might avoid abandonment. /d. at 4.
This motion is the result of those communications. The Receiver believes the relief requested
below will lead to the termination of the Quest Receivership soon in the most efficient way

possible
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REQUESTED RELIEF

1. Approval Of The Musselman Caddo Unit Purchase And Sale Agreement

As noted above, the MCU PSA between Quest (through the Receiver) and West Central
will, among other things, dispose of the MCU oil and gas leases. Because the terms of the
MCU PSA are detailed, the Receiver will only highlight certain principal components. First,
West Central will pay the Receiver a total purchase price for the assigned leases of
$590,071.31, consisting of (i) $50,000.00 in immediately available funds, payable to the
Receiver at closing; (i1) West Central’s assumption of Quest’s obligation to pay the remaining
principal balance of $496,614.52 owed on Van Operating’s Class 2 claim, and (iii) West
Central’s assumption of Quest’s obligation to pay unpaid gas royalties attributable to the MCU
up to a maximum amount of $43,456.79. See Ex. 1 § 2. The cash from the transaction will be
used to resolve the Taxing Authorities’ Class 1 claim, as described in more detail below.
Second, West Central will assume Quest’s obligation to Van Operating, pursuant to an
agreement between those entities, which will resolve Van Operating’s Class 2 claim. Third,
West Central will pay approximately $43,456.79 in past-due gas royalties thus compensating
landowners, as required under pertinent contracts.> The transaction is conditioned on the
Court’s approval. Given Quest’s operational issues, the difficulty of liquidating Quest’s assets,
and the ability to resolve Class 1 and Class 2 claims, the Receiver believes the transaction set

forth in this motion is in the best interests of the Quest Estate.

3 Quest has historically paid these royalties as ordinary operating expenses, but its ability to
make payments has diminished with its revenues, resulting in past-due amounts.

9
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II. Approval Of The Agreement For Resolution Of Tax Claims

As noted above, the Receiver and the Taxing Authorities have also reached an
agreement that will resolve the Class 1 claims submitted by the Taxing Authorities. The Court
previously approved a claim settlement agreement between the Receiver and the Taxing
Authorities, but that agreement expressly noted that Quest lacked sufficient funds to make any
distribution, and its ability to do so was dependent on a pending sale of certain Quest assets.
See Docs. 1402, 1406. The buyer failed to perform, and the Receiver was thus unable to make
a distribution to the Taxing Authorities. The instant agreement recognizes that history and
Quest’s current circumstances. As a result, the Taxing Authorities have agreed to accept
$50,000 in full settlement of their Class 1 claims and tax liability, penalties, and interest
through 2019. If closing occurs under the MCU PSA, West Central will be responsible for
2020 and future taxes. Given Quest’s operational issues, the difficulty of liquidating Quest’s
assets, and the ability to resolve these Class 1 claims, the Receiver believes this arrangement
is in the best interests of the Quest Estate.

MEMORANDUM IN SUPPORT

The relief requested in this motion will promote the orderly and prompt resolution of
the Quest Receivership in an expeditious manner. As explained below, the Court should
approve the transactions described in this motion.

I. THE COURT SHOULD APPROVE THE SALE OF QUEST’S ASSETS

In receivership actions, private sales of real property or interests therein are governed
by 28 U.S.C. § 2001(b) (“Section 2001(b)”):
After a hearing, of which notice to all interested parties shall be given by

publication or otherwise as the court directs, the court may order the sale of
such realty or interest or any part thereof at private sale for cash or other

10



Case 8:09-cv-00087-VMC-CPT Document 1439 Filed 08/21/20 Page 11 of 15 PagelD 30631

consideration and upon such terms and conditions as the court approves, if it
finds that the best interests of the estate will be conserved thereby. Before
confirmation of any private sale, the court shall appoint three disinterested
persons to appraise such property or different groups of three appraisers each
to appraise properties of different classes or situated in different localities. No
private sale shall be confirmed at a price less than two-thirds of the appraised
value. Before confirmation of any private sale, the terms thereof shall be
published in such newspaper or newspapers of general circulation as the court
directs at least ten days before confirmation. The private sale shall not be
confirmed if a bona fide offer is made, under conditions prescribed by the court,
which guarantees at least a 10 per centum increase over the price offered in the
private sale.

28 U.S.C. §2001(b).* In other words, Section 2001(b) has three primary components:
(1) publishing the proposed sale in a newspaper of general circulation at least ten days before
confirmation of the sale; (2) obtaining three appraisals of the assets to be sold; and (3) setting
a hearing to approve the sale. /d.

To comply with the first prong of Section 2001(b), the Receiver will publish a notice
of the proposed sale for one day in the Abilene Reporter-News, which is regularly issued and
of general circulation in the district where Quest is located. The Receiver will also publish this

motion and the notice on his website — www.nadelreceivership.com. No less than 10 days after

publication of the notice, the Receiver will inform the Court whether any potential purchaser
submitted a “bona fide offer,” as contemplated by Section 2001(b).

Second, the Receiver asks the Court to grant this motion without requiring him to obtain
three formal appraisals. To ensure the fairness of the sale to the Quest Estate, the Receiver
previously obtained an asset valuation, dated May 18, 2019, from Jordan Taylor Buckingham,

a petroleum engineer — a copy of which is attached hereto as Exhibit 4 (the “Valuation™). As

4 Section 2001(b) governs because Quest’s most valuable assets are its oil and gas leases (here,
the MCU), which are interests in real property.

11
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documented in the Valuation, Mr. Buckingham performed a “decline curve analysis on
producing leases using historical production data from the TX Railroad Commission (RRC),
historical WTTI oil and gas pricing, operations expense data from Quest EMG, Inc., and known
standard well operating costs in RRC District 7B.” Id. at 3. Based on this analysis,
Mr. Buckingham’s highest valuation of the MCU assets was $1,151,221.93. The Valuation,
however, assumed oil prices of $55.87 per barrel and gas prices of $3.13 per Mcf, while Quest
is currently receiving approximately $39.25 per barrel of oil and approximately $1.84 per Mcf.
The gas/oil reserve ratio of the MCU is approximately 70% gas and 30% oil. The Valuation
also does not account for plugging liabilities that could be at least $230,000 if all wells were
required to be plugged immediately. Given these developments and adjustments, the Receiver
believes the transactions described in this motion are still consistent with the Valuation and
will result in a sale at a price substantially greater than two-thirds of the adjusted Valuation.
In any event, there is simply no money for additional appraisals. The Receiver and WhiteHorse
have marketed Quest and/or its assets for many years, and the Receiver has not been able to
consummate a transaction at a higher price. The provisions of 28 U.S.C § 2001 requiring
publication and an opportunity interested parties to submit “bona fide offers” will assure that
fair value is received for the MCU asset.

The Court has previously either waived or determined the Receiver substantially
complied with the appraisal provisions in Section 2001(b) under similar circumstances,
including in connection with the Receiver’s prior motion to sell Quest’s assets. See, e.g., Docs
1368 & 1370 (finding substantial compliance based on “an opinion of value letter” from a land
specialist); 1300 & 1301 (same based on a single appraisal); 1229 & 1230 (same); 1150 &

1151 (same); 1109 & 1110 (finding substantial compliance regarding the Receiver’s sale of

12
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the assets of Tradewind, LLC — an operating business — based on a single valuation); 1074 &

1075 (waiving requirements of Section 2001 (b) and requiring no appraisals of assets belonging

to Respiro, Inc. — a medical device company — due to limited value). The Court’s waiver or

modification of Section 2001(b) is also consistent with decisions from other courts considering
these issues. See, e.g., S.E.C. v. Kirkland, 2009 WL 1439087, at *3 (M.D. Fla. May 22, 2009)
(recommending approval of sale based on one appraisal); S.E.C. v. Billion Coupons, Inc., 2009
WL 2143531, *3 (D. Hawaii 2009) (authorizing sale without obtaining any appraisals given
sufficient safeguards).

Third, the Receiver asks the Court to dispense with the need for a hearing and to grant
this motion on the papers, assuming no party files an opposition necessitating a hearing and no
potential purchaser submits a “bona fide offer” necessitating a hearing. This will conserve the
parties’ and the Court’s resources. The Receiver will inform the Court whether any party has
submitted a “bona fide offer” promptly after completing the publication and notice
requirements of Section 2001(b). All (or almost all) of the Receiver’s motions to approve the
private sale of personal or real property in this action have been decided on the papers. For
example, when the Receiver sold the assets of Tradewind, LLC, the Court found that the
Receiver “had not received any bona fide offer as described in 28 U.S.C. § 2001(b) [and] ...
in lieu of a hearing on the [m]otion, the filing of the [m]otion in the Court’s public docket and
its publication on the Receivership’s website and in the Newnan Times Herald provided
sufficient notice and opportunity for any party to be heard in accordance with 28 U.S.C.
§ 2001(b).” Doc. 1110. The Receiver asks that the Court defer ruling on this motion until the
Receiver has filed a notice indicating whether any individual or entity submitted a “bona fide

offer” under the statute.

13
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CONCLUSION

For the reasons explained above, the Receiver respectfully requests the Court enter an

order in substantially the form as Exhibit 3:

1. Approving sale and transfer of the MCU and related assets to West Central on
the terms of the MCU PSA;

2. Approving the Receiver’s agreement with the Taxing Authorities;

3. Deeming the Class 1 claims submitted by the Taxing Authorities and the Class 2

claim submitted by Van Operating satisfied by the transactions described in this motion; and
4. After the closing of the transaction between Quest and West Central, relieving
the Receiver of all duties, obligations, and liabilities with respect to the MCU.

LOCAL RULE 3.01(G) CERTIFICATION

The undersigned counsel for the Receiver has conferred with counsel for the SEC and
is authorized to represent to the Court that the SEC has no objection to the relief sought herein.
The Receiver is also authorized to represent to the Court that West Central, Van Operating,
and the Taxing Authorities agree to the transactions set forth in this motion. A copy of this

motion is being served on a representative of each of those entities.

14
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CERTIFICATE OF SERVICE

I HEREBY CERTIFY that on this 21st day of August 2020, I electronically filed the
foregoing with the Clerk of the Court by using the CM/ECF system. I also served a copy of

the foregoing by email and U.S. Mail on the following nonparties:

Tara LeDay

McCreary Veselka Braggs & Allen, P.C.
700 Jeffrey Way, Suite 100

Round Rock, TX 78665

Email: Tara.LeDay@mvbalaw.com
Counsel for the Taxing Authorities

West Central Texas Petroleum Partners — MCU, LLC
c/o Momentum Operating Co., Inc.

P.O. Box 2439

224 S. Main Street

Albany, Texas 76430

Attn: Mike Parsons

Email: mike@momentumoperating.com

Email: prwahl@sbcglobal.net

Don Fitzgibbons

Van Operating Ltd.

216 Hill Street

Albany, TX 76430

Email: DFitzgibbons@VanOperating.com

s/Jared J. Perez

Jared J. Perez, FBN 0085192
jperez@wiandlaw.com

WIAND GUERRA KING P.A.

5505 West Gray Street

Tampa, FL 33609

Tel.: (813)347-5100

Fax: (813)347-5198

Attorney for Burton W. Wiand, as Receiver

15


mailto:Tara.LeDay@mvbalaw.com
mailto:mike@momentumoperating.com
mailto:prwahl@sbcglobal.net
mailto:DFitzgibbons@VanOperating.com
mailto:jperez@wiandlaw.com

Case 8:09-cv-00087-VMC-CPT Document 1439-1 Filed 08/21/20 Page 1 of 29 PagelD 30636

EXHIBIT 1
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relinquishment or forfeiture due to operations to which Seller is or was a non-consenting party.
Except as required by the Leases, there are no obligations to dri additional wells on the Properties
or to engage in any other operation known to the Seller.

() Taxes; Tax Partnership. A taxes based on or measured by the ownership
or value of a Property, the production of hydrocarbons from a Property or the receipt of proceeds
from a Property that have become due have been paid or resolved by the Order None of the
Properties are subject to an arrangement that is treated as a partnership for federal or state income
tax arposes, or for which a partnership tax return is required to be filed under Subchapter K,
Ch erl,Sub le A, ofthe Internal Revenue Code of 1986, as amended.

) No Suspense. Seller is timely receiving its share of proceeds from the sale
of oil, gas and other minerals produced from the Leases, wit ut suspense, counterclaim or setoff.

k) Payouts. There are no payout balances affec g Seller’s interests in 2
Properties that are not resolved by the Order.

) Imbalances. There is no production, pipeline, gathering, storage, processing
or other production-related overproduction, underproduction, overdelivery or underdelivery
affecting the Properties.

(m) Wellsand Equ ment. All Wells and Equipment producing or in use are in
an. zrable state of repair that is adequate for normal operations in accordance with past p1 tices,
ordinary wear and tear excepted. No Well is currently subject to a reduction in its allowable.
There are no shut-in wells on the Properties. Seller h  received no notice of Wells on the
Properties that have not been plugged in accordance with the Leases, Contracts, Surface Rights or
applicable Laws.

(n) Title. There are no known Title Defects affecting the Properties.

(0) Environmental. There are no known Environmental Defects affecting the
Properties.

(p) Operatic . Between June 15, 2020 and the date the Order appro 1g this
Agreement is entered, Seller has conducted operations on or related to the Properties in a manner
that would otherwise comply with Seller’s obligations in Section 4.1.

(@ Hedges. There are no options, swaps, collars, caps, floors, hedges or  nilar
contracts and arrangements that will be binding on the Prope es or Buyer after Closing.

) No Fees. Seller has incurred no ab ty for broker’s, finder’s, attorney’s,
accountant’s, investment banker’s, consultant’s, receiver’s or other fees related to this Agreement
or the Transactions for which Buyer will be liable.
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EXISTENCE OF HAZARDS, POLLUTANTS OR OTHER RISKS IN, ON OR UNDER THE
PROPERTIES OR THAT MAY BE ASSOCIATED WITH OWNI SHIP, OPERATION OR
USE OF THE PROPERTIES, (vii) ANY RESERVE REPORT, ENVIRONMENTAL REPORT,
OR OTHER DATA, INFORMATION OR INTERPRETATIO! ;3 RELATING TO T :
PROPERTIES, (viii) RESERVES, DECLINE RATES, EXPLORATION, DEVELOPMENT OR
RECOMPLETION POTEN (AL, HYDROCARBON PRICES, COSTS AND TAXES, AND (ix)
TITLE. BUYER WILL BE DEEMED TO HAVE CONDUC =D A CUSTOMARY
INSPECTION OF THE PHYSICAL CONDITION OF THE PROPERTIES BEFORE CLOSING.
EXCEPT AS EXPRESSLY STATED IN SECTION 3.1 WITH RESPECT TO MATTERS THAT
WOULD NOT AVE BEEN DISCLOSED BY A CUSTOMARY INSPECTION ANDIT THE
SPECIAL WARRANTY OF TITLE IN THE ASSIGNME. ~, THE PROPERTIES ARE
CONVEYED AS IS, WHERE IS, WITH ALL FAULTS AND IN THEIR CURRENT
CONDITIOl LOCATION AND STATE OF REPAIR AS OF THE EFFECTIVE DATE.

SECTION 4
PRE-CLOSING OBLIGAT S

4.1 Seller’s Obligations.

(a) Unless otherwise required by the terms of a Lease, Contract, Surface Right,
or by governmental authority, and to the extent consistent with reasonably prudent practices in the
oil and gas industry for the area and operation involved, from the date the O1 r is entered
approving this Agreement to the Closing Date, Seller wi

D continue to own and operate the Properties in substantially the same
manner that it previously owned and operated the Properties;

2) maintain in force licenses, permits and authorizations of
governmental aut rity, and insurance that is now in force with respect to the Properties;

3 upon its receipt of actual no e, promptly notify Buyer of any claim,
demand, casualty or condemnation affecting the Properties, or against Seller arising out of its
ownership, operation or use of the Properties;

@) make payments that Seller is obligated to make in connection with
the Properties as they become due, except for costs and expenses Seller contests in good faith and
the Gas Royalties, and otherwise comply with the ter s of the Leases, Contracts and Surface
Rights; and

5) reasonably cooperate with Buyer in connection with Buyer’s
performance of its obligations and other actions under is Agreement.



Case 8:09-cv-00087-VMC-CPT Document 1439-1 Filed 08/21/20 Page 10 of 29 PagelD 30645



Case 8:09-cv-00087-VMC-CPT Document 1439-1 Filed 08/21/20 Page 11 of 29 PagelD 30646

SECTION 5
CONDITIONS TO CLOSING

5.1 Seller’s Conditions. Seller’s obligations at Closing are subject, at Seller’s option,
to the satisfaction on or before the Closing Date of the following conditions (materiality w  be
determined in the context of the entire transaction contemplated by this Agreement):

€) The Co  has entered an Order substantially containing the terms cont: ed
in the order attached to this Agreement as Exhibit B, the Order has become final and non-
appealable, and all other action has occurred that is required in the Nadel Case, the Onest
Receivership and under applicable Law to authorize and give full effect to this Agreement an he
Tra actions, including compliance with 28 USC § 2001(b) and non-receipt of a Bona Fide Offer.

(b)  All of Buyer’s representations are true in all materi: -espects as of Clo 1g.

©) Buyer has performed or complied with, in all material respects, the
obligations in this Agreement th: Buyer was required to perform or com] ’ with on or before the
Closing Date.

(d)  Except for matters not customarily obtained before a closing, Seller has
receive :vidence, in form satisfactory to its counsel, that all material permits, consents, ap] wals,
licenses, qualifications and orders required by governmental authority, the Leases, Contracts or
Surface Rights to be obtained before Closing have been obtained or waived.

(e) There is no Proceeding pending or threatened seeking to restrain or prohibit
this Agreement or the Transactions or to obtain material damages from Seller arising out of this
Agreement or the Transactions.

5.2  Buyer’s Conditions. Buyer’s obligations at Closing are subject, at Buyer’s option,
to the satisfaction on or before the Closing Date of ¢ following conditions (materic y will =
determined in the context of the entire transaction contemplated by this Agreement):

(a) The Court has entered an Order substantially containing the terms contained
in the order attached to this Agreement as Exhibit B, the Order has become final and non-
appealable, an all other action has occurred that is required in the Nadel Case, the Q st
Receivership and under applicable Law to authorize and give full effect to this Agreement and the
Transactions, including compliance with 28 USC § 2001(b) and non-receipt of a Bona Fide Offer;

(b)  All of Seller’s representations e true in all material respects as of Clor g.
(©) Seller has performed or complied with, in all material respects, the

obligations in this Agreement that Seller was required to perform or comply with on or before the
Closing Date.

10
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(d) Except for matters not customarily obtained before a closing, Buyer has
received evidence, in form satisfactory to its counsel, thata material permits, consents, approvals,
licenses, qualifications and orders required by governmental authority, the Leases, Contracts or
Surface Rights to be obtained before Closing have been obtained or waived.

(e) There is no material Proceeding pending or threatened seeking to restrain
or prohibit this Agreement or the Transactions or to obtain material damages from Buyer arising
out of this Agreement or the -ansactions.

() The Properties are free of Title Defects and Environmental Defects.

(g) Since June 15, 2020, no portion of a Property has been damaged or
destroyed by fire, wind or other casualty, or taken under the right of eminent main.

(h) Since June 15, 2020, no undisclosed Material Adverse Condi n has arisen
or occurred. “Material Adverse Condition™ is any fact, condition, or event that, individually or in
the aggregate, reduces the total value of the Properties by more than $10,000.00, excluding facts,
condi ns, or events arising out of general changes in hydrocarbon prices, general changes in the
oil and gas industry, general economic conditions, general political conditions, general changes in
Laws or regulatory policy, and matters related to the Covid-19 pandemic.

SECTION 6
CLOSING

6.1 Closing Date. The consummation of the Transactions (“Closing™) will occur at
Buyer’s office in Albany, Texas at 10:00 a.m., local time on the first Business Day following 30
days after the Court has entered the Order contemplated by this Agreement, or any other date and
time mutu: y agreed by the Parties (“Closing Date™). A “Business Day” is Monday through
Friday, exclu 1g any day on which the First National Bank of Albany, Texas closed for
business.

6.2  Closing Obligations. At ( )sing, the following will occur, each being a condition
to the others and each being deemed to have occurred simultaneously:

(a) Seller and Buyer will execute the Assignment and Seller wi deliver it to
Buyer, together with all forms required by governmental authoritv in connection with the
Transactions (as between the Parties the terms of the Assignment w  control over the terms of
any governmental form);

(b) Seller Buyer will execute a closing statement, and Buyer will de rer
the Cash Consideration to Se by wire transfer, as directed by Seller.

11
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(©) Seller will execute transfer orders or letters-in-lieu on forms prepared by
Buyer and satisfactory to Seller recting purchasers of production to make payment to Buyer as
contemplated by this Agreement.

(d Seller will deliver releases of all Liens affecting the Properties other than
the Van Operating Lien, including Liens held by the First National Bank of Albany, Texas. Se -
will also deliver a tax certificate showing that there are no ad vi 1| taxes, penalties and interest
assessed against the Properties by Shackelford County, Texas taxing authorities for tax year 2019
and prior years.

(e) Sc ar will deliver exclusive possession of the Properties to Buyer.

® Buyer’s Affiliate, Momentum Operating Co., Inc., will assume operations
on Properties that Seller or an Affiliate operates, and Seller, its Affiliate, Buyer and Momentum
Operating Co., Inc. will execute all forms and other documents required by governmental autho vy
in connection with the transfer of operations on Properties that Se r or an Affiliate operates.

69} Buyer will be deemed to have accepted responsib ty for suspended funds
held by S¢ er that are attributable to the Properties to the extent the funds are transferred to Buyer
at Closing.

(h) Seller w  deliver an executed statement describe in Treasury Regulation
§1.1445-2(b)(2) certifying that Seller is not a foreign person within the meaning of the Internal
Revenue Code of 1986, as ame led.

1 Buyer wi deliver a certificate certifying that the conditic  stated in
Section 5.1(b), (c) and (e) have been satisfied. Seller will deliver a certificate executed by an
authorized officer certifying that the conditions stated in Section 5.2(b), (¢) and (e) have been
satisfied.

SECTION 7
TERMINATION AND BREACH

7.1 Termina m. This Agreement and the Transactions may be terminated before
Closing in the following situations; however, a Party does not have e right to terminate this
Agreement if the Party is then in material breach of this Agreement that causes 2 conditions to
the obligations of the other Party to have not been satisfied:

(a) by Seller if the conditions contained in Section 5.1 and Section 6.2 are not
satisfied or waived as of the Closing Date; or

® by Buyer if the conditions contained in Section 5.2 and Section 6.2 are not
satisfied or waive 1s of the Closing Date, or if Closing has not occurre on or before October 30,
2020.

12
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8.4  Further Assurances. After Closing or termination, Seller and Buyer will promptly
execute and deliver such instruments and take other action as may be necessary or advisable to
carry out the purposes of this Agreement.

8.5  Assumed Obligations and Retained Obligations. Subject to the exceptions
described in this Section 8.5, if Closing occurs Buyer will be deemed to have assumed and will
perform and discharge all of Seller’s duties, obligations and liabilities (i) that are attributable to
acts, omissic , conditions or events that occur on or after the Effective Date under the Leases,
Contracts or Surface Rights listed on Exhibit A, and under applicable Laws affecting the
Pronerties, (ii) that arise before or after the Effective Date to plug, abandon, remove and « pose
of i  Wells and Equipment in compliance with Leases, Contracts or Surface Rights listed on
Exhibit A, and applicable Laws, (iii) to pay the remaining principal and interest due under the Van
Operating Lien, (iv) to pay the Gas Royalties to the appropriate royalty owners in the Properties.
(v) to pay ad valorem taxes assessed against the Properties for tax year 2020 and later years, a
oth- property, severance, production or ! nilar taxes and assessments accruing to the Properties
after the Effective Date based on the ownership or value of property, or the quantity or value of
production, together with any interest, fine, penalty or a :ions to tax or fees imposed in
connection with such taxes and assessments, and (vi) to properly account for suspended fun  at
are transferred to Buyer at Closing (“Assumed Obligations”). Notwithstanding anything is
Agreement, the Assignment or arising by operation of Law to the contrary, Assumed Obliy  ns
do not include an Buyer does not assume or agree to pay, perform or discharge any Claims, as
defined below, arising out of or related to:

(a) matters that are barred or discharged by the Order, or that are otherwise
barred or discharged in connection with the Nadel Case or the Quest Receivership;

(b) personal or bodily injury, illness or death, or property damage attributable
to acts or omissions of any Person other than Buyer or its Affiliates.

() Seller’s or an Affiliate’s violation of Laws;

(d) Environmental Laws to the extent attributable to acts or omissions of any
Person otherth  Buyer or its Affiliates, or to the extent attributable to conditions or events arising
or occurring before the Effective Date;

(e) goods or services acquired by or furnished to any Person other 1an Buyer
or its Affiliates;

® except for the obligation to pay the Gas Royalties, nonpayment or incorrect
payment to royalty, working interest and other owners for their shares of production attributable
to the Properties before the Effective Date;

(g)  joint interest and similar audits attributable to periods before the Effective
Date;
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) any Proceeding, including the Nadel Case and the Quest Receivership, that
involves the acts or omissions of Seller or its Affiliates;

(i) Seller’s or an Affiliate’s employment, independent contractor or fiduciary
relationships, including any employee benefit plans;

(i costs and expenses incurred by Seller or an Affiliate arising out of 1is
Assignment or 2 Transactions;

k) all of Seller’s and its Affiliates” income, capital gains and franchise taxes,
and other federal, state and local taxes unless such other taxes are expressly assumed by Buyer in
this Section 8.5;

Q) to any Affiliate of Seller, lender to Seller or an Affiliate, equ  interest
owner in Seller or an Affiliate, or receiver, creditor, claimant, party or other intereste ‘erson in
the Nadel Case or the Quest Receivership;

(m)  Seller’s and its Affiliates’ general & | administrative expenses and
overhead; and

(n) indemnification, defense, contribution, or reimbursement with respect to
matters described 1 (a) through (m) above.

Except as expressly assumed by Buyer in clauses (ii), (iii), (iv), (v) and (vi) of the
first paragraph of this Section 8.5, Buyer does not assume, and Seller retains and will timely pay,
perform and discharge, all of Seller’s duties, obligations and liabilities arising out of or related to
ownership, operation or use of the Properties that are attributable to acts, omissions, conditions or
events that arose or occurred before the Effective Date (“Retained Obligations™).

SECTION 9
MISCELLANEOUS

9.1 itices. All notices contemplated by this Agreement will be effective upon receipt
if personally delivered, if mailed by registered or certified mail, or by confirmed overnight delivery
service, postage prepaid, if directed to the Parties as follows:

To Se Burton W. Wiand, Receiver for Quest Energy Management Group, Inc.
c/o Wiand Guerra King P.A.
5505 Gray Street
Tampa, lorida 33609
Attn: Jeffrey C. Rizzo
813347 5123
JRizzo@Wiandlaw.com

15
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) Buyer: West Central Texas Petroleum Partners — MCU, LLC
c/o Momentum Operating Co., Inc.
P.O. Box 2439
224 S. Main Street
Albany, Texas 76430
325.762.2366
Attn: M e Parsons
Email: mike@momentumoperating.com

A Party may give written no e of a change in the address or contact for notice purposes.

9.2  Expenses; Fees. All fees, costs and expenses incurred y the Parties re  tec ) this
Agreement and the Transactions will be paid by the Party that incurred them.

9.3  Amendment; Waiver. The provisions of this Agreement may be altered, amended
or waived ot ' by a written agreement containing an express statement to that effect, spec cally
describing the section being amen executed by the Party to be charged. No waiver of any
provision of this Agreement or any other right or interest of a Party will be a continuing waiver of
the provision, right or interest. Nothing in this Agreement or in any other action taken by a Party
is intended to ratify, revive or recognize any right, title or interest that is otherwise ineffective or
unenforceable.

9.4  Assignment. - ) Party may assign or otherwise transfer or encumber all or any
portion of its rights or delegate all or any portion of its duties under this Agreement. For purposes
of this Section 9.4. a change of control of a Party through acquisition, merger, consc dation or
otherwise will be emed to be a transfer. Actions in breach of this Section 9.4 will be voi s to
the other Party. There are no consents required or other restrictions, limitations or prohibitions
applicable to conveyances, encumbrances or other transfers of all or any portion of the Properties
after Closing.

9.5 Conditions. The inclusion in this Agreement of conditions to the Parties’
obligations at Closing are not covenants of any Party to satisfy the conditions to the other Party’s
obligations at Closing.

9.6 Headings. Headings are for convenience only and do not affect the terms of this
Agreement.

9.7  Counterparts. This Agreement may be executed in counterparts, each of which
will be an original and which, taken together, will constitute one Agreement. T arties may
execute this Agreement by an exchange of signed, scanned and emailed copies ¢ = identical
Agreement.

9.8 References; Including; Will. References and defined terms include the masculine,
feminine, : tlar and plural forms of the words sed. Where the terms “including”a . “ir  ¢”
are associ with a list, the terms will also mean * cluding, without limitation” and “i1 le,

16
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without limitation.” Provisions that a Person “will” or “will not” take an action obligate the Person
to take the action or to not take the action.

9.9 Governing Law; Ven :; WAIVER OF JURY TRIAL. The substantive Laws of
the State of Texas will governtl  Agreement and the Transactions, without giving effect to any
substantive Law that might requ : application of the Law of another jurisdiction. All disputes
arising out of this Agreement w  be exclusivc - litigated as a summary proceeding before the
Court in the Nadel Case, in Hillsborough County, Florida, to the exclusion of any other court, and
the Parties irrevocal  submit to the ex: 1sive jurisdiction of the Court in any Proceeding arising
out of this Agreement. The F ties irrevocably waive any objection to venue in the Court an any
claim that the Proceeding has been brought in an inconvenient forum. A final judgment in such a
Proceeding will be conclusive and may be enforced in any other irisdiction by suit on the
judgment or in any other manner pr ~ ed by applicable Law. THE PARTIES IRREVOCABLY
WAIVE TRIAL BY JURY INA  ACTIO! ARISING UNDER THIS AGREEMENT.

9.10 Entire Agreement. This Agreement is the entire understanding between Seller and
Buyer concerning the subject matter of this Agreement. This Agreement supersedes all
negotiations, discussions, 1 resentations, warranties, covenants, agreements and understandings,
whether oral or written, concerning the subject matter of this Agreement, including all letters or
expressions of intent.

9.11 Binding Effect; Parties. This Agreement is not binding on or enforceable by either
Party until it is actually signed by bo Parties in the signature lines of this Agreement and
approved by the Court in the Order. Once signed and approved, this Agreement will be binding
on: 1 will inure to the benefit of Seller and Buyer and, except where prohibited, their successors,
legal representatives an assigns. Except as expressly provided in this Agreement, no Person or
governmental authority other than a Party is intended to have any legal or equitable benefits, rights
or remedies un r this Agreement. Except as expressly provided in this Agreement, there are no
stipulations, admissions, waivers or releases arising out of this Agreement that may be asserted or
enforced by any Person or governmental authority other than a Party.

9.12 Incorporation. All Exhibits attached to this Agreement are incorporated into this
Agreement for all purposes.

9.13 Severance. Ifany provision of this Agreement isille; > unenforceable, the other
terms of this Agreement will remain in effect and this Agreement wi 3 construed as if the illegal
or unenforceable provision had not been included.

9.14 Interest. Interest will accrue on all amounts due a Party under this Agreement,
from the date a ayment is due until paid, at the lesser of (i) 8% per annum, or (ii) the maximum

non-usurious rate allowed by Texas law.

9.15 Time of the Essence. Time is of the essence of this Agreement.

17
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9.16 Joint Drafting. This Agreement will be deemed to be drafted by both Parties and
will not be construed on the basis of a Party’s role in drafting this Agreement.

9.17 No Merger. "~ 2 terms of this Agreement survive Closing and execution of the
Assignment. The Parties do not intend that their rights, obligations or liabilities under this
Agreement merge into the Assignment or be extinguished.

Seller: Buyer:
Quest Energy Management Group, Inc., West Central Texas Petroleum Partners —
d/b/a Quest I [G, Inc. Ltd. MCU. LLC. by Mamentim Nnarating Co.,

Inc., 1

By By:___

DULLUIL VV. VY 1alll, INCLCIVCL . Parsons, President
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Executed and effective as of 7:00 a.m. local time on , 2020 at the
location of the Leases (“Effective Date™).

Quest Energy Management Group, Inc., West Central Texas Petroleum Partners -
d/b/a Quest EMG, Inec. Ltd. MCU, LLC, by Momentum Operating Co.,
Inc., Manager

By: By:
Burton W. W n Receiver Michael J. Parsons President
STATE OF FLORIDA
COUNTY OF
This instr1 1ent was executed before me on , 2020, by Burton W.

Wiand, in his capacity as Receiver for Quest Energy Management Group, Inc., a Delaware
corporation, in Case No. 8:09-cv-0087-T-33CPT, Securities and Exchange Commission v. Arthur
Nadel, et al., United States District Court, Middle District of Florida, Tampa ‘ivision, on behalf
of the corporation.

Notary Public, State of Florida

STATE OF TEXAS
COUNTY OF SHACKELFORD

This instrument was executed before me on , 2020, by Michael J.
Parsons, President of Momentum Operating Co., Inc., acting in its capacity as Manager of West
Central Texas Petroleum Partners — MCU, LLC, a Texas limited liability company, on behalf of
the limited liability company.

Notary Public, State of Texas
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EXHIBIT A

Assignment of Oil and Gas Leases
dated , 2020, from Quest Energy Management Group, Inc.
to West Ce ral Texas Petroleum Partners —- MCU, LLC

LEASES:

/ oil, gas and mineral leases described in Section [ and/or covering lands described in Section
of Exhibit A to Assignment and Bill of Sale dated January 1, 2007, from Musselman Petroleum
and Land Company to Quest Energy Management Group, Inc., recorded at Volume 517, Page 717,
Official Public Records, Shackelford County, Texas

WELLS:

API# WELL LEASE FIELD

41739256 251H MUSSELMAN CADDO UNIT MUSSELMAN CADDO
41736736 251 MUSSELMAN CADDO UNIT MUSSE VAN CADDO
41735559 260 MUSSELMAN CADDO UNIT MUSSELMAN CADDO
41735202 280 MUSSELMAN CADDO UNIT MUSSELMAN CADDO
41735201 282 MUSSELMAN CADDO Ut MUSSELMAN CADDO
41735185 274 MUSSELMAN CADDO Ut MUSSELMAN CADDO
41734879 273 MUSSELMAN CADDO UNIT MUSSI MAN CADDO
41734834 272 MUSSELMAN CADDO UNIT MUSSELMAN CADDO
41733443 290 MUSSELMAN CADDO UNIT MUSSELMAN CADDO
41733405 271 MUSSELMAN CADDO UNIT MUSSELMAN CADDO
41700947 250 MUSSELMAN CADDO UNIT MTUJSSELMAN CADDO
41780017 281 MUSSELMAN CADDO UNIT 1 JSSELMAN CADDO
41732413 2911 MUSSELMAN “29” SHACKELFORD CO REGULAR
CONTRACTS:

Unit Agreement for the ! 1sselman Caddo Unit dated January 1, 1985. executed by Westland Oil
Development Corporation et al., recorded at Volume 314, Page  Official P1 lic Records,
Shackelford County, Texas, together with all related revisions, e ‘gements, ratifications and
amendments, and the U it Op 1 g Agreement for the Musselman Caddo Unit dated January 1,
1985, as amended

Gas Purchase Agreement No. 025173 dated April 1, 2014, between Quest EMG, Inc. and Targa
Midstream Services, as amended
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EXCLUDED VEHICLES AND TRAILERS:

Big Tex 30’ pipe trailer

Maxey 20° utility trailer

Maxey 12’ utility trailer

Big Tex 22° Goos :ck flatbed trailer

GMC 2-ton winch truck

1993 International 2-ton water truck w/40 bbl tank
John Deere model 2 )B Backhoe

Volvo Model MC70B Skid Steer

383
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“Motion”) (Dkt. ) filed on , 2020. No parties or creditors have filed an objection to
the Motion.  on due consideration of the Receiver’s powers as set forth in the Order Appointing
Receiver (Dkt. 8), the Orders Reappointing Receiver (Dkts. 140, 316, 493, 935, and 984), and
applicable law, is ORDERF AND ADJUDGED that the Motion is GRANTED. The Court
finds that the transaction reflected in the Purchase and Sale Agreement attached to the Motion as
Exhibit __ is in the best interest of the Quest Estate for the reasons detailed in the Motion. The
Court also finds that the Motion includes sufficient grounds for waiving the appraisal requirements
of 28 U.S.C. § 2001(b), given the Valuation attached to the Motion as Exhibit . In lieu of a
hearing on the Motion, the Court finds that the ling of the Motion in the Court’s ¢ docket,
its publication on the Receiver’s website, and the publication of the terms of s transaction in
accordance v 128 U.S.C. § 2001(b) provided sufficient notice and opportunity for any interested
party to be heard.

The Court specifically approves the sale of the Properties of Quest Energy Management
Group, Inc. to West Central Texas Petroleum Partners — MCU, LLC as defined in and on the terms
of the Purchase and Sale Agreement attached to the Motion as Exhibit . The Receiver is
her. / directed to convey all of the right, title and interest of Quest Energy Manag 1ent Group,
Inc. in the Properties to West Central Texas Petroleum Partners — MCU, LLC pursuant to the
Purchase and Sale Agreement, free and clear of all claims, liens, sec ity interests, and other
encumbrances, except for the Assumed Obliga ns defined in the P ase and Sale Agreement.
With the exception of the Assumed Obligations, any other claims, liens, security interests or other
encumbrances, including tax liens and any taxes, penalties, interest or fees due for tax years before
2020, on the Pr¢ crties transferred | rsuant to the Purchase and Sale Agreement ¢ being resolved

-ough this o1 r and the tax agreement attached to the I tion as Exhibit [__] or have been
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resolved in a prior claims proceeding before this Court. (Dkt. 1406). With the exception of the
Assumed Obligations, West Central Texas Petroleum Partners — MCU, LLC shall not be
responsible for any claims, liens, security interests or other encumbrances, including tax liens,
property taxes, penalties or interest assessed for any tax year before 2020. All past due obliga ins
for gas royalties attributable to the Properties shall be satisfied by West Central Texas Petroleum
Partners — MCU, LLC, up to the amount of $43,456.79, as providc the Motion and the Purc se
and Sale Agreement.

Furthermore, Quest Energy Management Group, Inc.’s rights, titles, interests, and
obligations in the Properties, incluc g under the various oil and gas leases among the Properties,
as more par  arly described in and contemplated by the Mo i and Purchase and Sale
Agreement, are hereby assigned and transferred to West Central Texas etroleum Partners — MCU,

LC on the terms of the Purchase and Sale Agreement.

DONE and ORDERED in chambers in Tampa, Florida this day of ,
2020.

UNITED STA =S DISTRICT JUDGE
COPIES FUR HED TO:
Counsel of Rec

(V3]
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EXHIBIT C
Purchase and Sale Agreement dated August 19, 2020

between Quest Energy Management Group, Inc. and
West Central Texas Petroleum Partners —- MCU, LLC

EXCEPTIONS TO SELLER’S REPRESENTATIONS

3.1(m) The following wells on the Properties are shut-in: #251, #271, #273, #280, #282, #290,
and #0251H.
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EXHIBIT 2
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AGREEMENT FOR RESOLUTION OF TAX CLAIMS

This Agreement entered into this 18th day of August 2020 is an Agreement to
resolve tax claims between the Brown County Appraisal District, the Callahan County
Appraisal District, the Guadalupe County Appraisal District, the Shackleford County
Appraisal District, and the Denton County Appraisal District (the “Taxing Authorities”)
and Quest Energy Management Group, Inc. (“Quest”), a company that is in Receivership
pursuant to an order of the United States District Court for the Middle District of Florida.

WHEREAS, on June 16, 2019, an agreement was entered into between Quest and
the Taxing Authorities to resolve claims that had been made in the Quest Receivership;

WHEREAS, the agreement was made with the anticipation that a separate
agreement that had been entered into by the Receiver and a purchaser of Quest’s leases
would provide money to fund the satisfaction of the Taxing Authorities’ claims;

WHEREAS, the purchaser of the Quest’s leases subsequently failed to perform
under the purchase agreement;

WHEREAS, by order of the United States District Court for the Middle District of
Florida, all of the leases with respect to the “Hatchett Ranch” were terminated, and the
remaining properties suffered a significant decrease in oil prices and production;

WHEREAS, due to these challenges, Quest is no longer able to operate as a viable
entity, and thus Quest does not have funds to satisfy the claims that were approved by the

court in the Securities and Exchange Commission v. Arthur Nadel, Case No. 8:09-cv-0087-

VMC-CPT (Md. Fla.), which circumstances also make it unlikely that any significant
revenues from Quest’s operations or the sale of assets will become available;
WHEREAS, the Receiver has negotiated resolutions of claims of the preferred

status in the Receivership in order to provide an equitable distribution of the remaining
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assets of Quest and has entered into an agreement to assign a certain lease that Quest
retains;

WHEREAS, this agreement, which is part of the resolution of the Receivership and
the preferred claims against Quest, will result in cash proceeds to Quest of $50,000;

WHEREAS, the parties wish to resolve the claims between the Taxing Authorities
and Quest;

NOW THEREFORE, it is agreed between the Taxing Authorities and Quest that:

1. Upon the completion of an agreement between a new operator and Quest to
operate certain of the Quest leases, Quest will pay to the Taxing Authorities the cash sum
of $50,000.

2. The Taxing Authorities will be responsible for allocating the amount amongst
themselves. Upon receipt of those funds by the Taxing Authorities, all claims of the Taxing
Authorities will be deemed satisfied, and the new operator will be responsible for taxes due
with respect to the leases for 2020.

3. After the execution of this Agreement, the Receiver shall promptly request
the Court to approve this Agreement and other related agreements to bring this matter to a
conclusion. Obligations of this Agreement are conditioned on Court approval.

4. The Taxing Authorities and the Receiver understand and agree that each
party shall bear its own costs and attorneys’ fees incurred in the resolution of this matter.

5. The Receiver and the Taxing Authorities agree that this Agreement shall be
governed and enforceable under the laws by the State of Florida in the United States

District Court for the Middle District of Florida, Tampa Division.
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6. The Receiver and the Taxing Authorities agree that electronically
transmitted copies of signature pages will have full force and effect of original signed
pages;

7. The undersigned counsel for the Taxing Authorities represents that she has
the authority to execute this Agreement and enter into the settlement of claims on behalf
of each Taxing Authority; and

In witness whereof, the parties have set their hands as of the dates indicated.

For the Taxing Authorities: Quest Energy Management Group, Inc.:
s/ Tara LeDay By: /pr«& %./C
(Authorized Electronic Burton W. Wiand

Signature) Receiver

Date: August 18, 2020 Date: 8-18-2020
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UNITED STATES DISTRICT COURT
MIDDLE DISTRICT OF FLORIDA

TAMPA DIVISION

SECURITIES AND EXCHANGE
COMMISSION,

Plaintiff,
V.
ARTHUR NADEL,
SCOOP CAPITAL, LLC,
SCOOP MANAGEMENT, INC.,

Defendants. CASE NO.: 8:09-cv-0087-T-33CPT

SCOOP REAL ESTATE, L.P.,

VALHALLA INVESTMENT PARTNERS, L.P.,
VALHALLA MANAGEMENT, INC.,
VICTORY IRA FUND, LTD,

VICTORY FUND, LTD,

VIKING IRA FUND, LLC,

VIKING FUND, LLC, AND

VIKING MANAGEMENT, LLC.

Relief Defendants.
/

ORDER

Before the Court is the Receiver’s Motion To (1) Sell The Interest Of Quest Energy
Management Group, Inc. In The Musselman Caddo Unit To West Central Texas Petroleum
Partners-MCU, LLC; (2) Resolve The Claims Of Van Operating, Ltd.; (3) Resolve The Claims Of
The Texas Taxing Authorities; And (4) Provide For Payment Of Unpaid Gas Royalties (the
“Motion”) (Dkt. ) filed on August 21, 2020. No parties or creditors have filed an objection to
the Motion. Upon due consideration of the Receiver’s powers as set forth in the Order Appointing
Receiver (Dkt. 8), the Orders Reappointing Receiver (Dkts. 140, 316, 493, 935, and 984), and

applicable law, it is ORDERED AND ADJUDGED that the Motion is GRANTED. The Court
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finds that the transaction reflected in the Purchase and Sale Agreement attached to the Motion as
Exhibit 1 is in the best interest of the Quest Estate for the reasons detailed in the Motion. The
Court also finds that the Motion includes sufficient grounds for waiving the appraisal requirements
of 28 U.S.C. § 2001(b), given the Valuation attached to the Motion as Exhibit 4. In lieu of a
hearing on the Motion, the Court finds that the filing of the Motion in the Court’s public docket,
its publication on the Receiver’s website, and the publication of the terms of this transaction in
accordance with 28 U.S.C. § 2001(b) provided sufficient notice and opportunity for any interested
party to be heard.

The Court specifically approves the sale of the Properties of Quest Energy Management
Group, Inc. to West Central Texas Petroleum Partners — MCU, LLC as defined in and on the terms
of the Purchase and Sale Agreement attached to the Motion as Exhibit 1. The Receiver is hereby
directed to convey all of the right, title and interest of Quest Energy Management Group, Inc. in
the Properties to West Central Texas Petroleum Partners — MCU, LLC pursuant to the Purchase
and Sale Agreement, free and clear of all claims, liens, security interests, and other encumbrances,
except for the Assumed Obligations defined in the Purchase and Sale Agreement. With the
exception of the Assumed Obligations, any other claims, liens, security interests or other
encumbrances, including tax liens and any taxes, penalties, interest or fees due for tax years before
2020, on the Properties transferred pursuant to the Purchase and Sale Agreement are being resolved
through this order and the tax agreement attached to the Motion as Exhibit 2 or have been resolved
in a prior claims proceeding before this Court. (Dkt. 1406). With the exception of the Assumed
Obligations, West Central Texas Petroleum Partners — MCU, LLC shall not be responsible for any
claims, liens, security interests or other encumbrances, including tax liens, property taxes, penalties

or interest assessed for any tax year before 2020. All past due obligations for gas royalties
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attributable to the Properties shall be satisfied by West Central Texas Petroleum Partners — MCU,
LLC, up to the amount of $43,456.79, as provided in the Motion and the Purchase and Sale
Agreement.

Furthermore, Quest Energy Management Group, Inc.’s rights, titles, interests, and
obligations in the Properties, including under the various oil and gas leases among the Properties,
as more particularly described in and contemplated by the Motion and Purchase and Sale
Agreement, are hereby assigned and transferred to West Central Texas Petroleum Partners — MCU,
LLC on the terms of the Purchase and Sale Agreement.

DONE and ORDERED in chambers in Tampa, Florida this day of ,
2020.

UNITED STATES DISTRICT JUDGE
COPIES FURNISHED TO:
Counsel of Record
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ASSET VALUATION

Quest EMQG, Inc.

COMPLETED BY:

Jordan Taylor Buckingham

Petroleum Engineer
University of Texas at Austin
Cockrell School of Engineering
05/18/19
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SUMMARY

This document has been prepared to estimate the value of assets provided on an Exhibit “A” describing the assets
of Quest EMG, Inc., holding TX RRC Oil and Gas Operator Number 684615. The final valuation amounts on
this report were calculated using decline curve analysis on producing leases using historical production data from
the TX Railroad Commission (RRC), historical WTI oil and gas pricing, operations expense data from Quest

EMG, Inc., and known standard operation well costs in RRC District 7B.
Generally, production revenue estimates for the sale of oil and gas leases are projected as 36 months, 42 months,

or 48 months of net profit. After analysis, I estimate the total value of the assets of Quest EMG, Inc. described on

mentioned Exhibit “A” as the value described in Table 1 below. This is based on 48 months of net profit.

TABLE 1

QUEST EMG, INC ASSET VALUATION
Projected Value of Assets | §  964,457.54

In summary, while there is promising production and revenue potential in these leases, they bring with them a
tremendous amount of operations expense and plugging liability due to the number of wells involved and the ratio
of producing wells to non-producing wells. The following pages will describe in detail how this valuation was
calculated. This report includes valuations of 36 months, 42 months, and 48 months. Generally, 48 months of net

profit is considered an excellent value for the seller.
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LEASE ANALYSIS

The first step was to take all of the leases and pull production data on each from the Texas Railroad Commission

website. Upon evaluation of nineteen separate leases, I found that only five showed recent production data. Most

that showed previous production data showed no production numbers in the past five years. Table 2 below

provides the production status of each lease.

TABLE 2
LEASE NUMBER | LEASE NAME BY TX RRC WELL NUMBERS PRODUCTION STATUS | LAST PRODUCTION DATA | NUMBER OF WELLS
00292 HENRY, MACK 3,7,13 PRODUCING February-19 3
22957 MUSSELMAN CADDO UNIT | 250, 251, 260, 271, 272, 273, 274, 280, 282, 290 PRODUCING February-19 10
25905 COLLIER, V H. 1 PRODUCING February-19 1
25964 V.H."B" 1 PRODUCING February-19 1
28136 KILGORE, E.P. K-100 2,3,7 PRODUCING February-19 3
00222 KILGORE, E. P. 9,10, 12, 13,16, 17,20 NOT PRODUCING January-13 7
25003 KILGORE, J.C. "A" 01AW, 1Q, 2Q, Al NOT PRODUCING November-06 4
18449 KILGORE "B" 2,5,9, W1 NOT PRODUCING May-13 4
21979 SHULTS, HOLLIS "B" 10 NOT PRODUCING August-12 1
26252 KILGORE, E. 6 NOT PRODUCING NONE 1
26390 KILGORE, E. P. "F" 2,3A NOT PRODUCING November-06 2
26581 ARMSTRONG, ROY 15 NOT PRODUCING December-10 1
26589 KILGORE, J.C. "B" 1 NOT PRODUCING NONE 1
26752 KILGORE "G" 1,3,4 NOT PRODUCING NONE 3
27628 K&Y"A" 1 NOT PRODUCING May-13 1
28567 K&Y-A- 2,5 NOT PRODUCING August-12 2
29782 SNYDER RANCH 1 NOT PRODUCING August-11 1
017788 MUSSELMAN CADDO UNIT 281 NOT PRODUCING May-07 1
241787 MUSSELMAN "29" 291) NOT PRODUCING April-08 1

After speaking with the asset management team and production superintendent, I found that the production was

coming from ten active wells in the five producing fields.

DECLINE CURVE ANALYSIS

I pulled production data on each lease and completed a decline curve analysis on the five which showed

production data. The following charts show the production plot and plotted exponential decline curve of each of

the five producing properties.
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Looking at the historical data on the HENRY, MACK (LEASE #00292), I found oil production, but no gas

production. I chose a starting point of September 2013 for the decline curve analysis. You can see on the chart

the likely trend for the production to continue 48 monthly periods into the future.
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Looking at the historical data on the MUSSELMAN CADDO UNIT (LEASE #22957), I found both oil and gas
production. I chose a starting point of September 2014 for the decline curve analysis on the oil and also September

2014 for the decline curve analysis on the gas. You can see on the charts the likely trend for the production to
continue 48 monthly periods into the future.
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OIL PRODUCTION - MUSSELMAN CADDO UNIT (LEASE #22957)
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GAS DECLINE MUSSELMAN CADDO UNIT (LEASE #22957)
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Looking at the historical data on the COLLIER, V. H. (LEASE #25905), 1 found oil production, but no gas

production. I chose a starting point of April 2014 for the decline curve analysis. You can see on the chart the

likely trend for the production to continue 48 monthly periods into the future.
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OIL DECLINE COLLIER, V. H. (LEASE #25905)
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Looking at the historical data on the COLLIER, V. H. "B" (LEASE #25964), I found oil production, but no gas

production. I chose a starting point of January 2014 for the decline curve analysis. You can see on the chart the

likely trend for the production to continue 48 monthly periods into the future.
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OIL DECLINE COLLIER, V. H. "B" (LEASE #25964)
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Finally, looking at the historical data on the KILGORE, E.P. K-100 (LEASE #28136), I found oil production, but

no gas production. I chose a starting point of February 2014 for the decline curve analysis. You can see on the

chart the likely trend for the production to continue 48 monthly periods into the future.
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OIL DECLINE KILGORE, E.P. K-100 (LEASE #28136)
80
70
60
50
40
30
20
10

y = 7E+20e0.001x

Feb-14
May-14
Aug-14
Nov-14

Feb-15

May-15
Aug-15
Nov-15
Feb-16
May-16
Aug-16
Nov-16
Feb-17
Nov-17
Feb-18
May-18
Aug-18
Nov-18

NET REVENUE ANALYSIS

With the decline curve analysis complete, I was able to extrapolate into the future to estimate potential net revenue
using net revenue interest after royalty interest payments but before operating expenses and liabilities were
factored in. Ownership interest was obtained from the Division of Interest provided by Transoil Marketing, LLC.
These numbers were calculated with a three-year average WTI oil price of $55.87/BBL and a three-year average
WTI gas price of $3.13/MCF. In addition, the start point of the decline was taken as the six-month average of the
last production on record September 2018-February 2019. From there, 36 month, 42 month, and 48 month
potential revenues were calculated using exponential decline constants derived from the data seen in the decline

curve analysis charts above. Table 3 below shows the revenues as described.

TABLE 3
36 MONTH NET REVENUE
LEASE NUMBER LEASE NAME OIL REVENUE | GAS REVENUE | TOTAL REVENUE [ OWNERSHIP | NET REVENUE
00292 HENRY, MACK § 433,233.88 | $ - $ 433,233.88 | 74.640000% | $  323,365.77
22957 MUSSELMAN CADDO UNIT| $ 652,483.46 | § 704,473.40 | $ 1,356,956.86 | 78.640647%| $ 1,067,119.65
25905 COLLIER, V. .H. $ 91,281.31 | $ - $ 91,281.31 | 80.250000%| $ 73,253.25
25964 V.H."B" $  59,672.08 | $ - S 59,672.08 | 80.250000%| $ 47,886.84
28136 KILGORE, E.P. K-100 $ 13,37427 | $ - S 13,374.27 | 79.000000%| $ 10,565.68
$ 1,250,045.01 | § 704,473.40 | $ 1,954,518.41 $ 1,522,191.20
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42 MONTH NET REVENUE
LEASE NUMBER LEASE NAME OIL VALUE GAS VALUE | TOTAL REVENUE|OWNERSHIP |NET REVENUE
00292 HENRY, MACK § 493,558.02 | $ - S 493,558.02 74.640000%| $  368,391.70
22957 MUSSELMAN CADDO UNIT| $ 752,792.81 | § 812,775.40 | $ 1,565,568.21 78.640647%| $ 1,231,172.97
25905 COLLIER, V.H. § 105,125.64 | $ - $ 105,125.64 | 80.250000%| $ 84,363.33
25964 V.H."B" $ 67,68698 | § - S 67,686.98 | 80.250000%| $ 54,318.80
28136 KILGORE, E.P. K-100 § 1448595 |8 - S 14,485.95 79.000000%| $ 11,443.90
$1,433,64939 | $  812,77540 [ § 2,246,424.79 $ 1,766,602.99
48 MONTH NET REVENUE
LEASE NUMBER LEASE NAME OIL VALUE GAS VALUE [TOTAL REVENUE|OWNERSHIP [NET REVENUE
00292 HENRY, MACK § 550,922.12 | $ - S 550,922.12 74.640000%| $  411,208.27
22957 MUSSELMAN CADDO UNIT [ $ 850,835.22 [ § 918,629.84 | $ 1,769,465.06 | 78.640647%| $ 1,391,518.77
25905 COLLIER, V.H. $ 118,605.88 | $ - S 118,605.88 | 80.250000%| $ 95,181.22
25964 V.H."B" $§ 7523398 | $ - S 75,233.98 | 80.250000%| $ 60,375.27
28136 KILGORE, E.P. K-100 § 1541014 | $ - S 15,410.14 | 79.000000%| $ 12,174.01
$1,611,007.34 | § 918,629.84 | § 2,529,637.18 $ 1,989,323.05

These numbers obviously increase as you take them out from 36 to 42 to 48 months. This would be the collected

revenues before operations expense and liabilities are factored in.

OPERATIONS EXPENSE & PLUGGING LIABILITY

With the decline curve and revenue analysis complete, we now move on to the operations expense. There are
many factors that play into operations expense. I will note that if an operator with an active P-5 with the TX RRC
is involved in purchasing these wells, that can definitely make it more economic for purchase due to being able
to operate the wells in house. For this valuation, I am assuming that the purchaser would not be operating, and
the investment group would have to pay operations expenses at the going rate per well along with standard

expenses associated with electricity, water hauling, workover, routine maintenance, etc.

Standard operating rates on a per well basis in RRC District 7B at this well depth generally range from $150.00
to $300.00 per well per month. These are in place even on non-producers, because the paperwork and filings must
still be completed on wells and leases as required by the TX RRC. In this scenario, the cost of $200.00 per well

per month was utilized. Electricity and water hauling expenses were spread across the producing leases relative
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to their number of producing wells at an average of $2,400 per month provided by the operator. I assumed one

workover per producing well in the 36-48 month period with each workover calculated at $5,000.00.

As for plugging liability, that is a rather large calculation due to the number of non-producing wells that come

along with these leases. The expense of plugging wells depends on the depth of fresh water and the number of

plugs required by the TX RRC. Generally in this depth range, plugging expense ranges from $7,500.00 to

$20,000.00 per well. The plugging liability in this scenario is calculated at $10,000 per well. Table 4 below reveals

the plugging liability and operations expense associated with the leases.

TABLE 4
36 MONTH EXPENSE
LEASE NUMBER LEASE NAME PLUGGING LIABILITY |OPERATING EXPENSE (ELECTRIC & WATER HAULING [WORKOVER EXPENSE
00292 HENRY, MACK $ 30,000.00 | $ 21,600.00 | $ 25,920.00 | $ 15,000.00
22957 MUSSELMAN CADDO UNIT $ 100,000.00 | $ 72,000.00 | $ 25,920.00 | $ 15,000.00
25905 COLLIER, V. H. $ 10,000.00 | $ 7,200.00 | $ 8,640.00 | $ 5,000.00
25964 V.H."B" $ 10,000.00 | $ 7,200.00 | $ 8,640.00 | $ 5,000.00
28136 KILGORE, E.P. K-100 $ 30,000.00 | $ 21,600.00 | $ 17,280.00 | $ 10,000.00
00222 KILGORE, E. P. $ 70,000.00 | $ 50,400.00 | $ $
25003 KILGORE, J. C."A" $ 40,000.00 | $ 28,800.00 | $ $
18449 KILGORE "B" $ 40,000.00 | $ 28,800.00 | $ $
21979 SHULTS, HOLLIS "B" $ 10,000.00 | $ 7,200.00 | $ $
26252 KILGORE, E. $ 10,000.00 | $ 7,200.00 | $ $
26390 KILGORE, E. P. "F" $ 20,000.00 | $ 14,400.00 | $ N
26581 ARMSTRONG, ROY $ 10,000.00 | $ 7,200.00 | $ $
26589 KILGORE, J.C."B" $ 10,000.00 | $ 7,200.00 | $ $
26752 KILGORE "G" $ 30,000.00 | $ 21,600.00 | $ $
27628 K&Y"A" $ 10,000.00 | $ 7,200.00 | $ $
28567 K&Y-A- $ 20,000.00 | $ 14,400.00 | $ $
29782 SNYDER RANCH $ 10,000.00 | $ 7,200.00 | $ $
017788 MUSSELMAN CADDO UNIT $ 10,000.00 | $ 7,200.00 | $ $
241787 MUSSELMAN "29" $ 10,000.00 | $ 7,200.00 | $ $
$ 480,000.00 | $ 345,600.00 | $ 86,400.00 | $ 50,000.00
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42 MONTH EXPENSE
LEASE NUMBER LEASE NAME PLUGGING LIABILITY |OPERATING EXPENSE (ELECTRIC & WATER HAULING [WORKOVER EXPENSE
00292 HENRY, MACK $ 30,000.00 | $ 25,200.00 | $ 30,240.00 | $ 15,000.00
22957 MUSSELMAN CADDO UNIT $ 100,000.00 | $ 84,000.00 | $ 30,240.00 | $ 15,000.00
25905 COLLIER, V.H. $ 10,000.00 | $ 8,400.00 | $ 10,080.00 | $ 5,000.00
25964 V.H."B" $ 10,000.00 | $ 8,400.00 | $ 10,080.00 | $ 5,000.00
28136 KILGORE, E.P. K-100 $ 30,000.00 | $ 25,200.00 | $ 20,160.00 | $ 10,000.00
00222 KILGORE, E. P. $ 70,000.00 | $ 58,800.00 | $ - $ -
25003 KILGORE, J. C."A" $ 40,000.00 | $ 33,600.00 | $ - $ -
18449 KILGORE "B" $ 40,000.00 | $ 33,600.00 | $ - $ -
21979 SHULTS, HOLLIS "B" $ 10,000.00 | $ 8,400.00 | $ - $ -
26252 KILGORE, E. $ 10,000.00 | $ 8,400.00 | $ - $ -
26390 KILGORE, E. P. "F" $ 20,000.00 | $ 16,800.00 | $ - $ -
26581 ARMSTRONG, ROY $ 10,000.00 | $ 8,400.00 | $ - $ -
26589 KILGORE, J.C. "B" $ 10,000.00 | $ 8,400.00 | $ - $ -
26752 KILGORE "G" $ 30,000.00 | $ 25,200.00 | $ - $ -
27628 K&Y"A" $ 10,000.00 | $ 8,400.00 | $ - $ -
28567 K&Y-A- $ 20,000.00 | $ 16,800.00 | $ - $ -
29782 SNYDER RANCH $ 10,000.00 | $ 8,400.00 | $ - $ -
017788 MUSSELMAN CADDO UNIT $ 10,000.00 | $ 8,400.00 | $ - $ -
241787 MUSSELMAN "29" $ 10,000.00 | $ 8,400.00 | $ - $ -
$ 480,000.00 | $ 403,200.00 | $ 100,800.00 | $ 50,000.00
48 MONTH EXPENSE
LEASE NUMBER LEASE NAME PLUGGING LIABILITY |OPERATING EXPENSE (ELECTRIC & WATER HAULING [WORKOVER EXPENSE
00292 HENRY, MACK $ 30,000.00 | $ 28,800.00 | $ 34,560.00 | $ 15,000.00
22957 MUSSELMAN CADDO UNIT $ 100,000.00 | $ 96,000.00 | $ 34,560.00 | $ 15,000.00
25905 COLLIER, V.H. $ 10,000.00 | $ 9,600.00 | $ 11,520.00 | $ 5,000.00
25964 V.H."B" $ 10,000.00 | $ 9,600.00 | $ 11,520.00 | $ 5,000.00
28136 KILGORE, E.P. K-100 $ 30,000.00 | $ 28,800.00 | $ 23,040.00 | $ 10,000.00
00222 KILGORE, E. P. $ 70,000.00 | $ 67,200.00 | $ - N -
25003 KILGORE, J. C."A" $ 40,000.00 | $ 38,400.00 | $ - $ -
18449 KILGORE "B" $ 40,000.00 | $ 38,400.00 | $ - $ -
21979 SHULTS, HOLLIS "B" $ 10,000.00 | $ 9,600.00 | $ - $ -
26252 KILGORE, E. $ 10,000.00 | $ 9,600.00 | $ - $ -
26390 KILGORE, E. P. "F" $ 20,000.00 | $ 19,200.00 | $ - $ -
26581 ARMSTRONG, ROY $ 10,000.00 | $ 9,600.00 | $ - $ -
26589 KILGORE, J.C. "B" $ 10,000.00 | $ 9,600.00 | $ - $ -
26752 KILGORE "G" $ 30,000.00 | $ 28,800.00 | $ - $ -
27628 K&Y"A" $ 10,000.00 | $ 9,600.00 | $ - $ -
28567 K&Y-A- $ 20,000.00 | $ 19,200.00 | $ - $ -
29782 SNYDER RANCH $ 10,000.00 | $ 9,600.00 | $ - $ -
017788 MUSSELMAN CADDO UNIT $ 10,000.00 | $ 9,600.00 | $ - $ -
241787 MUSSELMAN "29" $ 10,000.00 | $ 9,600.00 | $ - $ -
$ 480,000.00 | $ 460,800.00 | $ 115,200.00 | $ 50,000.00

These expenses will be deducted from the previously stated revenues calculated from the net revenue interest in

the final valuation.
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OTHER ASSETS AND FINAL VALUATION

Now that the operations expense and plugging liability have been covered, it is time to tie it all together with a
valuation. Also on the Exhibit “A” is a list of remaining assets that will be transferred with the leases. I am a
petroleum engineer, not an equipment specialist, but I have been around this equipment and seen it sold and
purchased. I have not seen this exact equipment, but from its age and use in the oilfield, I can imagine the shape
it is in. I am including a $100,000 valuation for all of this equipment combined in the final valuation. This is
spread across all leases. If a second opinion was to be had on something in this report, I would recommend starting

with a full valuation of the equipment on the list that will be transferred with the lease.

That being said, all of the valuations and operations expenses from above added together gives you the final

valuation data shown in Table 5 below.

TABLE 5
36 MONTH FINAL VALUE

LEASE NUMBER LEASE NAME WELL NUMBERS NET REVENUE| EQUIPMENT VALUE | TOTAL EXPENSE | FINAL VALUE
00292 HENRY, MACK 3,7,13 $ 32336577 $ 5,263.16 | $ 92,520.00 | $ 236,108.93
22957 MUSSELMAN CADDO UNIT | 250, 251, 260, 271, 272, 273, 274, 280, 282,290 | $ 1,067,119.65 | $ 5,263.16 | $ 212,920.00 | $ 859,462.81
25905 COLLIER, V.H. 1 $ 7325325 | $ 5,263.16 | $ 30,840.00 | $ 47,676.41
25964 V.H."B" 1 $ 47,886.84 | $ 5,263.16 | $ 30,840.00 | $ 22,310.00
28136 KILGORE, E.P. K-100 2,3,7 $ 10,565.68 | $ 5,263.16 | $ 78,880.00 | $ (63,051.17)
00222 KILGORE, E. P. 9,10, 12, 13,16, 17, 20 $ $ 5,263.16 | $ 120,400.00 | $ (115,136.84)
25003 KILGORE, J. C."A" 01AW, 1Q, 2Q, Al $ $ 5,263.16 | $ 68,800.00 | $ (63,536.84)
18449 KILGORE "B" 2,5,9, W1 $ S 5,263.16 | $ 68,800.00 | $ (63,536.84)
21979 SHULTS, HOLLIS "B" 10 $ $ 5,263.16 | $ 17,200.00 | $ (11,936.84)
26252 KILGORE, E. 6 $ $ 5,263.16 | § 17,200.00 | $ (11,936.84)
26390 KILGORE, E. P. "F" 2,3A $ N 5,263.16 | $ 34,400.00 | $ (29,136.84)
26581 ARMSTRONG, ROY 15 $ $ 5,263.16 | $ 17,200.00 | $ (11,936.84)
26589 KILGORE, J.C."B" 1 $ $ 5,263.16 | § 17,200.00 | $ (11,936.84)
26752 KILGORE "G" 1,3,4 $ $ 5,263.16 | $ 51,600.00 | $ (46,336.84)
27628 K&Y"A" 1 $ $ 5,263.16 | $ 17,200.00 | $ (11,936.84)
28567 K&Y -A- 2,5 $ $ 5,263.16 | $ 34,400.00 | $ (29,136.84)
29782 SNYDER RANCH 1 $ $ 5,263.16 | $ 17,200.00 | $ (11,936.84)
017788 MUSSELMAN CADDO UNIT 281 $ $ 5,263.16 | $ 17,200.00 | $ (11,936.84)
241787 MUSSELMAN "29" 291J $ S 5,263.16 | $ 17,200.00 | $ (11,936.84)
$ 1,522,191.20 | § 100,000.00 | $ 962,000.00 | $ 660,191.20
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42 MONTH FINAL VALUE

LEASE NUMBER LEASE NAME WELL NUMBERS NET REVENUE| EQUIPMENT VALUE | TOTAL EXPENSE | FINAL VALUE
00292 HENRY, MACK 3,7,13 $ 36839170 | $ 5263.16 | $ 100,440.00 | $  273,214.86
22957 MUSSELMAN CADDO UNIT | 250, 251, 260, 271, 272, 273, 274, 280, 282,290 | $ 1,231,172.97 | $ 5263.16 | $ 229,240.00 [ $  1,007,196.13
25905 COLLIER, V.H. 1 $ 8436333 (% 5263.16 | $ 33,480.00 | $ 56,146.48
25964 V.H."B" 1 $ 5431880 [ $ 5263.16 | $ 33,480.00 | $ 26,101.96
28136 KILGORE, E.P. K-100 2,3,7 $ 1144390 [ $ 5263.16 | $ 85,360.00 | $  (68,652.94)
00222 KILGORE, E. P. 9,10, 12, 13,16, 17, 20 $ - s 5,263.16 | $ 128,800.00 [ $§  (123,536.84)
25003 KILGORE, J. C. "A" 01AW, 1Q, 2Q, Al $ - s 5263.16 | $ 73,600.00 | $  (68,336.84)
18449 KILGORE "B" 2,5,9, Wl $ - s 5263.16 | $ 73,600.00 | $  (68,336.84)
21979 SHULTS, HOLLIS "B" 10 $ - s 5,263.16 | $ 18,400.00 | $  (13,136.84)
26252 KILGORE, E. 6 $ - s 5263.16 | $ 18,400.00 | $  (13,136.84)
26390 KILGORE, E. P. "F" 2,3A $ - s 5263.16 | $ 36,800.00 | $  (31,536.84)
26581 ARMSTRONG, ROY 15 $ E 5,263.16 | $ 18,400.00 | $  (13,136.84)
26589 KILGORE, J.C. "B" 1 $ - s 5263.16 | $ 18,400.00 | $  (13,136.84)
26752 KILGORE "G" 1,3,4 $ - s 5263.16 | $ 55,200.00 | $  (49,936.84)
27628 K&Y"A" 1 $ - s 5,263.16 | $ 18,400.00 | $  (13,136.84)
28567 K&Y -A- 2,5 $ - s 5263.16 | $ 36,800.00 | $  (31,536.84)
29782 SNYDER RANCH 1 $ - s 5263.16 | $ 18,400.00 | $  (13,136.84)
017788 MUSSELMAN CADDO UNIT 281 $ - s 5263.16 | $ 18,400.00 | $  (13,136.84)
241787 MUSSELMAN "29" 2911 $ - s 5263.16 | $ 18,400.00 | $  (13,136.84)

$ 1,749,690.70 | $ 100,000.00 | $ 1,034,000.00 | $  815,690.70
48 MONTH FINAL VALUE

LEASE NUMBER LEASE NAME WELL NUMBERS NET REVENUE| EQUIPMENT VALUE | TOTAL EXPENSE | FINAL VALUE
00292 HENRY, MACK 3,7,13 $ 41120827 | $ 5263.16 | $ 108,360.00 [ $§  308,111.43
22957 MUSSELMAN CADDO UNIT | 250, 251, 260, 271, 272, 273, 274, 280, 282,290 | $ 1,391,518.77 | $ 5263.16 | $ 245,560.00 [ $  1,151,221.93
25905 COLLIER, V.H. 1 $ 9518122 (% 5263.16 | $ 36,120.00 | $ 64,324.38
25964 V.H."B" 1 $ 6037527 |3 5263.16 | $ 36,120.00 | $ 29,518.43
28136 KILGORE, E.P. K-100 2,3,7 $ 12,7401 [ $ 5,263.16 | $ 91,840.00 | $  (74,402.83)
00222 KILGORE, E. P. 9,10, 12, 13,16, 17, 20 $ - s 5263.16 | $ 137,200.00 | $  (131,936.84)
25003 KILGORE, J. C. "A" 01AW, 1Q,2Q, Al $ - s 5263.16 | $ 78,400.00 | $  (73,136.84)
18449 KILGORE "B" 2,5,9, Wl $ - s 5,263.16 | $ 78,400.00 | $  (73,136.84)
21979 SHULTS, HOLLIS "B" 10 $ - s 5263.16 | $ 19,600.00 | $  (14,336.84)
26252 KILGORE, E. 6 $ - s 5263.16 | $ 19,600.00 | $  (14,336.84)
26390 KILGORE, E. P. "F" 2,3A $ R E 5,263.16 | $ 39,200.00 | $  (33,936.84)
26581 ARMSTRONG, ROY 15 $ - s 5263.16 | $ 19,600.00 | $  (14,336.84)
26589 KILGORE, J.C. "B" 1 $ - s 5263.16 | $ 19,600.00 | $  (14,336.84)
26752 KILGORE "G" 1,3,4 $ E 5,263.16 | $ 58,800.00 | S (53,536.84)
27628 K&Y"A" 1 $ - s 5263.16 | $ 19,600.00 | $  (14,336.84)
28567 K&Y -A- 2,5 $ - s 5263.16 | $ 39,200.00 | $  (33,936.84)
29782 SNYDER RANCH 1 $ - s 5263.16 | $ 19,600.00 | $  (14,336.84)
017788 MUSSELMAN CADDO UNIT 281 $ - s 5263.16 | $ 19,600.00 | $  (14,336.84)
241787 MUSSELMAN "29" 2917 $ - s 5,263.16 | $ 19,600.00 | $  (14,336.84)

$ 1,970457.54 | $ 100,000.00 | $ 1,106,000.00 | §  964,457.54
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CLOSING COMMENTS

In closing, I would like to make a few points about the details of the final valuation. There are a few obvious
factors, including the volatility of oil and gas pricing. The oil and gas dollar amounts used were a three-year
average WTI oil price of $55.87/BBL and a three-year average WTI gas price of $3.13/MCF stretching from June
15,2016 to May 15, 2019. If these values are high or low, it could drastically affect the valuation. In addition, if
these wells were purchased by an active operator with P-5 with the TX RRC, the operations expenses associated
with this valuation could be reduced by absorbing the additional wells into an already competent staff. Also, the
workover numbers could be drastically different in reality with the age of these wells and no additional expenses
were calculated for unforeseen incidents that could create more expense down the road. I have also not calculated

any potential upside for stimulating wells or bringing old non-producing leases back online.

With all of this being said, we know the oil and gas space is a volatile world full of ups and downs and certain
uncertainty. With an optimistic view, I’d say that this will be a long-term winner by whoever purchases it. Best
case scenario would be to have an existing operating company in the mix to reduce the overhead expense of the
lease and utilize revenues over time to reduce plugging liability without feeling the hit as hard as it shows up here

on paper.

And finally, this is just my opinion as a petroleum engineer. This exact data given to several other engineers and

valuation experts could yield entirely different results depending on the parameters chosen and calculations made.
Thank you for reading.

Regards,

Jordan Taylor Buckingham
Petroleum Engineer
University of Texas at Austin

Cockrell School of Engineering
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