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WHEELER FAIRMAN & KELLEY

CERTIFIED PUBLIC ACCOUNTANTS

August 15, 2013

Mr. George L. Guerra
Wiand Guerra King
5505 W. Gray Street
Tampa, Florida 33607

Re: Quest Energy Management Group, Inc.
Dear Mr. Guerra:

At your request we have made a forensic analysis of certain financial data of Quest
Energy Management Group, Inc., a/k/a Quest EMG, Inc. and Quest Operating, LLC. Between
2006 and 2010, all transactions were recorded on the books of Quest Operating, LLC. In 2010
all the transactions were re-posted to the books of Quest Energy Management, Inc. without
explanation and with little or no detail. For the purpose of this report we are referring to the
combined enterprises as “QEM”. This report is intended to outline our work and findings to
date.

I Background and Qualifications

I am a certified public accountant and have practiced as such since 1974. I hold Texas
certificate number 13433. I am a graduate of Texas Tech University with a BBA in accounting.
Additionally, I am accredited in business valuation and forensic accounting by the American
Institute of Certified Public Accountants. I am qualified to accept this engagement and I have
no conflicts of interest. A copy of my resume is attached to this report.

11. Scope of Work

The information we reviewed was not audited as that term is defined by the American
Institute of CPAs. Ido not express an opinion regarding QEM’s financial statements, Attached
are three schedules summarizing some of the material financial activity from inception (2006)
through May 31, 2013 prepared from the QEM books and records. Exhibit 1 is a summary of
cash transactions and has been “line numbered” for ease of reference. Exhibit 2 is a summary
of balance sheets. Exhibit 3 is a list of oil and gas revenues by year.

I1I. Sources of Cash

e QEM’s records reflect that it has raised $19,124,326 (line 12) from investors between
2006 and May 2013, Some of these funds raised were initially represented as loans
from investors, but those loans subsequently disappeared from QEM’s books.
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IV.

Revenue from oil and gas operations for the same period were $8.2 million (line 22).

The Downey family has made no material investment of their own funds into the
enterprise. QEM recorded a common stock/member value of $50 in the form of a
note payable from Paul Downey.

In 2010 the Downey family recorded a series of meaningless notes payable, in the
amount of $10,000,000, in exchange for shares of family member stock in QEM.
This transaction was later reversed. However, before reversing the entries, it appears
that Jaime Downey was paid a total of $91,500 and Sandy Downey was paid a total
of $117,000 for no justifiable reason.

Uses of Cash

Upon receipt of the Valhalla and Viking funds in 2006, QEM immediately purchased a
Cadillac for Paul Downey at a cost of $48,027 and a Chevrolet Tahoe for Jeff Downey
at a cost of $53,180.

On or about April 17, 2006 QEM spent $1,011,282 on a residential lot in a
subdivision in The Woodlands, near Houston. (The lot was subsequently sold on
May 14, 2008 for $950,000, generating a loss of $61,282.)

The Company has paid personal expenses for the Downey families of approximately
$918,506 (line 30). See footnote A on Exhibit 1.

In addition to these expenses, we also noted that additional expenses including various
payments to the Downey’s (Paul, Jeff, Sandra, and Jamie) as well as car payments for a
BMW, Chevy Tahoe, Chevy Yukon and Lexus. The company also paid Jeff Downey’s
apartment rent, as well as expenses associated with the Woodlands property and the
Abilene Country Club.

There have been payments made to related companies apparently owned by the
Downey’s. “Quest EMG” received $232,790 (line 32). Another company, SCTEK,
received $515,000 (line 33). Total payments to these related entities was $747,790.

Substantial rents and personal expenses are being paid for operations in Naples,
Florida, It is unknown why a West Texas oil and gas operating company would need
offices in Florida. See lines 44, 45 and 46.

Substantial sales commissions have been paid to several securities brokers, totaling
$824,270. See lines 38, 39, 40 and 41.

Operating expenses (line 52) from inception through May 2013 total $19.6 million,

Of all the money invested, we estimate that no more than $1.5 million was ever used in
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connection with the initial purchase of oil and gas property and equipment, which
is less than ten percent of the total investment money collected.

Based upon information provided by QEM and its attorney at the time, Mr. H, Allen
Pennington, Jr.,, Valhalla and Viking were to have obtained a material percentage
interest in the oil and gas properties. According to Mr. Pennington’s letter dated
November 23, 2009, Valhalla and Viking purchased a 50% interest in the MCU and
Kilgore properties, There is no evidence in the books or records of QEM reflecting that
sale. There was never a partnership entity created, there were no division orders
produced, nor were any interests assigned or recorded.

In a sales prospectus dated January 1, 2013, Quest Energy Management Group,
Incorporated proposed a joint venture development project which would acquire 75%
working interests in three properties “currently owned and operated by Quest”, which
include the MCU and Kilgore units mentioned above.

Between May 2010 and April 2012, QEM paid Christopher D. Moody consulting fees
of $5,000 per month and various expenses totaling $89,897.

Assets

As of May 31, 2013, the books show a bank overdraft of $26, 144 (line 55) and total
assets of around $2.8 million. The entity shows a deficit of $755,000.

QEM accrued millions of dollars in accounts receivable which were reflected as an
asset on the balance sheet. At one point the accrued receivables reached $5 million.
The next year they were inexplicably written down to $245,000.

QEM Performance

Income tax returns filed by QEM reflect a first year deficit of $130,681. In the second
year the deficit grew to $441,196, By that time (December 31, 2007) QEM had
recorded accounts receivable of $1,874,679, which we believe were never of any value
and were never collectable. In fact, they were written off by QEM in 2011.

Without the receivables described above, QEM was insolvent, almost from its
inception. By 2011, before the debt on the books was improperly written off against
prior years’ operating deficits, Quest was probably insolvent by a ratio of greater than
10:1.

Conclusion

Based upon the data we have reviewed, it is apparent that QEM has been insolvent

almost since inception and produced nominal amounts of oil and gas relative to the cost to
produce it. Based on the amounts we have determined as oil and gas income, and as
operating expenses, the expenses are outpacing revenue by more than two to one. Operations
were not sustainable at this level and any possibility of a return of profits to the investors was




out of the question.
Respectfully submitted,

O ce S Cone

Otto L. Wheeler, CPA/ABV/CFF
Senior Partner




RESUME

OTTO L. WHEELER, CPA/ABV

PERSONAL DATA

Born July 28, 1948 at Pampa, Texas
Married

EDUCATION
Texas Tech University

CERTIFICATION AND
ACCREDITATION

Texas State Board of Public Accountancy
AICPA Accreditation in Business Valuation
Collaborative Law Institute of Texas
Certified in Financial Forensics

PROFESSIONAL ORGANIZATIONS

Texas Society of Certified Public Accountants
Board of Directors
Tax Curriculum, Chairman
Federal Taxation

Austin Chapter - TSCPA
Past President
Board of Directors

American Institute of Certified Public
Accountants

1979 - Present ~ Wheeler Fairman & Kelley

Certified Public Accountants

301 Congress, Suite 550
Austin, TX 78701

CURRENT EMPLOYMENT

Residence - 5925 Overlook Drive
Austin, Texas 78731

B.B.A. - Accounting (1971)

License No. 13433 (Issued August 6, 1974)
Credentialed December 22, 2003
Credentialed March 1, 2007

Credentialed March 31, 2009

State Taxation
Texas Tax Institute, Program Chairman
Chapter Presidents’ Committee

Taxation Committee, Chairman

(512) 472-2350; FAX (512) 472-3599

Email: owheeler@wfkcpa.com
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EMPLOYMENT HISTORY

1971-1978  Employed in public accounting (5 years), industry (2 years) and government (1 year).

EXAMPLES OF ENGAGEMENTS

Medical practices

Law firms

Retail jewelry store

Commercial bank

Cattle feeding operation
Professional basketball franchise
Retail clothing store

Publishing company

Computer software development
Fencing contractor

Oil and gas exploration
Veterinarian practices
Telephone answering service
Lumber and building materials company
Commercial photography

Food manufacturing company
Restaurants and catering

Auto repair shop

Funeral services

Cellular telephone sales

Timber production

Real estate partnerships

Real estate development

Retail grocery chain
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QUEST OPERATING, LLC

OIL AND GAS REVENUE BY YEAR

2006 S 295,963
2007 760,984
2008 1,419,628
2009 846,340
2010 1,435,872
2011 1,797,375
2012 1,361,808
2013 264,886

$ 8,182,856
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