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UNITED STATES DISTRICT COURT

NORTHERN DISTRICT OF TEXAS IBITFEB 1L g o 25
DALLAS DIVISION \'ﬂ i}
SERUTY CLERK
SECURITIES AND EXCHANGE ) LERK —
COMMISSION, )
)
PLAINTIFF, )
)
V. ) Civil Action No.:
‘ )
PATRICK O. HOWARD; )
HOWARD CAPITAL HOLDINGS, LLC; ) FILED UNDER SEAL
AND OPTIMAL ECONOMICS CAPITAL ) A -l
PARTNERS, LLC, y 8=1 109-420~1,
)
DEFENDANTS. )

APPENDIX IN SUPPORT OF PLAINTIFF’S EMERGENCY EX PARTE MOTION FOR
TEMPORARY RESTRAINING ORDER, ASSET FREEZE, APPOINTMENT OF A
RECEIVER, PRELIMINARY INJUNCTION AND OTHER EMERGENCY AND
ANCILLARY RELIEF AND BRIEF IN SUPPORT

The Securities and Exchange Commission submits the attached appendix in support of its
Emergency Ex Parte Motion for Temporary Restraining Order, Asset Freeze, Appointment of a
Receiver, Preliminary Injunction, and Other Emergency and Ancillary Relief and Brief in
Support. The appendix contains:

Item | Description Appendix Citation
1. Transcript of Patrick O’Neal Howard, 5/5/2016 App. 0001
2. Transcript of Patrick O’Neal Howard, 7/20/2016 App. 0089
3. Transcript of Patrick O’Neal Howard, 7/21/2016 App. 0173
4. Transcript of Charles Heinzelman, IV, 8/31/2016 App. 0249
3. Patrick O’Neal Howard’s Background Questionnaire App. 0346
6. APG Revenue Contract, 11/2/2015 App. 0372
7. Wherzt, Inc. Revenue Contract, 9/14/2015 App. 0409
8. Ducourt Consulting, Inc. Revenue Contract, 1/6/2016 App. 0444
9. FPA Operating Contract, 11/1/2015 App. 0489
10. CFG I PPM, 1/15/2015 App. 0532
11. CFG I Partnership Agreement, App. 0577
12. CFG II PPM, 3/2/2015 App. 0602
13. CFG Il Operating Agreement App. 0646
14, OE Capital Partners PPM, January 2016 App. 0667
15. OE Capital Partnership Agreement, January 2016 App. 0709
16. Packet Material App. 0735
17. OE Annual Report, FY2015 App. 0737
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18. Packet Email, 2/8/2016 App. 0756
19. OE Certification Training Series 1: Overview, App. 0764
20. OE Certification Training Series 2: Sales Presentation App. 0775
21. OE Certification Training Series 3: Paperwork Process | App. 0789
22. Radio Ad Email, 5/6/2015 App. 0797
23. Radio Ad Email, 5/14/2015 App. 0798
24. Radio Ad Email, 6/4/2015 App. 0802
25. Radio Ad Email, 8/24/2015 App. 0804
26. Investor Packet Email, 2/8/2016 App. 0806
27. Email Re: Training, 1/19/2016 App. 0814
28. Email Re: Midland, 9/8/2015 App. 0832
29. Subscription Contract — Midland, January 2016 App. 0836
30. Fund Profile, 1/1/2016 App. 0844
31. Investor Packet App. 0846
32. C4 Investor List App. 0863
33. Seminar Invite, 8/8/2016 App. 0869
34. Declaration of Lara Caruso App. 0870
35. Affidavit of Phillip Fuselier App. 0891
35a. Transcript of Fuselier’s Ex. 3 App. 0910a
36. Declaration of Carol Stumbaugh App. 0974
DATED: February 14, 2017 Respectfully submitted,
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1 PROCEEDINGS 1 knowingly providing false testimony or knowingly using
2 (SEC Exhibit No. 1 was marked for 2 false documents in connection with this investigation?
3 identification.) 3 A Yes.
4 MS. FLOYD: On the record May 5th, 2016, 4 Q Mr. Howard, are you represented by counsel?
5 at 9:12 am., at the SEC office in Fort Worth, Texas. 5 A Yes.
6 I will now place the witness under oath. 6 MS. FLOYD: Would counsel please identify
7 Whereupon, 7 themselves.
8 PATRICK ONEAL HOWARD 8 MR. HOWELL: Barrett Howell and Brandon
] was called as a witness and, having been first duly 9 McCarthy with K&L Gates on behalf of the witness.

10 swom, was examined and testified as follows: 10 MS. FLOYD: Mr. Howell, are you representing

11 EXAMINATION 11 Mr. Howard as his counse! today?

12 BY MS. FLOYD: 12 MR. HOWELL: Yes, ma'am.

13 Q Please state and spell your full name for the 13 (SEC Exhibit No. 2 was marked for

14 record. 14 identification.)

15 A Patrick O'Neal Howard P-a-t-r-ic-k, O, 15 BY MS. FLOYD:

16 apostrophe, N-c-a-), H-0-w-a-r-d. 16 Q 1am banding you what has been marked as

17 Q M. Howard, my name is Catherine Floyd. With 17 Exhibit 2. Itis a testimony subpoena dated April

18 me today are Barbara Gunn and Carol Stumbaugh. We are 18 19th,2016. Is Exhibit 2 a copy of the subpoena

19 officers of the United States Securities and Exchange 1% pursuant to which you are appearing here today?

20 Commission for the purpose of this proceeding, 20 A Yes.

21 This is an investigation by the commission of 21 (SEC Exhibit Nos. 3 through 6 were

22 Optimal Economics Capital Partners, LLC, FW-4043, to 22 marked for identification.)

23 determine whether there have been violations of certain 23 BY MS. FLOYD:

24 provisions of the federal securities laws, However, the 24 Q Now Iam handing you several subpoenas. I'm

25 facts developed in this matter might constitute 25 introducing four documents, subpoenas, dated January ]

Page 7 Page 9

1 violations of other federal or state civil or criminal 1 21st, 2016, marked as Exhibits 3 through 6. Exhibits 3
2 laws. 2 through 6 called for you to produce documents related
3 Prior to the opening of the record, I gave 3 to this investigation. Have you tendered to the staff
4 you a copy of the formal order of investigation. The 4 all documents called for by the subpoenas?
5 formal order will be available for your examination 5 A Yes.
6 during the course of the proceeding. 6 MS. FLOYD: We received some documents from
7 Mr. Howard, have you had an opportunity to 7 you, Mr. Howell. Is that it or do you have any more
8 review the formal order? 8 statements that we're waiting on?
9 A Yes. 9 MR. HOWELL: 1 think that the only thing

10 Q Prior to the opening of the record, you were 10 that's outstanding are the e-mail communications that

11 provided with a copy of the commission's Supplemental 11 we discussed yesterday. 1 will confinm at the break,

12 Form 1662. A copy of that has been marked as 12 but my understanding is that as of last night we had

13 Exhibit 1. 13 produced any bank statements — any of the documents

14 Mr. Howard, have you had an opportunity to 14 that we discussed yesterday except for the e-mail.

15 review Exbibit 1? 15 MS. FLOYD: Those are all the statements of

16 A Yes. 16 all the bank accounts that he's in control of?

17 Q Do you have any questions concerning this 17 MR. HOWELL: Yes, ma'am.

18 exhibit? 18 MS. FLOYD: Thank you.

19 . A No. 19 MR. HOWELL: Absolutely.

20 Q It will be available for your review during 20 BY MS. FLOYD:

21 this proceeding, and, of course, you can talk to your 21 Q Mr. Howard, can you describe for me the

22 attorney, in this case, attorneys if you have any 22 search that was conducted for responsive documents and

23 questions about the exhibit. 23 then also who conducted the search?

24 Do you understand that the statutes that are 24 A The search was conducted by myself and my

25 set forth in Exhibit | provide criminal penalties for 25 employees. We searched our cloud-based backup drive
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Page 10

Page 12

4 (Pages 10 to 13)

1 where we hold all of our documents and QuickBooks for 1 fast. So if you have any questions or you want me to
2 ' the financial records and the bank accounts and online 2 slow dowa, please feel free to ask me to do that. Also
3 bank accounts for all the bank statements, and then we 3 if I ask you a question that involves a yes or no
4 keep all of the financial repository, the financial 4 answer, please say yes or no. No nodding of the head,
5 agreements on that same drive that I described earlier S no hub-uh makes her life easier, especially the fact 1
6 in our document repository and then our subscription 6 talk really fast. She's probably going to hate me by
7 agreements, and the Midland documents were from our 7 the end of the day.
8 CRM. 8 MS. GUNN: Slow down.
9 Q CRM? 9 BY MS. FLOYD:
10 A Customer relation management software. 10 Q And if we ask a question that you don't
11 Q Great. Thank you. Have you withheld any 11 understand, please let me know. I will rephrase it or,
12 documents called for by the subpoenas? 12 you know, ask it slower. Also the exhibits that are in
13 A No. 13 the room stay in the room. They don't disappear. Your
14 Q Do you know of any documents that are 14 attorneys know that very well. And if you need a
15 responsive to the requests that haven't been provided 15 break, just let me know. Otherwise, we'll probably
16 or that have been lost, destroyed, or otherwise 16 take a break every hour or so.
17 disposed of besides the e-mail communications? 17 A Okay.
18 A No. 18 Q Can you think of any reason why you cannot
19 MR. HOWELL: Catherine, on that I think - | 19 testify truthfully and accurately and to the best of
20 could be wrong, but I think that we were able to find a 20 your abilities here today?
21 document in request number nine, the three quotes. 21 A No.
22 MS. FLOYD: Yes. 22 Q Are you on any medication or drugs that would
23 MR. HOWELL: I think in our possession, 23 impair you from testifying truthfully and accurately
24 custody, or control we did find one — a document that 24 today?
25 had the waterfall twenty percent. But as far as I'm 25 A No.
Page 11 Page 13
1 aware, | don't think on the other two we could find 1 Q At the end of the testimony, I'll give you a
2 anything that matched identicaily those quotes. 2 chance to clarify anything you want to clarify, and
3 MS. FLOYD: Okay. I believeI got those 3 I'll give your attorneys a chance to ask clarification
4 quotes from an older website, from November 2015. 4 questions as well.
) MR. HOWELL: That's right. That's right. I 5 Other than your attorneys, have you spoken
6 forgot we answered that. Sorry. 6 with anyone else about your testimony here today?
7 MS. FLOYD: Also the project profiles -- not 7 A Not about the content, no.
8 profiles -- the project plans, we were unable to open 8 Q Who knows you're testifying here today?
9 them. I guess the name of the document was too long. 9 A My employees.
10 I was going to send you an e-mail, but | just wanted to 10 Q Anyone else outside your company?
11 let you know. 11 A No.
12 MR. HOWELL: Those were the -- state the 12 Q Did you do anything to prepare for your
13 document again. 13 testimony here today?
14 MS. FLOYD: Project plans, I believe. 14 A Yes.
15 MR. HOWELL: Okay. 15 Q What did you do?
16 MS. STUMBAUGH: The ones that were sent last 16 A I met with my attorneys.
17 night. 17 Q Anything else?
18 MS. FLOYD: The bank records, we got those. 18 A No.
19 1 just need the spreadsheet. 19 MS. GUNN: For how long?
20 BY MR. HOWELL: Okay. 20 THE WITNESS: For about a grand total of
21 BY MS. FLOYD: 21 fifteen hours over two days.
22 Q Mr. Howard, have you testified before? 22 MS. FLOYD: Mr. Howell --
23 A Yes. 23 MR. HOWELL: We're not efficient.
24 Q Just for this proceeding, you know we have a 24 (Laughter.)
25 court reporter. So I have a tendency to talk really 25 THE WITNESS: No, you're not. She told me to
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1 answer truthfully. 1 her insurance policy. My understanding is that that
2 MS. FLOYD: And | appreciate that. 2 matter is now closed and over.
3 (SEC Exhibit No. 7 was marked for 3 Q The matter with FINRA is closed?
4 identification.) 4 A My understanding.
) BY MS. FLOYD: 5 MS. GUNN: How did you reach that
6 Q I'm handing you what has been marked as 6 understanding? Has FINRA sent you a termination
7 Exhibit 7. I'll give you a chance to look through it. 7 letter?
8  Have you had a chance to look through Exhibit 72 8 THE WITNESS: FINRA hasn't sent me anything,
9 A Yes. 9 MS. GUNN: Okay. I'm not asking for
10 Q Do you recognize Exhibit 77 10 communications with your lawyer. I'm just trying to
11 A Yes. 11 understand whether you've been officially notified or
12 Q Whatisit? 12 whether that's your conclusion.
13 A It's a background questionnaire that 1 was 13 THE WITNESS: That was my conclusion. |
14 asked to fill out. 14 haven't heard anything else about that.
15 Q Are the answers that you provided in the 15 MR. HOWELL: And just for the record, | think
16 questionnaire true and correct? 16 there might have been some confusion because on the ADD
17 A Yes. 17 report it shows as being settled, but I think that's by
18 Q And as you sit here today, is there anything 18 the fim.
19  you need to add or change to the information within 19 MS. GUNN: Uh-huh.
20 Exhibit 7? 20 MR. HOWELL: And as far as we're aware, |
21 A No. 21 don't think we have a closing letter from FINRA at this
22 Q Do you adopt for the purposes of your 22 point.
23 testimony all statements contained in Exhibit 77 23 MR. McCARTHY: Other than her saying she was
24 A Yes. 24 going to close it. That was all oral. There's nothing
25 Q I would like to go through just a few 25 in writing,
Page 15 Page 17
1 responses you have in Exhibit 7 if that's okay with 1 MS. FLOYD: So the attorney at FINRA said
2 you. On Page 4 on Number 18, is it correct that you 2 she's going to close the matter?
3 | arethe owner of Howard Capital Holdings, LLC? 3 MR. McCARTHY: Yeah. I gave her the rap
4 A That is correct. 4 sheet which is like nine felony convictions for fraud.
5 Q And you're also the owner of Optimal 5 MS. FLOYD: And that was attached to the
6 Economics Capital Partners, LLC? 6 background questionnaire as well.
7 A That's correct. 7 MR. McCARTHY: Yes, I think it was.
8 Q 1think to make everyone's life easier, I'm 8 MS. GUNN: Before we move on, justa
9  going to say OE Capital if that's okay, 9 clarification. On item sixteen you've identified some
10 A Great. 10 entities, some LLC's that you're a member of. Is that
11 Q On Number 16 it says here that you are a 11 you personally? Are you personally the managing
12 manager of OE Capital Ventures. Is that correct? 12 member?
13 A Correct. 13 THE WITNESS: Yes, one of them.
14 Q And you are a member of Insured Liquidity 14 MS. GUNN: Which one?
15 Partners Cfg 1 and Cfg Il Is that correct? 15 THE WITNESS: Isaid I am one of them, one of
16 A That's correct. I'm a managing member. 16 the managing members.
17 Q Managing member. On Number 24 on Page 6, it 17 MS, GUNN: Okay.
18 says that you have testified in front of FINRA. Is 18 THE WITNESS: Cfgland Cfg IL
19 that correct? 19 MS. GUNN: You personally?
20 A That is correct. 20 THE WITNESS: Yes.
21 Q Oa February 19th, 2016, is that correct? 21 MS. GUNN: Okay. And who are the other
22 A That's correct. 22 managing members?
23 Q Why did you testify? 23 THE WITNESS: Urshel Metcalf. [
24 A | 'was accused by a convicted felon of fraud, 24 (The reporter requests clarification.)
25 that I took $3,500 from her instead of putting it in 25 MS. GUNN: Anyone else?
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Page 18 Page 20 |
1 THE WITNESS: And then Insured Liquidity 1 MS. GUNN: Of - f
2 Partners, LLC. 2 THE WITNESS: 2015. ;
3 MS. GUNN: Okay. Thank you. 3 MS. GUNN: Okay. d
4 BY MS. FLOYD: 4q THE WITNESS: Optimal Economics, dot, net, 1 i
5 Q Mr. Howard, you said that the FINRA matter 5 believe that was put up somewhere around February of T
6 has been settled. Is that your belief? 6 '15, but then we switched it to OE Capital Partners,
7 A Yes, 7 dot, com in September. ) i
8 Q It's been settled? 8 MS. GUNN: Okay.
9 A That's what T've been told. 9 THE WITNESS: That no longer really existsas  |!
10 Q Okay. Number 26 on Page 7 - and I'm 10 anindependent site. !
11 assuming that refers to the same FINRA matter as well? 11 MS. GUNN: Okay. And in terms of the content ;
12 A Yes, 12 generation and design, does that comment relate to both
13 Q Okay. Were you named as a defendant or a 13 of those websites? i
14 respondent or was it just an investigation? 14 THE WITNESS: Comect. The content would be
15 A Ibelieve it was just an investigation. 15  the same for each site. ‘
16 MR. HOWELL: A complaint was filed. 16 MS. GUNN: Okay. And in response to ten, i
17 MS. FLOYD: A complaint was filed. 17 you've identified various social networking accounts :
18 MR. HOWELL: 1don't think he was named as — 18" ande-mail addresses. Does the company, OE Capital, or g
19 he definitely was not named as a defendant. [dont 19 Howard Capital have Facebook or Twitter or Instagram? §
20 think he was named as a respondent. 20 THE WITNESS: Howard Capital does not. f
21 MS. FLOYD: It was just a claim was filed, 21 MS. GUNN: Uh-huh, l‘
22 but an investigation proceeded because of the 22 THE WITNESS: OE Capital does. 1listed -
23 complaint. 23 ifyou look where it says business Facebook page, |
24 MR. HOWELL: That's exactly right. 24 don't have a log-in for that. That's OE Capital 2
25 MS. FLOYD: Okay. Thank you. 25 Partners, and then business LinkedIn page is OE Capital |
Page 19 Page 21
1 MR. HOWELL: Absolutely. 1 Partners.
2 BY MS. FLOYD: 2 MS. GUNN: What about Twitter or Instagram?
3 Q OnPage 7, Number 28. 3 Does the company have them? ;
4 A Yes. 4 THE WITNESS: Not that [ know of. i
S Q Itlooks like you had a criminal proceeding S MS. GUNN: Okay. Who has authority to post ‘
6 in 2003. Is that correct? 6 to the Facebook and LinkedIn pages for the company? "l
7 A That's correct. 7 THE WITNESS: Dovile Soblinskas. b
8 Q Could you explain what occurred? 8 MS. FLOYD: You'll have to spell that. B
9 A I'was living in an apartment complex. 1 9 THE WITNESS: it's Lithuanian. D-0-v-0-l-¢, '
10 moved out early. So I owed a reletting charge. 1 paid 10 S-0-b-l-i-n-s-k-a-s.
11 that charge with a check. That check didn't get 11 MS. GUNN: Anyone besides that? 3
12 deposited until maybe sixty days later, and I switched 12 BY MS. FLOYD: ;
13 bank accounts. And upon understanding what happened, | 13 Q How about Kyle T-0-w-b?
14 immediately went down and paid the fine and paid the 14 A 1don't know that he does. g
15 check 15 MS. GUNN: What about you?
16 Q Is this your only criminal conviction? 16 THE WITNESS: [ probably have access. I've 4
17 A Yes. 17 never done it. ¢
18 MS. GUNN: 1 have a couple of follow-up 18 MS. GUNN: Okay. In response to Question 21
19 questions. 19 about accounts over which you have in — which you have é
20 MS. FLOYD: Sure. 20 direct o indirect beneficial interest, you've
21 MS. GUNN: On page ~ in response to item 21 identified various accounts. Does anyone else have 3
22 nine, you identified some websites. Could you tell us 22 authority over any of those accounts, specifically the :
23 for what period those have been active? 23 last three you didn't specify whether anyone else did,
24 THE WITNESS: OE Capital Partners dot com, ] 249 Capital Ventures Cfg I and Cfg I1?
25 believe, has been out there since around September. 25 THE WITNESS: Capital Ventures, Cristina
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Page 22 Page 24 |

1 Cason. 1 inFrisco, Texas. Is that correct? !
2 MS. GUNN: Okay. Do you? 2 A Correct.
3 THE WITNESS: Yezh. 3 Q You worked there from January 2007 through
4 MS. GUNN: You do and Cristina. 4 August 2008 cight as a financial representative. ;
5 THE WITNESS: | have overall and Cristina 5 A Right. i
6 MS. GUNN: Okay. Anyone else? 6 Q What were you selling? i
7 THE WITNESS: Not over OE Capital Ventures. 7 A Insurance policies, annuitics, mutual funds,
8 MS. GUNN: Okay. 8  variable annuities.
9 THE WITNESS: Insured Liquidity Partners, 9 MS. GUNN: Were you actually employed by them :
10 that would be myself. Urshel Metcalf still has 10 or were you an independent contractor?
11 authority of Cfg I and Cfg II, and I believe Cristina 11 THE WITNESS: 1 was employed by them.
12 Cason has limited authority. 12 MS. GUNN: Okay. What about Primerica? {
13 MS. GUNN: Can you explain what the limited 13 THE WITNESS: | was an independent ,
14 authority is? 14 contractor. I
15 THE WITNESS: [ don't believe that she can 15 MS. GUNN: Thank you. ,
16  make - do things like make transfers. She certainly 16 BY MS. FLOYD: i
17 has read access. 17 Q What was your compensation with Nerthwestern 1
18 MS. GUNN: Okay. All right. Thank you. 18 Mautual just roughly? N
19 BY MS. FLOYD: 19 A How much did I make or how did it work? :
20 Q On Page 9, Number 31, it says here that you 20 Q How much did you make?
21 have an insurance license and a Series 6 and Series 63. 21 A Imade about ~ my first year | made about 4
22 Are all three active? 22 100,000. My second - until August the second year, | ;
23 A 1don't belicve the Series 6 and 63 are 23 probably made about thirty. ,
24 active anymore. | did not re-up this year or in 2015. 24 Q Could you explain how that worked? ;
25 The insurance license is active. 25 A So we got paid a commission for selling life i
Page 23 Page 25 4

1 Q Thank you. I would like to ask a few 1 insurance and annuity products. So [ just sold as much g
2 questions you about your employment history and work 2 as I possibly could. {
3 backwards. So Northwestern Mutual - PFS, Primerica? 3 Q So you were never on a salary frem ,
4 A Primerica. 4 Northwestern Mutual?
5 Q Primerica? S A No.
6 A Yes. 6 Q And then you worked at Turtle Creek Financial
7 Q Financial Services? 7 Group in Dallas, Texas. You were vice president from ‘
8 A Yes. 8 August 2008 to November 2609, Is that correct?
2 Q It says financial rep part time 2006. Were 9 A That is correct. l
10 you only employed there in 20062 10 Q What was your role at Turtle Creek?
11 A Correct. 11 A It was to sell insurence policies and ‘
12 Q Were you employed the entire year of 2006? 12 annuities, .
13 A ldon't think so. I can'i remember exactly 13 Q And how were you compensated? ]
14 which months I was there. 14 A Commission. :
15 Q Okay. And financial rep. What were you 15 Q And how much did you make while working at H *
16 selling? 16  Turtle Creek?
17 A Mostly insurance policies, some mutual funds. 17 A About $60,000, if 1 recall correctly. L
18 Primerica Financial Services was a multilevel marketing 18 Q After Turtle Creek Financial Group, you “
19 company, and so they wanted us to do recruiting. 19 worked at OneAmerica Securities. Is that correct?
20 Q Okay. And where is PFS located? 20 A Thats comect. i
21 A The office that I, I guess, was tied to was, 21 Q And that's in Dallas, Texas. You worked ;
22 I believe, in Addison. 22 there roughly from November 2009 to December 2014, Is i
23 Q Addison, Texas, correct? 23 that correct? }
24 A Yes, correct. 24 A That's correct. !
25 Q Next you were employed at Northwestern Mutual 25 Q It looks like two different positions, i

7 (Pages 2@&9093;
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1 financial representative and associate general agent? 1 MS. GUNN: Uh-huh.
2 A That's correct. 2 THE WITNESS: Yes.
3 Q Asa financial representative, what did yon 3 BY MS. FLOYD:
4 sell? 4 Q And so you left OneAmerica voluntarily?
5 A Life insurance, mutual funds, annuities. 5 A Yes.
6 Q I'm sensing a theme here. 6 Q Do you understand that according to your CRD
7 (Laughter.) 7 thatit says that OneAmerica terminated you?
8 BY MS. FLOYD: 8 A 1didn't understand that.
S Q And then as associate general agent, what 9 (SEC Exhibit No. 8 was marked for
10 were your duties? 10 identification.)
11 A Also to recruit, train, and develop new 11 BY MS. FLOYD:
12 financial representatives. 12 Q I'm handing you what has been labeled as
13 Q And how were you compensated as a financial 13 Exhibit 8. :
14 representative? 14 MR. HOWELL: Thank you. Is this an extra
15 A 100 percent commission. 15  copy?
16 Q Okay. And 'how were you compensated for the 16 MS. FLOYD: Don't you dare. You know better.
17 associate general agent position? 17 BY MS. FLOYD:
18 A It was commission based on anything I sold, 18 Q Are you ready?
19  and then I got an override for anything that was sold 19 A Yes.
20 bymyteam. 20 Q Do you recognize Exhibit 8?
21 Q And then you left OneAmerica and moved on to 21 A Itlooks like my CRD report.
22 OE Capital Partners. Why did you leave OneAmerica? 22 Q Correct. 1t's a CRD report that basically
23 A Twas 1 was an associate general agent, 23 covers your employment history among other things, but
24 andsso the next natural move there would be to have 24 onPage3,1believe, or Page 4 actually —
25 your own office. Joe Kane at the time was about to - 25 A Here?
Page 27 Page 29
1 going to retire in three years, and the only other AGA 1 Q Correct.
2 was his daughter. And so when it came down to it, the 2 A Yes.
3 question was who's going to get the office. Well, it 3 Q Thank you. Page3. Itsays here under
4 wasn't going to be me. 4 registrations with previous employers, it says from
S So I -- the question was did I really want to 5 January 7th of 2010 to February 6th, 2015, OneAmerica
6 stay there and work or did I want to move on to other 6 Securities, the reason for termination, discharged,
7 things. So I decided that I really wanted to move on 7 termination comment, failure to complete firm annual
8 to something else. 8 securities activities statement requirement. Do you
9 Q Okay. What was Joe Kane's position at 9 understand what that means?
10 OneAmerica? 10 A lunderstand what that means, yes.
11 A Personal Economics Group, he was the 11 Q Can you explain — first off were you
12 president. 12 terminated?
13 MS. GUNN: What is Personal Economics Group? 13 A Not from my perspective. 1gave my
14 THE WITNESS: Personal Economics Group would 14 resignation to Joe Kane 12/31 of 2014.
15 be a general agency of the OneAmerica company. 15 Q And did you give the resignation in writing?
16 MS. GUNN: Okay. 16 A 1did give it in writing.
17 THE WITNESS: So it was basically a sales 17 Q When was your last day of work?
18 office. 18 A 127310204,
19 MS. GUNN: Okay. Like a d/b/a for that 19 Q So you left the same day you gave your
20 particular office? 20 resignation?
21 THE WITNESS: It was a d/b/a. The actual 21 A Yes.
22 agency name was Joseph Kane Agency. 22 Q And were you provided notice that OneAmerica
23 MS. GUNN: Okay. Did you continue to sell 23 had claimed that you were terminated?
24 insurance products while you were there? 24 A ‘Inever -1 did not know that.
25 THE WITNESS: At Personal Economics Group? 25 Q Do you have an understandiag of why they have

(Pages 26 to 29)
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Page 30 Page 32 |
1 failure to complete first annval securities activities 1 THE WITNESS: American United Life is a '
2 statement requirement on your CRD? 2 OneAmerica Securities company. ,
3 A 1 wouldn't know other than I know  didn do 3 MS. GUNN: Okay. |
4 it, but [ had left. 4 THE WITNESS: So they were the insurance i‘
5 Q Did you, in fact, complete the firm annual 5 company for OneAmerica Securities. Of course :
6 securities activities statement? 6 OneAmerica Securities was the securities side. ‘
7 A No. | had left before February 6th of 2015. 7 MS. GUNN: Okay.
8 lieft in'14. So if they were expecting me to do it 8 THE WITNESS: So that's one and the same i
9 for '15, it did not get done. 9 company. :
10 Q Okay. And so you were aware that they had — 10 MS. GUNN: Okay. And your association with !
11 I'm sorry. When were you first aware of when 11 them terminated when your association with OneAmerica ||
12 OneAmerica had put on your — let me rephrase. 12 terminated? ‘
13 When was the first time you learned 13 THE WITNESS: Yes. i
14 OneAmerica had claimed that they had terminated you? 14 MS. GUNN: Thank you. ;
15 A Today. 15 BY MS. FLOYD:
16 Q Today? 16 Q After you left OneAmerica Securities, where {
17 A Yes. 17 did you go next? i
18 Q So you learned this today? 18 A 1 stasted Howard Capital Holdings, Optimal I
19 A Yes 19 Economics. ;
20 MR. HOWELL: Catherine, do you mind if we 20 Q And when did ~ i
21 take a two-minute break to clarify something? 21 A OE Cepital Partners. 1
22 MS. FLOYD: Sure. Absolutely. Go off the 22 Q OE Capital, is that correct? i
23 record at9:42 am. 23 A OE Capital. H
24 (Recess taken from 9:42 to 9:45.) 24 Q Thank you. There's a lot of OEs. When did !
25 MS, FLOYD: Back on the record at 9:45 a.m. 25 you start OE Capital? 1
Page 31 Page 33 |
1 BY MS. FLOYD: 1 A 1believe the incorporation date for Howard i
2 Q Did you want to clarify anything? 2 Capital Holdings, which was the operator entity in the :
3 A Yeah. Apparently my lawyers showed me 3 beginning, was in February, and [ believe the !
4 something in prep for the FINRA testimony. 1 do not 4 incorporated date for Optimal Economics Capital 5
5 remember it, but apparently they did show me something 5 Partners, LLC or OE Capital was in March. i
6 that stated this. 6 Q 0f2015? '
7 Q Thauk you for clarifying that, After your 7 A Of2015. !
8 attorneys showed you the information, did you try to 8 Q Okay. And was it just you that started the i
9 contact OneAmerica to fix — 9 company? i
10 A No. 10 A It was me and an assistant. t
11 MR. HOWELL: Catherine, if you don't me 11 Q Who is say your assistant? 3
12 addressing this - 12 A Natalie Clair. ;
13 MS. FLOYD: Sure. 13 Q And why did you start OE Capital? i
14 MR. HOWELL: --1think at that point since 14 A In 2014 I was working with Urshel Metcalf at i
15 we were prepping for the FINRA testimony, we probably 15 Personal Economics Group, and Urshel Metcalf had been ;
16 would have put him under strict orders not to reach out 16 introduced to a gentleman by the name of Allen Reno. lij
17 to anyone. 17 Allen had this idea around - a very complex idea 3
18 MS. FLOYD: Iunderstand. Thank you. 18 around turnaround companies and how he could utilize :
19 MS. GUNN: On the exhibit page of Exhibit 8, 19 different types of methodologies and capital to turn y
20 Page 4, under the employment history, the second item 20 around and create a return. j
21 down, it says from 2011, 2009 to present the name is 21 At Personal Economics Group, we had learned a \,
22 American United Life? 22 lot about things like cash flow investing which was ;
23 THE WITNESS: Yes. 23 something I was very, very interested in, and I had ;
24 MS. GUNN: Do you have any — can you iell us 24 done a lot of rescarch and study on it. H
25 what your association was with American United Life? 25 So I was very intrigued by his idea. 1 i
4

e
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Page 34 Page 36
1 thought it was very complex. So I wanted to be a part, 1 THE WITNESS: Afier that we started to put
2 but I did not want to be a part of their entity, and so 2 together kind of what 1 would call the engine to make
3 I started Howard Capital Holdings as essentially the — 3 everything work. The way that things work is we have a
4 I could go raise capital for Insured Liquidity q team of people that actually they go in and they
5 Partners, Cfg 1, and their entity was supposed to do 5 operate with the portfolio companies that we invest in,
6 all of the tumaround work and prep a company for the 6 and so they actually are hands-on from a marketing and
7 capital. 7 finance and infrastructure perspective, and they make
8 Q Who's their company? 8 sure that the entrepreneurs are executing properly so
9 A Urshel Metcalf and Allen Reno. S that we can get the projected revenues that we're
10 Q What was their company's name? 10 participating in. So we -
11 A Insured Liquidity Partners. 11 MS. GUNN: Can I stop you for just a minute?
12 Q So were you connected at all to Insured 12 THE WITNESS: Yes.
13 Liquidity Partners? Were you — 13 MS. GUNN: Was that — we're still in the
14 A No. 14 March, April period, just afier March, April of 2015?
15 Q Okay. 15 THE WITNESS: Correct,
16 MS. GUNN: I'm sorry. You said their entity 16 MS GUNN: Okay.
17 would do the turnaround and something else, and | 17 THE WITNESS: Comect. So this is what we
18 didn't catch the second part. 18 weredoing at that point. We were starting to build
19 THE WITNESS: Prep companies for investment. 19 that engine and the human capital that was going to be
20 MS. GUNN: Okay. 20 needed to really, you know, do the business model.
21 BY MS, FLOYD: 21 MS. GUNN: Okay. ;
22 Q So primarily you wanted to raise the money. 22 BY MS. FLOYD: H
23 Isthat correct? 23 Q  And this staff — was this staff the ;
24 A Correct, 24 employees of Howard Capital or were they employees of :
25 Q I'msorry. I cutyou off. Please continue. 25 Insured Liquidity Partners, LLC? f
H
Page 35 Page 37
1 A Once we had — we got going, we recognized 1 A At this point both. Around the April time s
2 fairly quickly that didn't -- we didn't believe that 2 frame, Howard Capital would have had two employees J
3 Allen Reno could do the things that he said he could 3 including - not including me and -- 1
4 do, and there were some very, very, | think, unethical 4 Q Who are the employees? 2
S activities going on. 5 A It was Natalie Clair and Dovile Soblinskas, j
6 Urshel decided that — Urshel and [ had been 6 THE WITNESS: Do you need me to spell it i
7 coworkers for about a year. So we had a relationship. 7 again? J
8 And Urshel decided that he wanted to disconnect from 8 THE REPORTER: No. !
] Allen, and so he did, and he - and he and [ kind of 9 BY MS. FLOYD: 1
10 started to have more insight into the companies. 10 Q And what was Natalie Clair's role at Howard ”g
11 € chief Kind of operator o 11 Capital? 4
12 | Insured Liquidity Partners, and at that point, Insured 12 A She was my assistant and kind of investor i
13 | Liquidity Partners, Cfg I, and Insured Liquidity 13 relations. i
14 | Pammners, Cfg I, essentially were the funds. 14 Q And what was Dovile? /
15 Q Okay. 15 A Dovie. i
16 MS. GUNN: When did - you said that you and 16 Q Dovile. What was her role at Howard Capital? ,’]
17 Urshel decided to disconnect from Allen Reno. Whenwas | 17 A Business development and marketing. i
18 that? 18 Q Was Natalie and Dovile employees of Insured i
19 THE WITNESS: This was around late March, 19 Liguidity Partners as well? i
20 April time frame. 20 A No. Those were separate employees. 2
21 BY MS. FLOYD: 21 Q Who was employed under Insured Liquidity 5
22 Q 0f2015? 22 | Partners?
23 A 0f201s. 23 A Urshel was the president, and his employees
24 MS. GUNN: And then — I'm sorry. What 24 were Cristina Cason.
25 happened after that? 25 Q And what was her role?
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1 A Her role was really as the accounting expert. 1 Q So was OE Capital owned by Howard Capital? (]!
2 Q Okay. 2 A Yes |
3 A And Khensa, K-h-¢-n-s-a, Bangert, 3 Q You use Howard Capital as the operating ~ ;
4 B-a-n-g-c-r-t. 4 initially when you first created OE Capital? :
5 Q And what was Miss Bangert's role? 5 A That is correct, and if | can clarify just a
6 A She was, in essence, the project manager. 6 little bit. 1
7 Q Was that it at this time or were there more 7 Q Absolutely. |
8 employees? 8 A Howard Capital was intended to be the
9 A There were no more employees at that point. 9 operating entity. Once ! started to really distrust i
10 Q Okay. And you mentioned the two funds being 10 Allen Reno, | decided to get Optimal Economics Capital :
11 Cfg 1 and Cfg Il. Were these funds created after 11 Partners, LLC because | wanted to really start to :
12 Allen — you guys had disconnected from Allen Reno? 12 get - gain a little bit more control over what was %
13 A Cfg 1 was created by Urshel with Allen Reno. 13 happening, and I didn't — I didn't like the disconnect !
14 So Allen was there. Cfg Il was after or | should say 14 in the name. So that's the whole reason for that LLC “,
15 atleast apart from Allen. ' 15 | coming about.
16 Q Okay. Aund who is Optimal Economics Financial 16 Q Okay. Could you just briefly explain why you ?
17 Liguidity, LLC? 17 didn't trust Mr. Reno? :
18 A During that same time frame as Urshel began 18 A 1 will be happy to. Allen Reno had promised
19 to really want to push away from Allen, he went out and 19 a couple of people in California that for a fee and ~
20 he created a bunch of entities so that Allen wouldn't 20 so if 1 can give an example, if they needed, say, $5
21 create them. So he created Optimal Economics Financial 21 million, he - if they gave him one percent up front, ;
22 Liquidity. He created, I believe, Optimal Economics, 22 he would take them through some fancy thing, and then 5
23 LLC. And if he created any more, | wouldn't know about 23 he would go get — he had five million after he went a
24 it 24 through his whole thing, ;
25 Q And what is the business purpose of these two 25 So he would - what he would do is he'd take ;
!
Page 39 Page 41 :
1 companies? 1 their money, and then there was no $5 million. | had
2 A They have -- they have no business purpose. 2 goiten a hold wind from Urshel that he had basically
3 MR. HOWELL: As far as you're aware. 3 done that to someone in California and then said that i
4 THE WITNESS: As far as I'm aware, they've 4q we were going to invest $5 million.
5 never -- I've never had any dealings with those two 5 1 believe at that time, I probably raised I
6 entities. S 6 about 400,000. So obviously [ stopped trusting Mr. ,
7 MS. GUNN: Do they have any employees or 7 Reno pretty quickly, and I moved completely away from }
8 business as far as you know? 8 him, and it was up to Urshel whether or not he wanted :
9 THE WITNESS: Not as far as | know. 9 to move, and Urshel decided to move away from him as }
10 BY MS. FLOYD: 10 well ;
11 Q Do they have bank accounts? 11 MS. STUMBAUGH: The money that you helped| [
12 A Not as far as | know. 12 raise through Insured Liquidity Partners, where did §
13 Q Okay. And then Optimal Economics Capital 13 that money go? .
14 Partners, LLC. 14 THE WITNESS: Insured Liquidity Partners, Cfg 11
15 A Yes. 15 | 1L 1
16 Q That was created when? 16 MS. STUMBAUGH: Just Insured Liquidity |
17 A That was created in March. 17 Partners. x;‘
18 Q March. - 18 THE WITNESS: 1 did not help raise any money
19 A Yes, 19 through Insured Liquidity Partners. It was only ecither }
20 Q And why was that created? 20 inCfglorll
21 A Icreated that as the operating entity. | 21 BY MS. FLOYD: :
22 decided not to use it at that point because | wanted -- 22 Q Did Mr. Reno make these same claims to i
23 I wanted to wait and clean some things up first. Sol 23 investors, to Cfg I investors? F
24 continued to use Howard Capital Holdings as the 24 A No, no. §
25 operating entity. 25 Q Did he make promises or anything to any — !
i
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Page 42 Page 44 ?

1 A He never met a Cfg I investor. 1 things like help build out some programs, so
2 Q Thank you. 2 essentially corporate-based investment programs that | H
3 MR. HOWELL: Catherine, do you mind if I ask 3 really wanted to get some analytics behind. So they é
4 a clarifying question? 4 did that work. i
5 MS. FLOYD: Sure, absolutely. 5 Q Can you give me an example? i
6 MR. HOWELL: So the statements that Mr. Reno 6 A Sure. What we wanted to do is be able to ?
7 . was making, they were statements to potential investors 7 offer to, you know, smaller or medium-sized businesses é
8 or companies in which you were seeking possible 8 an alternative to deferred compensation strategies that %
9 investment? 9 they have out there now. So instead of putting this !
10 THE WITNESS: Companies that were seeking 10 money in the market or insurance products, we wanted to Aé
11 possible investment. 11 be able to package something that would make sense to i
12 BY MS. FLOYD: 12 them that they can participate in private equity type :
13 Q Portfolio companies. 13 structures. R
14 A Right. 14 Q Mr. Alberson and De La Torre, they still do li
15 Q Thank you. So at the time you created OE 15 this just not under Ryse Essential Capital. They do
16 Capital Partners, it was designed to be an operating 16 this now under OE Capital Partners. [s that correct? E
17 entity, but you just hadn't utilized it yet, correct? 17 A That's correct. g'
18 A Correct. 18 Q And how are you compensated for your role in '%
19 Q When did you start utilizing it as an 19 the various: LLC's that you are connected with? ;
20 operating entity? 20 A Howard Capital ~ initially 1 didn't take :
21 A January of this year, 2016, 21 any. 1just bootstrapped it. Eventually it was a :
22 Q So Howard Capital Holdings was it the 22 salary, and that's how I'm compensated now, k
23 operating entity until this January, this past January. 23 Q Eventually - do you know roughly when you g
24 Is that correct? : 24 started receiving a salary? {
25 A That is correct. 25 A 1started somewhere around July of 2015, | i
3
Page 43 Page 45 |
1 Q And what is OE Capital Ventures, LLC? 1 believe. a'
2 A That s a fund that we started. 2 MS. STUMBAUGH: Which entity is paying you a :
3 Q And when did you start this fund? 3 salary? l,r'.
4 A This year, February of this year, 4 THE WITNESS: Currently? /
5 Q What is Foundation for Optimal Living? 5 MS. STUMBAUGH: Yes. :
6 A That is Urshel's current nonprofit. 6 THE WITNESS: OE Capital Partners. :
7 Q Do you have any involvement with Foundation 7 MS. STUMBAUGH: And previously? }
8 for Optimal Living? 8 THE WITNESS: Howard Capital Holdings. j
9 A Only as a donator. 9 BY MS. FLOYD: i
i0 Q Whatkind of nonprofit company is it? 10 Q And how much are you receiving in salary ;
11 A Itis supposed to teach financial literacy to 11 currently? ;
12 business owners, but my belief is primarily veterans. 12 A Currently 180. 1
13 Q And what is Ryse Essential Capital? 13 Q And how are you paid? Are you paid through i
14 A Ryse was - it 8 company that Chad Alberson 14 wire, check, ADP? i
1S and Vince De La Tome started in order to contract with 15 A ADP. i
16 me and OE Capital Partners. They are now full-time 16 Q When did you start getting paid by OE i
17  employees of OF Capital Partners. So the LLC doesn't 17 Capital? '
18 do anything that | know of. 18 A By OE Capital. E
19 Q Soit's a company that Mr. Alberson and Mr., 19 Q Correct, yes. i
20  DeLa Torre started, correct? 20 A This year when it was established. i
21 A Correct. 21 Q This year. Do you have an understanding of i
22 Q What was the business purpose for their 22 where your salary comes from? So what's the basis? !
23 entity? 23 Where are the funds coming from to pay your salary? |i
24 A They were going to be — they were 24 A So what we -- we take approximately ten g
25 contractors for OE Capital Partners, and they did 25 percent or so to pay some corporate expenses and 5
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Page 46 Page 48 l;
1 corporate salaries. 1 Q And what is Ron's job?
2 Q Ten percent of what? 2 A He docs primarily what Tico does. }
3 A Of capital mised. 3 Q Okay.
4 Q Isitten percent per fund or as an 4 A And then Julie De La Torre who's my assistant :
5 aggregate? 5 and Kim Chapman who is my receptionist.
6 A As an aggregate as funds come in. 6 Q What about Urshel? i
7 MS. FLOYD: Let's take a break real quick. 7 | ” A Urshel's nolonger a part of the :
8 It's 10:07. Off the record. 8 organization.
9 (Recess taken from 10:07 to 10:20.) 9 Q Why not?
10 MS. FLOYD: Back on the record at 10:20 a.m. 10 A Scciflcan—
11 BY MS. FLOYD: 11 MR. McCARTHY: [ think you missed one
12 Q Going back to OE Capital Partners, who are 12 employee. There are eleven total.
13 its current employees? 13 BY MS. FLOYD:
14 A Currently? 14 Q Patrick, Dovile, Cristina, Tracy, Chad,
15 Q Yes. 15 Vince, Tico, Ron.
16 A Besides myself there's Dovile Soblinskas, 16 A Julie.
17 Cristina Cason, Tracy Alexander. 17 Q Julie.
18 Q What does she do? 18 A Kim
19 A She is the operator that is chiefly 19 Q Kim.
20 responsible for operating directly with the portfolio 20 MR. McCARTHY: Who's the receptionist?
21 companies to help them execute. There's Chad Alberson, 21 THE WITNESS: Kim Chapman. I have ten
22 Vince De La Torre, 22 employees.
23 Q Going back to Mr. Alberson and Mr. De La 23 MR. McCARTHY: There's ten including you I've
24 Torre, do they do anything else besides their previous 24 got listed. So there's one missing,
25 contract work, help build programs? 25 MR. HOWELL: He knows how many employees he
Page 47 Page 49
1 A That's still their primary, what they do. 1 has.
2 Q Okay. Just checking. 2 BY MS. FLOYD:
3 A They also do some analytics work on, you 3 Q What about Kyle?
4 know, making sure that our risk profiles for portfolio 4 A Kyle.
5 companies are in line, things of that nature, 5 MR. McCARTHY: Vindication.
6 Q Okay. So you have yourself, Dovile, 6 (Laughter.)
7 Cristina, Tracy, Chad, Vince. Anyone else? 7 A Kyle does web design and SEL.
8 A There is Tico Martinez. 8 BY MS. FLOYD:
9 Q I'msorry? 9 Q SEL? 1
10 A  Tico Martinez. 10 A SEL, yeah. Dovile, Cristina, Tracy, Kyle,
11 Q How do you spell it? 11 myselfand sometimes Chad and Vince all have dual [
12 A Tic-o. 12 roles. !
13 Q Okay. And what does Tico do? 13 Q Okay. : ;
14 A He helps build channels into broker-dealers, 14 A And so we all work not only for OE Capital in I:
15 independent advisers, family offices for capital 15 our roles, but we work with the portfolio companies in :
16  introductions. 16  whatever capacity they need us to work with them to |
17 Q And how long has Tico been employed? 17 help them execute. §
18 A A month. 18 Q Okay. And how are your employees '
19 Q One month. Who did his role prior to — 19 compensated? :
20 A No one did his role prior to that other than 20 A They're all on a base salary plus bonus. :
21 me 21 Q What's the bonus based on?
22 Q Anyone eise other than Tico? 22 A It's based on company performance. 1
23 A Ron Scherer. 23 Q Company as in OE Capital company? i
24 Q How do you spell it? 24 A Correct. . §
25 A S-c-h-e-r-e-r. 25 Q And where did you find your employees? Did g'
¥
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1 you advertise? 1 attention.
2 A No. Most of them I knew. 2 We asked Miss Bangert about it because she
3 Q From- 3 was at that point working with them almost on a daily
4 A Tracy, I've known her for ten years. She was 4 basis. First she said she didn know about it.
5 a client when I was a financial representative. | S Secondly, she said that there was other ways to book
6 worked with Tico at Personal Economics Group. I met 6 revenue.
7 Chad and Vince while they were insurance agents. They 7 We then asked the portfolio company,
8 were really account managers for Assurant Health. And 8 GanoLife, what happened, and essentially without
9 Cristina was introduced to me via Urshel. And that's S admitting it, they said yeah, we did some stuff. So at
10 also part of your next question which is why Urshel's 10 that point, we decided not to engage in that H
11 not there. So I'll just hold on to that. 11 investment, and I no longer — I no longer trusted Miss ‘
12 Q Olay. 12 Bangen. |
13 A And the Dovile was introduced to me through & 13 She worked for Urshel, and he decided that {
14 friend, 14 she would be terminated because he no longer trusted i
15 Q Okay. And why is Mr. Metcalf no longer 15 her either. So at that point afier that happened and ‘;'
16 employed? 16 the sexual assault remedy, Urshel basically didn't have §
17 A Soif] can retract back to that kind of 17 any employees, and he also didn't necessarily himself 4
18 April time frame, we were starting to really put in 18 possessed the skill set to really do what we wanted to 5
19 place that human capital. He had two employees at that 19 do. i
20 point, Khensa Bangert and Cristina Cason. [ had two, 20 So he and | made an agreement that [ would *’
21 | Dovile and Natalie, 21 | essentially buy him out by him starting a nonprofit, i
22 Somewhere around June, Natalie came to me and 22 and | would donate to that nonprofit for him. i
23 told me that she had been sexually assaulted by Mr. 23 Q Aad how much did you donate to the nonprofit] 3
24 Metcalf in his office. I confronted and asked Mr. 24 I'm assuming the nonprofit si Foundation for Optimal ]
* 25 |Metcalf if it was true. He indeed told me it was, 25 | Living i
i
Page 51 Page 53 |l
1
1 And so I engaged my attorneys at the time, 1 A Thatis comrect. Itis $12,500 per month a
2 which was Sidley Austin, on a remedy, and the initial 2 until next September. :
3 remedy which was not put in place until the end of 3 MS. STUMBAUGH: Until September of -- g
4 July -- 4 THE WITNESS: 2016, i
5 Q 0120157 5 MS. STUMBAUGH: I wanted to make sure it i
6 A --of 2015 was that Urshel would have no more 6 wasn't 2017. i
7 employees, and so | then assumed his employees. And 7 BY MS. FLOYD: i
8 during that same time -- so this is -- this stuff is 8 Q Is Miss Clair still an employee? %
9 laid on top of each other. So during that same tim'e. 9 A Sheisnot. ;
10 we were looking at a potential portfolio company called 10 Q Did she leave on her own terms? i
11 GanoLife. 11 A Shedidnot. E
12 Q How do you speil that? 12 Q And she got terminated? i
13 A Ganeolife 13 A Shedid. i
14 Q One word GanolLife? 14 Q Could you please explain? i
15 A It was one word, yes. So if you'll recali, 15 A Yes. Her responsibilities greatly increased x
16 Mr. Metcalf's team, what they were supposed to do is 16 as we started to grow. She made a series of E
17 make sure that everything was prepared and ready for 17 substantial mistakes by correcting information on !
18 potential capital injection. This GanoLife company was 18 investor forms without informing the investor, and when  |f
19 a company that was brought to our attention by Miss 19 it was brought to my attention for the third time after 3
20 Khensa Bangert. It was one of her friends. 20 talking to her about it twice, I gave her a severance i
21 We were really, really close to potentially 21 package. j
22 putting in our first investment into that company. 22 Q Which forms did she correct? 3'
23 Cristina Cason, upon doing more due diligence, realized 23 A Ican'trecall exactly. 1 can recall 3
24 that there was a million dollars in revenue missing, 24 generally.
25 and so when she realized that, she brought it to our 25 Q Okay.

14

(Pages 50 to 53)
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1 A There were several subscription agreements 1 Q So you're not aware that Mr. Vince De La
2 and then several self-directed IRA forms. 2 ‘Torre was arrested in ‘96 and 2004 for marijuana
3 Q What did she correct? 3 possession, arrested for a state felony and misdemeanor
4 A The amount of the investment. 4 in 2005, arrested for a second degree felony possession
5 MS. STUMBAUGH: Are you saying she comrected S in 2007 and arvested in 2008 for resisting arrest and
6 it or she changed it? Did she change it to the correct 6 again for marijuana possession?
7 amount or ~- 7 A 1was not aware of that.
8 THE WITNESS: So she did change it to the 8 MR. HOWELL: Who was that, De La Torre?
9 correct amount. However, what happened is without 9 THE WITNESS: Correct.
10 notifying the client or the investor of that, the 10- BY MS. FLOYD:
11 custodian who at that point was Equity Trust said that 11 Q How about Mr, Kyle - how do you say his last
12 there was too much risk in terms of dealing with her. 12 name, T-0-w-b?
13 Also - I mean, that's just -- even if you 13 A Towb.
14 are changing it to the correct amount, that's just kind 14 Q Towb?
15 of a no-no without informing and getting consent first, 15 A Towb.
16 and generally you want to have an investor change that 16 Q Towb?
17 and initial it and send the forms. 17 A Idontknow.
18 BY MS. FLOYD: 18 MS. GUNN: You pronounce it Kyle.
19 Q Which fund were these investors for? 19 (Laughter.)
20 A That would have been Cfg [I. 20 BY MS. FLOYD:
21 Q CfgI1. How many investor forms did she 21 Q He was arrested in 2005 for theft and the
22 correct? 22 arrested in 2007 for misdemeanor possession.
23 A 1don't know the number. [ know at least 23 A 1didn't know that either.
24 three. 24 MR. HOWELL: Misdemeanor possession of what.
25 MS. STUMBAUGH: Was it limited to just Equity 25 MR. McCARTHY: It has to be marijuana.
Page 55 Page 57
1 Trust forms or were there other forms as well? 1 MS. FLOYD: It seems like a common theme,
2 THE WITNESS: 1 was only aware of Equity 2 marijuana.
3 Trust forms. 3 MR. McCARTHY: Possession of a controlled
4 BY MS. FLOYD: 4 substance in 2007 for Vince?
5 Q When was she terminated? 5 MS. FLOYD: Yes.
6 A September 2015. 6 MR. McCARTHY: Second degree felony?
7 Q Soyou've cut ties with Mr, Metcalf. Is that 7 MS. FLOYD: Cormrect.
8 correct? 8 MR. HOWELL: All that's legal now.
9 A That is correct. 9 MS. FLOYD: Not in Texas.
10 Q When you hire employees, what kind of —~ do 10 (Laughter.)
11 you do any background checks? Do you do any due 11 MS. GUNN: So just to clarify, are you saying
12 diligence on the employee? 12 that you have not in the past done background checks,
13 A ldonow. 13 but it is your plan to do so in the future?
14 Q Please explain, 14 THE WITNESS: That is correct.
15 A If 1 don't know them, then what we'll -- what 15 BY MS. FLOYD:
16 we will do going forward -- and I just had this 16 Q As far as experience when it comes to your
17 discussion with my staff — is that we will actually 17 employees, you said Cristina Cason — correct? Am [
18 engage in a background check through an authorized 18 saying it right?
19 background check. 19 A Yes.
.20 Q Third party? 20 Q I have a tendency to butcher names, 1
21 A Third party, and that's it. 21 apologize. She does a lot of accounting work you said?
22 Q Soare you aware of any of your employees 22 A Comect.
23 having criminal convictions? 23 Q So what is your accounting background?
24 A None of my current employees, I'm not aware 24 A She has an accounting degree, and she had —
25  ofthat 25 she worked a prior NA for a rented accounting firm.
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1 Q Which firm was that? 1 structured properly. Does he have like TABS experience
2 A Rtwas in Florida. 1don't know the name. 2 somehow or -
3 Q Isshea CPA? 3 THE WITNESS: No. 1would work with him in
4 A No, she's not. 4 terms of some of that complexity. He has some
5 . Q And what about Tracy Alexandria, Alexander? 5 insurance experience. So a lot of the nonqualified
6 A Alexander. 6 deferred comp programs were built off of insurance
7 Q She's a portfolio manager essentially, right? 7 platforms.
8 A Correct. 8 MS. GUNN: Okay.
9 Q So what is her experience? 9 THE WITNESS: So he has some of that
10 A Well, I wouldn't call her a portfolio 10 experience and some understanding of benefit
11 manager. 11 structures, a lot of understanding around benefit
12 Q Okay. 12 structures, and what this is, is essentially it's an
13 A The way that | would differentiate that is 13 executive benefit.
14 what she actually does is work with the portfolio 14 MS. GUNN: Okay. Is there a common term in
15  companies. She's more of - you can call her a 1S theindustry for those types of benefits?
16 fractional COO working across all of those companies, 16 THE WITNESS: Nonqualified deferred
17 and she has over twenty years' worth of experience of 17 compensation.
18 taking products to market. 18 MS. GUNN: Ckay. Has OE Capital started
19 Q Okay. 19 offering those products?
20 A And major corporations. 20 THE WITNESS: Not yet, not as of yet.
21 Q And what about Dovile? What's her 21 BY MS. FLOYD:
22 experience? 22 Q Do you have a date in the future that you
23 A She has a degree. Her degree is in 23 would like to start offering those products?
24 psychology, neuroscience, and economics. What she does 24 A Not one predefined.
25 is essentially help really understand why people buy. 25 Q If we can talk a little bit about OE
Page 59 Page 61
1 Q That's an interesting combination of degrees, 1 Capital's funds, how many total furds are there again? .
2 psychology and economics. Okay. And what about Mr. De 2 A So there are three buckets. .
3 LaTorre? What's his experience? 3 Q Okay. A
4 A His experience is mostly from an account 4 A One, two inventors, [
5 management sales perspective. S Q SoCfgland Cfg Il and then OE Capital
6 Q Okay. 6 Ventures, is that correct?
7 A Heand Mr. Alberson. 7 A Correct.
8 Q You said —~ you testified earlier that he 8 Q So I'm assuming that Cfg 1is the original,
9 does corporate-based programs and analytics. Does he S the first one.
10 have any sort of programming experience or — 10 A That's correct.
11 A K'snot software. 11 Q Let's start with that one first.
12 Q Okay. 12 A Okay.
13 A Wslike product development. 13 Q 1 'might get my dates wrong. So it was
14 Q Gotit. 14 created by Mr. Metcalf, correct?
15 MS. GUNN: Im sorry. What kind of product 15 A Correct.
16 is it that he's working on developing? 16 Q And that was February, March 2015 roughly?
17 THE WITNESS: So it's our investment product. 17 A It would have been - | believe it's
18 So it goes within our portfolio, but it's specifically 18 February.
19 kind of tailored towards nonqualified deferred 19 Q February of 2015, okay. Were you at all
20 compensation programs for executives and companies, 20 involved in creating that fund?
21 kind of like independent - their own specific kind of 21 A No.
22 retirement. 22 Q When did you get involved with the fund?
23 MS. GUNN: Sois he - I'm trying to 23 A Afer it was created, afler [ started to
24 understand sort of what he brings to the table in terms 24 raise sorne capital into it, and I realized that those
25 of designing that kind of product and getting it 25 terms that were created while we could meet those terms
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1 for investors, it was -- they were unsustainable for us 1 MS. GUNN: When would that information have
2 as a company. 2 been conveyed and how?
3 Q Okay. So when did you start raising money 3 THE WITNESS: Ut would have been conveyed
4 for the fund, you yourself? L through me as introducing you into the fund.
) A Probably February. 5 MS. GUNN: Okay. You're saying orally?
6 Q 2015 6 THE WITNESS: Correct.
7 A Yeah 7 MS. GUNN: Okay. When you spoke to the
8 Q And then you said it couldn't sustain the 8 investors.
9 terms of, I'm assuming, the PPM. Is that correct? 9 THE WITNESS: Correct.
10 A Correct, 10 MS. GUNN: Okay. And do you speak to each of
11 MR. HOWELL: The PPM or the operating 11 the investors?
12 agreement? 12 THE WITNESS: I do not.
13 THE WITNESS: Well, the terms would be in 13 MS. GUNN: Okay. Those that do not speak to
14 the -- probably both, but certainly in the PPM. 14 you personally, how are they informed?
15 BY MS. FLOYD: 15 THE WITNESS: My belicf is orally, but 1
16 Q And which terms did you think that they 16  can't confirm that.
17 couldn't live up to? 17 BY MS. FLOYD:
18 A The real thing that was going to kill - kill 18 Q What's the basis of your belief?
19 the company was the ninety/ten split on any type of 19 A Just based on how we've taught Mr.
20 waterfall exit. 20 Heinzelman, who's a Series 65 RIA, and he's donc a
21 Q Now, before we get further into that, this 21 significant amount of raising, how we've taught them to
22 fund — can you tell us a little bit about the fund? 22 introduce the fund.
23 Can you tell us minimum investments, how many 23 Q So Mr. Heinzelman - what's his first name?
24 investors, what type of investors? 24 A Charles.
25 A Minimum investment would be about 50,000. 25 Q And Charles, is he an employee of OE Capital?
Page 63 Page 65
1 Q Okay. 1 A No. He has his own company.
2 A 1don't know how many investors are in that 2 Q What's his company's name?
3 fund. 3 A He has two, C4 Benefits and Trajan Income.
4 Q Isitstill open? 4 Q Ter-af—
5 A Yes. Soiflcan explain just a bit there — 5 A A-n
6 Q Sure, please, Please. 6 Q Trajan.
7 A All of the funds, while we're not raising 7 A Income.
8 money into them, they're all open, and we treat 8 Q Okay. And Mr. Heinzelman is an RIA?
9 everything as one fund. 9 A Correct.
10 Q Okay. So you're treating the three 10 Q And what is your relationship with Mr.
11 individual funds as one big fund? 11 Heinzelman?
12 A Correct. 12 A He raises capital for the fund.
13 Q De you disclose that anywhere? 13 Q When did this relationship start?
14 A Tbelieve it is disclosed in our — if it's 14 A June of 2015.
15 not disclosed in the current OE Ventures PPM, it is 15 Q And how do yon know Mr. Heinzelman?
16 being disclosed in the one that K&L Gates is working on 16 A Mr, Metcalf held an event for advisers in
17 right now. 17 Austin, Texas, and | believe it was either April or May
18 Q Okay. SoifI'm an investor in Cfg I or Clg 18 0f 2015. Mr. Heinzelman was there, and that's how we
19 11, would 1 be aware that my fund that I'm investing in 19 connected via Mr. Metcalf.
20 is part of one big fund? 20 Q Who raises — which company of Mr. Heinzelman
21 A Yes. 21 raises money for OE Capital?
22 Q Where would 1 find that? 22 A They both do, but primarily it's been C4
23 A Well, you would -- you would have been 23 Benefits is my understanding. 1 pay an account of
24 introduced as one big fund, OE Capital Partners. 24 Charles Heinzelman. So what he does beyond that, |
25 Q Soif I'm an investor — 25 don't know.

17 (Pages @i’cgoﬁ‘; )
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1 Q And how do you pay Mr. Heinzelman? 1 per month, just no more $6,000. Is that correct?
2 A By wire. 2 A Correct.
3 Q By wire. And how do you base your — how 3 Q Okay. How much to date have you given Mr.
4 does he get compensated? Is it based on a commission? 4 Heinzelman?
5 Is it based on a salary? 5 A In commission?
6 A No. It's based on a commission. 6 Q Yes.
7 Q And what is the commission? 7 A 1believe it's somewhere around $200,000
8 A Five percent. 8 total.
9 Q Five percent of each sale? 9 Q Were there months that he didn't raise much
10 A Of capital raised, amount of capital. 10 money, and you still paid him the $6,000?
11 Q Isit quarterly? 11 A There might have been - | think there was
12 A It's normally monthly. 12 one.
13 Q Monthly. 13 - Q He consistently sells for you then?
14 A And for 2015, he also got a monthly - $6,000 14 A Yeah, pretty consistent.
15 a month regardless if capital was raised. 15 Q Okay.
16 Q That's nice. So he gets $6,000 regardless, 16 A Pretty consistent.
17 right? 17 Q Besides your handshake, do you have any other
is A Yeah. 18 agreement with him?
19 Q Is there a an agreement between the two of 19 A No.
20 you? 20 Q Does he market the funds for you? Is that i.
21 A It was a handshake, 21 what be does? |
22 Q And how long is that agreement supposed to 22 A So he does market. [ don't know if it's :
23 Jast? 23 specifically our funds. 1do know that part of it is
24 A It stopped last month, 24 terms that could be related to our fund.
25 Q So from June 2015 to April of 2016, you had 235 Q Okay. Does he ever show you or anyone at
Page 67 Page 69
1 that agreement that you would pay him 56,00 a month 1 your company documents he plans on giving to potential
2 regardless of how much he raised? 2 investors?
3 A Correct. 3 A No.
4 MS. GUNN: Did you pay him commissions in 4 Q Do you ever approve anything he gives to
5 addition to the 6,000 a month? S potential investors?
. 6 THE WITNESS: Yes. 6 A No.
7 MS. GUNN: Okay. And those were five 7 Q Have you ever asked to look at documents he's
8 percent? 8 given to poteatial investors? .
9 THE WITNESS: Yes. 9 A No. Ihave only asked that any documents he
10 MS. GUNN: Okay. 10 gives outside of the PPM that we've created that he
11 MR. HOWELL: Do you mind if - 11 leaves our name specifically off of it and that he
12 MS. FLOYD: Please. 12 doesn't mention anything that can be tied directly to
13 MR. HOWELL: The agreement to pay Mr. 13 our fund.
14 Heinzelman was 6,000 a month, was that an agreement 14 Q And why do you give him those instructions?
15 that was in place before you took over? Was that an 15 A We're a 506B which means we don't do and
16 agreement that you sort of adopted or was that 16 can't do mass marketing.
17 something that was created at the time you took over in 17 Q Okay.
18 June or July 20157 18 A 1did not want to cross those lines, and |
19 THE WITNESS: That agreement was made between 19  did not want to take a chance of him misrepresenting
20 three entities, Mr. Heinzelman, Mr. Metcalf, and 20 something from our funds.
21 myself. So I wouldn't - 1 don't think it would be 21 Q Okay. Let's just say Cfg I. Did you allow
22 accurate to say I simply took it over. 22 accredited and nonaccredited investors in this fund?
23 MR. HOWELL: Okay. 23 A Yes.
24 BY MS. FLOYD: 24 Q How about Cfg I1?
25 Q So the agreement now is five percent capital 25 A Yes.
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Page 70 Page 72 |;
1 Q So both were accredited and nonaccredited? 1 Q And where did you find your investors?
2 A Corect. 2 A They were mostly people that Pve known, my
3 Q How about OE Capital Ventures? 3 friends or past clients.
4 A There are nonaccredited in OE Ventures, 4 Q Any famity? :
S Q Isthat a S06C? 5 A No family. ‘
6 A No. It's still a 506B. 6 Q How many investors did you find?
7 Q 506B, okay. Ibelieve I saw in the PPM, 7 A TI'm not quite - I cannot - I'm not quite
8 which we'll get to in a minute, Cfg 1 is a 504? 8  sure. Ican't remember how many investors
9 A Correct. 9 specifically.
10 MS. GUNN: Earlier Miss Floyd asked you if 10 Q And were these investors accredited or <
11 all of the funds were still open, and I think you 11 nonaccredited or both? !
12 testified all of the funds are still open. Are you 12 A They were both.
13 still raising capital for all of the funds? 13 Q Both. And were you primarily communicating
14 THE WITNESS: No, ma'am. 14 with these investors? .
15 MS. GUNN: For which funds are you raising 15 A Yes
16  capital? 16 Q How about Cfg 17 How much did you raise?
17 THE WITNESS: OE Ventures. 17 | Let me - have you personaily raised any money for Cfg ;
18 MS. GUNN: Okay. And when did you - | 18|
19 assume you stopped raising for Cfg I1. 1Is that 19 A lhave, 1
20 correct? 20 Q You have. How much? ‘
21 Yes. 21 A Thave no idea. ,'
22 MS. GUNN: When did you stop raising for Cfg 22 Q Okay. That's an honest answer. Thank you, i
23 nm 23 And Mr. Heinzelman, do you know how much he's raised 3
24 THE WITNESS: [ believe the last ones were 24 for Cfg H? And it's okay if you don't, 1
25 January or February of this year. 25 A 1dontknow the answer to that question. |
Page 71 Page 73
1 MS. GUNN: Thank you. And just so we're 1 Q Besides Mr, Heinzelman, have you used anybody ,
2 understanding, when did you start raising capital? 2 else to raise money for Cfg 11? :
3 THE WITNESS: February of this year. 3 A No.
4 MS. GUNN: And you're continuing 1o raise 4 Q Do you know where Mr. Heinzelman finds his
] money for that? 5 clients, his investors?
6 THE WITNESS: Correct. 6 A ldon't know. |don't know all of his
7 BY MS. FLOYD: 7 techniques.
8 Q And when did you stop raising money for Cfg 8 MS. GUNN: Do you have any understanding of K
9 In 9 how he goes about marketing the products that he sells?
10 A  When? 10 THE WITNESS: 1know they do some referral l
11 Q When. 11 marketing. | believe they have a radio ad that runs. i
12 A Ibelieve December of'15. 12 MS. GUNN: Okay. i
13 Q You had mentioned Mr. Heinzelman. Did he 13 THE WITNESS: And 1 don't know if he does i
14 raise money for all three funds or did he start with 14 anything else or not.
15 fund two, Cfg H? 15 MS. STUMBAUGH: How does Mr. Heinzelman get '
16 A Two. 16 paid? Does he send you an invoice listing the amounts !
17 Q So who raised the money for Cfg 1? 17 that he's raised? How do you know how much commission h;’
18 A ldid 18 to pay him? H
19 Q You did. You did personally. 19 THE WITNESS: So when —~ when he sends in the
20 A Yes. 20 paperwork, it has his name on it, and so we track it in |:
21 Q Anyone else on your team? 21 ourCRM. i
22 A No. 22 MS. GUNN: Earlier you testificd that Mr. i
23 Q How much money did you raise for Cfg 12 23 Heinzelman was a registered investment adviser. Is ;'
24 A [ believe the number is somewhere around 850 24 that him personally or one of his entities? i
25 to 860,000 if I remember. 25 THE WITNESS: I believe it's the-— ! know he |
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1 is a Series 65. | believe the entities are RIAs. 1 A He will provide that to us.
2 BY MS. FLOYD: 2 Q And then what happens next?
3 Q Is hesstill currently an RIA? 3 A And upon that, you would receive — on the
4 A Yes. 4 next quarter, you would receive a quarterly statement
5 Q So after Mr. Heinzelman finds investors, do S from us.
6 these investors communicate with you or anyone on your 6 Q Okay. Dol receive any e-mail updates or
7 staff for OE Capital? 7 plione calis? Do I have any communications with either
8 A By communicate — 8 Mr. Heinzelman or OE Capital?
9 Q Let'sgoback. Soif I'm investor — 9 A Almost all your communications would go
10 A Uh-huh. 10 through Mr. Heinzelman.
11 Q - and I want to invest in Cfg II, Heinzelman 11 Q Okay. Who sends me my quarterly statements?
12 finds me in some form or another. Once I sign — does 12 A Wedo.
13 he provide the PPMs to me? 13 Q Not Mr. Heinzelman?
14 A Yes. 14 A He wouldn't send you - we mail out those
1s Q Okay. And I would assume that OE Capital 15 quarterly statements.
16 provides PPMs to Mr. Heinzelmaa. 16 Q So I write the check, who am 1 writing it out
17 A Correct. 17 to?
18 Q Okay. Do I receive anything other than the 18 A Inthat case, it has been Cfg IL
19 PPM? 19 Q Okay. And would that go into a Cfg I1?
20 A Not from OE. 20 A Correct.
21 Q Not from OE? 21 Q And once it goes into the account, where does
22 A Correct. 22 it go from there?
23 Q What about from Mr. Heinzelman? 23 A Once it goes into the account depending on
24 A TI'mnotsure. 24 where the portfolio companies are and which one is
25 Q You're unaware of what he provides to his 25 ready for its next milestone funding, it would go into
Page 75 Page 77
1 investors? 1 a portfolio company.
2 A lam. ldon't know if he provides anything 2 Q Okay. Do you do any -- other than Mr.
3 other the PPM. 3 Heinzelman, do you do any sort of dinners, investor
4 Q What about a subscription agreement or an 4 dinners, or have any events that you invite potential
5 operating agreement? 5 investors to, to invest in any of the funds for OE
6 A lthought you were - okay. 6 Capital?
7 Q Yeah. 7 A That's what we do.
8 A At the time of investment, at the time of 8 Q Okay.
9 prospecting. 9 A Yes.
10 Q As a potential investor, what would I 10 Q That's separate from Mr. Heinzelman?
11 receive? 11 A Correct.
12 A From OE you would receive a PPM. You would 12 Q Okay. So please explain those events, how
13 receive a subscription agreement. 13 they came about.
14 Q Okay. 14 A We generally will invite people
15 A And you would receive an LLC partnership 15 referral-based to an event. It might be at a hotel,
16 agreement. 16 At that event, we'll have some light hors d'oeuvres. |
17 Q Aud is this via Heinzelman? 17 will present who we are, present the opportunity. And
18 A Correct. 18 then if anybody wants to follow up, they typically will
19 Q Okay. Solwould receive those three 19 book an appointment with Dovile. X
20 documents, and then 1 become interested, and I 20 Q So going back to the referrals, where would
21 definitely do want to invest. 1 §ill out the forms, 21 the referrals be coming from?
22 and thea I provide them to Mr. Heinzelman or do I send 22 A Some come from current investors. Others
23 it directly to OE Capital? 23 come fiom people that we just know, that know about us.
24 A You provide that to Mr. Heinzelman. 24 Q AndifI'm a referral, would I be in contact
25 Q Okay. 25 with Dovile? Who would 1 contact at OE Capital if 1

20

(Pages 74 to 77)

i
i
H
IE
£
%
]
i
|

g s g e

App. 0020



cument 8 Filed 02/14/17 Page 23 of 150 PagelD 93

Case 3:17-cv-00420-L Do

e

Page 78 Page 80
1 wanted to attend one of these meetings? 1 Q Okay. And the inventory prior to funding?
2 A You would probably contact Dovile. 2 A Yes.
3 Q And then she would say come to the W? 3 Q Okay.
1 A Correct. 4 MS. GUNN: Is that true for each of the
5 Q Or the Ritz. I'm just thinking of hotels in S companies in which you've invested?
6 Dallas. 6 THE WITNESS: That's true for each of the
7 A That's right. 7 companies. The only company that's different is
8 Q Say § o'clock on Thursday, we're having kind 8 RivaCare because they don't have an inventory. So we
9 of a meet and greet and discussion regarding whichever 9 collateralized the brand and the IP.
10 fund. Is that correct? 10 BY MS. FLOYD:
11 A That's correct. 11 Q Where do you find these portfolio companies?
12 Q And at these meetings, do you provide any 12 A Sometimes we found them at private equity
13 sort of materials? 13 events where they're essentially doing pitches. They're
14 A Typically, no. 14 doing pitches. A couple of them have come via
15 Q So what is discussed specifically at these 15 referrals, and those are the ways right now. Yeah.
16 meetings? 16 Q So you find a portfolio company. We'll get
17 A Cur investment methodology. 17 to specifics in a little bit. Let's just say ABC Corp.
18 Q Oklay. 18 What happens next?
19 A And how we pick our assets and how we 19 A The first thing is we ask them to send their
20 collateralize those assets. 20  financials. We run them through a financial model to
21 Q Okay. And what is your methodofogy? 21 see based on what they think right now will they fit
22 A Our methodology is that we invest in the 22 our financial model. We've developed an internal piece
23 future revenues. So we are a revenue-based financing 23 of software that helps us do that. It gives us either
24 company for early stage companies, and so we're not 24 ared or a green.
25 seed. It's too early. We pick companies that have 25 Q Who developed this?
Page 79 Page 81
1 produced something, They've sold something, and now 1 A 1did.
2 they need real growth capital. However, providing 2 Q You personally developed this program?
3 simply capital is an extraordinarily risky proposition. 3 A Yes.
4 So along with that capital, we provide all 4 Q Do you have a name for this program?
S human capital and human intellect to go in and operate 5 A OREA, O-R-E-A.
6 with these entities to make sure that they're going to 6 Q Does that stand for anything?
7 execute properly. 7 A Optimal economics risk adjuster.
8 Q Okay. 8 Q Love the long names.
9 A And once we get them to that point, we ] {Laughter.)
10 understand marketing and our markets and how we're 10 BY MS. FLOYD:
11 going to go afier them and our conversion rates, then 11 Q So this program, you personally developed it?
12 we - we invest in companies that have some level of 12 A ldid.
13 assets so that we can collateralize against the 13 Q And so what exactly — walk us through the
14 dollars. Mostly for us that's inventoriable type of 14 program. Say I'm an employee and you're showing me
15 assets. It could be intellectual property if we deem 15 this program for the first time. What does it do?
16 there's a real value there outside of sales if we can 16 A Very, very, very, very simple.
17 sell that for a dollar amount. Once we now 17 Q Okay.
18 collateralize and we're ofT in sales, Tracy ~ 18 A It takes an Excel spreadsheet, breaks it out
19 Q What do you mean by collateralize? 19 in thirty-six months because the typical time frame for
20 A Weown. Weown the inventory. 20 our relationship with a portfolio company is thirty-six
21 Q The inventory of the company? 21 months. It takes the revenues that they're projecting.
22 A That is comect. 22 It takes the ten percent capture that we
23 Q Do you have an agreement that says we own 23 would get. It takes into consideration a funding
24 inventory? 24 schedule, and what it does is it goes through line by
25 A Yes, yes. 25 line and says for every single month am I hitting my
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1 number if I stay at this particular revenue for the 1 Areyouoil related? Are you real estate? And if you ;
2 rest of the term. 2 are, we're going to discount you because we can't ‘
3 Q Okay. You said future sales. What was the 3 control those prices. ,
4 word you used, future -- 94 That's a risk to us. So we're not -~ so 3
5 MR. HOWELL: Funding. 5 instead of -- we're going to lower your projected i
6 BY MS. FLOYD: 6  revenues what you think by at least ten percent. ’
7 Q Funding. You said they provide to you 7 MS. GUNN: Okay. ;
8 basically what they potentially would assume their 8 BY MS. FLOYD: i
9 sales would be. Is that correct? 9 Q Does it vary depending on what it is? If j
10 A That is correct. 10 it's real estate, is twelve percent? Is there a 1
11 Q Do you have a basis of where they came up 11 formula? !
12 with those numbers? 12 MS. GUNN: Commodity. ;
13 A Generally we don't at that point. 13 A Not for each commodity. :
14 Q Okay. 14 BY MS. FLOYD: i
15 A So that's just the first point of our due 15 Q Okay.
16 diligence. 16 A It just basically has - we have a list of ;
17 Q Okay. And then what happens next? 17 commodities that are priced at a certain point. And i
18 A After it goes through and it determines 18 based on my background and Dovile's background in '
19 whether it's a red or green -- 19 economics, we say, okay, if it's got this much oil as a i
20 MS. GUNN: I'm sorry. I'm not sure how we 20 part of the company, we are not going to be able to §
21 got to red or green. So the software, which I think 21 control the price of that. Somebody else that has -- 5
22 you said is an Excel spreadsheet, tracks the revenue 22 that's pulling strings will. So let's discount that E
23 over thirty-six months, the projected revenue, correct? 23 their revenues because we can't -- we can't control f
24 THE WITNESS: Correct. 24 that. ;
25 MS. GUNN: And what is it that it does with 25 MS. GUNN: Let's step back. Are any of the 3
1
Page 83 Page 85
1 respect to the ten percent capture? 1 companies in which you currently invested fund money
2 THE WITNESS: Okay. The sofiware is written 2 companies that have -- are commodity-based? i
3 in Visual Basic access. 3 THE WITNESS: No. :
4 BY MS. FLOYD: 4 MS. GUNN: Okay. Let's take the noncommodity |;
5 Q What does that mean? 5 situation. ‘
6 A Access database. 6 THE WITNESS: Okay, noncommodity. So k
7 Q Okay. 7 revenues times ten percent equals how much we're ':
8 A What it does is you -- the portfolio company 8 capturing. 3
9 or I should say the potential portfolio company at this 9 MS. GUNN: Right. ﬂ
10 point provides us with an Excel spreadsheet of 10 THE WITNESS: And it does that for every H;
11 thirty-six months' worth of basically income 11 single month, and then what it does is it assumes that 1
12 statements. 12 for this month, this is the best you're going to get ;
13 What we do is we take the top-line revenues 13 for the next thirty some-odd months, right? i
14 andload it into OREA. It's just a button that you 14 MS. GUNN: Right. g
15  basically click. What OREA does is it takes ten 15 THE WITNESS: So what we're looking is at i
16 percent. So the contracts that we have, we take ten 16 what point do they turn green, and can they stay green. g
17  percent off the top-line revenues. 17 MS. GUNN: At what point does who turn green? [
18 MS. GUNN: That's the way you get repaid? 18 THE WITNESS: The revenue projection. So g
19 THE WITNESS: That is correct. 19 green means you're going to be able to generate enough ~ §
20 MS. GUNN: Okay. 20 revenues to repay us plus the multiples that we're g
21 THE WITNESS: For three years. 21 looking for on our capital.
22 MS. GUNN: Right. 22 MS. GUNN: Okay. So what you're looking for i
23 THE WITNESS: And so what OREA does is it 23 isthat within the thirty-six months, they're going to f
24 takes - it assumes ten percent, and then it does one 24 generate enough revenue just capturing the ten percent i
25 little special thing which it says are you a commodity. 25 to make sure that it repays the money that's é'
t
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1 essentially loaned? 1 Q Olay. So you do due diligence. You do |
2 THE WITNESS: That is correct. 2 extensive due diligence, I'm assuming.
3 MS. GUNN: Okay. 3 A Yes.
4 BY MS. FLOYD: 4 Q What happens next?
5 Q Now that you're at the green point — 5 A Then we put together -- with the company we
6 A Right. 6 put together a new financial model based on everything
7 Q -~ what happens next? 7 that we've now found, and we see if that's going to be
8 A If we get green, then we basically have a 8 better or worse. And if it's better, then it's a
9 little powwow between Cristina, Tracy, myself, and 9 really good opportunity, and now we start to engage in
10 Dovile, and we decide whether or not we think this is 10 terms.
11 just a good fit for us. If we belicve that's true, 11 Q So how is your model different than the
12 then what we do is we enter into an cight to 12 original model?
13 twelve-week due diligence process where we look at 13 A The original financial model?
14 everything. 14 Q Correct. What do you bring to the table?
15 So we look at their books. We look any 15 A Well, we bring to the table a lot of
16 contracts they have in place. We look at their human 16 discipline, number one, on the numbers. So many times
17 resources or leadership, the people that are in the 17 after we get done with it, the model is actually not
18 company. We look -- we do a lot of market research. We 18 better.
19 try to understand what the market is. 19 It's worse because they overestimated their
20 What are the market demographics? Will this 20 market conversion capabilities. They're not priced
21 particular product sell at the price point they believe 21 right. They don't understand a go-to-market strategy.
22 it will? What are their competitors doing? How open is 22 Many times we -- there's no real product. There's no
23 the market? What is their infrastructure? Are we going 23 real market there. So they've sold some, but to grow
24 to have to buy separate infrastructure? How many people 24 into a big company, the market just doesn't -
25 are we going (o have to hire? 25 Q It's a short lifeline essentially?
Page 87 Page 89
1 So we go through a due diligence process to 1 A Yeah
2 say is this - is this company real, and do we 2 Q Okay.
3 believe —~ or does the business support the fact that 3 A So in many cases, we'll get to a point -
4 they're going to actually succeed. 4 and, you know, let's say eight to twelve weeks. We'll
5 Q And these are companies that actually have 5 get to point in week four where we're saying not a good
6 sold the product prior to you coming in. Is that 6 deal because we're already seeing what's going to
7 correct? 7 happen here. So let's just get out. Let's not go any
8 A Correct. 8 further with this.
S Q Okay. And you did due diligence on the 9 If it comes out better, what we're typically
10 company, and you said the individuals within the 10 bringing is new lines of revenue through either
11 company as well? 11 relationships we have or different ideas, different
12 A Yes. 12 markets that they didn't think was available that we
13 Q What do you do with the individuals within 13 validated are. So we can create different streams of
14 the company? 14 revenue.
15 A Basically just interviews right now. Brandon 15 One of the huge things that we bring to that
16 made a very, very good suggestion earlier this year 16 is the human capital to do it. So they don't have to
17 which we've started to engage. 1think we've done it 17 now go out and hire a whole team that they absolutely
18 with one company where we run background checks now on 18 can't afford.
18 the principals. 19 My team comes in and helps create those
20 MR. HOWELL: That wasn't Brandon. That was 20 additional channels for them, and then we build out
21 me 21 that company as it's able to support it.
22 MS. FLOYD: Take your time. 22 Q So who within your team would go over
23 THE WITNESS: You weren't even in the room. 23 typically to a company?
24 (Laughter.) 24 A Tracy is essentially the COO of most of them,
25 BY MS. FLOYD: 25 but we all - when | say we, Dovile, Cristina, myself,
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1 Tracy, and sometimes Vince and Chad, we all operate 1 A It'salot of stuff. g
2 probably about fifty percent of our time helping those 2 Q Okay. 2.
3 portfolio companies execute on something, whatever that 3 A Solcan -- I can make it very, very 5
4 s 4 straightforward. i
5 Q Okay. So you get to the green level, and 5 Q Okay. Please. ?
6 then you do the — you said at least twelve weeks due 6 A When you open, you're going to see probably ;
7 diligence, and you have your own model. If it's good ? about eight or nine tabs. It's going to start with the ~
8 and looks good, what happens next? 8 sales pipeline. It's going to have a tab for every 1
9 A So we create a milestone funding schedule. 9 single product that's offered. ;
10 One of the things that's unique about us is we don't 10 It's going to understand what the inventory i
11 justgive amillion dollar check up front and hope it's 11 looks like. It's going to understand how much the "
12 okay. So what we'll do is create a milestone funding 12 inventory costs, how are we going to take that g
13 schedule. 13 particular product to be market. j
14 It might be $200,000, and now they have to 14 It will have the entire marketing channels, ;
15 hit the next milestone in order to get the next 15 whether it's retail or e-commerce or some other lf
16 tranche. And so we're now tracking to make sure that 16 channel, BDB, for example, salespeople on the street, ;
17 they're - we will be tracking to make sure that 17 what those conversion rates look like, and then we back M
18  they're on schedule. Once that schedule's agreed to, 18  into the cost of that marketing, and then we supply 1}
19 we then start to negotiate the short form terms. Once 19 chain delivery, shipping. And I'm probably missing a %
20 that's agreed to, we go to the long form. 20 couple. 3
21 Q Okay. So who creates the milestone form for 21 Q Sure, i
22 the funding? 22 A  Essentially what is it going to take %
23 A Tracy, Cristina. Primarily it's the two of 23 operationally. i
24 them. 24 Q It's a comprehensive plan. f
25 Q Okay. 25 A Itis extraordinarily comprehensive. What i
Page 91 Page 93 ;}
1 A Sometimes Dovile helps with that, 1 Chad has helped do with those plans is we've put |
2 Q Okay. And so once they've agreed on the 2 metrics and analytics behind it.
3 milestone funding, then you get to the contract with 3 So while Tracy's working with those companies i
4 the portfotio company. 4 and she's going in and saying here's where we are, it
5 A Yes. 5 starts to turn either green or yellow or red which !
6 Q What happens next? 6 means we're either on schedule, off schedule, or dead. ¢
7 A Once both legal teams or whoever's involved 1 Q Okay. ;
8 has agreed and it's signed -~ 8 A And if we're -- if we're dead, they don't get i
9 Q Changes things. 9 anext tranche. i
10 A Redlines it to death. It takes forever and 10 Q Hypothetically if they're dead, what happens |4
11 costs a lot of money. Once they've agreed to it and 11 next? 3
12 it's signed, now we're ready to execute. So typically 12 A If they're dead, then what we've done when '3
13 we'll have some kind of kickoff, and Tracy will go with 13 we - in that initial tranche, we make sure it's going f
14 a project plan, and we'll get to work. 14 into something that's collateralized. !
15 Q Okay. So the project plan is created before 15 Q Like the inventory? .
16  the contract is signed? 16 A Like the inventory or we at least make sure
17 A Well, partially. 17 that we've got the signed paperwork that we've
18 Q Okay. 18 collateralized in terms of -- with the IP, And so now
19 A Partially. 19 if they don't get a next tranche, well, then we just
20 Q  So whatis the project plan — I know we 20 go. Wehave the ability to go liquidate those assets J
21 received it last night. We haven't had a chance to 21 and recapture the funds.
22 open it up. Can you give me a brief overview of what 1 22 Q You have the ability, but do you — first off g
23 would expect to see if | saw a project plan? 23 have you been in a situation where you funded a b
24 A  Whew. Okay. 24 company, and it's gone dead after initial funding? i
25 Q Is that a complicated question I just asked? 25 A Once.

24
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1 Q What was the company's name? 1 have this — you have this funding? Do you coatinue to
2 A One Direct Marketing. - 2 fund them per milestone?
3 Q And what did they do? What was their 3 A Correct.
4 specialty? 4 Q How long are these investments for? |
5 A They sold energy. 5 A Three years.
6 Q Energy, okay. 6 Q Three years?
7 A Yes. 7 A Three years.
8 Q So what were you trying to collateralize on? 8 Q So what happens at the end of the three
9 A They had a specific software platform that 9 years, the thirty-six months? What happens to this
10 they had created that allowed them to do that, and 10 portfolio company?
11 that's what we collateralized with. 11 A If we've reached the agreed-upon ~ I will
12 Q So after it went dead, what did you guys do 12 call it exit numbers, then we shake hands and go
13 with the company? 13 scparatc ways. If we have not, we have the option to
14 A Well, we let them go, and we held on to the 14 stay in until we do or if they're doing exceptionally
15 coliateral. 15 well, then the portfolio company has the option 1o pay
16 Q So you still own the collateral? 16  outearly.
17 A Yes. 17 Q Okay. So I'm assuming you haven't gotten to
18 Q Okay. Do you have any plans to sell it or 18 this level yet.
19 what are you planning on doing with it? 19 A No.
20 A We might. Ithink we can actually resurrect 20 Q Okay.
21 it and make it do something. In that particular case, 21 MS. GUNN: One follow-up from some of your
22 the entrepreneurs really were a problem. So we held on 22 earlier testimony. Based on your testimony, I was
23 to the collateral. It didn't -- we did not take that 23 understanding that none of the cvents that you've held
24 heavy of a loss on that. 24 at the various hotels, that the people who have
25 Q And when did it go dead? 25  attended that have not been people that Mr. Heinzelman
Page 95 Page 97
1 A November 2015. 1 has marketed to. Is that correct?
2 Q And that's the only one that's gone dead? 2 THE WITNESS: That's correct.
3 A Yes. 3 MS. GUNN: Okay. Thanks.
4 Q Okay. 4 BY MS. FLOYD:
5 MS. GUNN: How much had you advanced to them? S Q And goiug back to your testimony, we talked
6 THE WITNESS: 100,000. 6 about the method of your madness of your investment
7 MS. STUMBAUGH: What kind ~ 7 strategy. What else do you talk about besides the
8 THE WITNESS: 125,000, 1 believe. 8 method at these meetings?
9 MS. STUMBAUGH: Sorry. What kind of 9 A That's it
10 collateral are y'all holding from them? 10 Q That'sit?
11 THE WITNESS: Software. 11 A Uh-huh.
12 BY MS. FLOYD: 12 Q Do people have questions? Do they come to
13 Q Is there a patent on the software? 13 you for questions or do they go to Dovile, Tracy?
14 A No, I don't think there is. 14 A They generally -- they have a few questions.
15 Q And where is One Dircct located? 15 They generally come to me or Dovile. That's typically
18 A Now nowhere? 16 where the questions go.
17 Q Where was it located? 17 Q And after a person attends one of these
18 A They were in Dallas. 18  events, if they want to invest, they contact Dovile? L
19 Q Okay. 19 A Yes.
20 MS. GUNN: Have you made any cfforts to sell 20 Q What percentage of these individuals that
21 the software? 21 come to these events sign up and become investors?
22 THE WITNESS: No, no. 22 A Maybe - if there's fifteen people in the
23 BY MS. FLOYD: 23 room, maybe one or two.
24 Q So moving forward on a portfolio company that 24 Q And how often do you have these events?
25 goes green and stays green, what happens next after you 25 A It has been sporadic. So I think we had four
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1 or five last year. That's about it. We've so far 1 raised to help pay those corporate expenses. Salaries
2 had ~ 1 believe we've had two this year. 2 areadifferent beast for us because a big portion of
3 Q Two this year. Are they in Dallas or are 3 that is really operating inside the portfolio
4 they in various other cities? 4 companies, right? And so we take - we take money from
5 A Dallas, Austin, Tampa. S the fund to help us be inside those portfolio companies
6 Q Tampa, okay. 6 operating properly.
7 MS. GUNN: Why Tampa? 1 MS. STUMBAUGH: Is that separate from the ten
8 THE WITNESS: Two reasons. | believe Mr. 8 percent you mentioned earlier?
9 Heinzelman does have some people in Tampa, and so that 9 THE WITNESS: Yes.
10 specific event, the one in Tampa, was not for -- was 10 MS. GUNN: Is there some allocation method
11 not for prospective investors. It was for current 11 that you use to determine ~ let's say haif your time
12 investors. And so in that particular case, that was — 12 is in the portfolio companies, and half your time is in
13 the current investors that were connected to Mr. 13 other things.
14 Heinzelman were there, but the bigger reason is we have 14 Is there some way you track or allocate your
15 two portfolio companies in Tampa. 15 time so that you can determine which is proper to take
16 MS. GUNN: Okay. 16 from the funds and which is not and you need to pay for
17 BY MS. FLOYD: 17 them somewhere else?
18 Q Which portfolio companies do you have in 18 THE WITNESS: What we actually do is we have
19 Tampa? 19 an agreement with the portfolio companies of an amount
20 A APG and Future Products of America. 20 that's negotiated. Let's call it five or ten percent,
21 Q Okay. Mr. Heinzelman, is he in Dallas? 21 whatever we negotiate. That will allow us to pay for
22 A He's in Austin. 22 those people and so -
23 Q He'sin Austin, What about C4 Benefits? 23 MS. GUNN: I'm somry. Are you saying that
24 A Right, 24 the portfolio companies are paying your people?
25 Q Is that in Austin as well? 25 THE WITNESS: So the way that it looks on the
Page 99 Page 101
1 A Yes. 1 books, right, is that OE Capital -- that money gets
2 Q Now, we talked about Cfg 1. Move on to OE 2 basically pushed to OE Capital to pay, but the
3 Capital Ventures, and you had said only accredited 3 portfolio companies are agreeing that if we're going to
4 investors were allowed in. Is that correct? 4 be involved, then they're going to pay a return on
5 A No. What I said is we only have accredited S those dotlars.
6 investors right now. 6 MS. GUNN: Im sorry. I'm not following you.
7 Q Okay. But you can take on unaccredited? 7 Okay. So the money comes into the fund.
8 A Wecan 8 THE WITNESS: Money comes into the fund.
9 Q Okay. 9 MS. GUNN: It goes to OE Capital, correct?
10 A Yeah 10 THE WITNESS: Yes. Money comes into the
11 Q How man unaccredited do you have for Cfg I1? 11 fund. Ten percent goes to overhead expenses and stuff
12 A I'mnotsure. A handful. 12 like that, you know, Julie, Kim, people who are not in
13 Q A handful. Have you had any investor 13 portfolio companies.
14 complaints? 14 MS. GUNN: Okay.
15 A No. 15 THE WITNESS: I make an agreement with
16 Q How exactly is OE Capital compensated? 16 portfolio company one that SAYS, listen, we're bringing
17 A Canl ask a clarifying question? 17 IN a LOT more than just human capital - I mean
18 Q Please. 18 financial capital here, and, you know, this level of
19 A Do you simply mean how are we operating or 19 talent is expensive.
20 how will we be profitable? 20 So what I'll do is let's agree there will be
21 Q Let's start with the first one. Let's start 21 a seven and a-half percent financing fee or whatever it
22 with, how are you operating? How do you pay your 22 is, and now that money comes to OE Capital because
23 expenses, the lights, the rent, salaries, you name it? 23 there's OE Capital employees. But they're paying --
24 A Okay. So lights and rent, things like 24 essentially they're going to pay a return on those
25 corporate expenses, we take ten percent of capital 25 dollars because it's allocated to them as financing.
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1 MS. GUNN: I don' follow the last part of - 1 companies, never actually goes to the portfolio
2 that, the allocated to them as financing. 2 company. Is that correct?
3 THE WITNESS: On the books. 3 THE WITNESS: The seven and a-half percent,
4 MS. GUNN: Allocated to whom? 4 that is correct.
5 THE WITNESS: The portfolio company. Instead 5 MS. GUNN: The actual cash doesn't go to the
6  ofthem having to go — instead of them having to go -~ 6 portfolio company?
7 MS. GUNN: They're taking the seven and 7 THE WITNESS: That is correct. :
8  a-haif percent out of the money that's being provided 8 MS. GUNN: But what the portfolio company —~ :
9 tothemas funding and paying it to OE Capital? 9 MS. STUMBAUGH: Owes. ;
10 THE WITNESS: Right. 10 MS. GUNN: -- owes back is —- it is included 1
11 MS. GUNN: Okay. Is this something similar 11 in that number? ;
12 towhat in more private equity firms is called a 12 THE WITNESS: That's correct. ¥
13 monitoring fee? 13 MS. GUNN: Okay. 1think I follow it now. !
14 THE WITNESS: [ would think it's similer. 14 MS. FLOYD: Should we teke a break? Let's go
15 MS. GUNN: Okay. 15 off the record at 11:34.
16 THE WITNESS: 1 would think that's similar, 16 (Whereupon, at 11:34 a.m., a luncheon recess
17 MS. GUNN: And so the money by whicha 17 wastaken)
18 portfolio company is able to pay that seven and a-half i8 AFTERNOON SESSION
19 percent, that money comes from the fund, correct? 19 MS. FLOYD: Back on the record at 12:29 p.m.
20 THE WITNESS: Correct. 20 BY MS. FLOYD:
21 MS. GUNN: Okay. Thank you. 21 Q We just took short recess for lunch. We
22 BY MS. FLOYD: 22 didn't have any conversations, substantive
23 Q Soin the agreement with the portfolio 23 conversations off the record during a break, have we?
24 company, you have agreed-upon revenues, correct, agreed 24 A No.
25  upon what - 25 Q Prior to going off the record for lunch, we
Page 103 Page 105
1 A Percentage. 1 had talked about hotel events. You had meetings with
2 Q - percentage of revenues and then 2 potential investors. Were current investors also
3 hypothetically some type of percent for having your 3 present? k
4 team come in and help the company. That's a 4 A We had different meetings for cumrent
5 separate — that's something separate. Is that within S investors.
6 the same agreement as the revenue? 6 Q Okay. Where do those meetings occur?
7 A Yes. 7 A Typically in a hotel or something like that.
8 MS. STUMBAUGH: When is that seven and a-half 8 Q And how many meetings did you have with
9 percent paid? Is that paid monthly? Is that paid as 9 current investors?
10 they get funding? 10 A Two.
11 THE WITNESS: As they — as they get the 11 Q Two meetings?
12 milestone funding. 12 A Yes.
13 MS. STUMBAUGH: Okay. So let's say company 13 Q Two this year or two —
14 receives $100,000 in funding. They're going to tum 14 A They were both in 2015.
15 around and send $7,500 back to you? 15 Q And where were they located?
16 THE WITNESS: Correct. 16 A One was here in Dallas or in Dallas, and one
17 MS. STUMBAUGH: Okay. I'm just trying to 17 was in Tampa.
18 understand the flow of money. 18 Q Tampa,
19 MS. FLOYD: Let me straighten that out a 19 MS. GUNN: And is that the Tampa meeting you
20 lile bit. They get 100,000. Then we take seven and 20 previously referenced?
21 a-half percent as a part. So they've got 100,000. But 21 THE WITNESS: Yes.
22 on the books, they've got a 107,500. 22 MS. GUNN: Thank you.
23 MS. GUNN: So the money that's paid to OE 23 BY MS. FLOYD:
24 Capital for - to compensate for the work that your 24 Q How many investors went to the one in Dallas
25 staff does, you and your staff do for portfolio 25 ballpark?
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1 A Twentyish. 1 A Twice
2 Q Twentyish. What about Tampa? 2 Q And did you bring Miss Dovile and Cristina?
3 A I would say maybe twenty-five. 3 A Yes.
4 Q Okay. And why did you have these meetings 4 Q Do you ever have dinners with investors?
5 for investors? 5 A Yes.
6 A Justso they can get to know us, make sure 6 Q How often?
7 they knew who we are and kind of reiterate what our 7 A Not often.
8 process is and help them understand what we do better. 8 Q And is it with just one investor, two
9 Q Were these investors that OE Capital found 9 investors, a group of investors?
10 and/or Heinzelman found? 10 A One or two would be my friends more than an
11 A And/or Heinzelman, yes. 11 investor dinner.
12 Q Did any of these investors reinvest in — not 12 Q So other than the hotel events -- are these
13 reinvest. Did they invest in a new fund or a different 13 events traditionally at hotels or are they at
14 fund than they had originally invested in? 14 restaurants?
15 A No. 15 A Mostly hotels or business ~ like a business
16 Q Okay. Besides the, I believe, what, there 16  club.
17 are seven total events, you said five for prospective, 17 Q Business club, for example?
18 two for current investors, did you have any other 18 A The Tower Club in Dallas.
19 events for prospective investors or investors? 19 Q Gotcha,
20 A No. 20 MS. FLOYD: Do you guys have any questions?
21 Q Do you travel quite a bit for your job? 21 BY MS. FLOYD:
22 A Tdo. 22 Q We spent quite a bit of time talking about
23 Q Where do you go? 23 how you find portfolio companies and what you look for,
24 A Mostly New York, Tampa, and LA. 24 for portfolio companies. Now I want to kind of dive
25 Q Why do you go to New York? 25  into the portfolio companies you actually did invest
Page 107 Page 109
1 A Private equity events. 1 in. How many have you invested in currently?
2 Q Aad how often? 2 A Four.
3 A Two or three times a year. 3 Q Four, okay. Can you name them, please?
4 Q Do you go by yourself or do you bring staff 4 A APG, Athletics Performance Gear.
5 with you? S Q Okay. Has it gone by any other names, T-u?
6 A Typically Cristina Cason is with me and 6 A Yes. Tuis the brand of the product.
7 Dovile as well. 7 Q Gotit, okay. Of which product?
8 '‘Q How about Tampa? 8 A ltis a specialty water bottle made for
9 A Every couple of months. 9 runners.
10 Q And what do you do in Tampa? 10 Q And we'll dive more into that in a second.
11 A Work with portfolio companies. 11 So you bave Athletic Performance Gear, and what's the
12 Q You previoﬁsly testified you have two 12 second one?
13 portfolio companies in Tampa? 13 A Future Products of America.
14 A Yes. 14 Q Okay. And where is that one located?
15 Q Do you typically meet with a potential 15 A Tampa.
16 portfolio company? 16 Q Tampa, And you mentioned previously that
17 A We would. 17 Athletes Performance Gear is also in Tampa, correct?
18 Q And did you meet with any of them in Tampa? 18 A Correct,
19 A Those two before they became portfolio 19 Q Okay. What is the third one?
20 companies. 20 A WHRZT!
21 Q How about Los Angeles? 21 Q Where is that located?
22 A Portfolio company. 22 A Dallas.
23 Q Which portfolio company is in Los Angeles? 23 Q And the last—
24 A RivaCare. 24 MS. GUNN: Would you spell that for the
25 Q And how many times have you been to LA? 25 record, please.
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1 THE WITNESS: W-H-R-Z-T. 1 runner.
2 MS. GUNN: It's in all caps, right? 2 MS. FLOYD: 1have hydration fast, [dont
3 BY MS. FLOYD: 3 liketo carry things in my hands.
4 Q Are they all caps? 1 BY MS. FLOYD:
5 A Allcaps. 5 Q Who runs the company?
6 Q Andit's WHRZT! 6 A Well, the CEO is a gentleman by the name of
7 A WHRZT! 7 John Hobbs.
8 Q What about the last one? 8 Q Okay.
9 A The last one is RivaCare. 9 A Who actually runs the company is Tracy.
10 Q And that's in Los Angeles, correct? 10 Q Okay. So did John Hobbs design the products,
11 A Correct. 11 the water bottles?
12 Q Let's start with Athletes Performance Gear, 12 A Yeah
13 APG. When were you introduced to APG? 13 Q Is the water bottle the only product APG has?
14 A  Either September or October of 2015. 14 A They have another product called Elixir.
15 Q And how were you introduced to APG? 15 Q What's that?
16 A Met them at a private equity conference in 16 A It's an electrolyte formula.
17 New York. 17 Q And who manufactures that?
18 Q When did you meet them in New York? 18 A 1can't remember the name of the company.
19 A September or October of 2015. 19 Q Do you know who manufactures the water
20 Q Okay. And what did you guys discuss at the 20 bottles?
21 New York event? 21 A Our contact is a company called First
22 A Just told them we liked his water bottles and 22 Innovations Group.
23 wanted to see if there was an opportunity for us to, 23 Q First Innovations Group.
24 you know, potentially fund him. 24 A They're actually manufactured in China.
25 Q Did he make a presentation on his water 25 Q Of course. Sorry. You said Tracy
Page 111 Page 113
1 bottles at this event? 1 practically runs the company. Is that correct?
2 A Hedid not. 2 A Correct.
3 Q How did you know about the water botties? 3 Q Okay. Why do you believe that?
4 A He had them with him. 4 A Because she does everything from all of the
5 Q Was he carrying them around? 5 operations. There are three employees. She really
6 A Yeah 6  helps direct them, make sure that the tasks are getting
7 Q  And these water bottles, is it like what 7 done.
8 Carol has hanging around or what's special about these 8 Q And does Tracy do that from Dallas?
9 water bottles? 9 A She lives in Austin, but, yes, she also
10 A So the way that they fit in your hand as a 10 travels sometimes.
11 runner, you run with them, and it's almost like you 11 Q Okay. So what does Mr. Hobbs do for the
12 don't feel that they're there, and then they have a 12 company?
13 little trigger on them. So while you're running, you 13 A He's supposed to be the face of the company.
14 push the trigger, and the water just kind of squirts in 14 Q Okay. Did you do any due diligence on Mr.
15 your mouth. 15 Hobbs?
16 Q Okay. 16 A On him like a background?
17 A And you run with two of them, and they have 17 Q Anything. You interviewed him. Is that
18 weights on them for, you know, a little bit of 18 correct?
19 resistance while you're running. 19 A We did interview him. We took him through
20 Q So you actually feel the water bottle then? 20 our standard process.
21 A Correct. 21 Q What about a background check? B
22 Q Because it's got weights in it, okay. 22 A We did not do that. 1
23 A That's right. 23 Q Okay. So for Mr. Hobbs, are you aware of his ‘l
24 Q Olay. 24 criminal convictions? I
25 MR. HOWELL: You've got a customer. She'sa 25 A lamnot. i
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Page 114 Page 116
1 Q Okay. Soyou're not aware that he was 1 sheet for APG.
2 arrested in 1985 for heroin sale or purchase, 1986 for 2 Q Okay. And who created Exhibit Number 97
3 possession of cocaine, 1989 for burglary, and 1990 for 3 A Cristina Cason.
4 trafficking stolen property? 4 Q Andit was used by using your OREA program?
s A No. 5 A No. This was —
6 Q Okay. So when you met Mr. Hobbs in New York, 6 Q No.
7 what piqued your interest? Did you think the product 7 A This was created by her afier OREA.
8 was something that would be marketable, it could make a 8 Q Okay. And is there a special program that
9 lotof money? What made you interested in the product? 9 she uses to create this?
10 A Tve run two marathons, and when 1 saw it, | 10 A Excel, Microsoft Excel.
11 thought it was a good idea. 11 Q Would you walk us through what we're looking
12 Q Okay. 12 at, of what you would look for to make the investment,
13 A And then he actually sold some product, and | 13 to have something be a good investment? What are you
14 thought that there was a market for it. 14 looking for? What are the key areas?
15 Q Olay. Sohow many — how many water bottles 15 A The first — the first area you go to, you go
16 did he sell before he had met you? 16 tothe second page, and you'll see that there's -
17 A A few thousand, maybe four or 5,000. 17 Q 1 tried printing it in one sheet, but for
18 Q Does he have a website? 18 eyesight—
19 A Hedid 19 A Yeah, much easier.
20 Q And was he just selling it through his 20 MR. HOWELL: Thank you,
21 website? 21 BY MS. FLOYD:
22 A And trade shows. 22 Q The second page.
23 Q Trade shows, okay. Nothing like Amazon? 23 A You will see that we would expect to fund
24 Nothing like that? 24 somewhere around a million dollars. You see the
25 A No. 25 funding plus the cost directly paid by OE.
Page 115 Page 117
1 Q Otliay. How often did he go to trade shows? 1 Q VYes, yes.
2 A ldon'tknow. 2 A And then if you came down to the revenue
3 Q So when you had previously talked about when 3 captured piece --
4 you first met a portfolio company and you figured 4 Q Okay.
5 out — they gave you future projections, I'm assuming 5 A -~ you would see that there would be, you
6 Mr. Hobbs gave you future projections. 6 know, a 10.5 million doliar capture.
7 A Hedid. 7 Q Okay. So you're saying that they're going to
8 Q And you put it in your OREA program? 8 make about 10.5 million from these two products. Is
9 A Yes. 9 that correct?
10 Q And it passed the test, right? 10 A That's correct.
11 A Yes. 11 Q And then you would be funding roughly
12 Q So then you did due diligence on the company, 12 around —-
13 and then you did your own projections. Is that 13 A A million bucks.
14 correct? 14 Q - a million dollars. Okay.
15 A Correct. 15 MS. GUNN: I'm sorry. Are you saying that
16 Q I'm going to take one out. 16 the revenue that would be paid under this agreement to
17 (SEC Exhibit No. 9 was marked for 17 the funds was the 10.5 million dollar number? Is that
18 identification.) 18 correct?
19 BY MS. FLOYD: 19 THE WITNESS: Correct. Now, we would -
20 Q I'm banding you what has been labeled as 20 MS. GUNN: That's not how much the company
21 Exhibit 9. Take a moment and look through it. Do you 21 makes, correct?
22 recognize Exhibit 9? 22 THE WITNESS: That's not how much this
23 A Yes. 23 company makes, no. His net profit would be 8.4,
24 Q Whatisit? 24 BY MS. FLOYD:
25 A This is the financial projections funding 25 Q So together roughly around 19 million?
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Page 118 Page 120 !

1 A Corect. 1 Q [Iseethat.
2 Q And how did you come up with those numbers? 2 A So what she was saying is somewhere around
3 A Well, if you come back to the first page, you 3 there we should bring on two team members, product H
4 will see the projected units ~ I'm sorry - the 4 marketing team members. So she costs that in at 1
5  projected sales channels, commercials, digital media, 5 $25,000.
6 calalog sales, marketing tcam, and the electrolyte. 6 Q Do you mean for the commercial? Am I reading i
7 Q Uh-huh. 7 this right? !
8 A The number of units that they would expect to 8 A s that commercial?
9 sell, and then that goes all the way down to kird of 9 Q Yeah. Itlooks like marketing team TV
10 the projected units of sale and then the cost of goods 10 commercial.
11 sold, and that starts to give you your revenue number. 11 A Thatsit. Sony. ;
12 Q Okay. 12 Q There's a lot of lines. ,
13 A The total projected sales should be the 13 A Yeah. So she puts 25,00 in for new ‘
14 revenue number. 14 commercials. So there's where your costs come from.
15 Q Okay. 15 Q And she's hoping more sales will come from
16 A So we would go — we would just merely look 16  the commercial? .
17 on the top line, ofT the negotiated captured percentage 17 A More sales come from the commercial, and ;
18 for that company. 18 then — and then operating expense goes down. :
19 Q Oy 19 Q Okay. ' ;‘
20 A Then what we would do is come down to the 20 A So, for example, take August to September. *
21 bottom line, second to the bottom where it says net 21 Q Okay. ,
22 profit, and the second thing we're looking for is do 22 A 1 mean August to October. if you look at }
23 they start to run a positive net profit. If that's 23 August, we've got a 52,000 dollar net profit, and then »
24 true, then that means we don't have to fund them 24 October is 69,000. So that's not such a big jump. ;
25 forever in order to maintain — maintain a return, 25 Q Gotit. 4
Page 119 Page 121 |:

1 Q Okay. 1 A The dip in actually in the net profit off of ’,

2 A So as long as they were starting (o generate 2 costs it gets paid.

3 a positive net profit, and then therc were strong 3 Q Gotit, Okay. Seif I'm reading this 1

4 enough sales to generate the revenue capture that we 4 correctly, you have manufacturing costs. So it looks |

5 would want, then this would end up being a good 5 you're manufacturing pretty hard core up front, but '
6 investment. 6 then you're not having any more costs later on. ;
7 Q Okay. It looks like around September of 7 A The idea is that they would be able to pay |
8 2016, October of 2016, there seems to be quite a jump 8 the manufacturing costs. So that's cost directly paid
9 in net profit. What do you anticipate happening during 9 by OE. !
10 those two months? 10 Q Gotit, 4
11 A Between September — 11 A So they would be able to manufacture :
12 Q September and October of 2016, correct. Am I 12 themselves. l
13 reading this right? It says thirty-six — roughly 13 Q Okay. So how does Cristina predict the ?
14 36,000 in net profit to 69,000 in net profit down 14 number of units that are going to be sold? ;
15 below. 15 A So what we do is we look at each sales
16 A Uh-huh 16 channel, and for each of those sales channels, there's :
17 Q Down below in the net profit blue line. 17 a lot of information on what a conversion rate would 1:
18 A That'sright. Yeah. Iseeit. Let's see 18 be. Excuse me. And so let's take digital media -- |
18 what she has put in here, 19 digital media sales, for example. }
20 Q She you mean Cristina? 20 Q Okay. H
21 A ‘Crisaina. The change in net profit comes out 21 A Any big Optimedia or digital media company i
22 the change in operating expenses. 22 will tell you based on a targeted media buy, targeted X
23 Q Okay. 23 mecting they're looking at certain people of certain i
24 A You can see a 25,000 dollar switch if you go 24 demographics, that they have information on buying 2
25  back up to the product marketing team. 25 i
i
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Page 122 Page 124
1 So a targeted media buy would convert at one 1 Q Okay.
2 percent, and if it was called retargeting would convert 2 A But the milestones are actually tracked in
3 it thirty percent. What Cristina does is take those 3 the project plans.
4 numbers and apply them here and then cut them in half, 4 Q Okay.
S So we assurme one-half of the conversion rate that is L) MS. STUMBAUGH: You said that OF Capital
€ typically assumed for any marketing channel. 6 Partners had a revenue share of ten percent. Is that
7 Q Okay. Have you guys created plans to sell 7 correct?
8 this product? 8 THE WITNESS: In most cases, yes.
2 A Yes. 9 MS. STUMBAUGH: What about for APG?
10 Q Digitally? 10 THE WITNESS: The original agreement with APG
11 A Wehave. 11 was ten percent. However, the CEO came back and said,
12 Q What are your plans? 12 hey, if the numbers support it, can I just up the
13 A We plan - we're going — we've actually 13 percentage and pay you out early. So we would not - 1
14 executed a digital video to be played on, you know, 14 mean, in this case, our projected revenue capture, if |
15 YouTube channels and whatever and Facebook, Instagram, 15 remember correctly, was about four X, so about $4
16 wherever it is. We have — we're planning on executing 16 million. So at four million is actually when we would
17 adigital media buy. So that's going to — what that 17 getout,
18 is, they're going to go out and basically push all of 18 MS. STUMBAUGH: This is showing a sixty
19 this content that says, hey, don't you love me, buy me 19 percent revenue capture,
20 to somewhere around thirty million people. 20 THE WITNESS: Yes.
21 Q How do they do that? 21 MS. STUMBAUGH: I guess I don't understand.
22 A Theyre a marketing agency. That's kind of 22 THE WITNESS: We changed it so that we would
23 what they do. 23 get our early.
24 Q And then you have commercials — 24 BY MS. FLOYD:
25 MS. GUNN: Is that 3HM? 25 Q And this — the terms of that agreement are
Page 123 Page 125
1 THE WITNESS: 3HM is the branding company. 1 in the original agreement?
2 ‘The marketing agency in this case that we were using is 2 A Correct. ;
3 Optimedia, 3 Q Do you only have one agreement with APG? j
4 BY MS. FLOYD: 4 A Correct. So inside the terms of every i
] Q What does 3HM stand for? 5 agreement, the portfolio company can opt to pay us off 1
6 A 3-Headed Monster. 3 early. In this particular case, he wishes to do that. :
7 Q That's a good marketing name. Up under ? So we changed the model to say if we change the revenue ;
8 projected sales, commercials, it doesn't seem like you 8 capture how quickly can we get out.
9 guys are planning on getting any sales from 9 MS. STUMBAUGH: When does this show that you i
10 commercials? 10 would be out? :
11 A Notoffof TV. 11 THE WITNESS: On this | would have to ~ J
12 Q You're spending 25,00 for a TV commercial. 12 would have to actually sum up these numbers. [ don't :
13 A  That's -~ as a TV commercial, you can 13 know right here based on this. ?
14 substitute that for digital media buy. So that really 14 BY MS. FLOYD: d
15 is just we were planning on buying more marketing at 15 Q Since we keep referencing the agreement, I'm !'
16 that point. 16 going to go ahead and put the agreement as an exhibit, %
17 Q Okay. So this is created right when you guys 17 (SEC Exhibit No. 10 was marked for r
18 enter into an agreement with the portfolio company. Is 18 identification.) é
19 thatcorrect? 19 BY MS. FLOYD: ;
20 A That's correct. 20 Q I'm handing you what has been labeled as H
21 Q Do you guys update these realtime as well? 21 Exhibit 10. Take 8 moment to look through it. Do you g
22 A Yes 22 recognize Exhibit 10? g
23 Q Okay. Are these the milestones? 23 A Yes. d
24 A No. They could be. So revenue begins to 24 Q Whatisit?
25 definitely be a milestone. 25 A It's the financing agreement between OE
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) Page 126 Page 128
1 Capital and Athletes Performance Gear. 1 in Exhibit 9 been made?
2 Q And who created Exhibit 10? 2 THE WITNESS: Yes, they have.
3 A 1believe the attomey was Darrell Cleveland. 3 BY MS. FLOYD:
4 MS. GUN: I'm sorry. | didn't hear that, 4 Q So it looks like a total of $626,950.00?
5 THE WITNESS: Darrell Cleveland. 5 That's just funding. That's separate from the cost you
6 BY MS. FLOYD: 6  paidaswell?
7 Q And he's the attorney for OE Capital? 7 A That's correct.
8 A He's an independent attorney, yeah, but he 8 Q Okay. So how did you pay for the
9 worked on this for us. 9 manufacturing costs and the marketing costs and the
10 Q Okay. And have you drafted any part of this 10 printing cost?
11 agreement? 11 A We paid for those directly.
12 A No. 12 Q Directly to the actual company?
13 Q Have you read the agreement? 13 A Yes.
14 A Yes. 14 Q The 3-Headed Monster, you paid them directly?
15 Q And you signed the agreement? 15 A Correct.
16 A Yes. 16 Q But the company only received from you
17 Q So on Bates Number OEC_SEC_001695, that is 17 $626,950.00?
i8 your signature under investor? is A Interms of actual funding to pay their
19 A Yes. 19 operating, yes.
20 Q So you had mentioned that you didn't buy out 20 Q Now, that money — did you also buy the
21 early or they can buy you out early. Where is that in 21 inventory?
22 this agreement? 22 A No. That's the cost directly paid by OE,
23 A 66. 23 manufacturing cost.
24 Q What page number are you on, twenty-four? 24 Q Okay. Sodo you own the inventory ~
25 A Yes. 25 A Yes.
Page 127 Page 129
1 MS. STUMBAUGH: Twenty-four. 1 Q -of APG?
2 BY MS. FLOYD: 2 A Yes.
3 Q Early termination, 6.6? 3 Q Is that a separate cost?
4 A Yes. 4 A No. That's the cost we paid here. So
5 Q And what is the minimum planned performance 5 manufacturing cost, that's the inventory.
6 threshold? 6 Q Okay. That's the payment for the actual
7 A The minimum planned performance threshold as 7 inventory?
8 it was defined at this time was the amount of revenues 8 A Right.
9 that will be needed to meet our minimum performance. 8 Q Gotcha, Not actually manufacturiag —
10 Q Andis it on Exhibit 9, this spreadsheet? 10 A Right.
11 Where would these minimum planned performance — 11 Q -~ theinventory. Now, hypothetically after
12 A It would be the gross revenues. 12 three years or in this case if he's doing ~ if APG is
13 Q The gross revenues? 13 doing really well and they wanted to buy you out, what
14 A Yes. 14 happens to that inventory? Do you still owa it?
15 Q And what is the total funding amount? 15 A If we're doing this, we've sold out in almost
16 A That would be the total amount that we had 16 probably two months. So then they go by their next —
17 funded the company at the time. 17 MS. GUNN: What is this? You said if we're
18 Q So according to Exhibit 9, you had funded as 18 doing this. ‘
19 of March 2016. Do you plan on funding any more money? 19 THE WITNESS: The plan. So if we're selling
20 A ToAPG? 20 bottles —
21 Q Yes, correct. 21 MS. GUNN I'm sorry. |don't understand. If
22 A There is one more planned funding as of right 22 you're execuling on the plan that's in Exhibit 9, then
23 now. 23 you would be out when?
24 Q Okay. Idon't see it on Exhibit 9. 24 THE WITNESS: Her question was why isn't
25 MS. GUNN: Have all of the fundings that are 25 there more inventory purchases.

—

[Py w-ervpacnms

=y

pervae

T~ g~y oy S cagn

g vy

R B A o s e ot e e T




Case 3:17-cv-00420-L Document 8 Filed 02/14/17 Page 36 of 150 PagelD 106

Page 130 Page 132
1 BY MS. FLOYD: 1 he wants 15,000 more?
2 Q No. My question was actually, what happens 2 THE WITNESS: More.
3 to the inventory once the three years are up? It 3 MR. HOWELL: Sounds like our associates.
4 sounds like you are planning on selling the entire 4 MS. GUNN: I'm sorry. Excuse me. Are you
5 inventory. 5 saying he wants -- instead of 120,000 - [ assume
6 A Absolutely. [ mean, you can't make -- so 6 that's 120 a year. He wants a 1357
7 this inventory purchase could not support all of this 7 THE WITNESS: No.
8 revenue. So there would have to be subsequent 8 MS. GUNN: He wants 15,000 a month.
9 purchases of inventory that they would be liquid enough 9 THE WITNESS: Correct.
10 todothemselves. 10 MS. GUNN: Okay. That's the way I first
11 Q But you wouldn't own that? 11 understood it. Igot a little confused. Thank you.
12 A No. 12 BY MS. FLOYD:
13 MS, GUNN: I'm sorty if you've been asked 13 Q And on Exhibit 10 on Page 11, 2.3 payments to
14 this question before, but if the plan was executed as 14 the investor, and the investor is OE Capital. Is that
15 reflected in the projections in Exhibit 9, when would 15 correct?
16 OE Capital exit this investment? 16 A Correct,
17 THE WITNESS: Well, since the entreprencur, 17 Q So please explain to us how APG is paying
18 since he wants us out early? 18 you, paying OE Capital.
19 MS. GUNN: Uh-huh. Yes. 19 A As these revenues get generated in a typical
20 THE WITNESS: Then according to this [ 20 arrangement, we would take ten percent of the gross
21 believe -- I believe it's five times. 21 fevenues.
22 MS. GUNN: And this is Exhibit 10. 22 Q Okay.
23 THE WITNESS: Exhibit 10. Five times the 23 A In this particular situation, once we start
24 total funding amount. So at what point we capture $5 24 the revenues will be taking sixty percentish of
25 million. 25 whatever that is so that we can get ourselves out
Page 131 Page 133
1 MS. GUNN: Okay. Allright. And that would 1 early I
2 be when the total in the revenue capture line adds up 2 Q Okay. So according to Exhibit 9, APG's
3 to five million? 3 financial projections, it says in March 2016, your
4 THE WITNESS: Correct. 4 company had projected sales of 106,180. Has that
5 MS. GUNN: Okay. Got it. 5 occurred? l
6 BY MS. FLOYD: 6 A We are a month behind. So we're actually
7 Q And you said he wants to buy you out. Is 7 kicking it off. We were planning on kicking off the
8 there a reason for that? 8 campaign at the end of April. We're a week or two
9 A It has not been a rosy relationship. 9  behind.
10 Q Is he upset that you guys are controlling the 10 MS. GUNN: This shows projected sales
11 company? 11 starting in March of 2016, l
12 A He's upset that - a little bit he's upset 12 THE WITNESS: Correct.
13 that we're controlling the company. 13 MS. GUNN: Okay. Have you had the projected
14 Q Okay. What is he really upset about? 14 sales that are reflected in the column for that month
15 A He wants me to pay him more money. 15 five, 1 think it is?
16 Q Fund more? 16 THE WITNESS: No. We're a little bit more
17 A No. See his salary? 17 than a month behind.
18 Q Okay. 18 MS. GUNN: Okay. And the campaign has not
19 A He wants more. 19 kicked off yet. Is that correct?
20 Q He being paid $10,000 a month. 20 THE WITNESS: Correct.
21 A Yeah 21 MS. GUNN: Doesn't that make you two months
22 Q And how much more does he want? 22 behind? Because you've got March and April both having
23 A 15,000, 23 sales here, and you haven't started the campaign yet.
24 Q That's quite a payment. 24 THE WITNESS: Now we are. It's May right
25 MR. HOWELL: He wants a total of fifteen or 25 now, right?
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Page 134 Page 136 :
1 MS. GUNN: Right. It's May 5th. 1 MS. GUNN: So I understood your eaficr i
2 MS. FLOYD: It's Cinco de Mayo. Back to 2 testimony to indicate that Tracy Alexander was \,
3 Exhibit 10, Page 18,53 ~ 3 essentially the COO of all of the portfolio companies. |
4 MS. GUNN: Before we go on - 4 THE WITNESS: That's correct. 3
5 MS. FLOYD: Sure. 5 MS. GUNN: But they have a COO already? ;
6 MS. GUNN: -- why are you two months behind? 6 THE WITNESS: Correct. A
7 THE WITNESS: Literally difficulties with the 7 MS. GUNN: Okay. How are the duties parsed
8 CEO. 8 between the two of them? How does that work having two |}
9 MS. GUNN: Okay. Besides the salary issue 9  COOs? ‘
10 that you've described, what other difficulties, if any, 10 THE WITNESS: Tracy is - essentially is the :
11 have you had with the CEO of APG? 11 head operator. Jim takes direction from her. The CEO
12 THE WITNESS: He's got three employees that 12 is essentially absent, and so right now Jim's role is
13 he pays that he has been very disrespectful to. His 13 more of - kind of a director of operations. We felt
14 company’s in Tampa, but he spends all of his time now 14 it necessary to get someone in fairly quickly. Again,
15 in Chicago, and has deliberately done some things to 15  Tracy cannot be full time on four different companics.
16 kind of upset the schedule. 16 MS. GUNN: Right, right.
17 MS. GUNN: Such as? 17 THE WITNESS: So she gives overall direction.
18 THE WITNESS: Just geiting -- interfering 18 Jim executes more that direction.
19 with the manufacturing process a little bit. 19 MS. GUNN: Okay. So in terms of when the :
20 BY MS. FLOYD: 20 costs of his salary fall, those would have started i
21 Q Has he interfercd with the product itself? 21 fallinga little carlier, wouldn't they? So they :
22 A No. No, he hasn't. 22 started in January. When did he stan?
23 MS. GUNN: Does he have any sort of copyright 23 THE WITNESS: | don' recall exactly when he
24 or trademark or any sort of intellectual property or 24 started. [ believe it was somewhere around there.
25 patent or whatever on the — 25 MS. GUNN: Okay. Am [ reading this schedule
Page 135 page 137 |
1 THE WITNESS: My understanding is he has at 1 right in terms of it's essentially budgeted for his !
2 least a patent pending. 2 salary to start in January?
3 MS. GUNN; On the water bottle? 3 THE WITNESS: That's correct.
4 THE WITNESS: On the water bottle. 4 MS. GUNN: All right. Do you know who owns
5 MR. HOWELL: Be sure you let her finish 5 the -- to the extent there's any intellectual property '
6 asking the question before you answer, 6 associated with the -- either the water bottles or the
7 BY MS. FLOYD: 7 electrolyte product, do you know who owns the intellect
8 Q So as far as the employees, he has a COO, a 8 property associated with that? }
9 CFO, and a beokkeeper. Is that correct? 9 THE WITNESS: My understanding is that John :
10 A Hehas a COO. He does not -- we did not hire 10 Hobbs will own the -- any patent or patent pendings on {
11 aCFO. 11 the water bottle.
12 Q S0 560,000 for a salary — 12 MS. GUNN: Uh-huh. {
13 A Instead of a CFO, we thought it was more 13 THE WITNESS: And there's no intellectual §
14 important to hire the product marketing supervisor. 14 property on the Elixir. i
15 Q Okay. 15 BY MS. FLOYD:
16 A And then he has a salesperson. 16 Q Electrolytes. 3
17 Q So he has a COO, a marketing person, and a 17 A Electrolytes. l:
18 salesperson. 18 MS. GUNN: So what would happen if the H
19 A Correct. 19 disagreements you've had so far with him, Mr. Hobbs, |}
20 Q Whois the COO? 20 deteriorated further such that you wanted to part ways? }
21 A His name is Jim Cooney. 21 THE WITNESS: What we would do is exercise ~ |;
22 Q He gets paid $100,000 a year? 22 ourright to liquidate our inventory. !
23 A Thatis correct. 23 MS. GUNN: Uh-huh. i
24 Q Does he actually work? 24 THE WITNESS: The retail value of that g
25 A Yes, he does. He works very hard. 25  inventory is about $2.4 million. i
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Page 138 Page 140 )
1 MS. GUNN: Uh-huh. 1 A Vince met them. g
2 THE WITNESS: We would obviously discount 2 MS. GUNN: Are they located in Dallas or 4
3 that to some wholesaler to about 1.5 to 1.7. We would 3 where are they? i
4 essentially fire sale our inventory. 4 THE WITNESS: Yes, Dallas. i
5 MS. GUNN: Okay. 5 MS. GUNN: You have a substantial history in i
6 THE WITNESS: And we would — so that will 6 the insurance business. Why are you using someone to [}
7 leave us a million invested, 1.5 back in one year. 7 place that?
8 That's pretty good. And then we say nice doing 8 THE WITNESS: Just to be really honest, I'm
9 business with you, wish it would have worked out better 9 justkind of done with the insurance business. ;
10 foryou. 10 MS. GUNN: You have lots of contacts in the Li
11 MS. GUNN: And you told us some things that 11 business. I'msure you know a lot of people in '
12 had been issues between OE Capital and Mr. Hobbs. 12 insurance. So I'm a little surprised that you're using
13 Anything else that you haventt listed? I think you 13 someone to place that as opposed to, say, one of your i
14 said his salary, his being absent, how he's been 14 contacts as the broker. J
15 disrespectful with some of the people who work for him. 15 THE WITNESS: 1 do have a lot of contacts. | p
16  Anything else? l6 just prefer not to use them. 1
- 17 THE WITNESS: Those are it. 17 MS. GUNN: Okay. Thank you. i
18 MS. GUNN: Okay. 18 BY MS. FLOYD: ;
19 BY MS. FLOYD: 19 Q We'll move on to the next portfolio company i
20 Q If you look at Exhibit 10, Page 18, under 20 which I believe is WHRZT! Is that correct? E
21 5.3, itsays key person life insurance? 21 A WHRZT! H
22 A Yes. 22 Q WHRZT! Which is located in Dallas? ]
23 Q It says, and I quote, investor shall purchase 23 A Yes i
24 and maintain a key person life insurance policy in the 24 Q How were you introduced to WHRZT!? 5
25 amount of the maximum funding amount, designate John 25 A Imet him at a restaurant. §
é
Page 139 Page 141| |}
1 Hobbs as the key person, and naming the investor as the 1 Q Which restaurant? a
2 beneficiary of the policy. Do you have a key person 2 A Henry's in Plano. ’
3 life insurance policy on Mr. Hobbs? 3 Q That's a good restaurant. ;}
4 A We do - we do now, yes. That was executed q A Yeszh i
S late last year. 5 Q So you met him at a restaurant. Was it - 5
6 Q Okay. And how do you pay for those life 6 was it an event at the restaurant or was it just N
7 insurance poticy? 7 casually passing by and meeting him? :
8 A Through — OE pays that out of its operating. 8 A Casually passing by and meeting him. :
9 Q And where do you buy this life insurance 9 Q And he just started talking products? i
10 policy from? 10 A He essentially was crying in his beer. !
11 A Different life insurance companies. We would 11 Q That's sad. Was he crying about his i
12 typically figure out which one's the best rating and 12 products? {
13 cost for each CEO or principal. 13 A His inability to the get funding in Dallas.
14 Q You shop around and figure out which one? 14 Q Okay. And so I presume you sat down, had a
15 A Yes. 15 beer with him, and talked about it?
16 MR. HOWELL: Which companies did you buy the 16 A Yes. i
17 life insurance policy on Hobbs from? 17 Q And what did you tell him? g
18 THE WITNESS: Idon't know. Ican't 18 A 1justtold him that, you know, | think 1
19 remember. 19 might be able to help. This particular time frame was ;
20 MS. GUNN: Who is your agent for that 20 actually -- when I met him it was before I even left f
21 insurance? 21 | Personal Economics Group. i
22 THE WITNESS: We use a broker. The name of 22 Q Soit was sometime in 2014? i
23 it is Insurance Designers, I believe. 23 A Correct, after I had run into -- before I had i
24 BY MS. FLOYD: 24 been introduced to Mr. Reno via Mr. Metcalf. Soat a
2% Q And how do you know Insurance Designers? 25 that point, I told him I might be able to help, and I E
4
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Page 142 Page 144

1 made an introduction. 1 MS. GUNN: Okay.

2 Q And who runs WHRZT!? 2 THE WITNESS: It was for 5,000.

3 A Jim Nalley, N-a-l-l-¢-y. 3 MS. GUNN: Okay. That's the number he's

4 Q Okay. And what exactly does WHRZT! do? 4 purchasing. How many has he sold?

5 A Excuse me. They have a geolocation tracking 5 THE WITNESS: Excuse me. Let me clarify.

6 technology for - specifically designed for trailers 6 That's the number - the purchase order is the order

7 right now. 7 from the client to him.

8 Q A GPS for trailers? 8 MS. GUNN: Okay.

9 A Yes. 9 THE WITNESS: So somebody's bought 5,000.
10 Q | have cough drops if you need any. 10 MS. GUNN: Okay.
11 A That would help. 11 THE WITNESS: That's the latest number, 1
12 MS. FLOYD: Let's go off the record at 1:20. 12 believe.
13 (Recess taken from 1:20 to 1:31.) 13 MS. GUNN: And so any idea of how many of
14 MS. FLOYD: Beck on the record at 1:31. 14 those he's had?
15 BY MS. FLOYD: 15 THE WITNESS: I believe this is his second
16 Q During the break, did we have any substantive 16 one.
17 discussions regarding this matter? 17 MS. GUNN: Okay. And is that for a
18 A No. 18 particular customer, client, both of them?
19 Q Aliright. Going back to — where is it? 19 THE WITNESS: Those two are for a specific
20 You met Mr. McNalley, [ think his name is. Nalley? 20 client.
21 A Yes. 21 MS. GUNN: Okay.
22 Q Ata restaurant, and you were introduced to 22 THE WITNESS: If my recollection's correct,
23 him. He runs the company. You were introduced to him 23 he has eleven or twelve contracts in place all that are
24 in 2014. Is that correct? 24 purchasing random amounts.
25 A Correct. 25 BY MS. FLOYD:

Page 143 Page 145

1 Q Okay. Now, what exactly the company does is 1 Q Were these contracts in place before OE

2 they put like GPS on trailers, correct? 2 Capital started funding them?

3 A Correct. 3 A No.

4 Q How many trailers — does he own trailers or 4 Q How many contracts did he have in place

5 he just makes the GPS device? S before OE Capital?

6 A He makes the GPS device. 6 A None, zero.

? Q Okay. And how many has he sold to date? 7 MS. STUMBAUGH: How much was the actual

8 A 1am not quite sure. 8 bridge loan?

9 Q Okay. Did he sell any GPS devices before OF ] THE WITNESS: 100,000.
10 Capital funded company? 10 (SEC Exhibit No. 11 was marked for
11 A No. 11 identification.)
12 Q No, okay. 12 BY MS. FLOYD:
13 A No. 13 Q I'm going to hand you what's been marked as
14 Q So when did you start funding WHRZT!? 14 Exhibit 11. Take a moment and look through it. Do you
15 A Our first payment was a bridge loan in, | 15 recognize Exhibit 11?7
16 believe, June of 2015, 16 A Yes.
17 Q F'm going to go ahead and give you ~ 17 Q Whatisit?
18 MS. GUNN: While she's looking for that, you 18 A It's the financial projections for WHRZT!
19 said you're not quite sure how many of the GPS devices 19 Q Did you create Exhibit Number 11?7
20 he sold. Can you give us a range? Is it ten, 100, 20 A No.
21 thousands, tens of thousands? 21 Q Who did?
22 THE WITNESS: 1 believe his latest PO was for 22 A Cristina Cason with Jim Nalley. 4
23 5,000. 23 Q Jim Nalley, and that's the CEO of WHRZT!? . [,
24 MS. GUNN: His latest what? 24 A Corect. ;
25 THE WITNESS: Purchase order. 25 Q And Mr. Mc - I keep calling him McNalley.
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Page 146 Page 148
1 Mr. Nalley provided OE Capital with the future 1 you update the projections if there's a raise in the
2~ projections on his end prior to this being created. Is 2 sales?
3 that correct? 3 A We would — we would not update the
4 A Thatis correct. 4 projections.
5 Q Now, Exhibit 11, what we look at right now, 5 Q Okay. So how would you keep track of a delay
6 is this the current projections or was this the 6 in how much you guys are selling?
7 projections that was created at the time of the 7 A We would have - we have another system that
8 - contract? 8 tracks actual,
9 A These are projections that were created at 9 Q Okay.
10 the time of the contract. 10 MS. STUMBAUGH: What system is that?
11 Q Have the projections been changed at all? 11 THE WITNESS: It's a spreadsheet.
12 A ldon't know, 12 MS. FLOYD: Barrett, I need a copy of the
13 Q Okay. So going to Page 2 - first of all, 13 actual realtime spreadsheet.
14 let me back up, you don't know. So if Cristina were to 14 MR. HOWELL: Say that one more time. I'm
15 change it, would she notify you? 15 SofTy.
16 A Not necessarily. 16 MS. FLOYD: The realtime spreadsheet for each
17 Q Would Tracy be notified? 17 portfolio company.
18 A Yes. 18 MR. HOWELL: We did not provide it?
19 Q Why wouldn't Cristina notify you? 19 MS. FLOYD: Not that I'm aware of,
20 A She would ~ she would only notify me if 20 MS. STUMBAUGH: It shows the actual sales.
21 there was a major issue with it, 21 MR. HOWELL: This was updated -
22 Q And what are typical reasons for updating 22 MS. FLOYD: Correct.
23 financial projections? 23 BY MS. FLOYD:
24 A Typical reasons would be if the costs came 24 Q I presume this was made at the time of the
25 out completely different. 25 contract.
Page 147 Page 149
1 Q Would you find that important to know? 1 A That's correct.
2 A Yeah, 2 Q Okay. So the sales were delayed until
3 Q Any other reasons why it would change? 3 January 2016, correct?
4 A The projections, no. 4 A Correct.
5 Q Ohay. If you look at Page 2 of Exhibit 11, 5 Q Okay. How did that affect the total revenue
6 if I'm reading this correctly, the revenue capture is 6 for thirty-six months or did it affect the total
7 about roughty five million, and net profit is 7.6 7 revenue?
8 million. Would OE Capital be walking away with five 8 A It really hasn't affected it because he's
9 million, and WHRZT! would be walking away with 7.6 9 actually got more contracts now than we had projected.
10 million? 10 Q Where is it on this — on Exhibit 11 where
11 A That is correct. 11 you project the contracts?
12 Q Soif I'm reading this correctly, as of 12 A We don't do that in here. We just projected
13 - October 2015, WHRZT! sold 68,000 units of asset 13 number of units sold.
14 tracking devices. Is that correct? 14 Q Okay. How many units did he sell in January
15 A October of ~ 15 2016?
16 Q Fifteen. Isaid sixteen. 1 meant fifteen, 16 A I'mnot sure.
17 MS. STUMBAUGH: Fifteen. 17 Q Is Tracy Alexander, 1 guess, the unofficial
18 A That's not comrect. 18 COO of WHRZT! as well?
19 BY MS.FLOYD: 19 A She is a - she operates much more like a
20 Q That's not correct? 20 fractional COO.
21 A No. 21 Q Okay. And how many employees does WHRZT!
22 Q How many did they seil in October 2015? 22 have?
23 A They didn't start selling till January 2016. 23 A 1'would have to speculate.
24 Q Okay. So hypotheticaily this projection 24 Q Okay. And so what due diligence have you
25 would be updated for that reason or would you — would 25 done on this company?
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1 A The due diligence for WHRZT! was getting to 1 Q Whocreated Exhibit 12?
2 know the senior team, the -- understanding the product, 2 A Sidley Austin.
3 understanding the product market. We did have some 3 Q Did you participate in drafiing any portion
4 conversations with potential -~ at the time potential 4 orsection of Exhibit 12?
5 customers for WHRZT! that are now under contract to 5 A Only in terms of content.
6 make sure that it was a viable needed product. 6 Q Okay. Now, on Bates Number OEC_SEC_001700 —
7 We made sure we saw the product work. We 7 A Yes.
8 spoke to some other potential now contracted sales 8 Q - it says here under — whereas the company
9 forces for WHRZT!, and we made sure that these -- the ] and investor have entered into a certain bridge loan
10 revenue projections could be met. 10 agreement dated July 13, 2015, You may have testified |
11 Q And did you look at competition if there's 11 to this, and I apologize if 1 ask this again. How much
12 other GPS for tractor-trailers or for other vehicles? 12 was the bridge loan?
13 Have you checked that? 13 A $100,000.
14 A Wedid 14 Q $100,000. And then it mentions a promissory
15 Q Okay. So you began funding this company 15 note. How much was the promissory note?
16 before it sold any of its tracking devices. Is that 16 A Itwas one and the same. The promissory note
17 correct? 17 was attached to the bridge loan.
18 A That's correct. 18 Q Soit's the same loan?
19 Q Is that a normal procedure for OE Capital to 19 A Yes.
20 do? 20 Q Gotcha, Okay. On Page 11, Bates Number
21 A No. 21 1709, Section C of 2.1 which would be funding amount
22 Q This is the first time? 22 and procedure, it says maximum funding amount. The
23 A Yes. 23 maximum funding amount that may be provided by the
24 Q And only time so far? 24 investor to the company shall be one million. You just
25 A Yes. 25 testified that you guys have funded WHRZT! for 1.5
Page 151 Page 153
1 Q How much have you funded WHRZT!? 1 mitlion.
2 A About 1.5 million to date. 2 A Yes.
3 Q Okay. 3 Q Soit's more than the contracted maximum
4 MS. STUMBAUGH: What's the payout multiple on 4 amount. Is that correct?
5 WHRZT? What's your return before you guys get out? Is 5 A That's correct.
6 it five times the funding or - 6 Q Why —sorry.
7 THE WITNESS: There's two - there's two 7 A The sentence says: Unless the investor
8 different exits on WHRZT! We have the funding on the 8 determines in its sole discretion to increase such
9 revenue capture which is about three times a little 9 amount as a result of the company’s financial
10 north of that, and then we have an agreement on a 10 performance.
11 merger and acquisition. The goal is to get bought, and 11 Q Okay. So was the company not performing very
12 so the agreement on the merger and acquisition is an 12 well?
13 additional seven X when that happens. 13 A They were - they were performing to the
14 MS. GUNN: So ten X total? 14 milestones that we had set forth at that point that
15 THE WITNESS: Yes, ma'am. 15 were important.
16 {SEC Exhibit No. 12 was marked for 16 Q So why you felt the need to fund — make
17 identification.) 17 additional payments, funding? |
18 BY MS. FLOYD: 18 A Because we — they were performing.
19 Q I'm going to hand you what has been labeled 19 Q [may be alittle confused. They were
20 as Exhibit 12. Take a moment and look through it, 20 performing, so you felt like you needed to give them
21 please. Do you recognize Exhibit 127 21 more funding?
22 A Yes. Its the revenue financing agreement 22 A Cormect. They were performing to the
23 between OE Capital Partners and WHRZT! 23 milestones that we had sct forth that we felt were
24 Q And did you create Exhibit 12? 24 important. That was not necessarily a type of revenue.
25 A 1did not creste it. 25 Q Did they need the additional funding?
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Page 154 Page 156
1 A Theydid. 1 A The second contract is Verizon is acting as a
2 Q Okay. 2 sales force for WHRZT! product.
3 A Yes, 3 Q Soiflgointo a Verizon store, I can go
4 MS. GUNN: Why did they need the additional 4 over and purchase this GPS in their store?
5 funding? 5 A No. That is a business-to-business sales
3 THE WITNESS: Mostly for operational 6 force. They have what's called a machine-to-machine
7 expenses. 7 quota, meaning they have to sell some services to
8 MS. GUNN: Anything else involved? 8 something other than people. Verizon thought this was
9 THE WITNESS: No. 9 the perfect fit for their sales reps to go out and sell
10 MS. GUNN: Okay. And what were the 10 this to people who had trailers or needed machines
11 milestones they had met that led you to determine that 11 tracked.
12 it was appropriate to increase the amount of funding by 12 MS. FLOYD: Can you find me now? Can you
13 fifty percent? 13 find me now?
14 THE WITNESS: There were two very important 14 (Laughter.)
15 tests that they had to pass in order to - in order to 15 BY MS. FLOYD:
16 really launch the product. One of them was a 16 Q Okay. So where — if you know, when were
17 manufacturing kind of test from, you know, durability 17 these contracts entered into?
18 and connectivity perspective, and the other one, which 18 A Idonot know.
19 was the big one, was Verizon. So we felt as long as 19 Q Had they entered into these contracts prior
20  they could pass those tests -- 20 to OE Capital funding the company or after?
21 MS. GUNN: What was the second one? 21 A The contract -- excuse me. The contract for
22 THE WITNESS: It was a test for Verizon. 22 the data so where they would literally pay Verizon -
23 BY MS. FLOYD: 23 Q Uh-huh,
24 Q The company, Verizon? 24 A -~ that was before funding.
25 A Yes. 25 Q Okay.
Page 155 Page 157
1 Q And what kind of test did Verizon — did they 1 A The sales contract was after.
2 have to do for Verizon? 2 Q Gotit. Okay. Thank you. You had
3 A Verizon ~ any traffic that travels on 3 previously testified that the company would pay roughly
4q Verizon's network, they have to - Verizon has to 4 seven and a-hail percent. I know it's not the exact
5 certify that traffic, make sure that it can be secure ] percentage, but they would pay OE Capital a certain
6 enough, make sure that the devices communicate, that 6  percentage for having their members or staff work with
7 whole telecom certification process. So they had to go 7 the portfolio company. Is that correct?
8 through that process and pass with a green light in L] A That's correct.
9 order for the entire product to even work. 9 Q And you testified before that you had
10 Q So does WHRZT! have a contract with Verizon? 10 disclosed this. Is that correct?
11 A Yes. 11 A That's correct.
i2 Q And what exactly are the terms of the .1 2 Q Where is it in Exhibit 12 that discloses the
13 contract? 13 portfolio company, WHRZT! in this case, pays OE Capital
14 A There's two. 14 for his team staff?
15 Q There's two contracts, 15 A ltis not disclosed. It was not a part of
16 A (Moves head up and down.) 16 the WHRZT! contract.
17 Q Okay. The first contract, what are the 17 Q So you have that but just not with WHRZT! Is
18 terms? 18 that correct?
19 A T'm not quite sure what the tenms of the 19 A That’s correct.
20 first contract is. I can describe the contract. 20 Q Okay.
21 Q Okay. 21 MS. GUNN: The seven and a-half percent, was
22 A The contract is merely to use the data 22 that part of the APG contract?
23 services of the 2G bandwidth for data travel back and 23 THE WITNESS: 1believe so.
24 forth from the GPS. 24 BY MS. FLOYD:
25 Q Okay. 25 Q Do you mind if we go back to that exhibit
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. Page 158 Page 160
1 whichis~ 1 A 1believe November of 2015.
2 MS. STUMBAUGH: Exhibit 10, 2 Q And is there anyone else who works at
3 MS. FLOYD: Thank you. 3 RivaCare?
4 A Icannot find it as part of this contract. 4q A There are three other principals.
5 MS. GUNN: We can come back to it. 5 Q Okay. Who are they?
6 MS. FLOYD: Okay. Do you have any additional 6 A Dennis Duling, D-u-l-i-n-g, I believe.
7 questions on WHRZT!? 7 Q Okay. And who else?
8 MS. STUMBAUGH: Jumping back to Exhibit 12 on 8 A Justin Duling.
9 Page 19, Section 5.3 talks about the key person life 9 Q So Justin and Dennis are two different
10 insurance. 10 people?
11 THE WITNESS: Yes. 11 A Yes.
12 MS. STUMBAUGH: Has OE Capital purchased key 12 Q Arve they brothers?
13 man life insurance for Mr. Nalley? 13 A Uncle and nephew.,
14 THE WITNESS: Yes. 14 Q 1was close,
15 MS. STUMBAUGH: Do you recall who that was 15 A Yeah
16  purchased through? 16 Q Who's the third one?
17 THE WITNESS: 1 do not. 17 A Yves, and I do not remember his last name.
18 BY MS. FLOYD: 18 Q Isitlike E-v-es?
19 Q Was it the same agent you had purchased for 19 A Y-v-ess.
20 Athletes? 20 Q And he's a principal as well?
21 A Ttwas. 21 A Heis, yes.
22 Q Okay. What was the third portfolio company? 22 Q That's four, So there's four total?
23 We've done Athletes. We've done WHRZT! What was the 23 A Yes.
24  third one? 24 Q So which one were you introduced to?
25 A RivaCare or Ducourt Consulting. 25 A Initially William Harcourt.
Page 159 Page 161
1 Q Whichisit? Is it RivaCare? 1 Q Okay. And you said November of 20157
2 MS. STUMBAUGH: Who's next? 2 A Ibelieve that's correct, yes.
3 BY MS. FLOYD: 3 Q And where were you introduced to him?
4 Q Who is Ducourt Consulting or what is it? 4 A Via telephone, online.
5 A Ducourt Consulting is the legal name. 5 Q Okay. And what exactly does RivaCare do?
6 RivaCare is their d/b/a. 6 A They are atelemedicine health distributor.
7 Q Gotcha. And how were you introduced to 7 Q Please explain.
8 RivaCare? . 8 A T'll give you the RivaCare sales pitch.
9 A Vince was contacted or connected to William 9 Q Okay.
10 Harcourt through LinkedIn. 10 A Approximately ninety percent of all doctor's
11 (The reporter requests clarification.) 11 appointments, you kind of already know what's wrong
12 BY MS. FLOYD: 12 with you.
13 Q And who is William Harcourt like 13 Q Ninety percent?
14 H-a-r-c-0-u-r-t? 14 A That's --
15 A Yes. 15 MS. FLOYD: Ninety percent wrong with myself.
16 Q And who is William Harcourt? 16 MR. McCARTHY: Seclf-diagnose.
17 A He was or is, | guess, a principal of Ducourt 17 (Laughter.)
18 Consulting. 18 A And so the idea is instead of having to go
19 Q Okay. So Vince — or is it Vincent? Vince? 19 see a doctor and pay a copay or whatever it is that you
20 A Vince. 20 would have to pay or deductible, you have telemedicine
21 Q Vince knew him through Linkedln. Is that 21 option which is call a doctor either on the phone or
22 correct? 22 video. To call a doctor is generally done on a
23 A They connected through Linkedin. 23 per-visit basis. So every time you call a doctor, you
24 Q Okay. And when were you introduced to 24 have to pay thirty bucks or whatever it is.
25 RivaCare? 25 BY MS. FLOYD:
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Page 162 Page 164
1 - Q Do you have to have an established 1 You call the 800 number. You get in contact with this
2 relationship with this doctor before you get into the 2 doctor. You tell him your symptoms or if you're doing
3 phone calls? 3 BTC or whatever you call it. You show them what's
4 A No. 4 wrong with you.
S Q Isitlike a call center? There's just ) MS. STUMBAUGH: FaceTime.
6 doctors sitting around in a call center? 6 BY MS. FLOYD:
7 A Well, sort of. ? Q FaceTime. They prescribe medication?
8 Q Okay. 8 A They can, Generally what those services
9 A Soit's acall center, and once they vet you 9  provide additionally is electronic medical records,
10 and make sure that you are calling about something that 10 Q Okay.
11 doctor can help you with and not have to go to the 11 A And so you would have your medical records,
12 emergency room, they connect you to a bank of 12 You could send them via your Smartphone or whatever at
13 physicians that have been vetted by whatever companies 13 that point. The doctors look at your medical records
14 doing the doctoring for lack of a better term. 14 and then say based on your records and what you just
15 Q Okay. 15 told me, you have a sinus infection. Here's the scrip.
16 MR. HOWELL: Just to add some clarify, I 16 Go to your local Walgreens.
17 think we're talking about -- and this is specifically 17 Q Interesting. So this is what this company
18 designed for benefits plans, health insurance plans, 18 does. So in the preplanning stage with this company,
19 not just someone off the street picking up the phone 19 what due diligence did you do?
20 and calling an 800 number and getting a doctor. 20 A The first - the first due diligence was on
21 MS. FLOYD: We have Obamacare now. 21 the telemedicine industry and the viability of that
22 MR. HOWELL: Maybe I stand corrected. 22 industry which we knew, but we, 1 guess, firmed up that
23 MR. McCARTHY: Till January 1. 23 it is a massive industry, and it's growing like crazy.
24 MS. FLOYD: Correct. 24 It's expected to be kind of a standard in the next
25 A Let me correct this, 25 three to five years.
Page 163 Page 165
1 BY MS. FLOYD: 1 Q Olay.
2 Q Sure. 2 A Secondly, we did the due diligence, not
3 MR. HOWELL: 1'll stop talking. 3 backgrounds but due diligence on the leadership teams
4 A Typically what happens or what has happened 4 of Ducourt. We wanted to make sure that they had the
5 in the industry is the only way (o get to these S ability to really execute the strategy. It really is
6 programs is through a life insurance product. 6  largely a distribution, marketing company. We needed
1 BY MS. FLOYD: 7 to make sure they had that expertise in-house.
8 Q Okay. 8 Q Okay. So did you do any background checks on
9 A They can be offered outside of life 9 the principals of RivaCare?
10 insurance. I'm sorry. Not life insurance. Health 10 A No.
11 insurance. 11 Q So are you aware of their bankruptcies and
12 Q Health insurance, okay. 12 eriminal convictions?
13 A It can be offered outside of that, but no 13 A No.
14 one - no one's done it yet. RivaCare is the first 14 Q Harcourt, William Harcourt filed for
15 company that's bringing a business-to-consumer aspect 15 bankruptcy in 2007, has state and IRS liens, a DUI in
le to where you can purchase this outside of an insurance 16 2010, and a harassment charge in 2009. Duling — I'
17 product. 17 bave to figure out which one it is — has a minor
18 Q So how many companies do this through an 18  possession charge in 1995 and criminal mischief
19 insurance company? Is it a small amount? 19  misdemeanor in 1996.
20 A t's a handful. 20 Harcourt filed for bankruptcy. Now, whether
21 Q Okay. 21 that's business or personal, I don't know. So you were
22 A Fouror five. 22 unaware of those?
23 Q So there's not many companies that do this. 23 A 1 was unaware.
24 A No. 24 Q Okay. So as far as the product itself, the
25 Q Okay. So you feel sick. I've got the flu. 25  communication with the doctors, were they operating
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1 prior to OE Capital's funding? 1 A April
2 A They were - they were in testing. They had 2 Q April.
3 tested the market and sold some, | guess, memberships. 3 A Thatis not.
4 Q So what are they selling? 4 Q Okay.
5 A Theyre essentially selling a subscription 5 A We had less than $3,940 worth of sales.
6 service to this call a doctor. 6 Q Was it significantly less or just a few?
7 Q Okay. And this is to individuals, correct, 7 A Let me make sure that's right because I'm -
8 not - outside of the health insurance companies? 8 looking at sales, and I'm thinking of the rev cap
9 A That's correct. 9 number. Yeah. Ithink if I remember right, we got a
10 Q Okay. 10 refuse cap from them in April of somewhere around $250.
11 A Theyre selling directly to individuals. 11 Q So not a whole lot?
12 (SEC Exhibit No. 13 was marked for 12 A Not a whole lot, but that would have been -
13 identification.) 13 that would have been $2,500 in sales. So it was
14 BY MS. FLOYD: 14 decently close.
15 Q I'm going to hand you what has been labeled 15 Q Okay. What is BTC campaign, buyer to
16 as Exhibit 13. Take a moment and look through it. 16 customer?
17 MS. FLOYD: 1 made copies before Barrett 17 A Business to consumer.
18 warned me he's bringing someone. 1 would have made you 18 MS. STUMBAUGH: Close.
19 a copy. 19 MS. FLOYD: I should stop guessing.
20 MR. McCARTHY: He often forgets me. 20 (SEC Exhibit No. 14 was marked for
21 MR. HOWELL: This is thirteen. 21 identification.)
22 MS. FLOYD: Correct. 22 BY MS. FLOYD:
23 BY MS. FLOYD: 23 Q I'm going to hand you what has been labeled
24 Q Do you recognize Exhibit 13? 24 as Exhibit 14. Take a moment and look through this.
25 A Yes. 25 MR. HOWELL: Catherine, of the exhibits we're
Page 167 Page 169
1 Q Whatisit? 1 going to go through today, what number would you pick?
2 A ltis the financial agreement or the 2 MS. FLOYD: Twenty, twenty-one.
3 financial projections and funding, use of funds 3 MS. STUMBAUGH: Seventy-five.
4 agreement. 4 MS. FLOYD: I've got small ones coming up.
5 Q Did you draft Exhibit 13? 5 MR. HOWELL: Really?
6 A No. 6 MS. FLOYD: Uh-huh.
7 Q Who created Exhibit 13? 7 MR. HOWELL: You won't have time for our SEC
8 A Cristina Cason. 8 appreciation day.
9 Q If I'm reading this correctly, what RivaCare 9 (Laughter.)
10 receives in profit would be around 17.6 million in 10 BY MS. FLOYD:
11 thirty-six months, and OE Capital would receive 9.5 11 Q Do you recognize Exhibit 14?2
12 million. Is that correct? 12 A Yes.
13 A That's correct. 13 Q Whatisit?
14 Q Okay. Now, this one's different than the 14 A Itis the revenue financing agreement between
15 other two we've looked at because this has no dates on 15 Ducourt Consulting and OE Capital Partners.
16 the top. 16 Q And did you create Exhibit 14?
17 A It has months. ) 17 A ldid not.
18 Q Months, correct. So month one, what month — 18 Q And did you participate in drafting any part
19 was it 2015, 20167 Which month and year would that be? 19 of Exhibit 14?
20 A That was January, | believe. 20 A Only from a content perspective.
21 Q of'16? 21 Q Did you read Exhibit 14?
22 A N6 22 A Yes.
23 Q Okay. So as of April 2016, it sells here — 23 Q Okay. On Bates Number OEC_SEC_001775, is
24 it says here projected sales of 3,940. 1s that 24 that your signature under investor?
25 correct? 25 A Thatis.
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Page 170 Page 172 |
1 Q As previously mentioned in the Athletes 1 A Tmsony. 001719, ‘
2 agreement, within this agreement, do you see a 2 Q Security interest? i‘
3 percentage that RivaCare is paying you for your staff 3 A Correct. !
4 to essentially monitor or pariicipa(e in this company? 4 Q Okay. So, again, it would be a lien? *3
5 A 1do not see a percentage. | see the section 5 A In this case, yeah. WHRZT! was our very, é
6 it's supposed to be in. 6 very first contract. |
7 Q Where is that? What section is that? 7 Q Portfotio company? j
8 A Letssee. Article - ' 8 A Yes. r
9 Q Do the Bates number at the bottom, 9 Q Gotcha. k
10 A 001747, 10 A And'so we got betier after that, i
u Q Olay. Aad which paragraph? 11 Q Understandable. On Bates number - for b
12 A This paragraph I should be a lot more 12 Exhibit 14, going back to RivaCare, on Bates Number i
13 detailed than that. 13 OEC_SEC_001755 under key person life insurance, did you H
14 Q Soit's missing? 14 purchase key person life insurance? i
135 A Yes. 15 A Weare in the process of finalizing that 1
16 Q Okay. 16 purchase now. é
17 A Ishould have had K&L Gates do my contracts. 17 Q And are you purchasing it on all four ;
18 Q They'll be happy to hear that. Okay. Now, 18 principals?
19 asfar as the product itself, I know it's not a 1 19 A Weare purchasing it on Justin Duling and i
20 tangible product, but do you have any sort of ownership 20 Yves. f
21 oftheinventory? 21 Q Justin Duling and Yves. And are you using E
22 A Not of the inventory. Ido have ownership of 22 the same agent as you used for the two others? g
23 the trademarks. 23 A Yes.

24 Q Okay. 24 Q What's the total amount that you've funded i
25 A And there hadn', to my knowledge, been any 25  RivaCare? H
g
:
Page 171 Page 173
1 equipment type purchases but trademarks and then the 1 A 325,000 1‘
2 marketing process. 2 Q 325,000 :
3 Q So if they were to acquire some equipment, 3 A Yes. i
4 would you have ownership of that as well? 4 Q And I presume from Exhibit 13 that you're §
5 A Twould L planning on making additional funding?
6 Q Where in the contract does it say that? 6 A Weare. 3
7 (Witness and counsel confer.) 7 Q Okay. Have you received any revenues? You ]
8 A Page 001758, 8 received the $250. Anything else besides that? i
9 BY MS. FLOYD: 9 A We may have received some — we may have i
10 Q Security interest? 10 reccived some this weck. Fm not sure. 7
11 A Yes. 11 Q Okay. Ibelieve the last portfolio company i
12 Q Section 527 12 is Future Products of America. Is that correct? j
13 A Yes. 13 A That's correct. ﬂ
14 Q Okay. Soyou would have a lien on the 14 Q And how were you introduced to Future Product i
15 collateral. Is that correct? 1s of America? :
16 A Correct 16 A Through John Hobbs at APG. :
17 Q Okay. That's different than actually full-on 17 Q And Future Products of America is in Tampa, 1
18 owning it. Is that correct? 18 Florida. Is that correct? g
19 A Onthe collateral in this case, yes, because 19 A That's correct. i
20 there's no physical inventory. 20 Q And when were you introduced to Future H
21 Q Before we continue on, jumping back to 21 Products of America? H
22 WHRZT?!, do you also have an ownership agreement with 22 A It would have been last October, November i
23 the company? I failed to ask this question. 23 time frame, | believe. {
24 A It's in the same - if's in 5.2 as well. 24 Q And who were you introduced to at Future 51
25 Q Which Bates number? 25 Products of America? |
i
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Page 174 Page 176
1 A Rick. I cannot say his last name. 1 Q The Hose Hooker?
2 Valderrama. 2 A Hooker.
3 Q Can you spell that? 3 (The reporter requests clarification.)
q A V-a-l-d-e-r-a-m-a, [ believe. 4 BY MS. FLOYD:
5 Q And where were you introduced to him? 5 Q Okay.
6 A Over the phone. 6 A Skip that one.
7 Q And what exactly does Future Products of 7 Q Sort of interesting. What does that do?
8 America do? 8 A It's almost ridiculous. You put this kind of
9 A Future Products of America sources products 9 stake in the ground, and it has this adjustable thing
10 from in innovative inventors and takes those products 10 that you put a hose in.
11 to market, the end channels of digital, retail, or 11 Q Like a garden hose?
12 affinity, and sells them. 12 A Like a garden hose. And then you tend to
13 Q Shark Tank but not as intense. 13 your garden or what — I guess the biggest thing now is
14 MR. HOWELL: Did you say they sell shark 14 that boat marina operators really like them because
15 tanks? 15 they can fit into this thing, and they can wash their
16 MS. FLOYD: No. Shark Tank, the TV show. 1 16 boats without having to hold the hose.
17 actually never watched it. 17 Q Okay. Anything else? This is way more
18 MS. STUMBAUGH: It's in Florida. i8 interesting than talking about agreements,
19 THE WITNESS: [ don't like that show. 19 A Wait a minute. Can I get them under NBA?
20 MS. FLOYD: Pve never seen it. I just know 20 Q We can't do anything about that.
21 the premise behind it. 21 A They haven't hit the market yet.
22 A Alittle bit. 22 MR. HOWELL: You can invest.
23 BY MS. FLOYD: 23 MS. STUMBAUGH: We can't even do that.
24 Q Okay. So the company is basically like a hub 24 MR. HOWELL: That would be frowned upon.
25 for inventors, correct? 25 A There's a product called the — we don't even
Page 175 Page 177
1 A Correct. 1 have & name for it yet. It's a paint brush that comes
2 Q Do they have a website? 2 apart. It has two little magnets. It comes apart. So
3 A Yes. 3 you have one just call it three-inch paint brush. Pull
4 Q What kind of products are on their website? 4 it apart, and now you've got a two-inch and a one-inch
5 Do they sell products on their website? 5 all in one paint brush.
6 A We are starting to sell those products 6 Q Okay. These are the products — had these
7 through the website. I think the first one goes live 7 products been sold previously before OE Capital started
8 in two weeks. 8 funding the company?
9 Q So what kind of products would I find? 9 A Most of them have, yes,
10 A Mostly consumer good type products. 10 Q Through its inventor?
11 Q Can you give me examples? 11 A That's correct.
12 A There's one called the Ultimate Cup. 12 Q Okay. Through avenues of word-of-mouth,
13 Q What s that? 13 their own website, whatnot, right?
14 A It's a Beer Pong cup. It's got two sides two 14 A QVC,yes.
15 it. So you play Beer Pong, and you take the shot on 15 Q Okay. So obviously they needed funding.
16 the other side. 16 A Correct.
17 Q Solo cups need to get with it then, right? 17 Q So what kind of compensation did you have
18 A Yeah. They're about to go under. 18 with Rick? We'll just call him Rick.
19 MR. HOWELL: You've got some in here. 19 A Rick.
20 MS. FLOYD: Did you bring beer? 20 Q Okay.
21 MR. HOWELL: You always get mad when I do. 21 A There were three principals of First
22 (Laughter.) 22 Innovations Group, Rick, Carmine, and Lloyd.
23 BY MS. FLOYD: 23 Q And who exactly is First Innovations Group?
24 Q So that's one product. What else? 24 A They are our manufacturing contact. So
25 A There's something called a Hose Hooker. 25 they're a manufacturing, product engineering company.
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Page 178 Page 180
1 MS. STUMBAUGH: They're the ones 1 on the company at that point?
2 manufacturing the water bottles ~ 2 A Again, we didn't do a lot of due diligence ~-
3 THE WITNESS: That's correct. 3 we dida't do any background. We did due diligence on
4 MS. STUMBAUGH: - for APG. 4 the principals. We did do -- essentially what this is,
5 THE WITNESS: Thal's correct. 5 this is a joint venture, which is different than our
6 MS. STUMBAUGH: They also manufacture the 6 typical arrangement because we saw an avenue to
7 Hose Hooker and the Ultimate Cup? 7 participate in ongoing revenues and profits for a
8 THE WITNESS: They manufacture all FPOA 8 stream of products that would consistently be
9 products. 9 introduced.
10 BY MS. FLOYD: 10 Q Okay.
11 Q Gotcha. Thank you. So you had a 11 A And so instead of us financing one single
12 conversation with the three principals. Again - I'm 12 product at a time, we created a joint venture with
13 sorry. The names are Rick? 13 First Innovations Group where they would handle the
14 A Rick, Carmine, and Lloyd. 14 product and handle the manufacturing supply chain side,
15 Q And what did yQu guys discuss? 15 and we would handle the finance, the marketing, and
16 A We discussed that the revenue-based funding 16 distribution side.
17 model was a really good model for the inventors that 17 Q Okay. But there's still a three-year time
18 they were running into, and so what they really wanted 18 limit. Is that correct?
19 to do is since inventors are notoriously bad 19 A With this particular, no.
20 businesspeople take the inventor out of the equation by 20 Q Okay.
21 offering them a revenue-based consistent income based 21 A That is not correct,
22 on the sales of their product, and then we would fund 22 Q Soyou just keep going?
23 the inventory and marketing and that type of stuff of 23 A We just keep going.
24 those products, and then we would share in the -- in 24 Q Okay. Good to know. As far as due
25 this case the actual profits with First Innovations 25 diligence, what due diligence have you done on the
Page 179 Page 181
1 Group. 1 actual products themselves?
2 (SEC Exhibit No. 15 was marked for 2 A So we do individual due diligence on the
3 identification.) 3 products. The first one is have they sold any yet. If
4 BY MS. FLOYD: 4 not, then it's probably a no go. The second we do is
5 Q [I'm going to hand you what has been marked as ) our standard what's the market demand.
6 Exhibit 15. Take a moment and look through it, please. 6 We then - in this particular case, we seek
7 What is Exhibit 15? 7 to understand what is the right particular channel by
8 A This is - this is actually the budget for 8 which to seil. Everything we sold online, but not
9 Future Products of America. 9 everything will be sold, for example, in retail stores,
10 Q Okay. And did you create Exhibit 15? 10 and then there are certain products that are
11 A No. 11 specifically designed for direct response to TV.
12 Q Whodid? 12 Q Like infomercials.
13 A Cristina Cason. 13 A Like infomercials.
14 Q Okay. 14 Q Okay.
15 A Along with probably Carmine. 15 A And so we decide which channel is the best
16 Q Okay. And you said this is different than 16 channel to sell this on, and then what we do is we use
17 projections. This is the budget, correct, or is it the 17 those same kind of conversion rates, understandings per
18 same thing, just a different title? 18 channel to figure where we're going to sell and what
19 A 1believe this is essentially the same thing. 19 we're going to sell.
20 I believe this was the projections. 1do not believe 20 Q Okay. So you're saying Future Products of
21 this is the ongoing budget. 21 America is more — is a joint venture,
22 Q Okay. So was this created at the time of the 22 A Right.
23 contract? 23 Q So you won't have a specific profit at the
24 A Itwas. 24 end of three years. So how — did OE Capital buy units
25 Q Okay. And what due diligence have you done 25 or buy any sort of joint venture — you have a joint
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Page 182 Page 184
1 venture agreement with Future Products of America. 1 a specific product or is it all the products under
2 A That is correct. 2 Future products of America?
3 MS. FLOYD: I need a copy of that, Barrett. 3 A ltis two specific products.
4 MR. HOWELL: The joint venture agreement? 4 Q Which products are these?
5 BY MS. FLOYD: 5 A One of them is something cailed the Clink.
6 Q That's what this - 6 Q | promise I'm not going to repeat it. You z
7 A Yes. 7 don't have to worry.
8 Q Allright. Never mind. 8 MS. FLOYD: He's hesitant to tell us. .
9 MR. HOWELL: I'l send you a copy if you 9 (Laughter.) !
10 want. 10 A Its extreordinarily simple. It's a magnet
11 MS. FLOYD: Il go ahead and put that in the 11 that sits on your - that has this double-sided super %
12 record. 12 strong tape that sits on the back of your cell phone i
13 (SEC Exhibit No. 16 was marked for 13 and then another magnet that sits on anything, and it i
14 identification.) 14 is literally so strong you could toss your phone up j
15 BY MS. FLOYD: 15 against the wall, and the magnet will catch it. :
16 Q I am going to hand you what has been labeled 16 BY MS. FLOYD: :
17 as Exhibit 16. So this is a joint venture agreement. 17 Q Have you tested these products? i
18 A Comect. 18 MR. HOWELL: I'm going to test it with his :
19 Q Take a moment and look through it. Do you 19 phone.
20 recognize Exhibit 16? 20 MR. McCARTHY: Test it with your BlackBerry.
21 A Yes. 21 BY MS. FLOYD: {
22 Q And what is it? 22 Q Okay. So what is the other product? %
23 A It is the operating agreement for the joint 23 A The other product is something call a )
24 venture between First Innovations Group and Optimal 24 Micromat.
25 Economics Capital Pastners and Future Products of 25 Q Micromat? f
Page 183 Page 185 |
1 America 1 A Yes. !
2 Q Did you draft Exhibit 16? 2 Q Okay. f
3 A ldidnot. 3 A lItis - it's a mat that you can put in the !
4 Q Whodid? 4 microwave. You don't put it in the microwave. Let's ‘
S A Ibelieve an attorney for First Innovations 5 say you're microwaving some soup, and it's really, t
6 Group. 6 really hot, the bowl. You take this thing. It's
7 Q Okay. And did you read Exhibit 16? 7 silicon. You take your soup out and put it on the ;
8 A ldid. 8 table, and it turns into a placemat. ‘
9 Q On Page 35, Bates label LEC_SEC_001818, is 9 Q Interesting. Okay.
10 that your signature on that page? 10 A Sold out on QVC twice, |
11 A Yes. 11 Q Allright. Interesting. So currently you h-
12 Q Okay. So as far as Exhibit 15 under total 12 have a draft of an agreement with Walmart, correct?
13 sales of units, you have Walmart listed. 13 A Correct. :
14 A Yes. 14 Q Okay. {
15 Q Is there an agreement in place with Walmart 15 MS. GUNN: Who are you dealing with at
16 to sell some of these products? 16 Walmart? Who's the contact?
17 A We are currently finalizing that agreement. 17 THE WITNESS: [ only know his first name, :
18 Q Okay. It hasn't officially been finalized. 18 Griffin. i
19 A Ithas not. 19 BY MS. FLOYD: ;
20 Q And the current terms of the draft of the 20 Q Have you had any dealings with Griffin? {
21 agreement call for 60,000 units as of November '16, Is 21 A No. i
22 that correct? 22 Q Who has had dealings with Griffin? ;
23 A That's what we believe Walmart - that's the 23 A Tracy Alexander via a sales rep named Max. |
24 number that Walman is giving us right now, yes. 24 Q It seems very undercover to me.
25 Q What exactly are they contracting for? Is it 25 MS. GUNN: Just so [ understand, the sales
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Page 186 Page 188
1 rep named Max is someone with Future Products? 1 A Yes, ma'am. It has a breakout of the
2 THE WITNESS: No. 2 percentage of distribution based on that sales channel,
3 MS. GUNN: Okay. Who's the sales rep? 3 Q So OE Capital gets forty percent of the
4 THE WITNESS: In order to get any big 9 profit?
5 retailer, there are these sales reps that you have to 5 A Ifit's sold in a retail distribution.
6 go through or else buyers won't talk to you. Max is 6 Q Retail distribution, okay. In commerce then
7 oneofthose. 7 youget fifty percent. E-commerce distribution you get
8 BY MS. FLOYD: 8 sixty percent, Okay. So how do you fund this joint
9 Q He's not employed by Walmart. He's just kind 9 venture?
10 of like a sales agent. 10 A We fund the operating, and we fund the
11 A That is correct. 11 marketing, and we fund the -- we fund the venture. We
12 Q 1did not know that, Okay. Interesting. 12 fund the manufacturing of any of the inventory.
13 MR. HOWELL: That's where you get buyers 13 Q So do you do milestones still?
14 reps, sales reps. 14 A Wedo.
15 MS. FLOYD: 1 didn't know you had to go 15 Q Okay. But it looks like — on Exhibit 15, it
16 through a person to get to a person. They're not like 16 looks like you guys do a monthly funding, Is that
17 celebrities, know what I mean? I just didn't know. 17 correct?
18 Interesting. 18 A For the operator, that's correct,
19 MR. HOWELL: They think they are. 19 Q Soyou fund them monthiy?
20 THE WITNESS: They kind of are. 20 A That's correct.
21 (Laughter.) 21 Q And you do this forever as long as it's
22 MS. FLOYD: My definition of celebrity might 22 PROFITABLE?
23 be a little different. 23 A No. Atsome point once the revenues really
24 MS. GUNN: People see their baby on the front 24 kick in, they'll be self-funded, and that's net
25 of the Inquirer. 25 profit - that's due to happen fairly shortly.
Page 187 Page 189
1 BY MS. FLOYD: 1 Q Is Tracy Alexander a part of this company as
2 Q So how is OF Capital compensated? 2 well?
3 A By selling the products. 3 A She essentially acts as the CEO of this
4 Q Okay. Sowhat percentage do you get - is it 4 company right now.
5 revenue? You get a percentage of the revenue, correct? 5 Q Okay. So what do the other principals do?
6 A We get - we get a little - we get a thin 6 A Rick is responsible for — he's what I call
7 slice of the revenue, and we share in the profits, 7 the face of the company to the inventors. He's
8 back-end profits. 8 responsible for going out and sourcing new products and
9 Q Okay. So how much have you received to date? 9 then bringing those new products in to see if they're
10 A I'mnot quite sure. [ know we just got 10 products that we would want to put on the platform.
11 another payment from them this week. So 'm not quite 11 Q So back to due diligence. You didn't do any
12 sure how much we received. 12 background check.
13 MS. GUNN: When you say a thin slice of the 13 A No.
14 revenue, is that as a number or as a percentage? 14 Q So you're unfamiliar with his bankruptey
15 THE WITNESS: 1 believe it's — I believe it 15 background and his criminal convictions, correct?
16 is something like maybe two to five percent. 1can't 16 A 1am unfamiliar.
17 remember. This agreement is different because we 17 Q Olay. So Rick has filed for Chapter VIl in
18 wanted to participate long term. And so on page — in 18 2011 and had a DUI charge in 2009. If you were aware
19 Exhibit C, it has a breakout of how the ~ 19 of any of these criminal convictions or bankruptcies,
20 BY MS. FLOYD: 20 would that have affected your participation with the
21 Q Exhibit 16? 21 portiolio agreement?
22 A ExhibitC. 22 A Potentially.
23 Q Oan Exhibit 16. 23 Q Okay. How s0? You say petentially. So what
24 A On Exhibit - 24 would -
Q Exhibit C within the document. Gotcha. 25 A With that question, I probably would not have
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Page 190 Page 192
1 entered into an agreement with John Hobbs. 1 agreements where you get seven and a-half percent, and
2 Q Okay. 2 you're paying for her to monitor the compaay? Do you
3 MS. STUMBAUGH: How is your investment in 3 have a similar agreement with Future Products of
4 Future Products of America -- how is it protected? In 4 America?
5 the other cases, you have key man life insurance. You S A Wedont.
6 took a security interest in the assets. I don't see 6 Q Okay. And as far as the other agreements
7 that here in Exhibit 16. Is there another method? 7 where you do have that agreement, although it doesn't
8 THE WITNESS: Well, we actually own part of 8 state the seven and a-half percent, do you have another
9 this company, and so our share underlies our money, 9 agreement that dpes state that with the company,
10 plus we pay directly for any of the assets, any of the 10 portfolio company?
11 inventory. So all of the inventory that's purchased is 11 A 1dontbelieve 1 do.
12 actually in the name of OE Capital Partners. However, 12 Q Wasitan oral agreement?
13 we do have key life insurance on Rick. 13 A Yes.
14 BY MS. FLOYD: 14 Q Okay. And if there's any way you could let
15 Q Through the same agent you used for the past 15 your counsel know exactly what percentage per portfolto
16 three? i6 company, that would be fantastic as well.
17 A Yes. 17 A lcando that.
18 Q And OE Capital paid for that life insurance. 18 Q Thaok you.
19 Is that correct? 19 MS. FLOYD: Do you have any questions?
20 A Yes 20 MS. STUMBAUGH: No.
21 MS. FLOYD: Any questions on that? We can 21 MS. GUNN: 1 did have one additional question
22 take a break. 22 on Exhibit 16. [ noticed in Exhibit C that there's a
23 MS. GUNN: Why don't we take a break. 23 provision for attributable profits and losses. So the
24 MS. FLOYD: Let's go off the record at 2:44, 24 allocation you testified to about the profits, that
25 (Recess taken from 2:44 10 3:04.) 25 also applics to losses. Is that comrect?
Page 191 Page 193
1 MS. FLOYD: Let's go back on the record at 1 THE WITNESS: That's correct,
2 3:04 p.m. 2 MS. GUNN: Okay.
3 BY MS. FLOYD: 3 (SEC Exhibit No. 17 was marked for
4 Q Off the record, we didn't have any 4 identification.)
S substantive conversations regarding specifics of the 5 BY MS. FLOYD:
6 matter. Is that correct? 6 Q I'm handing you what has been marked as
7 A That's correct. 7 Exhibit 17. Take a moment and look through it. Do you
8 Q But we did discuss bringing you back for 8 recognize Exhibit 17?
9 testimony for a second day because we have additional 9 A Yes.
10 material to go through. 1s that correct? 10 Q Whatisit?
11 A Correct. 11 A It is the private offering memorandum for
12 MS. FLOYD: Ckay. We were - prior to going 12 Insured Liquidity Partners, Cfg 1.
13 off the record, we were talking about Future Products 13 Q Did you draft Exhibit 17?
14 of America's joint venture agreement, correct? 14 A ldid not.
15 MS. GUNN: Yes. 15 Q Did you participate in drafting certain |
16 MS. STUMBAUGH: Yes. 16 | sections of Exhibit 17?
17 BY MS. FLOYD: 17 A ldidnot.
18 Q And you have previously testified that Tracy 18 Q Do you know who did draft Exhibit 17?
19 Alexander is basically acting COO of this company, 19 A To my recollection, it was Allen Reno.
20 correct? 20 Q Allen Reno? |
21 A Correct. 21 A Yes,
22 Q Whatis her compensation? 22 MS. GUNN: Did you review the document before
23 A She gets compensated by OE Capital Partners. 23 it was disseminated?
24 Q Okay. Sodo you have an agreement with 24 THE WITNESS: Not in detail.
25 Future Products of America to - like the other 25 BY MS. FLOYD:
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Page 194 Page 196
1 Q Is this the only version of the PPM for Cfg 1 essentially part of one big fund?
2 1? 2 A ldidn't -1 did not draft this PPM.
3 A Tomy knowledge, it is. 3 Q Okay. But you think it's disclosed in the
4 Q Okay. What does Cfg stand for? 4 other PPMs? ‘
5 A Coordinated Financial Group. 5 A 1believe it is disclosed in OF Ventures. |
6 Q And who is Coordinated Financial Group? 6 know it is disclosed in the new — in the PPM that K&L
7 A They were a group that Urshel Metcalf met, 7 Gates are — they're working on for us now.
8 and there was potentially some kind of arrangement for 8 Q Okay.
9 them to participate somehow. 9 A For OE Ventures.
10 Q Okay. 10 Q But it has not been distributed to investors
11 (Ms. Floyd and Ms. Stumbaugh confer.) 11 yet, correct?
12 BY MS. FLOYD: 12 A That PPM, no.
13 Q So you believe it's the only version of this? 13 MS. GUNN: So I believe you earlier testified
14 A ldo,yes. 14 that some of the money in particular you raised, 1
15 MS. GUNN: And just before we move on from 15 believe you said 400,000, and this was before your
16 this, I believe you earlier testified that the proceeds 16 split with Mr. Reno and a little bit later Mr. -
1?7 were approximately 850 to 860,000. Is that correct? 17 MS. FLOYD: Metcalf.
18 THE WITNESS: I believe so. 18 MS. GUNN: Thank you. [ was wanting to call
19 MS. GUNN: And can you tell us which of the 19 him Marshall. Do you have any understanding of what
20 companies that money was invested in? 20 happencd to the money that was spent before you took
21 THE WITNESS: The way that it works is the 21 over, if you will? Were you involved in determining
22 money really is invested in OE Capital Partners. OE 22 | how to spend that money?
23 Capital Partners then decides based on milestone 23 THE WITNESS: Only a portion of it.
24 funding and needs and timing which companies those 24 MS. GUNN: Okay. Which portion.
25 funds should go to. 25 THE WITNESS: There was approximately 239,000
Page 195 Page 197 :
1 BY MS. FLOYD: 1 | that was at Howard Capital for the kind of acquisition | !
2 Q Soindirectly it's going to the portfolio 2 of human capital, building of the infrastructure, §
3 companies? 3 getting the engine ready. 1
4q A Via OE Capital Partners. 4 Mr. Metcalf had full management é
S MS. GUNN: And so which portfolio companies 5 responsibility and authority. I don't know where all i
6 did OE Capital invest in using the proceeds from this 6 of the money that passed through Insured Liquidity
7 offer in Exhibit 177 7 Partners went. 1do know that some of it did go to 3
8 THE WITNESS: I can't tell you exactly what 8 building out human capital and that side as well and g
9 companies got money from what exactly. 9 infrastructure.
10 BY MS. FLOYD: 10 MS. GUNN: When you say build out human
11 Q Why is that? 11 capital and infrastructure, what do you mean by that? ,
12 A Because in terms of how we look at it, we 12 THE WITNESS: Finding the people that were g
13 look at one massive fund, and so what we would do 13 going to work with the portfolio companies to help :
14 is just see where the available funds were, and we 14 drive the revenue, starting to look at putting in place E
15 would invest those based on what company needed what 15 the different types of systems that we might need, ;
16  when 16 looking at different types of software, whether it's
17 We also would use -- utilize this for kind of 17 Microsoft Office, things of that nature that we would i
18 building the engine, the human capital that we would is need to actually do the work. 3
19 need to participate in those portfolio companies 19 MS. GUNN: And so the money that went to §
20 because that's actually the engine that's going to 20 Insured Liquidity, did you have any authority or 2
21 drive the retums. 21 control over that? i
22 So I can't - [ can't say that this money 22 THE WITNESS: Urshel Metcalf had full 5
23 went to this company because I would not have known 23 authority and control over that. ﬁ
24 what that company was or how much they needed. 24 MS. GUNN: Okay. Do you have any ;
25 Q Do you disclose in the PPM that it's 25 understanding of how much money that was? i
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Page 198 Page 200 |
1 THE WITNESS: I belicve it was somewhere 1 (SEC Exhibit No. 19 was marked for
2 around $500,000. 2 identification.) 4
3 MS. GUNN: Okay. So virtually the entire 3 BY MS. FLOYD: ;
4 proceeds from the first offering went to build out 4 Q I'm going to give you what has been marked as a'
5 human capital and infrastructure? 5 Exhibit 19. Take a moment and look through it. Do you %
6 THE WITNESS: Again, 1 don't know what all 6 recognize Exhibit 19? 1
7 Urshet Metcalf spent. 7 A It looks like a partnership agreement for '
8 MS. GUNN: Okay. Thank you. 8 Insured Liquidity Partners, Cfg 1. ‘
9 - (SEC Exhibit No. |8 was marked for 9 Q Did you draft Exhibit 19? i
10 identification.) 10 A No.
11 BY MS. FLOYD: 11 Q Do you know who did? :
12 Q [I'm going to hand you what has been marked as 12 A 1believe Allen Reno. i
13 Exhibit 18. Take a moment and read through this. Do 13 Q Did you participate in drafting Exhibit 19?
14 you recognize Exhibit 18? 14 A No. ,
15 A Itis a partnership agreement for, it looks 15 Q From my standpoint, I think the one main :
16 like, Cfg 1. 16 difference is the last page, Exhibit A. On Exhibit 18, :
17 Q Insured Liquidity Partuners, Cfg I? 17 it's a twenty/eighty. And on Exhibit 19, it's a 0/90. ,
18 A Correct. 18 Do you know why there's a difference?
19 Q And did you draft Exhibit 18? 19 A | do not believe Exhibit 18 is an accurate {
20 A No. 20 document. !
21 Q Do you know who drafted Exhibit 18? 21 Q Exhibit 18, okay. 3
22 A Ibelieve Allen Reno. 22 A The partership — the terms for Cfg | was
23 Q Did you participate in drafting Exhibit 18? 23 ninety/ten. [
24 A No. 24 Q Okay. :
25 Q Have you read Exhibit 18? 25 A This document (indicating). ?
Page 199 Page 201 ([;
1 A [have, yes, for the most part. 1 Q So you believe the document used by investors :
2 Q And this isn't - this appears to be the 2 was Exhibit 197 ;
3 draft -- not a draft -- an unsigned version. Counse! 3 A Yes.
4 has listed this as for nonaccredited investors. Is 4 (SEC Exhibit No. 20 was marked for
5 that correct? There's another one I'll be showing to 5 identification.)
6 you. 1 want to make sure 1 distinguish the two. 6 BY MS FLOYD:
7 MR. HOWELL.: I said that? 7 Q I'm going to hand you what has been marked as
8 MS. FLOYD: It's in the production index. It 8 | Exhibit 20, Pleasc take a moment and look through it.
9 has it in the name. 9 Do you recognize Exhibit 20?
10 MS. GUNN: I've got it if you want to look at 10 A Yes,
11 it. 11 Q Whatisit? i
12 MS. STUMBAUGH: Bates Number 1. 12 A ltis the private placement memorandum for i
13 BY MS. FLOYD: 13 ILP, Insured Liquidity Partners, Cfg 11 !
14 Q Nonaccredited. I just want to verify that's 14 Q Okay. Did you draft Exhibit 20? ;
15 correct. 15 A 1did not. l
16 A To my knowledge, it would be the same 16 Q Do you know who drafted Exhibit 20? |'
17 partnership agreement whether it’s accredited or not. 17 A 1believe Allen Reno. 3
18 Q Okay. 18 Q Did you help participate in drafting Exhibit ;
19 MR. HOWELL: Do I need to call, Catherine, 19 |20?
20 and figure out what the background is on why that's in 20 A | made updates subsequent to his leaving to .5;
21 there? I'know this is our document. 21 |this document i
22 MS. FLOYD: 1 can give you this other one, 22 Q How many versions of Exhibit 20 are there? !
23 and 1 can show you the difference between the two. So 23 A Only - I believe only the one.
24 maybe that will trigger something and refresh his 24 Q TI'msorry. I'm confused. So Mr. ~ you said
25 memory. 25 Allen Reno had originally drafted the first one?
e ‘
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1 A Yes. 1 Exhibit 22. Take a moment and look through it.
2 Q And then you made updates. So would there be 2 MS. GUNN: Before we get to that one, in
3 two versions? 3 Exhibit 21, Page 139, that's the last page, Exhibit A,
4 A Well, there should be two, I guess. Frm ot 4 itshows that Mr. Metcalf has a one percent ownership.
] sure if it was a version, like a version two versus 5 Do you see that? .
6 updatingit. 6 THE WITNESS: Yes.
7 Q So you may have made updates to the original 7 MS. GUNN: Does he still have that ownership
8 draft? 8 position or are you buying it out as you described to
9 A Yes. 9 us earlier today?
10 Q Okay. 10 THE WITNESS: 1am buying it out.
11 MS. GUNN: I'm sorry. I'm completely 11 MS. GUNN: Okay.
12 confused. So how many were used with investors, one 12 BY MS. FLOYD:
13 PPM or two PPMs? 13 Q Do you recognize Exhibit 22?
14 THE WITNESS: 1 believe one PPM. 14 A ldo.
15 MS. GUNN: One version of it? 15 Q Whatisit?
16 THE WITNESS: Right. 16 A ltis the private placement memorandum for O
17 MS. GUNN: Okay. And that was the version 17 Capital Ventures.
18 that you had made updates to, correct? 18 Q Okay. And did you draft Exhibit 227
19 THE WITNESS: Correct. 19 A Yes, 1did, with help from Dovile Soblinskas.
20 MS. GUNN: Okay. Can you tell us where — 20 Q Okay. How many versions of Exhibit 22 are
21 what you updated or what you changed? 21 there?
22 THE WITNESS: 1can. In Section 2, summary 22 A Only this version,
23 ofthe offering. 23 (SEC Exhibit No. 23 was marked for
24 MS. GUNN: Can you give us the Bates? 24 identification.)
25 THE WITNESS: Sorry. OEC_SEC_000091. | 25 BY MS. FLOYD:
Page 203 Page 205
1 believe it's actually 92, section C, operations. 1 Q [I'li hand you what has been marked as Exhibit
2 MS. GUNN: So did you add that section? 2 23. Take a moment and look through it.
3 THE WITNESS: 1did. 3 MS. FLOYD: You did not provide it to us.
4 MS. GUNN: Okay. 4 BY MS. FLOYD: ‘
5 THE WITNESS: OEC_SEC_000109, the management 5 Q Do you recognize Exhibit 23? !
6 section. | believe that's it. 6 A Yes. ltis the partnership agreement for OE :
7 (SEC Exhibit No. 21 was marked for 7 | Capital Ventures, i
] identification.) 8 Q And did you draft Exhibit 23?
° BY MS. FLOYD: 9 A ldidnot,
10 Q I'm going to hand you what has been marked as 10 Q You did not draft Exhibit 23? %
11 Exhibit 21. Take a moment and look through it. Do you 11 A No. :
12 recognize Exhibit 23? 12 Q Do you know who drafted Exhibit 23? ;
13 A It's the operating agreement for Insured 13 A Dovile Soblinskas. i
14 Liquidity Partners I1. 14 Q Do you know how many versions of Exhibit 23 l
15 Q Did you draft Exhibit 21?7 15 there are?
16 A Idid not. 16 A Ibelieve just one. g
17 Q Whodid? 17 MS. GUNN: Did you review Exhibit 23 i
18 A  Ibelieve Allen Reno, 18 before - well, I guess the first question would be, -
19 Q Did you participate in any sort of section, 18 has this been executed by the partnership - excuse !
20 drafting a section or updating? 20 me - by OE Capital Partners? g
21 A Ididnot 21 THE WITNESS: Yes. i
22 (SEC Exhibit No. 22 was marked for 22 MS. GUNN: Okay. And did you review it ‘
23 identification.) 23 before it was used? ’ )
24 BY MS. FLOYD: 24 THE WITNESS: Yes.
25 Q I'm going to hand you what has been marked as 25 MS. GUNN: Okay. And were you the person who
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1 was the final decision-maker in terms of authorizing 1 Q Okay.
2 its use? 2 A Other than that, ] believe probably the most
3 THE WITNESS: Yes. 3 efficient way is Dovile probably would have e-mailed is
4 MS. GUNN: Okay. I think there's - 4 what I would assume.
5 actually, your signature's on there. 1should say your 5 MS. GUNN: So these were provided to Mr.
6 signature block is reflected, Okay. Allright. I'm 6  Heinzelman. Is that correct?
7 sorry. I'm not going to try her last name. Is Dovile, 7 THE WITNESS: That is correct.
8 is she a lawyer? 8 MS. GUNN: And how is it that you know he did
9 THE WITNESS: She is not. 9 not give it to prospective investors,
10 MS. GUNN: Okay. Do you know what 10 THE WITNESS: I don't know that he did not.
11 experience, if any, she has in drafting partnership or 11 MS. GUNN: Okay. So he may have?
12 other type agreements? 12 THE WITNESS: He may have, yes.
13 THE WITNESS: [ wouldn't know if she has 13 MS. GUNN: Okay. But OE Capital did not
14 extensive experience. 14 directly give it to prospective investors?
15 MS. GUNN: Okay. Do you know if she has 15 THE WITNESS: That's correct.
16 limited experience? 16 MS. GUNN: Okay.
17 THE WITNESS: 1 would say she has limited 17 (SEC Exhibit No. 25 was marked for
18 experience. 18 identification.)
19 MS. GUNN: Okay. Is this the first time 19 BY MS. FLOYD:
20 she's done this or has she done it before? 20 Q 1 want to hand you what has been marked as
21 THE WITNESS: 1don't know if she's done it 21 Exhibit 25. Do you recognize Exhibit 25?7
22 before. [ would assume this might be the first time. 22 A Yes.
23 MS. GUNN: Okay. Go ahead. 23 Q Whatisit?
24 (SEC Exhibit No. 24 was marked for 24 A 1t's the annual report that we send out to
25 identification.) 25 our investors.
Page 207 Page 209
1 BY MS. FLOYD: 1 Q And did you draft Exhibit 25?
2 Q I'm going to hand you what has been marked as 2 A Panofit
3 Exhibit 24, Take a moment and look through it. Do you 3 Q Who drafted the other part?
4 | recognize Exhibit 24? 4 A Dovile Soblinskas, Cristina Cason, Tracy
5 A This is a portfolio overview sheet. 5 Alexander, and a little part by Chad Alberson.
6 Q And who drafted Exhibit 24? 6 MS. STUMBAUGH: Was this mailed out to
7 A Dovile Soblinskas. 7 investors?
8 Q Did you read over Exhibit 24? 8 THE WITNESS: Along with the statements.
9 A Yes. 9 MS. GUNN: Is this document provided only to
10 Q Did you approve Exhibit 247 10 current investors as of the year-end or has it been
1 A Yes. 11 provided to prospective investors?
12 Q And was Exhibit 24 provided to potential 12 THE WITNESS: No prospective investors.
13 | investors? 13 MS. GUNN: I'm sorry. Only prospective?
14 A It was —no. It was provided only to 14 THE WITNESS: Only current.
15 current investors who asked for a lineup of the 15 MS. GUNN: Okay. And you said you drafted
16 | portiolio companies. 16 some of it. Can you tell us which parts you drafled?
17 Q Do you know when you started providing this 17 THE WITNESS: 1 drafted, of course, the
18 | tothe investors? 18 letter to investors on 001262, 1 drafted the
19 A ] cannot remember when we started providing. 19 executive — the executive summary. I believe Dovile
20 Q And if current investors were asking for it, 20 and I both drafied the executive summary. Chad
21 would you e-mail it? Would you mail it? Would you 21 Alberson did the graph.
22 hand them a bard copy? How would they receive it? 22 MS. GUNN: In terms of the content of the
23 A The majority of the investors would have come 23 graph, who provided that?
24 through Charles Heinzelman, and he would have been 24 THE WITNESS: That was provided by me and
25 responsible for getting this to them, 25 Cristina Cason.

T

_-A5‘3 .(Pa”ges 20 ARy 096%)



Case 3:17-cv-00420-L Document 8 Filed 02/14/17 Page 56 of 150 PagelD 126

R TR T eyt

Page 210 Page 212
1 MS. GUNN: Okay. Keep going. Thank you. 1 A Correct.
2 THE WITNESS: 1did, 1 believe, the top part 2 Q But you'll double-check.
3 of 001265. 3 MS. STUMBAUGH: Is that also true for wirc
4 BY MS. FLOYD: 4 transfers?
S Q You drafted the top part? 5 THE WITNESS: It is.
6 A Yes, and ] drafted my look ahead bio. 6 MS. STUMBAUGH: Who signs the checks for
7 Q Your bio. 7 these bank accounts we've talked about?
8 A Yes. 8 THE WITNESS: I sign al! the checks.
9 Q Did you draft your bio or everybody's bio? 9 MS. STUMBAUGH: Any other signatories for the
10 A Just mine. 10 accounts? Is anyone else able to sign the checks?
11 MS. FLOYD: Let's take a break at 3:37. 11 THE WITNESS: Let me clarify that. sign
12 (Recess taken from 3:37 to 3:49.) 12 | the checks for Howard Capital, OF Capital Partners. If
13 MS. FLOYD: Back on the record at 3:49, 13 there are any checks for CF -- Insured Liquidity
14 BY MS. FLOYD: 14 Partners, Cfg 1 was Urshel Metcalf. Insured Liquidity '
15 Q While on the break, Mr. Howard, did we have 15 Partners, Cfg 1 was Urshe! Metcalf.
16 any substantive conversations regarding this matter? 16 BY MS. FLOYD:
17 A_No. 17 Q Does he still have the capability to sign
18 Q We just have a few follow-up questions 18 checks?
19 primarily regarding the bank accounts for Howard 19 A He has the capability. He does not have
20 Capital Holdings and OE Capital Partners. Do you have 20 sccess to the checks.
21 debit cards for either account? 21 Q Okay. How about the account itself? Does he
22 A Yes. 22 bave access to the accounts?
23 Q Okay. Can we get debit card information 23 A He does.
24 statements? 24 Q So he has the ability to basically clean you
25 MS. GUNN: Who actually has those debit 25 out if he wanted to? I'm not saying he would. I'm
Page 211 Page 213
1 cards? How many are there. 1 saying he has the capability.
2 BY MS. FLOYD: 2 A He has that capability.
3 Q Who has the authority to use it? 3 Q Okay.
4 A Onlyme. 4 MS. GUNN: Why is he still on those accounts?
5 Q Only you, okay. 5 THE WITNESS: He was the ~ he was the person
6 MS. STUMBAUGH: We don' need the statements. 6 that established the LLC's themselves and the bylaws.
7 MS. FLOYD: It's been a long day. 7 So when he set up those bank accounts at Green Bank -
8 MS. STUMBAUGH: Don' send me that again. 8 and we've been in discussions with Green Bank on how to
9 BY MS. FLOYD: 9 get him off, and it is — it's a pretty elaborate
10 Q So you have debit cards only for Howard 10 process that we're going through now.
11 Capital Holdings and OE Capital Partners. Is that 11 We have to get his agreement and change the
12 correct? 12 bylaws, which he's willing to do. We just - he wants
13 A That's correct. 13 to make sure that we will pay him the rest — for the
14 Q Okay. So you don't have one for OE Capital 14 rest through September. So we're just working under
15 Ventures or any of the other funds? 15 that arrangement.
16 A No. 16 MS. STUMBAUGH: Can you transfer the money
17 Q How about credit cards, company credit cards? 17 out of those accounts yourself?
18 A No company credit cards right now. 18 THE WITNESS: Icould. However, at this
18 Q And who has the ability to make electronie 19 particular stage, 1 think in both of those accounts, it
20 transfers amongst the bank accounts? 20 is a very minimal amount.
21 A 1do certainly, and Cristina Cason does for 21 BY MS. FLOYD:
22 | OE Ventures and I believe OE Capital Partners, but | 22 Q InCfgland Cfg 11, it's minimum?
23 will have to confirm that. 23 A Correct.
24 Q Cristina — you believe Cristina has 24 MS. STUMBAUGH: Who was making the transfers
25 capability for OE Capital Partners, correct? 25 in the Cfg 1 and Cfg 1] accounts after Mr. Metcalf
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1 left? i PROOFREADER'S CERTIFICATE
2 THE WITNESS: There were no more - [ think 2
3 there was one transfer out of Cfg 1. 1 did that. And 3 Inthe Matter of. OPTIMAL ECONOMICS
4 the Cfig Il account was me primarily after Mr. Metcaif 4 CAPITAL PARTNERS, LLC
5 lefi. 5 Witness: Patrick O. Howard
€ MS. GUNN: 1don't have anything clse. & File Number: FW-04043-A
7 MS. FLOYD: Thatisit. Weare -- 7 Date: Thursday, May 5, 2016
g MS. GUNN: We're adjourning the testimony, 8 Location: Fort Worth, Texas
g but you understand you remain under subpoena, We'll 9
10 reconvene at a later date agreed upon with your 10 This is 1o certify that [, Donna S. Raya,
11 attorneys, 11 (the undersigned), do hereby swear and affirm that the
12 MS. FLOYD: Correct. 12 attached proceedings before the U.S. Securities and
13 THE WITNESS: Yes. 13 Exchange Commission were held according to the record
14 MS. FLOYD: Do you have anything you want to 14 and that this is the original, complete, true and
13 clarify from your testimony today”? 15 accurate transcript that has been compared to the
16 MR. HOWELL: Can we ask a question off the 16 reporting or recording accomplished at the hearing.
17 record? 17
18 MS. FLOYD: Yeah, sure. Do you have any 18
1¢ other clarification questions? 19 (Proofreader's Name) (Date)
20 THE WITNESS: No. 20
21 MS. GUNN: Do you want to make a statement 2
22 today? You will also have the opportunity next time as 22
23 well, 23
24 MS. FLOYD: Correct. 24
25 MR. HOWELL: 'l wait till next time and 25
Page 215
1 have our PowerPoint together.
2 MR. McCARTHY: We just want to make sure -
3 MS. FLOYD: Wait, wait. We're off the record
4 at 3:55.
5 (Whercupon, at 3:55 p.m., the examination was
€ adjourned.)
7 % ¥ % ¥
g
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PROOFREADER'S CERTIFICATE

In the Matter of: OPTIMAL ECONOMICS

CAPITAL PARTNERS,
Witness: Patrick O. Howard
File Number: FW-04043-A
Date: Thursday, May 5,
Location: Fort Worth, Texas

This is to certify that I,

LLC

2016

Donna S. Raya,

(the undersigned), do hereby swear and affirm that the

attached proceedings before the U.S.

Exchange Commission were held according to the record

and that this is the original, comple

Securities and

te, true and

accurate transcript that has been compared to the

reporting or recording accomplished at the hearing.

6////// b

(Proofreader's Namk) ({Date)
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e e
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&

U.S. SECURITIES AND EXCHANGE COMMISSION

REPORTER'S CERTIFICATE

I, Barby D. Black, reporter, hereby certify that the
foregoing tra'nscript consisting 0f&‘5 pages is &
complete, true, and accurate transcript ofvthe
statements indicated, heid on May 5, 2016, in the
Matter of: Optimal Economics Capital Partners.

I further certify that this proceeding was recorded
by me and that the foregoing transcript has been

prepared under my direction.

Date: May 1i, 2018

Diversified Resporting Services, Inc.
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PAGES:

PLACE:

DATE:

WITNESS:

THE UNITED STATES SECURITIES AND EXCHANGE COMMISSION

In the Matter of: )

OPTIMAL ECONOMICS )

CAPITAL PARTNERS )

The above-entitled matter came on for hearing, pursuant'%

to notice,

Page 218

) File No. FW-04043-A

Patrick O'Neal Howard

218 through 411

Securities and Exchange Commission
Trinity Room

801 Cherry Street

Fort Worth, Texas

Wednesday, July 20, 2016

at 9:09 a.m.

Diversified Reporting Services, Inc.

(202) 467-9200
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Page 219 Page 221 §
1 APPEARANCES: 1 PROCEEDINGS i
2 ‘ 2 MS. FLOYD: We are on the record at 9:09 am., on E
3 On behalf of the Securities and Exchange Commission: 3 July20,2016. ]am Catherine Floyd, and I'm joined by my i
4 CATHERINE E. FLOYD, ESQ. 4 colleagues, Barbara Gunn, Carol Stumbaugh, and Timothy :',
) BARBARA GUNN, ESQ. 5  McCole. §
6 TIMOTHY McCOLE, ESQ. 6 We are officers of the United States Securities & ;;
7 CAROL D. STUMBAUGH, CPA, CPA 7  Exchange Commission for the purpose of this proceeding. We j
8 Fort Worth District Office 8  are today resuming the examination of Patrick Howard which i
9 801 Cherry Street, Suite 1900 ] was adjourned on May 5, 2016,
10 Fort Worth, Texas 76102 10  Whereupon,
11 817-900-2605 11 PATRICK O. HOWARD :
12 12 having been previously duly sworn, was recalled as a witness ?
13 Onbehalf of the Witness: 13 herein and was examined and testified further as fotlows: :
14 BARRETT R. HOWELL, ESQ. 14 MS. FLOYD: Mr. Howard, are you represented by
15 BECCA LOEGERING, ESQ. 15 counsel today?
16 BRANDON McCARTHY, ESQ. 16 THE WITNESS: Yes.
17 K&L Gates, LLP 17 MS. FLOYD: Would counsel please identify Z
18 1717 Main Street, Suite 2800 18 themselves. :
19 Dallas, Texas 75201 19 MR. HOWELL: Barrett Howell and Becca Loegeringof |-
20 214-939-5575 20 K&LGates. :
21 21 MS. FLOYD: Testimony today is putsﬁant toa 15
22 22 Commission subpoena which has been previously marked as g
23 23 Exhibit2. Mr. Howard — let me grab that exhibit §
24 24 Mr. Howard, do you understand that you remain under s
25 25  oath? 3
3
Page 220 Page 222 § ’aﬁ
1 CONTENTS 1 THE WITNESS: Yes. ! '
2 2 EXAMINATION E
3 WITNESS: EXAMINATION 3 BY MS. FLOYD: i
4 Patrick O'Neal Howard 222 4 Q Is there anything that would prevent you from i
5 5 giving full, complete, and truthful answers to my questions i
6 EXHIBITS: DESCRIPTION IDENTIFIED 6 today? ;n
7 26  Listof OE Capital bank accounts 28 7 A No. f
8 27 Investor suitability questionnaire 243 8 Q And the same instructions we covered in the first (
9 28  2/8/16 email from Charles Heinzelman 306 9 testimony will apply to this as well, so please don't talk ;
10 29  Packet used by C4 Benefits 354 10 overus. Allow us to finish the questions, and we'll try to
11 30  Certificate Training, Series 2, and 354 11 do the same. If you guys need to take a break, you know, é
12 Sales Presentation used by C4 Benefits 12 justask And verbal answers -
13 31 Packet used by C4 Benefits 354 13 A Yes.
14 32 5/6/15 email between P. Howard and 14 Q That's the most important. Thank you.
15 C. Heinzelman 36l 15 Let the record reflect that a copy of the formal 1
16 33 5/6/15t0 5/14/15 email chain 363 16  order of investigation in this matter will be available for |
17 34 Email OE SEC 019142 through 019143 365 17 examination during the course of this proceeding. ﬁ
18 35 8/24/15 email between Soblinskas & 18 So we took your testimony back in May of — May § ¢
19 Heinzelman 3 19 0f 2016. We primarily focused on OE Capital's portfolio
20 36  Agent commission distribution form 382 20 company, so I kind of want to dive in a little bit with that
21 37 Email OE SEC 030984 386 21 to start off with today, if that's okay with you.
22 38 Cleveland memore Dodd-Frank exemptions 386 | 22 A Okey. 2
23 39 March 2016 emails between Howard and 23 Q Since we last talked, has there been any new g
24 Heinzelman re 60-day notice 397 24 additions to any portfolio companies for OE Capital? H
25 25 A Yes. ‘

2 (Pages 219 to 222)
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Case 3:17-cv-00420-L Document 8 Filed 02/14/17 Page 93 of 150 PagelD 163

L e T Y NSO I ST

3 (Pages 223 to 226)

App. 0091

T o S e oA e ———

R k1 fg%fm:;%age 223 Page 225 |
1 Q Okay. Could you please describe. 1 A Oh, the retail of their current inventory? 1 don't
2 A Unequal Technologies. 2 know that exact number.
3 Q Okay. And what is Unequal Technologies? 3 BY MS, GUNN:
4 A They are company that produces a patented coated 1 Q Who's your contact at the company?
S Kevlar technology that's been tested and proven to reduce the S A Roab Vito. '
6 impact that causes concussions by up to 95 percent. 6 Q Okay. And what are the terms of your -- what you :
7 Q Okay. Great. And when were you introduced to 7 call the 1 million equity? i
8 Unequal Technologies? 8 A So by terms, you mean the price of the equity?
9 A lbelieve that would have been March of 2016, $  Q Thestockagreement.
10 Q And do you have an agreement with Unequal 10 A The stock agreement?
11 Technologies? 11 Q Right. 1 mean, how much stock —- 1 gather you
12 A Yes. So we have a signed term sheet, and we are 12 bought a million dollars’ worth of stock. ‘
13 now working through the long form agreement. 13 A Right. At $1.50 per share.
14 Q And when was the signed term sheet? 14 Q At SL1.50 per share. 1.
15 A 1think it was signed maybe threc weeks ago. 15 A Unequal themselves, based on the value of their IP, [
16 Q Who ruas the company? 16  guaranteed a 2X against the stock. 3
17 A Rob Vito. 17 Q What do you mean by that? ,
18 Q And where is the company located? 18 A So they are guaranteeing that you're going to at =
19 A In Philadelphia -- or outside of Philadelphia. 19 least receive two times your money back, two times the value %
20 Q Do know where exactly? 20 ofthe stock, at your price. So we bought at a buck fifty,
21 A Glen-something. Glendate. 1don't know if that's 21 we're going - they're guaranteeing a $3 share price. H
22 right. 22 Q By a particular date?
23 Q And how much are you initially planning to fund 23 A There is not a particular date.
24 Unequal Technologies? 24 Q And have the shares actually been issued? I'
25 A With Unequal we funded two sides, so there's 25 A Yes. i
4
Page 224 Page 226 |
1 actually the signed tenm sheet, then there's the stock 1 Q In whose name are the shares held? A
2 agreements, so there's two sides. We put a million dolars 2 A Optimal Economics Capital Partners. ‘
3 in the stock agreement, and then on the revenue-based 3 Q And where are they? Ii
4 financing side, the plan right now is anywhere between 2 1o 4 A What? i
5 Smillion. 5 Q Are they in certificate form? Are they in a {
6 Q Aad how do you fund anything to date? 6  brokerage - !
7 A We fund it 1 million for the equity side, and I 7 A Yes. Certificate form. ‘
8 think we've done maybe 300,000 on the revenue-based finance 8 Q Soare they in a safe somewhere?
9 side, based on that signed term sheet. 9 A They're in our - they're locked away in a file
10 Q Okay. And when did you fund the cquity side, the 10 cabinet in our office.
1 1 miltion? 11 Q Are there restricted shares? i
12 A May, [ believe. It was May. 12 A They are restricted shares. 1
13 Q And when did you fund the 300,000? 13 BY MS. FLOYD:
14 A Between May and June — or, excuse me - between 14 Q Have you received any sort of returns from Unequal
15 June and July. 15 Technologies to date?
16 Q Do you - or are you planning owning any inventory 16 A No, not to date.
17 in Unequal Technologies? 17 Q What is your estimated - I know we looked at those
18 A We will own the inventory. Yes. 18 project plans last time. What is your estimate of when
19 Q The entire inventory? 19 you're starting (o receive profits from Unequal Technologies?
20 A The amount that we would finance? 20 A Next month.
21 Q And how much would that be? 21 Q So August?
22 A [t depends on the total finance amount. So if we 22 A August.
23 finance $2 million, we'll collateralize thas against $2 23 BY MS. GUNN:
24 million worth of inventory. 24 Q Just to be clear, is it profits or revenues?
25 Q And bow much is their inventory worth today? 25 A Revenues.
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Page 227 Page 229
1 Q Okay. And what is your — I think you said you had 1 sure how that works.
2 ° 300,000 already financed based on a term sheet. Correct? 2 Q How frequently has — have you received payments
3 A Comect 3 from — revenue payments from WHRZT!?
4 Q What percentage of the revenues are you going to 4 A Not as frequently as we hoped to date. They had
5 get? 5 some early small revenues trickle in since January, so they
6 A Ten percent top-line revenues. 6 caught those up. And | think we've received one revenue
7 Q TI'msorry. Ten percent what? 7 capture perhaps in May or June, and they are due to give us
8 A Ten percent of top-line revenues. 8 another one now, and row they're starting to ramp up that
9 Q For the entire company? 9  production, so we expect a rapid catch-up from WHRZT!
10 A They have a military division, so not the military 10 BY MS. FLOYD:
11 division. 11 Q Since you started funding WHRZT!, how much have you
12 BY MS. FLOYD: 12 guys received in revenue?
13 Q So only the nonmilitary division. Weuld that be 13 A T'mnot sure.
14 sports gear? 14 Q Ballpark, roughly?
15 A Correct. 15 A Oh, ballpark, 1 would say 2500 bucks. Not a lot.
16 Q Athletic gear for high schools and college and -- 16 Q Moving on to Future Products of America, is OE an
17 A That is correct. Yes. 17 equity owner of Future Products of America?
18 Q Other than Urequal Technologies, is there any other 18 A Yes. SoOE -- Future Products of America is a
19 additional portfolio companies OE's invested in? 19 joint venture between OE and First Ventures Group.
20 A No. 20 BY MS. GUNN:
21 Q We talked a little bit about WHRZT! last fime. Is 21 Q First Innovations Group?
22 OE receiving returns from WHRZT!? 22 A  First innovations Group. Thank you.
23 A Yes. 23 Q Okay. I was afraid there was someone new.
24 Q Do you recall which baok account it's going into? 24 BY MS. FLOYD:
25 1 can probably give you a list of — 25 Q Okay. And balipark, how much have you — has OE
Page 228 Page 230
1 A 1believe it's going to Green Bank bank account. 1 Capital received in revenue from Future Products of America?
2 Q I am marking ~ this document is Exhibit 26, It is 2 A I'mean, notalotatall yet. It's starting to
3 something we put together. It's a list of your - OE 3 trickle in. Maybe couple thousand bucks.
4 Capital's bank account numbers and which baak it's located 4 BY MS. GUNN:
) at, 5 Q Did that go to the same account that you previously
6 (SEC Exhibit No. 26 was marked for 6 identified?
7 identification.) 7 A Yes
8 BY MS. FLOYD: 8 BY MS. FLOYD:
9 Q So out of the five different banking accounts, 9 Q Do all of the portfolio companies' revenues go into
10 which bank would the WHRZT! profits go into? 10 that subaccount?
11 A It's going into the O Capital Ventures, I believe, 11 A Correct.
12 but there's a subaccount on that called Revenue Capture — 12 Q What about Athletes Performance Gear? Have you
13 Q Revenue Capture. Okay. 13 received any sort of revenue from — I'm going to call it
14 A ~thatit's going into. ‘ 14 APG.
15 Q Okay. And looking at Exhibit 26 further, any other 15 A No, we have not. We've not as of yet received
16 bank records that we are missing on this list, besides the 16 anything.
17 subaccounts? 17 Q Are you still in business with APG?
18 A No. 18 A No.
19 Q No? 19 * Q Could you please explain why?
20 BY MS. GUNN: 20 A Yes. It was a clear path to market with APG. All
21 Q How does that subaccount work? Does it have the 21 of the research showed where his target market would buy the
22 same sumber, different number? 22 product, and it was digitally - digital marketplace, things
23 A T'mnot 100 percent sure. When Ilog in, | see OE 23 of that nature.
24 Ventures' bank account, then I'll see a subaccount under 24 Mr. Hobbs became very, very, very noncooperative,
25 that. My guess is it has the same number and — but I'm not 25 because he wanted to go to TV, and we wouldn't finance TV.
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1 We would finance the digital buy, we would finance all the 1 by OE Capital?
2 marketing, but we wouldn't finance TV because the business 2 A This is - these are OE Capital employees.
3 was telling us that nobody would buy it from there. 3 Q Who's on that team?
4 And so he became so — I think the word would be 4 A Jim Cooney, Nicole Crisp, and Gary Levitt, L-E-V-|-
5 uncooperative. He broke some of the covenants of the S T-T.
6 contract, so contractually we own the inventory, so we own 6 Q And I apologize if we've asked these questions
7 the two brand and the inventory. 7 already; it's been over two months, so our memory's a little
8 So we discontinued with him. He has the ability to 8 fuzzy.
9 go raise money and take his patents and do it again if he 9 MS. FLOYD: Let the record show that Brandon
10 want, but he can't use our brand or the inventory front that 10 McCarthy came in and is on the record.
11 we purchased. 11 BY MS. FLOYD:
12 And so we're now going to take that inventory to 12 Q And as far as - | believe it's the last portfolio
13 market; we're working with liquidators now. We expect to 13 company, RivaCare - is that correct?
14 have that fully liquidated within the next three months. 14 A Yes.
15 Q And you mentioned ke violated some of the terms of 15 Q How many revenues have you ~ has OE received from
16 the contract. Could you please explain those terms? 16 RivaCare?
17 A He locked us out of the bank accounts. He 17 A Afewdollars.
18 became — he would no longer cooperate with the operating 18 Q Dollars?
19 partner and project manager that we had associated with him, 19 A Let's call it $500 or something like that.
20 and he became very - | can't find the right word right now, 20 Q Okay. Sois it safe to assume that OE Capital has
21 but disrespectful 10 his employees, and they walked out. 21 received around $5000 of revenue —
22 Q And your project manager, you're referring to Tracy 22 A |believe that's about -
23 Alexander? 23 Q - from portfolio companies?
24 A Yes, maam. 24 A believe that's about correct.
25 Q Okay. And is Tracy Alexander also the project 25 Q Okay. And that's since inception. Corvect?
Page 232 Page 234
1 manager for Unequal Technologies? 1 A Correct.
2 A Sheis. 2 Q Overdrive: Was that potential portfolio company or
3 BY MS. STUMBAUGH: 3 a portfolio company that yow would contract with when OE
4q Q Where is the inventory for APG being held? 4 Capital first began?
] A Its being held in a distribution center in Florida s A Yes. Sothat was a early portfolio company.
6 called the Fulfiliment Lab, so we've gotien - [ believe the 6 Urshel Metcalf was the - kind of the initial person that
7 number by the end of July should be 17,000 units in, and then 7 sent the money.
8 the rest should ship it in in August. 8 Q And how much money did Urshel Metealf send?
9 BY MS. FLOYD: 9 A Ithink the initial amount was 75,000, and { think
10 Q Are you planning to market that, or are you 10 that was followed up by 50,000, if I remember right.
11 planning to sell the inventory as a whole? 11 Q And did OE Capital receive any revenue from
12 A We're looking at both options right now. We do 12 Overdrive?
13 have a liquidator that's looking at taking a large chunk, but 13 A No. So Urshel prematurely sent that - those
14 we've had quite a good response in our initial go-to-market 14 dollars in. And we really didn't have a signed agreement in
15 kind of test, so we are going to reserve some of the bottles- 15 place at all.
16 Tu-go to take to the market from a digital perspective. 16 We tried to work with Overdrive, which is also One
17 Q Aad your marketing company, is that 3Headed 17 Direct, which is also Cheap Watt. All three of those are the
18 Monster? 18 same entity. We tried to work with them to figure out if
19 A Theyre the ones that - they're our ad company. 19 there was a way that we were going 1o be able to get those
20 Q Okay. 20 dollars out, and it wurned out that it just wasn't going to
21 A So they did all the marketing assets, the videos 21 work, so we discontinued that relationship.
22 and things of that nature. We have a team -- people that 22 BY MS. STUMBAUGH:
23 work with Tracy on her team that do actually the physical 23 Q So Overdrive and One Direct Marketing are the same
24 marketing, so pushing those videos out to target markets. 24 company?
25 Q Is this team employed by the portfolio company or 25 A Yes.
- e e
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1 BY MS. FLOYD: 1 correct?
2’ Q Besides Overdrive and One Direct, were there any 2 A That is cormect. ”
3 other portfolio companies that did not work out that you had 3 Q Do you have an idea of how nuch Urshel received
4 a contract with? 4 from due-diligence fees? 4
5 A None that we had a contract with. 5 A 1know he received — I believe the number was E
6 BY MS. FLOYD: 6 $8,125 from a company called Wharton Brooks. 1 chose to ?,
7 Q How about ones that you funded? 7 refund those dollars to Wharton Brooks, because I did not E
8 A 1believe in prepping we figured out that Urshel 8 believe that we did what we said we would do. g
9 did send — I think the number's $15,000 to a company called 9 1 know he also - and [ might get this number f
10 Ganolife. 10 wrong. | believe it was a $30,000 due-diligence fee from ST 5‘
11 Q Okay. And is that G-A-N-O or - 11 Group. E
12 A G-A-N-O-Life. 12 Q Howdid- g
13 Q And OE Capital funded GanoLife $15,000, but you 13 A It might have been 20,000. 1think it was 20,000, ,3
14 guys did not have -~ you guys, as in OE Capital did not bave 14 Q Are you aware of how Urshel Metcalf calculated ‘%
15 a contractual agreement with GanoLife. 15 these fees? 4
16 A Wedid not. 16 A 1t was | percent of the ask. Soiflcangointoa 3
17 Q When did that relationship end with GanoLife? 17 little detail —- g
18 A 1believe either Junie or July of 2015. Cristina 18 Q Please. i
19 Cason finally got the records and the books that she was 19 A ~—kind of how that worked, my responsibility at b
20 asking for, and we figured out that they had hid a million 20 that time was only from the capital and then saying, Hey, are u
21 dollars in revenue off the books, so we — 21 they ready for funding? And I was the one that would approve :
22 Q Hid or stole? 22 apotential investment, !
23 A Tl say hid. 23 Urshel's entity — and the way that we were |J
24 Q Okay. 24 supposed to work was his entity was supposed to gooutand do [
25 A So we decided that no way in the world could we get 25 the consulting work to get them ready. So it really wasn't N
!
Page 236 Page 238
1 engaged with a company that did something like that. 1 even classified as due diligence as much as it was he was
2 Q Okay. Besides GanoLife and Overdrive/One Direct 2 supposed to doing all the work to get them ready for the E
3 Marketing, are there any other portfolio companies we're 3 funding, ;
L} missing? 4 He fee for that was 2 percent of the ask, so he E
S A No. 5 would go find somebody that needed a million dollars, and he ii
6 Q And when companies come to you - portfolio 6 would say — well, | percent of the million or $10,000 would §
7 companies come to you for funding, does OE Capital charge a 7 be - and so that's kind of how he calculated that at the ;3‘
8 due-diligence fee? 8 time. i
9 A Wedo not, no. 9 Q Thankyou, X
10 Q OE Capital does not charge a due-diligence fee? 10 BY MR. McCOLE: E
11 A No. OE Capital does not charge a due-diligence 11 Q What was Urshel's definition of getting the company !
12 fee. 12 ready? !
13 Q Doces any - Howard Capital charge a due-diligence 13 " A Sothisis going to require a little detail, so é
14 fee? 14 bear with me. Urshel had met a guy named Alan Reno in spring t
15 A Howard Capital doesn't charge a due-diligence fee. 15 of 2014 sometime. Alan Reno had a lot of experience in g
16 Q Does any entity connected with yourself charge a 16 tumaround companies and management consulting, and he toock
17 due-diligence fee? 17 kind of a standard management consultant balance scorecard «
18 A Urshel Metcalf's entity — that's not connected to 18 that { used in my management consulting days, and he really
19 me, but Urshel Metcalf's entity did charge due-diligence 19 made it very, very complex, and he called it something called
20 fees. 20 the matrix. 4
21 Q Which entity would that be? 21 So Urshel and Alen connected on that, and what
22 A Insured Liquidity Partners, LLC. 22 Urshel and Alan were supposed to do is utilize this matrix
23 Q Okay. So would it be safe to asyume that once you 23 format that Alan had come up with to go into these companies 3
24 removed yourself from Urshel, that OE Capital, Howard 24 and do this due diligence kind of work.
25 Capital, you guys do not charge a due-diligence fee. Is that 25 The idea was we're going to deconstruct the entire :
4

6 (Pages 235 to 238)
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1 company, and then once we put all the things in the right 1 the processes worked is they sign a suitability form, which
2 place, then we'll know a good amount of funding, and that's 2 basically says, Okay, I'm serious. And then they geta PPM. i
3 what we'll go after. 3 Q Gotit. So they get the PPM before they give you b
q And so that's the methodology that Urshel was 4 moncy - give OE Capita) money. Okay.
5 using. He leamed it from Alan, and then he and Alan were 5 BY MS. GUNN:
6 trying to employ that methodology in the companies. 6 Q - How much before — how does the timing work in
7 Q And what, if any, role, then, did Urshe! and Alan 7 terms of - they sign a subscription agreement? Or are you
8 play in the management of those companies that were the 8 saying — 'g
9 subject of their efforts? 9 A No. j
10 A Inthe actual management of them, the idea was that 10 Q - suitability —
11 they would be almost like a executive in residence. The idea 11 A A suitability form.
12 is that they were working very closely with the executives 12 Q Okay. Can you explain for us what's on that
13 and help them strategically plan out those — all of that - 13 sultability form?
14 those companies. 14 A ltis a form used — it has basic information about
15 Q And how, if at all, did the companies’ capital 15 the investor, but it also has information about their
16 structure need to change in order to be in line with Alan and 16 financial status from a accreditation perspective, and so it
17 Urshel's vision for the company? 17 allows us to see if they're accredited or unaccredited, or if’
18 A Theoretically that was one of the products of the 18 they're suitable, if they have enough liquidity.
19 methodology. So they may have to ~ would have to raise more 19 Q Okay. So do they sign that form and then submit
20 capital or change the cap structure in a certain way. | 20 ie?
21 mean, the methodology wasn't very clear on that, and so it 21 A Correct. So—~ &
22 just didn't seem to work very well. 22 Q Okay. What information have they been provided
23 Q Was part of this vision or part of the structure 23 before they fill out that suitability form to make them
24 that they attempted to put in place for these companies that 24 interested enough to fill that out? I guess what I'm trying
25 the companies would go public? 25 to understand is at that point what information do they have
Page 240 Page 242 |
1 A Idon' think so. That wasn't - | never heard 1 before they - or before they fill out the suitability form?
2 that. 2 A That's a good question, and I guess that depends on
3 Q AnIPO or anything like — was that part of it, 3 who has been talking to them.
4 anything like that? 4 Q Okay. [
5 A Not that I'm ever aware of. 5 A But typically they would have — we have kind of a
6 BY MS. FLOYD: 6 piece that really overly - from a overall perspective
7 Q I want to move on. 1know we talked about the 7 explains kind of who we are and what our methodology is. |
8 funds a little bit the last time you came in on the 5th, but 8 Typically what we would have is a conversation, so a sit-down 1
9 1 want to continue. 9 conversation, and really help them understand exactly who we
10 1 understand CFG 1 was mostly Urshel Metcalf's 10 are, what are methodology is, how we pick our companics. T
11 funds. He basically ran that fund. Is that correct? 11 And then if they felt that this is something that
12 A That's comrect. 12 they want to pursue, then the next time is we got to make
13 Q I want to move on to CFG Il funds. I'm going to 13 sure that they're suitable, and so we send the suitability
14 hand you what has been previously marked as Exhibit 20, Take 14 form, and then we get them to fill out the suitability form
15 a moment and look at Exhibit 20. 15 and send the PPM.
16 A (Perusing document.) 16 Q Okay. So then you get the suitability form back.
17 Q And you recognize Exhibit 20. Correct? 17 Who reviews that to determine if it's suitable?
18 A ldo. Yes. 18 A That's Dovile Soblinskas. I'j
19 Q And Exhibit 20 ~ who receives Exhibit 20? 19 Q Okay. Assume that she determines that a potehtial j
20 A Any investor into the CFG 11, 20 investor is suitable, then what happens next? Is that when
21 Q Do potential investors receive Exhibit 207 21 they get the PPM?
22 A Prior to a commitment, no. 22 A No. They would have already gotten a PPM.
23 Q So before they invest, they are unable o see a PPM 23 Q Olkay. When do they get that?
24 for the funds? 24 A When she receives the suitability form, then the
25 A They are before they invest, but they —~ the way 25 PPM is released.
A

T
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1 Q Okay. Right. So when she receives it ~ 1 Q Whois that? ;
2" A Comet 2 A Thats Charles Heinzelman 3
3 Q -~ shesends it out before determining that they're 3 Q Okay. What is the name of the investment advisor? ’
4 suitable? 4 | 1assume RIA you mean a registered investment advisor. Is
5 A Asshe - yesh. 5 that correct? 55
6 Q As part of that she'll just send it out. 6 A Cormect l
7 A Correct. 7 Q Okay. What's the name of the registered investor f:‘
8 Q Okay. 8 advisor? :
9 MS. FLOYD: I'm going to enter into the record 9 A 1believe it's - he either goes by C4 Benefits

10 Exhibit 27. 10 Group or Trajan.

11 (SEC Exhibit No. 27 was marked for 11 BY MS. FLOYD:

12 identification.) 12 Q Trajan Income?

13 BY MS. FLOYD: 13 A Yes

14 Q Do you recognize Exhibit 27? 14 Q Okay.' When did Trajan Income become an RIA or

15 A Yes, 1do. 15 investment advisor?

16 Q And whatis {t? 16 A Ibelieve that Trajan Income became one in 2016,

17 A lItis the investor suitability questionnaire. 17 My understanding is that he had a different one in 2015 and

18 Q And was Exhibit 27 what you were referring to when 18 it expired, and he did Trajan Income in 2016.

19 you were talking — answering Ms. Gunn's questions? 19 Q And which one was the one in 2015?

20 A Yes. 20 A 1thought it was C4 Benefits Group, but I'm not

21 BY MS. GUNN: 21 sure sbout that

22 Q And have you used that form with all of the 22 Q On page ~ it's Bates-numbered OEC SEC 000087, And

23 investors related to the Ventures fund? 23 at the bottom half it says, Pre or post-subscription

24 A Tbelieve so. 24 questions about the partnership, Patrick O. Howard, RIA." ,

25 Q Okay. Whatabout CFG II fund? 25 A Yeah

Page 244 Page 246 b

1 A 1believe that is true as well. 1 Q AreyouanRIA? 2
2 Q What about CFG 1? 2 A lamnot 4
3 A Idon't believe that's true, no. 3 Q And why is there an RIA after your name?
4 Q Olkay. So you think you started using it when you 4 A Initially when we started, | was working with RIA ﬁ
S started the CFG II fund? 5  inaBoxtobring up an RIA. Then after talking to counsel,
6 A Yes. 6 we figured out that, oh, [ don't need -- | don't nec&ssarilyl g
1 BY MS. FLOYD: 7 need 10 be an RIA, because I'm a manager of the fund, and [ §
8 Q And besides what the -- who fills out Exhibit 27? ] can go out and raise funds without being an RIA. ;
9 Is it the investor - potential investor, or is it Dovile? 9 So I decided to stop that process, and 1 did not ’

10 A Itis the potential investor or, if we're using a 10 update the document. ]

11 RIA, it would be the RIA or the potential investor. Dovile 11 Q Okay. First off, what exactly is an RIA in a Box?

12 doesn't actually fill it out; she receives it. 12 A RIA in a Box is a company that helps bring up RIAs I

13 Q Gotcha. Okay. And does Dovile do any additional 13 very quickly. &

14 research to determine suitability of the investors? 14 Q Okay. And yon were referring to counsel. Which ;

15 A Outside of the form? 15 counsel? !

16 Q Correct, 16 A That was Darryl Cleveland. g

17 A Not to my knowledge. 17 Q And where is Darryl Cleveland located?

18 Q Back to Exhibit 20 - 18 A InDallas. ,

19 BY MS. GUNN: 19 Q And does he work for a law firm or is he a solo «

20 Q You mentioned the RIA. Has there been a period 20 practitioner? '

21 when you've not used an RIA, you know, to assist the 21 A He's a solo practitioner. i

22 potential investor? 22 Q Thankyou. And it was your understanding because '

23 A The first few investors were friends of mine, so we 23 you're a manager of a fund you don't have to be an RIA. Is "

24 didnt — 1 wasnt using the RIA then. But for the most 24 that correct? =

25 pan, we've used an RIA to help. 25 A Comect, _j
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i Page 247 Page 249 |
1 Q Ohy.'And when did you learn this from Mr. 1 A Well, well actually backing it in two different
2 Cleveland? 2 ways. The first way is through the collateralized assets of
3 A Would have been last spring sometime, maybe last 3 the company, and so we collateralize the assets that we're
4 April time frame. 4 acting investing in.
5 Q 20157 5 And then the second way is through insurance-based
6 A 2015 6 assets.
7 Q Okay. Thank yeu. 7 Q And what exactly is the insurance-based assets?
8 BY MS. GUNN: 8 A Life insurance.
9 Q So when did you start raising money for CFG II? 9 Q The life insurance of the key individuals of each
10 A [believe that started May. 10 portfolio company?
11 Q Or2015? 11 A Correct :
12 A Of2015. 12 Q And do you have -
13 Q So why do you have the RIA designation on the PPM 13 BY MS. GUNN:
14 for CFG I11? 14 Q How does that back the assets?
15 A That's a mistake. It should not be there. 15 A (No response.) i
16 BY MS, FLOYD: 16 Q That's essentially key-man insurance. Right?
17 Q And I know we probably went through this last time, 17 A That's essentially key-man insurance. :
is but whe drafied Exhibit 20?7 18 Q So how does that back the assets? f
19 A Dovile and myself. 19 A So what we would do is any life insurance you ;
20 Q And you approved Exhibit 20 after it was completed. 20 can — if it's an asset - so if it's a permanent policy, so ‘
21 A ldid 21 we would convert the policy to a permanent policy, and then | '
22 BY MR. McCOLE: 22 can go sefl that policy on the secondary market for a !
23 Q Did you seek legal advice from any attorney 23 discount.
24 regarding the content of Exhibit 20? 24 For example, let's say it's a $2 million policy and
25 A Idid not. 25 death benefit. Ican convert that policy to a life-toa
Page 248 Page 250 |i
1 BY MS. FLOYD: 1 permanent policy, and then I can go sell it for some discount 1
2 Q 1Ifyou go to — I believe it's number OEC SEC 2 ofthat 2 million.
3 000100, under section S, risk factors, 3 Q It's a very substantial discount, though, isn't it? H
4 A (Perusing document.) 4 A Itdepends, but, yes, typically. I mean, you're
S Q Do you see which paragraph I'm referring to? S not talking about - you're certainly not talking about
6 A ldo. 6  getting $2 million for a $2 million death benefit. No way. E
7 Q Aund the paragraph ~ and I quote: "The purchase of 7 It's probably 40 percent or something like that. ﬁ
8 units is a speculative investment. However, the company is 8 BY MS. STUMBAUGH: :
9 backing the minimum preferred yield in principal with 9 Q Is there a cost associated with converting it to a
10 insurance-based assets." 10 term policy as well?
11 What s a preferred yield? 11 A Thereis. h
12 A That's the first return of the invesiment. 12 BY MS. GUNN:
13 Q So OEC is backing the minimum preferred yield. Is 13 Q I'm still trying to understand your reference o i
14 that correct? 14 insurance-based assets, because — are you basically saying
15 A Cormect. 15 the insurance — or the value that you're obtaining from that
16 Q And what is that yield? 16 is the liquidation value, essentially, of the policy?
17 A Twelve percent. 17 A Comect.
18 Q And how did you calculate 12 percent? 18 BY MR. McCOLE:
19 A Tt was based off of the financial modeling, doing 19 Q Is there an expectation that the collateral that
20 the financial modeling and saying, Well, what is the best 20 the company owned would be sufficicnt to provide the minimum
21 preferred yield that we are comfortable with withoutl - while 21 preferred yield if the minimum preferred yield was not
22 thinking that we know how to collateralize that yield 22 otherwise realized through the investment?
23 properly and kind of making sure that we can deliver on what 23 A That's comect.
24 we say. So it was all based off of financial modeling. 24 Q Okay. And is it your position that the insurance-
25 Q And how is the company backing this yield? 25 based assets — in other words, the key-man life insurance —
S
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Page 251 Page 253 ¢
1 that the value there would be sufficient to provide the full 1 in the secondary market? E
2 °  minimum preferred yield in the event the company's 2 A Well, | was working with life insurance companies :
3 investments dida't provide that minimum preferred yield? 3 and understanding what the resale value of life insurance is
4 A That's correct. 4 and how they bundle it up and how they —
5 Q And what's your bagsis for that belief? Well, let's 5 Q Who bundles it up? ‘
6 go with insurance first. What's your basis for the betief 6 A The life insurance companies. How they bundle it
7 that the key-man insurance would provide a sufficient asset 7 up, how they sell it on the secondary market. *:
8 base to fully provide the minimum preferred yield in the 8 Q Areyou saying the insurance companies do the '[
9 event the investments did not do s0? 9 bundling and selling on the secondary market? 1‘
10 A Sothe basis for that belief is the process. So we 10 A Sometimes.
11 don't -- we would never give all the money of an ask upfront. 11 Q And is there someone in particular that you worked §
12 Right? We milestone-fund, and then what we look for is what 12 with that you learned this information from? i
13 is the relative plan — right? Or do we know what the plan 13 A 1 'mean, various people from life insurance F:
14 is to get us to our performance measures? And are we way off’ 14 companies; some portfolio managers of life insurance ‘
15 that plan? Is that plan going to work, or are we on that 15 companies. That's where P've leamed it. J
16 plan? 16 Q Is there anyone in particular you're thinking of? ii
17 And so the minute that we realize that we're — 17 If you needed to sell a policy, what would you do? “
18 this isn't going to work, then what we would do is stop 18 A If I needed to sell a policy, I would — so I would i
19 funding. So we wouldn't be a million dollars in; we might be 19 call up anywhere from a few, kind of a haif a dozen wire
20 350,000, 20 houses, people that work with bonds ~they're looking to sell g
21 So if | got a million-dollar life insurance policy 21 bonds in the banks, things of that nature - and say, Hey, | E‘
22 that | now can go convert and get 30 to 40 percent, well, | 22 got life insurance polices that | would sell. Banks buy life :
23 have my basis back, and then 1 can liquidate assets to get 23 insurance policies as a part of their portfolio. ,
24 any yield that | might need 1o get. So that's how the 24 And so | would say, 1 have some life insurance :
25 process works. 25 policies. What's your price?
Page 252 Page 254
1 BY MS. GUNN: 1 BY MR. McCOLE:
2 Q Have you ever sold an insurance -~ a key-man 2 Q Give us the list of who you'd call. '
3 insurance policy? 3 A  List of individuals or list of ~ b
4 A Have | on the secondary market? q Q Yes. S
5 Q VYes. 5 A - compenies? ;
6 A No,Ihavent. 6 Q Either one. Start with — let's start with b
7 Q Okay. Have you ever acted as a broker for someone 7 individuals, §
8 selling such an insurance policy on the secondary market? 8 A Well, I would probably start with calling ~ and 1 ;
9 A [ personally have not. 9 mean, | don't have individual names, but Il with calling H
10 Q Okay. And the numbers that you're giving for the 10 OneAmerica, which is where — | worked there for a bit. 1 i
11 amount that you would realize from the sale of the policy on 11 would probably call people at MassMutual that [ know. "
12 the secondary market, where are you getting those numbers? 12 I would probably call some wire house guys, some E
13 A Well, that's my - so I do have it - while I've 13 broker guys. My friend Tico Martinez, who also works for me,
14 not done it, [ do have experience in that market. [ wasa 14 knows some people that — who would know how to go out and E
15 management consultant for a long time, working with banks, 15 sell life insurance on the secondary market.
16 and then [ have a history of wealth management, working very 16 Q Okay. So you would call OneAmerica, MassMutual.
17 closely with life insurance companies, so | understand the 17 You'd talk to your friend Tico. And you would talk to some <
18 secondary market and resale market of life insurance very 18 brokers.
19 well. 19 A Yes.
20 And so [ have a history and a understanding what 20 Q Now, Is it your understanding that these brokers L:
21 that market Jooks like. 21 realize this 30 to 40 percent number on the sale of these or
22 Q And where did you obtain that understanding? 22 is it the person who, like in your situation, who would i
23 A Over the last 12 years; that's what 1 did. 23 actually be selling one policy to be included in a bundle of -
24 Q What in your previous experience gave you the 24 policies. j
25  understanding of the amount that you would be able to realize 25 A So1would get — so I would receive that value Ii
, I

i
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Page 255 Page 257
1 back. Is that your question? 1 policies in place.
2 Q Yes. It would be your expectation that you would 2 BY MS. GUNN:
3 receive 30 to 40 percent of the face value of the 200 — 3 Q And when were they obtained?
4 excuse nte. So for a $2 million policy, you would receive 30 4 A I'believe most of them were obtained this year.
5 10 40 percent of that 2 miltion face value for the policy. 5 Q In2016?
6 Correct? 6 A lbelieve so. Yes.
7 A That's correct. Now, there's a timing issue in 7 Q When in 2016?
8 there — right? — because it's a secondary market. So 8 A TI'mnotsure.
9 there's a price. So you have - | would — the life 9 Q And who pays for the policy?
10 insurance policy is our stop loss. Right? It's not what | 10 A Well, what we've figured out is how OE pays for
11 would do immediately, because there's a timing issue 11 them. We had an issue figuring out that from the very
12 involved. 12 beginning, but now what we do is we pay for them, and we have
13 You can't go sell a life insurance policy and get 13 a collateralized —- I'm sorry; not collateralized. We have
14 money tomorrow. Right? You can't do that. And so there 14 an amendment that gives us rights to the policy.
15 would be a timing issue. Therefore what we would do is we 15 Q Anamendment to the policy?
16 would rake sure that our investors, from a collateralization 16 A Yeah. {think it's called an assignment.
17 perspective of the liquidation value that we have in the 17 Q Okay. So just so I'm clear on this, it's your
18 assets, can make our investors whole. 18 understanding that at this point OE Capital is the owner of
19 And then what we do to make sure that we land 19 the poliey?
20 softly is go then and resell those life insurance policies on 20 A We are - that was our issue.
21 the secondary markel. 21 Q Okay.
22 Q Okay. And other than the — other than OneAmerica, 22 A So the issue was the insurance company had a
23 MassMutual, Tico and brokers that you mentioned, is there 23 problem with OE owning the policy, because it blurred
24 anybody else that you would call to try to sell a key-man 24 insurable interest. So what they wanted to see is that the
25 policy? 25 portfolio company, since it was a key person and policy of
Page 256 Page 258
1 A Noone that [ can recall off the top of my head. | 1 the portfolio company, owned the policy, and then there was
2 mean, | would probably call a lot of people, and we'd figure 2 an assignment to OE in the case that something happens.
3 out what's the best way to sell it, but those — there's a 3 Q Okay. So the portfolio company obtained the policy
4 short list of people, that | just mentioned, that ! would 4 and then assigned it to OE Capital,
5 say, Hey, let's go figure out how ~ where we need (o sell 5 A That's comrect.
6 these. 6 Q Okay. Who's actually paying the premliums on those
7 BY MS. GUNN: 7 policies?
8 Q Have you obtained the key-man life insurance on the 8 A That would be OE.
9 key people in any of the companties that your funds have 9 Q And do you know what the issuing insurance
10 funded? 10 companies are?
11 A believe we have, yes. 11 A Tthink from - | don't know; | would be
12 Q Okay. Which enes? 12 speculating. But I believe it's MassMutual.
13 A 1believe we've obtained them - and Tracy would 13 Q And are the payments through a brokerage or the
14 have that - on - [ think Unequal's the only one that we 14 checks or wires actually to MassMutual?
15 have not done yet. 15 A It would be directly to the insurance company,
16 Q Through whom did you obtain that insurance? 16  yeah
17 A 1think we worked through a broker. 17 BY MR. McCOLE:
18 Q Who or what entities? 18 Q And where are the policies currently located?
19 A I'mnot sure. |wasn't the one that actually did 19 A 1don't know. Idon't know if they're with us or |
20 that. 20 with the portfolio companies. I'm not sure,
21 BY MS. FLOYD: 21 Q Soyou den't know whether OE has a copy?
22 Q Who at OE Capital purchased these life insurance 22 A ldon't know. I'm sure we do, but I don't know
23 policies? 23 that.
24 A Well, Tracy Alexander would have worked with the 24 BY MS. FLOYD:
25 broker and the portfolio company to get those life insurance 25 Q And who at OE Capital would know this?
- e o == e = H
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1 A Probably be Tracy. 1 bottles, then?
2 BY MR. McCOLE: 2 A Yes.
3 Q And describe the situations in which you've had to 3 Q Ohlay,
q sell collateral in order to back the minimum preferred yield. 4q MR. HOWELL: Tim, if you guys don't mind, just to
5 A It's the APG situation. 5 be clear — because [ thought the way it was structured, the l
6 Q The football helmets? 6 water bottles were purchased directly OE? :
y A No, the water bottles. 7 THE WITNESS: Correct. -
8 Q Water bottles. 8 MR. HOWELL: Which [ think might not necessarily
9 A Yeah, 9 make it a security interest that has to be foreclosed on,
10 Q Okay. And what value was realized from that sale? 10 because it's already a direct ownership. ':'
11 A Well, we're still working through the sale, but 11 THE WITNESS: Okay. n
12 right now the wholesale value that we're looking at — so 12 BY MR. McCOLE: i
13 we're a million dollars in; the wholesale value that we're 13 Q Do you agree with what Mr. Howell just said? E
14 looking at with the wholesalers and the liquidators is about 14 A Yeah. We purchased the water bottles in our name, ;
15 1.5 million. 15 so they are OE-owned property. i
16 If we decide to take a piece of that retail, then 16 Q 1Isee. Okay. And you're now in the process of E
17 we're looking at probably $2 million. 17 attemnpting to liquidate those bottles. Correct? 3
18 Q So you believe that that — the liquidation will be 18 A Corect i
19 sufficient to cover your miilion dollars. 19 Q Have any of the bottles been actuatly sold?
20 A Absolutely. Yes. 20 A We have sold a few bottles online.
21 Q Are there any other instances in which you've had 21 Q Okay. And how much money have you realized asa |’
22 to sell a collateral in order to meet the minimum preferred 22 result of those sales? :
23 yield? 23 A $100, maybe 200; ot much.
24 A No. 24 Q How long has that online marketing effort been j
2 BY MS. GUNN: 25  golngon? j
¢
Page 260 Page 262 |
1 Q Who are the liquidators you're talking about? 1 A It has not even started yet. We have not launched. ,
2 A 1don't know the names of the actual companies. In 2 Q Okay. How is it, then, that you were able to sell ;
3 Tracy's team Gary Levitt - it's all his contacts. 3 some of those bottles online if it hasn't started? i
4 Q I'msorry. Who? 4 A Some people heard about us. g
5 A Gary Levitt. 'm sorry. 5 Q How do you - what's your understanding as to how q
6 BY MR McCOLE: 6 they heard about you? §
7 Q And forgive me. The others in the room on this 7 A lhave noidea I'm happy about it, but | have no 3
B side may know the answers to these questions., You might have 8 earthly idea how they heard about us. g
9 said this before, but forgive me, but for my benefit, what 9 Q Ohkay. And how — what's your plan with regard to ]
10 portfolio company is associated with the water bottles you 10 marketing the bottles onfine? i
11 just talked about? 11 A So Nicole Crisp has put together a marketing E
12 A 1t was Athletes Performance Gear, was the portfolio 12 strategy online that goes out to runners groups, the target
13 company. 13 market, which is women, ages, | believe, 28 to 40, something ;
14 Q Okay. And your total — OE's total investment in 14 like that. And she has a history in digital marketing and
15 Athletes Performance Gear is a million? 15 driving revenues from digital marketing, so she's going to
16 A Ibelieve it's 1,060,000. 16 use Facebook. _
17 Q Olay. And OE has collateral in water bottles 17 We also put - of that million-dollar investment, l’
18 A Correct. 18 about 3- 10 $460,000 of it was in actually marketing, so we
18 Q —ovwned by Athletes Performance Gear. Correct? 19 created a professional video. We created very professional :'
20 A The water bottles are owned by OE. 20 ads, and so what we'll do is we'll spin - we'll have a e
21 Q Okay. Soyou have a ~ OE has a security interest 21 marketing spin, so we'll buy media, we'll roll those assets
22 in = they serve as collateral for the investment of OE. 22 out, and we'll convert — we believe, based on a very small
23 Correct? 23 media buy, that we can sell about 20,000 of those without N
24 A Thatis correct. 24 having 1o liquidate them, and 20,000 at our retail price
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Page 263 Page 265
1 Q And then on top of tha, if any ~ if the balance 1 A We own all the FPOA inventory. Right now that's
2 ofthat inventory is liquidated through the liquidator, you'd 2 only about $50,000 in cost, but we're scaling up 1o go to
3 have - you'd realize even more revenue, Correct? 3 market with FPOA in August, Scptember time frame. |
4 A That's correct. 4 Q And 50,000 of the various products that they J
5 Q Isthat the plan? 5  produce?
6 A We expect to liquidate those at about $2 million in 6 A Yes. There's 10,000 units of five different
7 value. 7 producss,
8 Q When did you first realize that it was going to be 8 Q Okay. And as far as wares at RivaCare, do you have 5
9 necessary for you to market these bottles, as opposed to 9 a lien on the underlying product? »
10 Athletes Performance Gear? 10 A Likeatrue logal ien?
11 A It was around, I believe, May time frame. 11 Q Yes. ‘
12 Q 0f2016? 12 A Notyet, no. '
13 A Of2016. 13 Q Okay. So how do you have a securities interest?
14 Q And so you're in the process now of ramping up to 14 A Just contractually. \
15 market them digitally, Correct? 15 Q Sois it my understanding that the company backs
16 A That'’s correct. 16 the minimum preferved yield by owning some of the underlying r
17 Q And you're also in the process of attempting to 17 assets and having insurance-based assets as well? Is that '
18 liquidate the balance, 18 correct? 5
19 A That's correct. 19 A That's correct. ,
20 BY MS. STUMBAUGH: 20 Q Okay. f
21 Q How many water bottles are we talking about? 21 BY MR. McCOLE: é
22 A 50,000, 22 Q You know, I do have one other question about the 5"
23 Q Soyou've got 17,000 on hand. Where's the rest of 23 insurance piece, the key-man insurance, [s it the case that %
24 them? 24 before OE will invest in a given portfolio company, it first E
25 A They're on order; they're coming. 25 acquires the key-man policy on - acquires the key-man i
!
Page 264 Page 266 §
1 BY MR. McCOLE: 1 insurance policy? ;
2 Q Well, in whose possession are they now? 2 A That's the theory. The way it's worked is we do it ‘
3 A The 17,0007 Well, it be 17,000 by the end of 3 during the first investment time frame. | mean, so we don't
L] July, so they ship these things in waves. Right? So - to 4q really wait necessarily; we haven't weited until we put the 4
5 cut down on shipping costs, and they manufacture them in 5 first money in. We've kind of started those processes
6 waves, so | think we got the first 7200 last week. The next 6 simultaneously,
7 10,000 should hit by the end of this month, and then the 7 Q But for each portfolio company there is a key-man 1
8 balance should hit in August. 8 insurance policy. Correct? |
9 And they are in our possession at our distribution 9 A Correct. j
10 center in Florida. 10 Q And who does that policy cover? ]
11 Q Okay. And then — but the ones that have yet to be 11 A Typically the CEO. ‘
12 delivered to OE, those are - 12 Q Okay. Of the portfalio company. Correet? !
13 A Theyre in China. They're still being 13 A VYes,sir. !
14 manufactured. 14 Q Anybody else? :
15 Q They're in China being — to be manufactured and 15 A Not to this point. i
16 delivered. 16 Q So at the time potential investors receive a copy
17 A Correct. 17 ofthe PPM, which is Exhibi¢ 20, that - the key-man
18 Q Okay. 18 insurance policy was already in place. Is that correct?
19 BY MS. FLOYD: 19 A Of the companies that we had invested in. Yes.
20 Q Besides the water bottles, out of the other 20 BY MS. GUNN:
21 portfolio companies, what else does OE own as far as 21 Q In2018? 1
22 inventory? 22 A No, not in - that's right; not in 2015. ]
23 A So OE has security — no, OE has security interests 23 Q Ohay. So CFG was offered until when?
24 in wares at ~ inventory and wares at IPE. 24 A January 2016, i
25 Q Okay. 25 Q Okay. So through most of the offering of CFG, you i
i



Case 3:17-cv-00420-L Document 8 Filed 02/14/17 Page 104 of 150 PagelD 174

Page 267 Page 269
1 actually didn't have the insurance policies in place, Is 1 BY MS. FLOYD:
2 °  that correct? 2 Q If you turn to OEC SEC 000107 under section 6, Use
3 A Tha's correct. 3 of Proceeds. ‘
4 Q Let's take WHRZT! Who is the CEO of WHRZT!? 4 A (Complying.)
5 A Jim Nalley. 5 Q Could you please explain to us how CFG II had
6 Q Howold is Mr. Nalley, approximately? 6 planned to use the proceeds received from the investors?
7 A Fifty. 1 A So the way that the proceeds are used is if you '
8 Q Okay. And he would be the person you either have 8 look -- and this is an exemple, and it's actually very }
9 or are obtaining insurance on. 9 conservative. It was saying, okay, 7-1/2 percent cost of i
10 A Correct. 10 capital, so any kind of commissions that we would have to pay
11 Q Do you have a key-man policy related to APG? 11 or something. That actually is S percent.
12 A OnJohn Hobbs. 12 Beyond that, the money goes into -- a proportion of
13 Q Okay. Aad how old is be? 13 the money goes into corporate expenses, and the rest of it
14 A Dihink he's 52. 14 will go into portfolio company funding.
15 Q Okay. And then what about Future Products of 15 Q And I believe back in May you testified that ail g
16 America? Who would be the person you would have key-man 16 three funds — you classified it as more of one big fund :
17 insurance on in that case? 17 under OE Capital. Is that correct?
18 A Rick Valderrama. 18 A Thats correct.
19 Q Want to spell that? 19 Q And is that disclosed in this PPM?
20 A Idon't, but 'l uy. 20 A ltisnot f
21 Q Thank you. 21 Q Okay. So the money you receive for this - if an
22 A [believe it's V-A-L-D-E-R-A-M-A [sic]. 22 investor is to invest money, the money would go to OE
23 Q Okay. And approximately how old is Mr. Valderrama? 23 Capital. They wouldn't invest money in a particular fund or
24 A [think he's may 43, 44. 24 would they actually invest into a particular fund?
25 Q And then what about Unequal Technologies? Do you 25 A The money would go into CFG IL i
)
Page 268 Page 270 :‘f
1 have a key-man policy ~ I think you said you don't have one. 1 Q Okay. ‘;
2 A Notyet 2 A However, they don't invest into a particular a
3 Q Not yet. Okay. What about - I don't have the 3 company.
4 list. Did you get one in connection with One Direct ] Q Portfolio, you mean, or — 3
5  Marketing/Overdrive? 5 A Right. Into a portfolio company. They'e 1
6 A Wedidnot. No. 6 investing into a mutual fund of portfolio companies that is )
7 Q Okay. What about Ducourt Consulting or RivaCare? 1 managed by OE. 3
8 A Yes 8 Q Olay. g
9 Q Who do you have the policy on for that? 9 BY MS. GUNN: i
10 A One of the principals, the main one that's doing 10 Q Okay. You said mutusl fund. Did you mean like a }
11 most of the work. His name is Yves, Y-V-E-S, P-A-L-U-D, 11 portfatio of portfolic companies?
12 Palud. 12 A Correct, Il clarify myself. 1was using mutual g‘
13 Q Andhow - that'sa Mr.? 13 fund as an example, but it is a number of different companies g
14 A Thatis. 14 all producing revenue back as one big unit. i
15 Q Okay. How old is he? 15 BY MS. FLOYD: g
16 A Thiny-eight 16 Q Okay. Soon- i
17 Q I'm not missing any of the portfolio companies? 17 BY MS. GUNN: , B
18 A Isthat five? 1think you got them. 18 Q Just to make sure that I understand this, in terms §
19 Q Okay. Aund do you have any understanding of what 19 of the ownership of the assets that you've described as one g
20 the health condition is of any of these key men? 20 of the aspects of the way you invest, that ownership is in {
21 A They're all pretty healthy. 21 tbe name of OE Capital? ¢
22 Q Okay. . 22 A Correct. f
23 A 1don't know about Mr. V, but the rest of them have 23 Q Okay. And the insurance policies that you pointed s
24 gone through their health tests, and my understanding is they 24 to as a second way of securing, if you will, the investments, j
25 all have been pretty healthy. 25 that's also in the name of OE Capital. %
i
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Page 271 Page 273
1 A As a part of that assignment that's attached. Yes. 1 Q And CFG Il existed at the time. Correct?
2 Q Okay. Or owned by OE Capital - 2 A Correct.
3 A Correct. 3 BY MS. FLOYD:
4 Q - as a result of the assignment. 4 Q Is CFG I and CFG Il mentioned in the OE Ventures
5 A Correct. 5 PPM?
6 BY MS. FLOYD: 6 A ldon't believe they are, no.
7 Q So on page OEC SEC 000108, on the top, under C, 7 MS. FLOYD: Let's go off the record at 10:23.
8  Corporate Application of Proceeds, it says, Portfolio Company 8 (A brief recess was taken.)
9  Fundings. The maximum proceeds is 7.8 million. Would that 9 MS. FLOYD: Back on the record at 10:41.
10 be the funding of the portfolio companies as a whole out of 10 BY MS. FLOYD:
11 all the different funds or this fund in particular? 11 Q Mr. Howard, we didn't have any substantive
12 A So that would be an example of a whole across al! 12 conversations during the break, did we?
13 funds. 13 A No.
14 Q All funds. Okay. So this fund is sharing that 14 Q Allright. | want to kind of start over a little
15 amount with the other funds. 15 bit on the different funds, if we can. Iwanttogeta
16 A Correct. 16 better understanding of how each one works and how they're
17 Q Okay. 17 all tied together, if that's okay with you,
18 BY MS. GUNN: 18 A Okay.
19 Q But is therc any way that an investor would know 19 Q Solet's start with CFG L
20 that from this, given that you don't tell them that it's all 20 A Okay.
21 three funds together? 21 Q So when did - is it OE Capital that sold CFG I, or
22 A No. 22 is it Howard Capital?
23 Q There's - under C, the second line says “insured 23 A That?
24 liquidity premiums." To what does that refer? 24 Q Sold CFG 1, the fund.
25 A That's the life insurance premiums. 25 A That would — well, Howard Capital does business as
' Page 272 Page 274/ |
1 BY MR. McCOLE: 1 OE Capital, so we did raise money for that fund.
2 Q So what funds does this PPM cover, Exhibit 20? 2 Q Okay. When did OE Capital start raising money for
3 A What funds? 3 CFGI?
L] Q VYes. [ A January, February 2015.
5 A (No response.) 5 Q Okay. And who raised the money for CFG 1?
6 Q Okay. As I understand your testimony, the 6 A That was mosily me.
7 investors aren't told through the PPM that there are other 7 Q And how much did you raise for CFG 1?
8 funds in addition to CFG 11 that are covered by the PPM. Is 8 A [know the — at the lead the amount of money is
9 that your testimony? As I understand it, there's three 9 900,000. That was totally in there, | probably raised, let's
10 funds. 10 say, 90 percent of that.
11 A There are three funds. 11 Q Okay. And where did that money go? What was it
12 Q Okay. What are those three funds? 12 used for?
13 A CFG |, CFG II, and OE Ventures. 13 A Soit was used 10 build the infrastructure of the
14 Q Ohlay. And this PPM, which is Exhibit 20, is 14 team that was going to be needed to produce the types of
15 designed to provide information about all three of those 15 retums and the revenue-based financing in our model.
16  entities. Correct? 16 Q Olay. So did any of that money go to the portfolio
17 A That is correct. 17 companies?
18 Q Okay. 18 A lbelieve - as a direci investment to them?
19 A Now, let me clarify that. At the time this was 19 Q Correct.
20 written, Ventures didn't exist, so it was meant to cover | 20 A [believe $50,000 went to WHRZT!,
21 and IL 21 Q Okay. And did CFG [ investors — who were the
22 Q Is CFG 1 mentioned in the PPM, Exhibit 20? 22 investors for CFG I?
23 A No. 23 A Bynameor -
24 Q But it existed at the time. Correct? 24 Q Were they companies? Did you —
25 A ltdid 25 A Mostly individuals.
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1 Q Individuals? And how did you know these 1 return over the course of the three years?
2’ individuals? 2 A Annually. .
3 A Most were either friends of mine or — that I'd 3 Q Okay. Sol would get 12 percent on one year, the
4 known for years or former clients that I've known for years. 4q first year. And does the 12 percent the next year -- let's
5 Q Okay. So did your investors to CFG 1, did they ) say I invested 100,000. So the first year 1 would have
6 have any underlying assets that protected their yield, their 6 112,000 if I reinvested. Correct?
7 minimum yield? 7 A Correct.
8 A Not al that point, but the way we view CFG 1, Ii, 8 Q In the second year, is the 12 percent earned on
9 and Ventures is an entire — there's a big bucket. 9 100,000 or on 112,080?
10 Q Ohay. 10 A 112,000,
11 A And so we were ramping up 1o make sure that we 11 Q Okay.
12 could put the engine in place that was going to produce the 12 BY MS. FLOYD:
13 returns and make sure that we could invest in the right 13 Q Now, let's move forward to CFG [1. When did you
14 entities that were going to provide the footing for those 14 start selling for CFG 11?
15 investors. 15 A believe May time frame.
16 Q Okay. So, again, before CFG 11, so0 in the world of 16 Q Of2018?
17 CFG 1, were — did you invest in any of the portfolio 17 A 2015 1~
18 companies? 18 Q Okay. So-I'm sorry. Go ahead.
19 A WHRZT! 19 A I'was just going to try to provide a little history
20 Q WHRZT!. And you said 50,000. s that correct? 20 on the - kind of the progression of those funds.
21 A That's correct. 21 Q Please.
22 Q Did you bave key life insurance on the owner of 22 A So from the outset, the initial framework was to be
23 WHRZT?, and I can't remember his name. 1 apologize. 23 an evergreen fund, one fund that was evergreen that had no
24 A Jim Nalley. 24 closing dates. Right? The issue was when Alan and Urshel
25 Q Naliey, yes. Did you have key-man insurance on Mr, 25 set up CFG |, they set it up as a 504. Well, that's a
Page 276 Page 278
1 Nalley? 1 million-dollar cap.
2 A No. 2 Well, we were always going to raise more than a
3 Q Okay. Did you own any of the inventory of 3 million dollars, and the initial business strategy that they
q WHRZT! - 4 went out with was involving a group called CFG, Coordinated
5 A No. 5 Financial Group. Well, that business plan - | didn't feel
6 Q -—atthetime? 6 that it was a viable one long term, but it really didn't
7 A No. 7 matter, because CFG actually backed away.
8 Q Okay. Did you own any other assets at the time CFG 8 So you had investors coming in to a fund that was
9  Iwassold? 9 improperly structured from the very beginning, because we
10 A No. 10 were always going to raise - you just couldn't do what we
11 Q Okay. So were CFG I investors receiving a premium 11 were trying to do on a million dollars. So we had to
12 | quarterly? 12 actually open a different fund. So that was the purpose for
13 A Yes. 13 the CFG II.
14 Q And how were they receiving that money? 14 Q What do you mean you had to open up different
15 A We reserve 12 percent of capital for time issues. 15 funds?
16 Q So 12 percent of the capital raised for CFG I was 16 A We were going to hit a million-dollar cap on CFG L
17 used to pay the premiums - the yields, the quarterly yields. 17 ‘We were always going to raise more than a mililion dollars.
18 Sorry. 18 It was never the intent to stop at a million.
19 A Correct. Most of those were reinvested 19 BY MS. GUNN:
20 distributions, so most of them weren't cash. 20 Q Because of the 504 limitation?
21 Q Okay. And approximately what was the percentage of 21 A Because of the 504 limitations.
22 investors who were cash versus reinvesting? 22 BY MS. FLOYD:
23 A 1mean, | would say 99 percent were reinvesling. 23 Q Why did CFG back away?
24 BY MS. GUNN: 24 A Because they did a background check on Alan Reno.
25 Q Just a point of clarification: Do you compound the 25 Their exact words were, seems like he's a ghost, and it
e T T T T T R T T T
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1 freaked them oul, and they decided they didn't want to go 1 | the money?
2 forward at all. 2 A We did some of that internally, but a fot of that
3 Q Do you have any idea what they mean by ghost? 3 was done by Charles Heinzelman and C4.
4 A Yes, 1do. Alan Reno just doesn't seem to ~ 1 4 Q Okay. And we'll get to selling the funds a little
£ mean, he certainly has a background; however, you can't find 5 bit later, but I want to cover the actual fund itself.
6 anything on him anywhere. 6 So what kind of investors did you reccive for CFG
7 Q So he has a resume but nothing to back it up? 7 11?7 Were they individuals, entities?
8 A Yezh. | mean, not simply nothing to back it up. 8 A Mostly individuals.
9 You really can't find anything on him. He's hiding; he'’s 9 Q Were these friends as well?
10 running from somebody, is my opinion. 10 A Most of them were not.
11 And so that really scared them that, you know, they 11 Q Okay. So you started selling - starting buying
12 could not find anything on him and decided to back away. i2 into - funding portfolio companies. Correct?
13 BY MR. McCOLE: 13 A Cormect.
14 Q What did you do to find what his history was? 14 Q What month in 2015 did you start funding?
15 A What did ] do specifically? 15 A 1believe our first was in June.
16 Q VYes ) 16 Q June.
17 A Anything | could. At that point I didn't have 17 A Yes.
18 access to background check information. Based on what he 18 Q Okay. So in May 2015 you funded $50,000 to WHRZT!
19 totd me, I did as much researching as [ could, and so 1 found 19 for CFG 1. And then for CFG 11 you started funding
20 that some of the things he was saying was true, but once we 20 additional portfolio companies. Correct?
21 got possession of things to do a background check, I mean, he 21 A Yes, but not in May or June. Junc was — out of
22 just - he didn't own anything, his name wasn't on anything. 22 CFG 11, if | remember right, June was WHRZT! as well.
23 He just - he was a ghost. 23 Q Okay. Now, if you go to Exhibit 20, on Bates
24 Q So you used a third-party paid service todo a 24 number 100 — OEC SEC 000100, back to section 5 of the Risk
25 background check on him? 25 Factors —
Page 280 Page 282
1 A That's comrect. 1 A (Complying.)
2 Q And what was that service? 2 Q Al right. So the investors for CFG Il - what
3 A think it was LexisNexis. 3 insurance-based assets did they have that backed up their
4 BY MS. GUNN: 4 minimum preferved yield?
5 Q When did you do that? k) A 1 don't think they had any at - at that point 1
6 A Urshel Metcalf did it. | believe that time frame 6 don't think they had any. We just had the interest on the
7 was March, April. That's when we started having — 7 inventory.
8 Q 20157 8 Q Interest on the inventory., Okay. So which
9 A 2015. Thar's when we stanted having all the 9 inventory at the time did OE Capital own?
10 problems with him. 10 A For that particular time frame, in June?
11 BY MS. FLOYD: 11 Q Correct.
12 Q And how long did you know Reno before you did this 12 A So that was WHRZT!, so WHRZT! was starting to order
13 background check? 13 inventory.
14 A [mean, I just met him in November, December of 14 Q Okay. And so when did the securities interest for
15 2015. Urshel had known him since I think maybe March or 15 Future Products of America and/or RivaCare, when did that |
16 April of 2015. 16 appear?
17 Q Okay. All right. So CFG backed away. You guys — 17 A Future - it would have been Future Products of
18 OE Capital started CFG 11, Is that correct? 18 America, and that would have been November, December time
19 A _Correct. 19 frame, because that's when we signed that paperwork. And |
20 Q And you started selling CFG 11 around 2015, of 20 then RivaCare would have been January.
21 May - May of 2015? 21 Q 012016, Correct?
22 A May-ish, yeah. 22 A That's when we signed that, I believe. &
23 Q And how much did you raise for CFG 11? 23 Q Okay. What about Athletes Performance Gear, APG?
24 A lbelieve the number's 4.2 or 4.7 million. 29 A APG? That would have been — 1 believe we signed
25 Q And you raised this money for CFG II. Who raised 25 that in November. We own the assets of the company at that
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1 point. We owned the marketing assets, and then when we 1 Q And you're referring to Reguiation D Rule 504
2 " ordered the inventory, I believe which was in January, 2 offering —
3 that’s - our big funding didn't come to APG until I believe 3 A Yes.
4 like January or February time frame. 4 Q —ofthe securities laws. And it was your
5 Q Okay. So the underlying assets, the inventory in S understanding — as 1 understand your testimony, you
6 APG, and the securities interest in WHRZT! and RivaCare and 1 6 concluded around that time that a million dollars was not
7 believe ownership into Future Products of America — those 7 sufficient to actually carry out the goals of the CFG 1 fund.
8 assets also covered the minimum preferred yield for CFG I for 8 Is that correct?
9  friends and family. 9 A That's corvect.
10 A That's correct. 10 Q And you raised 90 percent of the 900,000 that was
11 Q Olay. And as far as the insurance-based assets, 11 raised in the CFG 1 fund. Is that correct?
12 thesc did not exist until spring of 2016, Correct? 12 A About 90 percent, 1 would say. Correct.
13 A That's comect. 13 Q What, if any, disclosure did you make to the
14 Q Sowhereis that disclesed in the PPM, in Exhibit 14 investors that your opinion was that a million doflars was :
15 20? 15 insufficient to cover the goals of CFG 1?
16 A That the insurance-based assets didn't exist until 16 A Well, I can't say that [ specifically said to them
17 20167 17 amillion dollars is not enough. What | was always looking
18 Q Yes. Firstoff, the insurance-based assets. It's 18 at is we're raising an evergreen fund. So I new we were
19 here under Risk Factors, Is that correct? 19 going to have to open a new fund, but we see this as one
20 A Yes 20 fund, one big conglomerate of money.
21 Q And I quote again, "The purchase of units is 21 So I was never looking at it from a perspective of,
22 speculative investment. However, the company is backing the 22 okay, we just have a million-doltar chunk. I was always
23 minimum preferred yield in principal with Insurance-based 23 thinking, It's an evergreen fund; we're going 10 raise a lot i
24 assets." 24 more money, and we're going — and the assets are going to ;i
25 So at the time this PPM was distributed to 25 cover the entire base account. ;
Page 284 Page 286
1 potential investors or investors, there were no insurance- 1 Q What, if any, disclosures did you make to the CFG I ’.%
2 based assets. Correct? 2 investors that it was necessary to make this enterprise a i
3 A Well, it depends on at what point. So we don't — 3 success to open other funds? 5
4 again, we're evergreen, so we don't raise money up front, 4q A Well, what they knew is that it was necessary to :
5  like we don't raise the fund and then distribute the money. 5  gain more investors, so we certainly told them that, and that i
6 We're — we have money flowing in every month from potential 6 the fund was going to be ever-growing, and so —
7 investors. Right? And so it depends on at what point. So 7 BY MS. FLOYD: :3
8 at some point, absolutely we had at least the collateralized 8 Q How - I'msorry. Go ahead. '
9 assets in place for the investments that we had made at that 9 A And so that's - we certainly told them that as we ‘
10 point. 10 sat down with them, that, You're getting in, but the fund's 3
11 Q Okay. Sothe minimum - you said 12 percent yield, 11 going (o ever — be ever-growing, and you're going to be part 4
12 where is it in Exhibit 20 that tells the CFG Il investors 12 of that ever-growing fund as we see it. i
13 that the underlying assets and the insurance-based assets is 13 Q So you verbally told them this. !
14 also covering other investors not in this fund? 14 A Thisis comrect. Yes. :
15 A It doesn' say that in here. 15 BY MR. McCOLE: |
16 Q Okay. 16 Q But did you tell them that there was going tobe a j
17 BY MR. McCOLE: 17 second fund? ]
18 Q Soit does not explain that the insurance and the 18 A Again, I don't think I specifically said second 4
19 other assets, for example, in the Athletes case, that the 19 fund, because that's not how we were looking at it
20 water bottles are also there to cover the earlier CFG 1 20 Q Did you explain to them the limitations on the Rule
21 investors. Is that correct? 21 504 offer? i
22 A That's correct. 22 A [did not.
23 Q VYouindicated earlier that the CFG I fund was a 504 23 Q And who were the investors in the CFG I fund,
24 offering. Correct? 24 identified by name? ﬁ
25 A Yes. 25 A | mean, I probably can't remember all the names, ﬂ
i
i
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1 but the first investors were Ray and Dee Jordan. Second 1 A 100,000.
2 investor was Tracy Alexander, who's now working for me. I'm 2 BY MS. GUNN: |
3 going to now get them out of order, probably. Russeil 3 Q Was that in cash?
4 Kellner, Vince De La Torre. 4 A Yes.
5 BY MS. FLOYD: 5 BY MR. McCOLE:
6 Q And Vince De La Torre works for you as well? 6 Q And how much did Tracy Alexander invest?
7 A Hedid. 7 A At that point, 160,000. She totally is in total
8 Q Hedid, He no longer works for OE Capital? 8 for over 200,000; maybe 250- or something like that.
9 A He does not. 9 Q Is that between CFG 1 and other funds?
10 Q Joy Bibb, Walter Toler; I can't remember if Shawn 10 A lthinkit'slandIl.
11 Armstrong's in I or 1. And that's about it. There's 11 Q How much did Kellner invest?
12 probably more. I can't think of the rest of them right now. 12 A 50,000.
13 BY MR. McCOLE: 13 Q What about De La Torre?
14 Q Approximately how many more do you think there 14 A Oh, | think he -- total it was 50,000.
15 might be? 15 Q Bibb?
16 A Maybe three or four. 16 A  All together | believe it was 100,000.
17 Q What's your relationship to the Jordans? 17 Q Mr. Toler?
18 A Pve known them for 15 years; very good friends of 18 A 25,000 for him and 25,000 for his wife.
19  mine 19 There's Greg and Mary Eleanor Alexander.
20 Q So they're just personal friends of yours? 20 Q How much did they invest?
21 A Yes. 21 A There it was 100,000.
22 Q And what about Tracy Alexander? 22 BY MS. STUMBAUGH:
23 A T've known for over 10 years, and she was a former 23 Q And how do you know them?
24 client, and is a real good friend of mine. 24 A Really good friends of mine. I've known them for
25 Q Personal friends? 25 about -- almost 10 years, I guess; no, probably like seven
Page 288 Page 290
1 A Yes. 1 years,
2 Q And what about Mr. Kellner? 2 Q What about Collic Moye?
3 A Known him for over 10 years. He's a really good 3 A Collie Moye, yeah. He invested 50,000 as well.
q friend of mine. 4 I've known him for three or four years. We were colleagues,
5 Q Okay. And what about Mr. De La Torre? 5 and [ would classify him as a friend.
6 A I'met Vince two to three years ago. He is a really 6 Q What about Diana Sands?
7 good friend of mine. He was my employee as well. 7 A That's one of the ones I did not seil.
8 Q Waould you characterize him as a close personal 8 Q Evan Sanchez?
9 friend? 9 A Yeah. 1guess you can say | sold to Evan.
10 A 1would, yes. 10 Q Is he a friend of yours or someone you used to work
11 Q And you mentioned somebody with the name Bibb? 11 with?
12 A Joy Bibb. 12 A I met him when I siarted OE, and we became kind of
13 Q How do you spell it? 13 | would say acquaintances and strategic partners, and he
14 A J-O-YB-I-B-B. 14 wanted to invest.
15 Q So this is Ms. Bibb? 15 q And Nancy Schmidt?
16 A Yes. 16 A That is Collie Moye's wife.
17 Q Okay. And how long — what's your relationship 17 Q And Seth Shulman?
18 with Ms. Bibb? 18 A Did not sell him.
19 A She was a former client of mine, and I would 19 BY MR. McCOLE:
20 characterize her as a friend as well. I've known her for 20 Q But how much did be invest — Shulman?
21 probably five years. 21 A 50,000
22 Q And what about Mr. Toler? 22 Q And who sold it to him?
23 A Known him for - okay. I've known him for probably 23 A That would have been Charles Heinzelman.
24 six or seven years; really good friend of mine. 24 Q Okay. And how much did Saenz invest?
25 Q And how much did the Jordans invest? 25 A ldon't recall.
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1 Q Who sold Saenz? 1 A Yes. So what we do is we reserve the right to hold
2 A That would have been Charles Heinzelman as well. 2 12 percent in order to make any kind of cash payments that
3 Q Okay. By my math we've got about $650,000 3 would be needed, so that we could cover timing issues. Sol
4 accounted for from those investors of the approximately 4 knew there was going to be timing issues on when companies
5 900,060 you indicated you ratsed. Does that sound about 5 would get the revenue, so we wanted to make sure that we
6 right to you? 6 could cover any cash distributions until we got to that
7 A My guess is we probably put the rest of Alexander's 7 point.
8 money in there, but I'm not sure. From our prep the numbers 8 Q Okay. What do you mean, cash distributions?
9 were, | believe, 900,000, so ~ 9 A Anybody that we had to actually pay whe was taking
10 Q So the persons who raised this money were you and 10 their distribution and not reinvesting it.
11 Mr. Heinzelman? 11 Q Okay. Did you explain to the investors that cash
12 A Correct. 12 that they might receive in the form of a distribution — that
13 Q Anybody else? 13 the source of that cash was from a 12-percent reserve that
14 A Not that I - no. 14 the company kept?
15 Q How did Heinzelman go about raising the money he 15 A 1explained to them about the reserve, yes. So I
16 raised? 16  explained to them that we keep a reserve so that we can
17 A ldon'tknow. 17 always meke sure that we hit our distribution.
18 Q And how did you go about raising the meney you 18 Q And did you explain to them that essentially it was
19 raised? 19 a reserve of the initial proceeds of $900,000 raised?
20 A 1called them up. [ will call up my friend, meet 20 A Yeszh. So the reserve that we have actually is
21 with them, taik to them about the opportunity and what we're 21 formed of kind of three different things, but I did say that,
22 doing, the vision of building kind of a private equity mode} 22 to answer your question.
23 and taking it into a venture capital space, participating in 23 Q So they understood, then, as far as you knew, that
24 revenues, what that means. 24 it was at least possible for them to receive a return of
25 1 will walk them through how we could ~ geta 25 their capital in the form of a cash distribution.
Page 292 Page 294
1 level of comfort of how we get to a 12-percent return and 1 A Correct.
2| what that means, and then talk to them about the 2 BY MS. STUMBAUGH:
3 collateralized strategies. And if they wanted to go forward, 3 Q Where were these cash reserves hetd? In which bank
4 then they wanted to go forward. 4 account?
5 Q And did you provide them a private placement 5 A It would have been in Green Bank ~ those reserves
6 memorandum associated with that? 6 would have been held in - I'm sorry - in the — ai that
7 A There — with the 504 -- let's see. In most cases, 7 point those reserves would have been held in the CFG |
8 yes. 1don't believe I provided one to the Alexanders. 8 account.
9 Q Baut other than the Alexanders, you believe you 9 BY MS. FLOYD:
10 provided a private placement memorandum to all the rest. 10 Q What did you do with the money that was designated
11 A lbelieve 1did. Yes. 11 to (hose who reinvested? Did you put the 12 percent annual
12 BY MS. FLOYD: 12 into an escrow account for those who reinvested?
13 Q Anything else besides the PPM? 13 A No.
14 A Wedidn't have hardly anything back then, so 1 14 Q Did you set aside money of the $900,000 for those
15 don't think so. 15 who reinvested their assets - their 3 percent or 12 percent
16 BY MR. McCOLE: 16 annual?
17 Q I believe earlier you testified — and if I have 17 A Did 1 aside that money for them? No.
18 this wrong, just let me know. 1 don't want to 18 Q Their return bastcally.
19 mischaracterize what you said, but I'll give you my 19 A Right. No.
20 understanding. 20 Q So before CFG 1l came about, there would have been
21 It was my understanding that you indicated that 21 no way of paying those investors their 12 percent annual,
22 your plan was with the CFG I fund, it was fo reserve a 22 because you had nothing to back that. Correct?
23 certain amount of that initial capital invested so that you 23 A Well, so we had reserved their capital to make sure
24 could make payments to the investors who made those 24 that we can cover 12 percent annugl as we continue to scale
25 investments. Is that correct? 25 up and get companies to produce.
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1 Q Okay. Sobefore CFG I, it was — the capital that 1 BY MS. GUNN: I
2 you raised, you set aside 12 percent for each investor. 2 Q When did you tell them that ~ I mean, I think we '
3 Correct? 3 talked about the PPM, that that was not disclosed in the PPM.
q A Correct. Twelve percent overall. That's correct, 4 A Comect
S 5 Q Are you now testifying that each investor in CFG 1l
6 BY MS. STUMBAUGH: 6 and OE Ventures has been told that it's one big fund?
7 Q Where's that money now? 7 A Corect. That's how we've always explained it.
8 A Ifit-- 8 Q Okay. Have you spoken to every single investor
9 Q  Still in the bank account? 9 before they invested in CFG Il or — i
10 A If it hasn't been distributed, then it's been 10 A Not me personally, no.
11 reinvested. 11 Q Okay. And what were they told about - were they
12 BY MS. GUNN: 12 told that very little of the money from CFG 1 had been I
13 Q So are you saying you set aside the first year's 13 invested in portfolio companies and that CFG Il and OE
14 payment? 14 Ventures' portfolio compznies would have to cover the returns
15 A Correct. 15 on the first loan?
16 Q Did you set aside anything for the second and third 16 A Again, that's — so to directly answer your
17 year payment for the CFG I investors? 17 guestion, no, but that's not how we look at it. And so we
18 A Wedidn't, ro. 18 look at it as one big glob of money, so CFG I investors went
19 Q Ifyou had not raised the money in CFG II, would 19 into building a team, which that tcam participates directly
20 there have been any way that you could have repaid the 20 in the portfolio companies. i
21 investorsin CFGI? 21 CFG Il and part of that money went into portfolio i
22 A Not, but that was never - so — but CFG [ was 22 companies. CFG II money goes into maintaining and building a
23 never an ending point. So the structure of CFG 1 was a 23 team, which that team is operating in cach porifolio company,
24 mistake, and so there was no with a million dollars we were 24 and some of that moncy goes in the portfolio companies, and ‘
25 going to be able to invest in a company that was looking for 25  the same with OE Ventures. f
i]
Page 296 Page 298 '
1 a million dollars - Pm sorry — whereas il's first ask was 1 The only reason that we have three funds is, A, CFG
2 a million and 2 half. 2 T was structured properly. CFG I -
3 So there was no way with a million-dollar cap we 3 Q Do you mean improperty?
4q were going to be able to invest in a company that needed 4 A TI'msomry. Improperly, yes. Thank you for ;
S 1.5 million, so it was never the plan to have a million- S correcting me. '
6 dollar fund. It was always the plan to have an evergreen 6 CFG I, when we - when Urshel — split ways, we I
7 fund, and the structure of that fund was structured 7 had to ultimately just maintain the integrity of the fund,
8  improperly. Thar's the reason that we had to have a second 8  and he had access to all accounts, 50 we decided - and ?
9 fund. S probably should have, as a prep, talked to our attoeys
10 And so from my perspective, there is no three 10 about it, but we decided the cleanest way was to put all that ,‘
11 funds; there's one fund. When you look at how we track 11 money in the portfolio companies, start up OE Ventures, and k
12 everything from our balance sheet, we track it as one big 12 makes sure that he's not a part of anything.
13 pile of money, and we have to deliver on one big pile of 13 And so that's the reason for the evolution of
14 money. 14 funds. We don't see them and we don't manage them as
15 That's how the entire accounting system's set up, 15 separate funds. We manage them as one big fund. :
16 so all of it tracks back -- and that is how we explain it to 16 BY MR. McCOLE: S
17 the investors when we explain it in our presentations, when 17 Q Do the investors of these funds understand the !
18 we sit down with them. It is we have one fund. It's 18 existence of each of the funds?
19 tracked, it's managed, it's measured, it's one fund that we 19 A 1don't know that they understand the existence of
20 now have to have a return that goes back to that fund. 20 each of the funds. They understand the existence of other
21 BY MS. FLYNN: 21 investors.
22 Q And you had this conversation with the CFG Il and 22 Q Do they understand the interplay and relationship i
23 the OE Ventures investors as well? 23 between the three funds? ’
24 A Thats correct 24 A Again, | wouldn't think they understand the :
25 Q And who tells - 25 interplay between the three funds. What they understand is q
i
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1 every investor gets a preferred return. 1 BY MS. STUMBAUGH: 5
2 Q What, if any, disclosure did you make to the CFG 11 2 Q Jackson Clements? 5
3 investors about the relationship between CFG Il and CFG I? 3 A Jackson Clements. He looks nothing like Phil ;
q A In terms of written disclosures, we don't have any 4 Jackson. We sat down, they did a due diligence effon with g
S written disclosures, and what we have always said is that we ) us and made sure that they were comfortable, and then we sat i
6 have an evergreen fund, we have one fund. And we constantly 6 down with them and said, Here's how we talk about what we're {
7 raise money into that fund, and we're constantly going into 7 doing. Here's how we structured it. It's an evergreen fund, i
L] companies. And eventually, at the three-year mark, we'll 8 so we've sat down with them, and we've trained them on how to
9 have people rolling out, and so we constantly have people 9 go out and talk about the fund. ‘
10 coming in, we constantly have our investing capital. That 10 MS. FLOYD: Okay. Can we go ahead and get off the E
11 capital is spread across all investors as that return comes 11 record at I 1:21, just for five minutes. E
12 back, and then we will have certain people roll out at some 12 (A brief recess was taken.)
13 point at the end of their three-year hold period. 13 MS. FLOYD: Back on the record at 11:46.
14 BY MS. FLOYD: 14 OfF the record we discussed a document that Mr. \
15 Q It has been three years and no one’'s roiled out. 15 Howell is going to be providing to the staff. It'san §
16 Correct? 16 attomey letter that was an attachment to an email that was ‘
17 A That's correct. 17 given to us from OE Capital. Correct? :
18 Q And- 18 MR. HOWELL: Correct. :
19 A We've - I'm sony. 19 MS. FLOYD: Okay. i
20 Q Out of the 4.2 million that you raised in CFG 11, 20 BY MS. FLOYD: i
21 how much of that have you personally raised? 21 Q Before we went off the record, you had mentioned ;
22 A 1don't know, but it wouldn't have been that much. 22 that OE Capital bad been training Mr. Heinzelman and C4
23 Q Okay. And so who primarily raised all that money? 23 Benefits, Is that correct? E
24 A That was primarily Chasles Heinzelman at C4 24 A Yes.
25 Benefits Group. 25 Q Okay. What kind of training did OE Capital f
Page 300 Page 302 [
1 Q Okay. And so do you know if they had a 1 provide? {
2 conversation with their investors, saying, This is an 2 A In-person training for sure, and then there were
3 evergreen fund and basically it's one big fund, and the 3 some webinars that were provided by C4, and I believe Dovile
L} revenue goes to each - or returns go to each investor 4q had a part in some of those webinars, 5
5 regardless? 5 Q Okay. So let's start with the in-person training. ¢
6 A This is how we taught and trained them to talk 6 What — how many in-person trainings were there? 3
7 aboutit, so I would imagine they did. 1 A Oh, there was — in terms of actual kind of
8 Q What do you mean, trained them? 8 training there was one, and it was two days, with both :
9 A So when we talked to them about how to go talk 9 Charles and Jacks.
10 about the fund and what they can and can't say and what they 10 Q Jackson Clements? "
11 should look out for, we talked to them gbout here's how we're 11 A Jackson Clements, t
12 structured; here's — I will say they certainly know that 12 Q Okay. It was just those two that were present at r’
13 there are three funds, so -- by that | mean, Charles 13 the training? i
14 Heinzelman. 14 A That's correct. ;'
15 He centainly knows that there are three funds, but 15 Q Okay. And who led the training on OE Capital's B
16 we talked 1o him about, okay, we manage this as one big fund, 16 side?
17 and made sure he understands that each individual is treated 17 A 1 would say I did most of it.
18 kind of discretely in terms of their return and how they get 18 Q Okay. And what — were there materials that were
13 that. 19 provided to Mr. Heinzelman and Mr. Clements?
20 Q And you say OE Capital trains these individuals who 20 A Not for that, no.
21 sell the fund. Correct? 21 Q Not for that. Okay. Were there any slides during
22 A We trained Charles Heinzelman and his group. 22 this presentation?
23 Q What do you mean, his group? 23 A No.
24 A There's — his business partner, Jack — I don't 24 Q Okay. So what did you tell Mr. Heinzelman and Mr.
25 know why I want to call him Phil Jackson. 25  Clements about OE Capital and how to — what was the purpose
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Page 303 Page 305
1 of the training? 1 and how 1o talk about us.
2 A Well, it was really - there was two purposes of 2 Q And were there any materials that were provided to
3 that meeting that went over, if 1 remember right, two days. 3 the individuals who attended the webinar?
4 First purpose was they came and did due diligence on us and 4 A Idont know. 1don't think so. There might have
5 asked us questions. 5 been some provided by C4. 1don't think we provided any,
6 And then the second half of that was us really 6 other than the webinar itself.
7 teliing them about the inner workings of the portfolio really 7 Q And if C4 were to provide materials to these
8 work and kind of how we view the fund, and then probably, as 8 individuals, what would they be?
9 importantly, like things that you can and cannot -- 9 A ldon't know.
10 especially cannot say; things that you can't say. 10 Q Did you provide any materials to C4 so they could
11 Q And what did you advise them that they could not 11 provide it to ~
12 say to investors? 12 A No.
13 A Guaranteed; can't say the word "guaranteed” at all, 13 Q -~ individuals?
14 can't imply that it's a guarantee; that's a very specific 14 A No. Not that 1 know of.
15 kind of definition. You can say the words "preferred,” you 15 Q Did you - did OE Capital create a packet for Mr.
16 can say that what we really do is we seek, you know, 16 Hcinzelman or Mr. Clements to use as sales materials?
17 collateralized investments and companies, and we participate 17 A Yes.
18 in the top-line revenues, and then we bring our team in to 18 Q Okay. And when were those materials provided?
19 help make sure that that company executes properly so that we 19 A That packet was created in 2015, around May, June
20 have a much better change of achieving over the results that 20 time frame.
21 we think we're going to achieve. 21 Q (Perusing documents.) |
22 So that was the gist of it, and that -- just hammer 22 BY MR. McCOLE:
23 in on that, and how the portfolio works. 23 Q While she's tooking for that, can you describe the
24 Q Okay. And when was this meeting? 24 material that was in the packet?
25 A April of May of 2015. 25 A Tknow there were several pieces; the only one |
Page 304 Page 306
1 Q And where did this meeting take place? 1 canrccall is the — what we — 1 think we called our pro
2 A InDallas. 2 forma sheet; just kind of looked like a fact sheet from the
3 Q And besides yourself, who else was present other 3 fund. And1 think there might have been a bio sheet, but 1
4 than Mr. Heinzelman and Mr, Clements? 4 can't recall all what was in that packet at this point,
5 A Would have been Dovile Soblinskas, Cristina Cason; 5  though
6 I want to say Natalie Clair; Urshel Metcalf. 6 Q Have you provided a copy of the packet to the staff
1 Q So there was ~ 7 of the Commission?
8 A think that's it. 8 A (No response.)
9 Q -~ sixorseven of you guys, Okay. So then you 9 BY MS. FLOYD:
10 said there were webinars. Is that correct? 10 Q Al right. I'm going to be handing you what bas
11 A There were webinars. 11 been marked as Exhibit 28.
12 Q Okay. And when did these webinars take place? 12 (SEC Exhibit No. 28 was marked for
13 A Earlier this year; I believe January of this year 13 identification.)
14 or February of this year. 14 BY MS. FLOYD:
15 Q 0f2016? 15 Q ¥'m handing you what appears to be an email from
16 A 2016. 16  |Mr. Helnzelman to yourself, dated February 8,2016. The
17 Q Okay. And who put on the webinars? 17 |Bates number is OE SEC 031183, and on the email there appears
18 A These webinars were put on by C4. 18 Ito be several attachments.
19 Q Okay. And were you present for these webinars? 19 Do you recognize Exhibit 28?
20 A Iwasnot. 20 A 1do recognize the attachments, yes.
21 Q Who at OE Capital were present? 21 Q Do you recall recelving this email from Mr.
22 A Dovile Soblinskas. 22 Heinzelman?
23 Q And what was the purpase of the webinar? 23 A 1 mean, not off the top of my head, but I'm surc
24 A To help C4 and - at this point they were trying to 24 received it
25 expand, so any other kind of advisors understand who we are 25 Q Okay. Isit customary for you to read your emails?
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Page 307 Page 309
1 A Yeh |1 comactthere
2 Q And in the subject line it says, *Forward right 2 BY MS. FLOYD:
3 side of packet." What packet is referenced here? 3 Q And which department does he work for at K&L Gates?
4 A 1would imagine that marketing packet that we put 4 A (No response.)
H] together for them in 2015. 5 MS. FLOYD: Barett, do you know?
6 Q Okay. And what was the marketing packet used for? 6 MR HOWELL: | know he's not -- he's in corporate
7 A It was just materials that they could use as they 7 transactions, I think, investment advisor fund formation
8 went out to talk ebout the fund. 8 compliance. I'l look it up and tell you exactly.
9 Q The funds? Okay. And let's just go through the 9 BY MS. FLOYD:
10 packet. So let's go to the first one. 10 Q Okay. So this document we're looking at right now,
11 The first one Is - it says OE Capital Partuers, 11 would this be something that would be shown to investors or
12 It says here middle of the page, says, OE Capital Partuers 12 potential investors?
13 was started in Dallas, Texas, as a disruptive private equity 13 A It could be shown to potential investors, | would
14 firm. 14 say.
15 What do you mean by disruptive private equity firm? 15 Q Moving on to the second document, it appears to be
16 A Our model is fairly unique in the space, and so we 16  two pages. It has a cover page that says, Revenue-based
17 like to think of ourselves as kind of disrupting the venture 17 financing, OE Capital Partners, and the second one appears to
18 capital/private equity space. 18 be the substance of the attachments.
19 Q And below it says, Key Offerings and Benefits. It 19 A Okay.
20 says, 12 percent contracted return. How are you 20 Q And this - I'm sorry; it's a three-page
21 contracted — what contractual relationship do you have with 21 attachment. There's a third page as well.
22 the investor that obligates you for 12 percent? 22 So here you explain revenue-based financing.
23 A What we do have is a partnership agreement that in 23 Correct?
24 the partnership agreement it says a 12 percent preferred 24 A Correct.
25 return. We've since stopped using that word, but - 25 Q Okay. And then on the third page, under How the
Page 308 Page 310
1 Q Which word? - "contracted"? 1 OECP Return Yield to Their Investors, it says here — and I
2 A Contracted. 2 quote~ "OECP contracts a minimum 12 percent annual return
3 Q And you receive no management fee. Is that 3 to their investors."
4 correct? 4 So you're saying investors would receive minimum 12
S A That's correct. S5 percent. Is that correct?
6 BY MR. McCOLE: 6 A Correct.
7 Q Why did you stop using the word “contracted"? 7 Q And that you have a contractual obligation to
8 A Just from the advice of counsel. It seemed that 8 provide them that minimum 12 percent. Correct?
9 that word was a little stronger than they were comfortable 9 A Yeah, through our partnership agreement.
10 for us to use, so we decided not to — 10 Q Okay. On the right-hand side there's like a black
11 Q Who was the counsel? 11 box with a ple chart. It says, Portfolio Management
12 A It was K&L Gates at that point. 12 Strategy, and it has real estate as one of the pie picces on
13 Q Okay. When did you — when was that advice 13 top:
14 received? 14 A Yezh
15 A Would have you been probably March-ish of this 15 Q Are you saying that OE Capital owns real estate?
16 year. 16 A No. We're saying as an overall strategy we look -
17 BY MS. FLOYD: 17 we will potentially own real estate,
18 Q Were you meeting with K&L Gates in New York? 18 Q But you don't curreatly own real estate?
19 A They have a New York office in which some experts 19 A No, we do not.
20 that we really needed to talk to. 20 Q Okay. And then midway through the black box it
21 Q ['was just curious. 1didn't know if Barrett moved 21 says, OE Capital Partners, under average growth, has a 20
22 or— 22 percent.
23 BY MS. GUNN: 23 So in 2015 did OE Capital receive 20 percent
24 Q Can you identify the attorney that you spoke to? 24 growth? Am I reading that right?
25 A One's name was Ed Dartley; he's been my primary 25 A Where are you reading that?
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1 Q It's right under, Typical Forms of Investment. It 1 a capital appreciation growth. We're talking about a
2 has account type, has like money markets, 401(k), IRA, fixed 2 yield - distribution.
3 annuity. And then at the end it has OE Caplital Partners. 3 Q So that includes — would that include a return on
4 A (Perusing document.) Yeah. Okay. 4 capital — 1 mean, a return of capital? Excuse me.
5 Q And it says, Average growth, 20 percent. 5 A It would include a return of capital.
6 A No. OE does not have an average growth of 20 6 Q So giving someonc his money back would count as
7 percent. 7 average growth in your -~
8 Q Okay. Did you review these documents before they 8 A It would count as the 12 percent distribution for
9 went to Mr. Heinzelman? 9 that year. H
10 A 1did. 1did not read - 1 don't know that | 10 Q Okay.
11 reviewed this particular one. But, yeah, | would have — 11 A So, yeah, the term average growth there, so we
12 typically | would review these documents. 12 shouldn't be on that chart. That - i
13 BY MR. McCOLE: 13 BY MS. FLOYD: §
14 Q What was its average growth? 14 Q Who drafied this document? !
15 A Inour first year we just did 12 percent, so we're 15 A 1believe it was Chad Armstrong - that's not his |§
16 not — we are not — we haven't really hit our stride on the 16 last name. Chad Alberson. s
17 revenues yet. We expect to do that the second half of this 17 Q Okay. And he worls for OE Capital. Correct? ‘
18 year. 18 A Yes. i.
19 Q What are you basing that 12 percent on that you 19 BY MS. GUNN: S
20  just mentioned? 20 Q And is he the person who was laying out the :
21 A The finencial modeling that we've dore. So we did 21 document or drafting the content of it? |E
22 a ton of financial modeling to see what would make sense from 22 A 1believe he is the one that actually both laid out
23 a preferred retumn perspective in this particular model, and 23 and he went out and wrote - [ believe he was the one that 1
24 so that's what that's based on. 24 wrote most of those revenue-based financing content. He I‘f
25 Q Wait. I'm not talking about modeling. 1'm talking 25 probably would have worked with Dovile on some of the charts. :
)
Page 312 Page 314 |
1 about where it says "average growth" here on the chart. 1 BY MS. FLOYD: I;
2 A Uh-huh, 2 Q And if you further down in the black box, it has v
3 Q And below, at the bottom, highlighted in yellow, it 3 another chart. It says, Minimum Performance, Year 1, Year 2, ,
q says “20 percent.”" You see that? 4 Year3. Do you see where I'm looking? ;
5 A Oh, you're talking about the 20 percent. 5 A Yes. :
6 Q Yes. Aslunderstand your testimony, that 20 6 Q Okay. And year 1, year 2, year 3 - I'm assuming
7 percent is incorrect. 7 year 1 would be the day the investor invests its money. i
8 A That's correct: incorrect. 8  Right? 1,
9 Q In other words, OE Capital has never had average 9 A Correct. 2
10 growth of 20 percent. 10 Q Okay. And so you're saying minimum 12 percent, and ;
11 A No. 11 you're saying average growth, 18 percent the first year, 19 :
12 Q Is that correct? 12 percent the second year; third year it would be 20 percent.
13 A That is correct. 13 What basis do you have for those percentages?
14 Q It has never had 20 percent average growth, Right? 14 A (No response.)
15 A That's correct. 15 Q How did you come up with that percentage?
16 Q All right. What has OE Capital's average growth 16 A So those arc based on the financial modeling that
17 been? 17 we've done with our portfolio companies.
18 A Twelve. 18 Q When did that financing model occur? So when did
19 Q What are you basing 12 percent on? 19 you actually sit down and look at a model and figure out the
20 A The distributions, the preferred retum. 20 percentage?
21 Q And from what sources has it received that 12 21 A Okay. So we've done that - the 12 percent — the
22 percent — average growth of 12 percent? 22 overall model is based on a whote bunch of economic and
23 A So when we say growth, when we talk about 12 23 financial analysis that we did to come up with the model.
24 percent, what we're talking about is yield. We're talking 24 Since then when we went into every single portfolio company
25 about a yield return of 12 percent. We're not talking about 25 that we go into, we build out an entire financial model to
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Page 315 Page 317

1 make sure that we're going to hit our numbers and to see 1 what's in these numbers. 3

2 ° what's the likelihood of us hitting our numbers. 2 A Yes. "

3 This would have come out of a average of those 3 BY MS. FLOYD: “.

4 overall models kind of put together. 4 Q And at the bottom of the black box it has an {is

5 Q So does it change as more portfolio companies are ) asterisk that says, All investments placed with OE Capital  |;

6 added to OE's - 6 Partners are registered and regulated by the State under i

7 A Itwould. 7 Regulation D 506(c). Is that accurate? i

8 A —business? 8 A 1t is - the funds are 506(b). 5

9 A Tt would change, yes. Honestly, this is premature. 9 Q So they're not 506(c). i
10 This chart probably shouldn't be in there. 10 A No. At the time of — probably when this thing got 5
11 BY MS. GUNN: 11 created, we thought it was going to be a 506(c). 1 mean, i
12 Q At this point, from February of 2016, when the 12 this piece is old. I'm looking at the date, not being very 1‘
13 email's dated — I think it's February 8 — what — had OE 13 happy withit. This is a old piece. ﬁ
14 Capital bad an average performance over three years? 14 At the time we were probably thinking it was going 1
15 A Notyet. And that's why 1said this probably 15  tobea506(c). We changed it, and - before we started “i
16 shouldn't be in there. And ~ 16 raising capital into ~ and made sure it's a 506(b). i
17 Q So what are these numbers based on? 17 BY MS. GUNN: i
18 A It's based on financial models; it's based on the 18 Q [I'msorry. Earlier you told us CFG I was 504. :
19 expectation. ’ 19 Correct? i
20 Q It's not based on actuzal performance. 20 A That's correct. J
21 A It's not historical, no. 21 Q Which was CFG I1? ,l
22 Q It's not based on actual performance. 22 A CFG Il was — that was the one that we — it is a i
23 A No. 23 506¢b). Initially we were thinking 506(c);, we decided to go i
24 Q 1t's based on a computer model? 24 506(b).

25 A  It's based on a computer model. Correct. 25 BY MS. FLOYD:
|
Page 316 Page 318 !

1 BY MS. FLOYD: 1 Q What about OE Ventures?

2 Q And what database came up with this computer model? 2 A It's a 506(b).

3 A Well, it was done through our — through an Excel 3 BY MR. McCOLE:

4 spreadsheet. 4 Q Did CFG 1 file a registration statement with any

5 MR. McCARTHY: Real quick. You'd asked on Ed S state?

6 Dartley for the information. It's Investment Management, 6 A No.

7 Hedge Funds, and Altemative Investments. 7 Q DidCFGII?

8 MS. FLOYD: Thank you. 8 A ldon't think so.

9 MR. McCARTHY: He also has listed Fintech, 9 Q What about H
10 Marketplace Lending, Renewable Energy. 10 MS. FLOYD: OE Ventures. i
11 MS. FLOYD: Thank you. 11 BY MR. McCOLE: g
12 BY MS, GUNN:; 12 Q Yeah, OE Capital Partners. ;
13 Q And so under the chart we were just looking at, 13 A OE Ventures? H
14 there's also a bar chart, a bar graph. See that same page? 14 Q Yeah, OF Ventures. {
15 A Whereit says - 15 A OE Ventures, yes. :
16 Q Bottom right-hand corner it says, Performance Data? 16 Q Itdid? E
17 A 1do see that. 17 A It has a Form D with Texas, and | believe K&L Gates E
18 Q And it shows year 1, year 2, year 3. You see that? 18 has been working to make sure -

19 A Yes. 19 Q Wait. I'm not talking about a Form D. I'm talking
20 Q And then am I correct that that's also based on the 20 about a registration statement with the State of Texas. Is
21 financia) modeling and not on actual performance? 21 it registered as a securities offering in the state of Texas?
22 A Ttlooks like these are just based on the same data 22 A st registered as a security — so my attorneys

23 set, because the numbers match, so, yeah, I would say it's 23 told me that we needed to file a Form D, and then they would
24 based on the same data set, which is the financial modeling. 24 check to make sure that — if there was any other blue-sky

25 Q So in other words, it's a graphic representation of 25 filings in any state, that they would do it.

26 (Pages 315 to 318)
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Page 319 Page 321
1 So my assumption is, if it nceds to be done, they 1 yeeh.
2 have done it, but 1 — they've not reported back to me yet on 2 Q Right. Do you have any understanding of what is
3 whether or not that's done. 3 meant by -- as McCole has pointed out, what this says is that
4 Q So you don't know whether a registration statement q it's registered. I think what I'm hearing you say — and
5 has been filed in any state. Is that corvect? ) correct me if I'm wrong - is that you're just referring to 2
6 A [fyou mean - so my understanding -- and maybe I'm 6 Form D. Is that correct? :
7 missing your question. My understanding is that with a 7 A (No response.) ‘
8 506(b), which is an unregistered security, that what we need 8 Q You think that's what this is referring to? f
9 to file is a Form D and then any kind of blue-sky filings for 9 A |1hink that's what this is referring to, the fact I
10 any state with unregistered securities. 10 that we are a unregistered security with a 506(b). ;
11 Q Okay. Let's parse through the language of that 11 Q Itin fact says that it's registeved. |
12 very small type at the bottom of that black column. Itsays, 12 A Yeah, | mean, | think -- and, again, I'm é
13 " All investments placed with OE Capital Partners are 13 speculating, but | think, based on my understanding of my H
14 registered and regulated.” 14 employees, is that this was an attempt to say, Listen, we're 1
15 Okay. When it says "“are registered,” what does 15 justnot out here running cowboy. Right? There are some E
16 that mean? 16 rules we have to follow, and they exist under this rule :
17 A 1didn't write that statement. | didn't write it, 17 called S06(b). i
18 so 1don't know - 18 Q You testified earlier that you had originally 5
19 Q What do you understand it to mean? 19 thought that your CFG 11 offering would be a 506(c), but that
20 A What it — what they should be saying there is that 20 . you changed it to a 506(b). When did you make that change?
21 we are a ~ we have - we are a 506(b), which is an 21 A It would have been, | believe, April, May of last E
22 unregistered security by this state — by the SEC. That's 22 year. Z
23 what it should be saying. 23 BY MS. FLOYD: !
24 Q Okay. Butit's indicating here — would you 24 Q And why did you think it was going to be a 506(c)?
25 agree? - that OE Capital Partners — all investments placed 25 A The initial idea was - so a 506(c) allows you to
Page 320 Page 322 |
1 with OE Capital Partners are registered by the State, 1 advertise, so we thought we might go and do some advertising. 3
2 A Ifthere is a state registration needed, then we 2 Bymecting Mr. Heinzelman and thinking that he had a book of :
3 will have filed one from K&L Gates, but — 3 business already, then we thought that there might notbe a g
4 Q s it your understanding that a registration 1 need to adventise.
5 statement has been filed with any state? S "And the difference between a 506(b) and a 506(c) is
6 A When you say registration statement, 'm not clear 6  the (b) allows for some flexibility, at least in terms of a
7 about what you mean, 7 few unaccredited investors, so we thought having that
8 Q ['m talking about registering an offering of 8 flexibility would be optimal.
9 securities with a state. 9 Q Allright. Moving on to the next document,
10 A But - okay. So a 506(b), in my understanding, is 10  attachment, what would you call this attachment? Would this
11 an unregistered security. So I wouldn't know of any 11 be a pro forma sheet or profile sheet?
12 registration that we would have to file for unregistered 12 A 1believe I would call it a profile —- like a fund
13 security. 13 profile.
14 My attorneys have told me that there might be blue- 14 Q Fund profile, okay.
15 sky filings. 1know that we - they filed for [ believe 15 A Yeah, i's not a pro forma.
16 Florida, Ohio, Texas, lllinois, Califomia. 16 Q Okay. And so the date of it appears fo be
17 BY MS. FLOYD: 17 6/1/2015. Is that correct?
18 Q And why in those particular states? 18 A That's - yeah, this one, yes.
19 A That's where we have investors. If we needed to 19 Q Okay. And again you have the 12 percent contracted
20 file them. 20 yield and paid quarterly. It says down here — under Key
21 BY MS. GUNN: 21 Features it says 80/20 split on waterfall profits. Has OE
22 Q [ understand that you did not write this, but you 22 Capital always kept the 80/20 split?
23 did send this ~ your firm did send this to Mr. Heinzelman, 23 A No. CFG I believe was 90/10.
24 dida't they? 24 Q And why did you change it?
25 A [would imagine so, yes. | mean, he had them, so, 25 A It just - while we could do 90/10, it just didn't }
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Page 323 Page 325
1 make sense to keep it. 80/20 is standard in the industry, so 1 2015?
2 ° we decided to go with 80/20. 2 A That was. That was based on -- mostly based on the
3 Q Down several lines below Key Features it says, 3 WHRZT! modeling.
4 Potential CapX Returns. What are capX returns? 4 Q So at the time you had, I think - [ believe you
5 A Multiple returns on our investment, so we - for an 5 testified $50,000 into WHRZT!. Is that correct?
6 example, we model everything to a 3X retum; that would be a 6 A We did, but we - I mean, the overall ask of WHRZT!
7 capX retum. 7 was 1.5 million, so we didn’t model 50,000; we modeled 1.5
8 BY MS. GUNN: 8 million.
9 Q Why would you include that feature, given that - 9 Q That you would receive from WHRZT! over the next
10 well, let me step back. Weren't the potential returns for 10 three years.
11 the investors limited by a cap of 20 or 24 percent? 11 A That we would inject into WHRZT!
12 A [t was a 20 percent cap, which netted down toa 12 Q Okay.
13 18.4 percent retum at 80 percent split. 13 A And then based on the overall performance of the
14 Q And so what Is the significance of the potential 14 performer, tha is the data that we were doing that.
15 capX returns? Is that the difference between the 12 and the 15 Q So you're saying - you're testifying that WHRZT!
16 18? 16 alone could produce 18, 19, 20 percent average performance
17 A No. | mean, there's - for example, if we hit our 17 for the fund.
18 numbers in WHRZT!, there's a 13X return. 18 A ltcould. That's correct.
19 Q Then why does an investor care, because they're not 19 Q And then the paragraph below the chart — and |
20 going to get that, are they? 20 quote — "Performance data represents future performance,
21 A Yesh, I'd share that. Sure. Potential capX 21 which has a 12 percent ensured minimum yield, regardiess of
22 retuns, 1 wouldn't keep all that money. We'd share it back 22 market conditions or individual company performance.”
23 out. 23 So are you saying that the investor will receive 12
24 Q Ithought it was limited to 20 percent. 24 percent regardless if there is & 2008 market crash or if the
25 A Well, I mean, it — from a contractual perspective, 25 actual company doesn't perform?
Page 324 Page 326
1 but 1 don't think any investor is ever going to be mad at me 1 A Yes. Well, I mean, that is correct. So we're not
2 if]give them more money. 2 inthe market. Right? Markets are -- we're not trading
3 Q Okay. 3 securities in the market, so market crashes - we can
4 BY MS. FLOYD: 4 insulate ourselves by picking the right companies.
5 Q On the left side of the duumént. under Fund 5 This —~ and the 12 percent was based upon the
6 Description -- and 1 quote — "The fund is part of a 6 overall insurance-based strategies that we talked about
7 portfolio of investments of hand-picked privately held 7 earlier.
8 companies with high growth potential, where the risk is 8 Q So just on the key-man insurance alone, you're
9 hedged by ensuring the yield on a daily revenue of each 9 saying their 12 percent is protected.
10 company within the portfolio." 10 A Comect.
11 When you say by ensuring the yield,'" are you 11 Q And then down below it says Risk Strategy, and it
12 referring to the key point insurance ~ key man insurance? 12 basically says — and I quote — “While, the purchase of any
13 A ldon't believe that's what that sentence is 13 investment is a speculative endeavor, Optimal Economics
14 saying. 14 Capital Partners, LLC, has a proprietary portfolio model that
15 Q Okay. What is it saying, then? 15 disconnects our investors from the underlying risk of the
16 A What it says is by ensuring the yield on a daily 16 assets, using insurance-modeling techniques.”
17 revenue of each company within the portfolio - so what we do 17 ‘What are you referring to?
18 is we look on a daily basis to see if there's any revenue 18 A Again, that is the ~ that is kind of the key-
19 coming, and we capture that. 19 person insurance strategy in a secondery market.
20 And 5o the overall risk gets hedged down by new 20 Q So the key-man insurance is basically — protects
21 revenues that are coming in. I believe that's what that's 21 against any risk the investor has. Is that correct?
22 trying to say. 22 A It protects — yesh, it protects the investors’
23 Q Okay. And under Performance Data, again, it has 23 risk. It doesn't protect our risk. Right? So in essence
24 the average performance 18, 19, and 20 percent over the next 24 what we were doing is transferring the risk from the investor
25 three years. So was this projected at the time of June 1, 25 tous.
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' Page 327 Page 328
1 BY MS. GUNN: 1 A They didn't.
2 Q [P'msorry. Earlicr you testified that the way you 2 Q So they were just in the business to market those
3 looked at the inventory purchase would be protection for the 3 hottles, Correct?
4 investor and the key-man insurance was for you. Did 1 4 A That's comect.
= misunderstand that? 5 Q Okay. How much of APG's inventory did you acquire?
3 A Youdidn't You didnt, but — 3 A 100 percent of it.
7 Q Isn't that just the opposite of what you just said? ? Q What, if any, efforts did APG take to sell those
& A Well, we still - no. The insurance protects our 8 bottles before you acquired all of its inventory?
G risk, but still the risk is transferred from the investor to 4 A ‘They didn't have any bottles to sell. They had -
10 us. Right? So that's what | was attempting to just say, 1¢ that was his problem, He had sold -- 1 think it was 2000,
11 that what we're doing with this model is transferring the 11 5000 bottles, but he was cash constrained; he coutdn't sell
12 risk from the investor 1o us, and then what we're trving to 12 any more,
13 do is make sure that we cover our risk using the modeling 13 Q Why couldn’t he self any more?
14 techniques. 14 A He didn't have the money to manufacture any more,
15 Q How does that transfer the risk from the investor 15 Q 1csold 2000 or so bottles. Correct?
1% 1o you? 16 A 1 think, yes, cither -- between 2- to 5000, |
17 A Well, so if the investor's risk is going to - is 17 believe.
18 really going to be made whole through the overall strategy of 18 Q How much money did he make on that?
19 milestone-funding, daily revenue captures, and collateralized 19 A Thave noidea.
z0 assets, then the real risk is, okay, are we going to be able 20 Q Approximately,
21 now to make enough money on the other side of that to keep 21 A Thave no idea
2z our lights on, 22 Q You invested - how much money did you invest in
23 And so now the risk goes from the investor to us, 23 the company?
24 and now we utilize the stop-loss, which is the insurance, to 24 A A million dollars.
25 try 1o back up our risk. 25 Q And you have no idea how much money the company
Page 328 Page 330
1 Q And how is it that you know that the investors’ 1 made by selting the product that it was designed - set out
2 risk is covered by the items that you enumerated? 2 to sell?
3 A So what we do, again, when we go into a company, we 3 A No, because 1 don’t care.
4 do an assessment of their finances, an assessment of any 4 BY MS. FLOYD:
5 inventory, how that inventory will be purchased, what would 5 Q Why don't you care?
6 be the potential liquidation value of that inventory. 6 A Well, he would have had 1o sell it to the right
7 And then what we do is we milestone-fund against 7 market at the right price point and have enough money to go
8 all of those metrics, and as we start to see that we're on 8 market it properly, and he didn't. Right? And so when you
9 plan, then that allows us to either, you know, fund mere or, 9 20 into a venture space, what you're really locking at is not
10 il we're of plan, then we have to fix the problem. 10 necessarily what's the company's performance, because most of
11 But -- so we've built an overall analysis software 11 the time they're in growth stage; right? For us they're in
12 product that aliows us to take a lock at that company from a i2 growth stage, not in seed or angel, but they're in growth.
13 numbers perspective to see if the assets and the liquidation 13 But the problem is it's a chicken and egg issued.
14 value of those assets will support the amount of money that 14 They need the money to really realize the growth, but they
15 we funded into it at a given poimj 15 don’t have the money, so they don't realize the growth. So
16 BY MR. McCOLE: 16 what you'e really doing is you're analyzing the market;
17 Q With respect to the APG company -- 17 you're analyzing the conversion rates of the market, and
18 A Yes. i8 you're analyzing what is the top price point of that market.
19 Q -~ that's the company that you've got the water 19 And then once you validate those, then you know how
20 bottles from. Correct? 20 much money you can put into inventory and marketing and how
21 A Correct. 21 much money you can make.
22 Q Was APG initially in the business of marketing 22 BY MR. McCOLE:
23 those bottics? 23 Q So APG could only sell 2000 or so bottlcs.
24 A They were 24 Correct?
25 Q What, if any, other business did APG have? 25 A That's how much he did sell. Yeah.

29 (Pages 327 to 330)
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Page 331 Page 333 !
1 Q What leads you to believe that your company is 1 company, and then the brand is Tu? '-
2 °  going to be able to sell and make a profit out of the bottles 2 A It's the name of his company; our brand is Tu. ‘I
3 your company has? 3 Q Thank you. 4
4 A Because we did the market research, we did the 4 BY MS. GUNN: ‘i
5 market testing, we've validated it. We know what the price 5 Q Two? 1
6 point is; we did that research and testing as well, and so we 6 A TU. E
7 know how to go market to that market, ? Q T-U. Okay. It's the Egyptian god of dream a
8 We know the conversion rate. We cul the conversion 8 protection; protects dreams. i
9 rate in half and the numbers stili worked. And so, again, 9 BY MR. McCOLE:
10 just because he didn't have the right go-to-market strategy 10 Q So on Exhibit Number 28, Bates number 3188 — 1
11 doesn't mean he didn't have a good marketable product. 11 believe it's the document — the page we were looking at just
12 So we knew, going in, after we'd done our legwork 12 2 moment ago, it says 80/20 split on waterfall profits. Do 3
13 and worked with our marketing firm that we had something that 13 you see that on the left-hand side? ‘
14 would sell. 14 A Yes.
15 Q Soit's your belief that you have a strategy that 15 Q What do you mean by waterfall profits?
16 he did not have. Correct? 16 A Anything above 13 percent.
17 A Itis 100 percent my knowledge that we have a 17 BY MS. GUNN:
18 strategy that he didn't have. 18 Q Above that it says, Annual minimum returns backed
19 Q To date have you been - has your company realized 19 by insurance. What are you referring to there? 1r:
20 any profit by selling any assets acquired by one of your 20 A Again, that's the — that would be the insurance f
21 portfolio companies? 21 strategy that we talked about. g
22 A No. We're not at that stage yet. So the only 22 Q Key-man insurance? H
23 company we would be at that stage with is APG, and - 23 A Comect. 1
24 Q And you believe you're going to be able to make a 24 Q Okay. But when you use the term "insuring the ij
25 go of it where he could not. 25 yield over on the right, you said that wasn't referring to %
|
Page 332 Page 334 |
1 A Absolutely. 1 the insurance.” Right? t
2 Q Okay. 2 A No. That's - did say that that's referring to
3 BY MS. FLOYD: 3 the insurance as well, Oh, you mean the whole sentence? 1
4 Q Afier you sell all the inventory that you guys 4 Q In the fund description. l
5 currently have for APG, are you planning to get more S A Yeah, because the rest of the sentence says, t
6  inventory in? 6  "insuring the yield on the daily revenue of each company.”
7 A No. 7 Q Right |
8 Q Manufacture — why not? 8 A I'm not quite sure what - [ mean, [ didn't write
9 A Because we - that would be infringement on his 9 this document, but I don't think they were talking about the
10 patents. He still owns his patents. Right? We own the 10 insurance there.
11 inventory, and we own the brand. He owns his patents. 11 Q Who did write it? i
12 So what the agreement is is if we got in trouble, 12 A 1believe Dovile wrote this. i
13 we can go liquidate our current inventory. If I make another 13 Q Did you review it? r
14 run of inventory without his approval, I infringe on his 14 A ldid. v
15  patents. 15 Q Didyou—- °
16 Q So you're basically done after you sell out what 16 A And we do not - we no longer use this. This is
17 you guys have currently. 17 from 6/1/2015. This whole thing's changed.
18 A With those water bottles. That's correct. 18 Q Right. But at this point you had reviewed and
19 Q Is there anything else you're selling under that 19 approved it. Correct? ‘
20 brand? 20 A Yes. i
21 A We're looking at extending that brand into some 21 BY MS. FLOYD: £
22 other products, but we've not made any decisions yet. 22 Q Are there other versions of this? g
23 Q When you say brand, what do you mean by brand? 23 A There is certainly an updated version of that. b
24 A The "Tu" brand. 24 BY MS. GUNN: E
25 Q So Athletes Performance Gear is the name of the 25 Q How many versions are there of this - I think you ;
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Page 335 Page 337
1 called it the fund profile sheet? 1 make sure that our collateralized value is above the amount
2 A [don't know how many versions of it. I know that 2 of money that we're investing. Right?
3 we have a latest version that is - 3 Q Okay.
4 Q Olay. 4 A Or we're going to make sure that the revenues
5 A ~not this. 5  coming in plus the collateralized value is more than the next
6 Q What is your Iatest version, as of what date? 6 tranche. So either way, we can ~ we're making sure that we
7 A Somewhere 2016. Somry. 1don't know the exact. 7 have a value under that that insures that risk. Right?
8 Q Further down, under Risk Strategy, we were fooking 8 Q So when you say insure that risk, you don't mean
9 at the first sentence on that. And you make a reference to a 9 insurance,
10 proprictary portfolio model. What are you referring to 10 A Well, the second part of it -- so there was — |
11 there? 11 said there's two parts. The second part of it is if | know
12 A That's our OERA model. 12 what that is at any given point, then that also gives me a
13 Q That's O-E-R-A? 13 little insight into, okay, if I have to go sell an insurance
14 A Yes. 14 asset, what price do I reed to look for to start selling?
15 Q And when you use the word "proprietary,” what de 15 How much discount can 1 take to make surc that we recoup?
16 you mean by that? 16 Q And the insurance you're referring to is the key~
17 A That is IP that we own. 17 man insurance —
18 Q Okay. Do you have a copyright, a trademark? 18 A That would be the key-man insurance.
19 A Well, we went to look at getting it patented. The 18 Q - you had testified about.
20  atorney that we worked with at the time said it was very 20 A That's corvect?
21 difficult to patent software like that. We've been since 21 MR. HOWELL: Let her finish asking the question
22 talking to K&L Gates, and we're working through whether or 22 before you answer.
23 not it makes sense to try to go down the patent route or get 23 THE WITNESS: Okay. Somy.
24 it copywritten or trademarked or — I think we did stan 24 BY MS. GUNN:
25  tmdemarking it. Now we're trying to figure out what makes 25 Q And to sort of further — go a little further, the
Page 336 Page 338
1 sense from a protection perspective. 1 nextsentence says, "Therefore, because of the proprictary
2 Q Further down in that paragraph there's a sentence 2 model, OECP has the capability to insure the principal plus
3 that says, "Since we can determine the price of the risk, 3 minimum yield return to its investors."
4 much like insurance companies, then we can insure for that 4 There you're again talking about -~ when you use
5 risk.* 5 the word "insure,” you mean sort of the two-prong thing you
6 What are you saying there? 6 discussed before, the collateral and the key-man insurance?
7 A So what we're - | think what thal sentence is 7 A That's correct.
8 saying is what OERA does is, as infonnation comes inon a 8 BY MR. McCOLE:
9 near-real-time basis, we can look at what our risk is at any 9 Q Earlier you said one of the things you were not
10 given point relative to the overall portfolio or relative to 10 allowed to say was “guarantee.” Remember that?
11 the amount of money invested. 11 A Yes.
12 So since we know what that is and we can project 12 Q When you use this language here, “the capability to
13 that out, then it makes it a lot easier for us to figure out 13 insure the principal® - you sce that, the bottom of 31188?
14 how do we go out and make sure we insure that risk. 14 A Yes
15 Q And what do you mean by insure that risk?? 15 Q What's the distinction between a guarantee and
16 A There's two ways that we would probably - that we 16 insuring the principal there?
17 do look at insuring that risk. The first one is al any given 17 A Soat the point - at the time this was written,
18 point am [ falling below the collateralized value? Am § 18 with the counsel that we had at that point, we felt that the
19 investing above the collateralized value of the assets? 19 word “guarantee” had a certain financial definition to it.
20 Rigt? 20 It's a bond. Right? It's something that has a bond-like or
21 So if I'm about to go into a new tranche of 21 debt-like guarantee.
22 investing, however ~ what my risk curve is telling me is 22 Insurance in every aspect would be different. So |
23 that if you do that, we're going to fall below a certain risk 23 will give an example of how we were thinking. You know, to
24 level - or go - to use better language -- above a certain 24 insure my car doesn't guarantee 'm going to get the full
25 risk level, then we're not going to do that. We're going to 25 value on my car, for an example.
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Page 339 Page 341 :
1 So insurance, in its nature, is different; it's 1 BY MS. FLOYD: E
2 ° meant to indemnify. It's not meant to guarantee a certain 2 Q And again, on the right side it says, OECP g
3 price. We have since moved away from - this is why I'm 3 Benefits, 20 percent average growth. Again, would you ?
4 saying this is old. We've since moved away from all that 4 consider that inaccurate? .
S language. 5 A That is inaccurate. :
6 We internally believed it was confusing, and our 6 Q And down below on the left-hand side — and | i
7 attorneys now have said, Hey, you might want to stay away 7 quote— "The purchase of units is a speculative investment,
8 from anything that kind of insinuates that, so we stopped 8 however the company is backing the minimum preferred yield i
9  usingany of that language. 9 and principal with insurance-based assets.” i
10 Q Yeah, because here at the bottom of 31188, you're 10 I'm assuming that’s, again, discussing the key-man a
11 “the capability to insure the principal plos minimum yield 11 insurance. \
12 return to its investors.”" Do you see that? 12 A Correct.
13 A Iseethat. 13 Q And to continue on, I quote: "While this should '
14 Q To me that sounds like there's insurance that yon'd 14 not be considered a guarantee, the company separates the risk
15 be able to look to to make sure that the principal was 15  of the underlying from the return of the investor. Therefore
16 repaid, assuming that it -- you know, that the performance 16 there is an assurance of the return of principal and minimal
17 was not sufficient to preserve the principal, but also to 17 yield distribution.”
18 ensure a minimum yield; in other words, a profit over and 18 So, again, it's the same thing we just discussed
19 above that principal. 19 before on the other page. 3
20 That's what it sounds like to me. How would you 20 A Comect. 3
21 characterize what this is attempting to say? 21 BY MR. McCOLE: i
22 A Again, [ would - what I -- what we were thinking 22 Q Inorder for that assurance to have any meaning, g
23 at the time is that we wanted to be very compliant with what 23 that means that the key-man insurance and - the value to be %
24 we thought and what was being told to us at the time was the 24 realized from the key-man insurance and the value to be j
25 letter of the law. 25 realized from the collateral is going to equal or exceed the i
1
Page 340 Page 342 |
1 And so we thought “insure” — the word “insure" was 1 amount the investors put in. Correct?
2 astrong enough word without having to use the word 2 A Correct.
3 “guarantec” to help people have a comfort -- understanding of 3 Q What assurance did you have that that was in fact |
4 howthe collateralized positions that we were taking works, 4 the case in terms of that valuation?
S along with the way that we fund our companies. 5 A Again, when we go into portfolio companies, we do a
6 So we were attempting to provide language that & valuation of not only what is their inventory valued at cost
7 helped people understand, okay, it's not a guarantee, but 7 but, you know, what problem is it solving? 1s there a market
8 there are collateralized positions that reduce risk. 8 for it? Right? Is there a market for it? Even at wholesale
9 Q It's not a guarantee, but nevertheless it's 9 cost is there a market? Is there anywhere I can go and dump
10 insurance to cover the principal plus a minimum yleld. Is 10 these off and somebody’s going to take them, because there is
11 that what you were attempting to convey? 1 amarket. Right?
12 A Toa centain degree. 12 ‘The market may not be as big as we thought, but
13 BY MS. FLOYD: 13 there's still a market. And we analyze that, and we put a
14 Q Allright. Moving on to the next page, under Team 14 value to that. And so it's doing our due diligence and )
1S Members, it has Patrick Howard, CEO, Optimal Economics, RIA. 15 financial modeling along with kind of that risk due diligence ‘
16 So,again, that should have not been there? 16 modeling that we do that we have that level of confidence. E
17 A That should not have been there. 17 Q So all of that valuation or valuing and analysis is
18 Q Okay. And I'm guessing this second part, did 18 internal. Correct? E
19 Dovile draft this document? | think it was actuslly a two- 19 A ltis. Correct. f
20 parter of the first part, the one we just looked at. 20 Q Okay. What, if any, third-party valuation firm did [}
21 A Yes. This — Dovile would have drafted this 21 you bring in to value the insurance and the collateral?
22 document. 22 A Atthis point we haven't. We are engaging our
23 BY MS. GUNN: 23 public auditing firm, DiLucci, at the end of this year to do
24 Q Would you review it and approve it? 24 afull audit, in which they will do valuations of those
25 A [would have, 25 assets.
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Page 343 Page 345
1 Q Okay. So you have no third-party valuation of the 1 going (o reserve a few of them for digital market launch,
2 bottles from APG, Correct? 2 which instead of $30 a bottle, our retain price is $50 a
3 A Outside of the liquidators? We have liquidator 3 bottle.
L] valuations. 4 Q For one water bottle or a set?
5 Q Okay. What's the liquidator valuation? 5 A Wsaset.
6 A So when we went to the liquidators and said, Hey, 6 BY MR. McCOLE:
7 what do you think you can move these bottles for? What cost 7 Q And the liquidators are willing to pay $30 a set?
8 would you buy them from us for? That's what the liquidator 8 A Correct.
9 valuation is. 9 Q So the liquidator is willing to pay three-fifths of
10 Q And what number did they tell you they would buy it 10 the retail price for these?
11 from you for? 11 A Well, we're not setting their retail price for
12 A Somewhere around 30 bucks a bottle. 12 them.
13 BY MS. FLOYD: 13 Q Okay. Of your retail price, though. Correct?
14 Q  Did they provide this in a document form, like a 14 A Correct.
15 sheet, telling you $30 a bottle? 15 BY MS. FLOYD:
16 A Idon'tknow. |didn't go out there, but they did 16 Q And how much does it cost you to manufacture a
17 provide that verbally to Tracy’s team. 17 water bottle, just one water bottle?
18 Q Who is the liquidator that provided that figure? s A Manufacture? [ am probably going to get this
19 A 1don't know the name of the liquidator. 19 number wrong, but I believe il's somewhere in the
20 Q Ifyou had to find out, what would you do? 20 neighborhood of $7.
21 A Iwould call Gary Levitt. 21 Q And you paid the manufacturer directly. [s that
22 Q Who? 22 correct?
23 A Gary Levitt. 23 A That's correct.
24 Q And who's Gary Levitt? 24 BY MR. McCOLE:
25 A He's an internal OE employee. 25 Q Have you — has your company had experience of
Page 344 Page 346
1 Q And he's the one that had communication with the 1 selling a manufactured product like a water bottle in the
2 liquidators? 2 past?
3 A Right 3 A So selling it how?
4 Q How many liquidators provided that number? 4 Q Inany way?
S A ldon't know. 5 A Yes.
6 BY MS. FLOYD: 6 Q Okay. What is that experience?
7 Q Does Tracy Alexander and Gary Levitt - do they 7 A Well, my experience as a management consultant,
8 meet with you weekly, monthly, to kind of give you a heads up 8 working with a bunch of companies; Tracy Alexander has over
9 of what's going on with the portfolio companies? 9 20 years of experience —
10 A Weekly. 10 Q Olay, wait. No, no, no, no. I'msorry. Imean
11 Q Wecekly. Okay. Would this be something that would 11 this particular company, OE Capital Partners.
12 come up in the meeting? 12 A (No response.)
13 A Yes. So we speak specifically about this every 13 Q The company that's the subject of this Exhibit 28,
14 Monday, and then, of course, throughout - if there's 14 on page 311189, What is its experience in selling products
15 anything new or anything that happens throughout the week, we 15 like water bottles?
16 speak, but we have - we're putting in place now ~ remember 16 A S0 OE as a organization, OE as an entity doesn't
17 we have 1o hit - we have 10 get more bottles hitting the 17 have any experience, but any entity is made up of the people
18 shores, because the liquidators are expecting certain 18 in it, so if there was no people in it, of course it wouldn't
19 numbers. 19 have any experience. It's the people in it that have the
20 But we have a definite plan on how we liquidate the 20 experience.
21 bottles. Our initial plan was to sell ail through 21 And we have Gary, who's sold manufactured sports
22 liquidators. We did a quick test from our digital strategy 22 products all over the piace; Tracy, who has been a product
23 and realized that there was a strong market response that 23 manager of some of the biggest companies in Texas. You have
24 came back. 24 me, that I've worked for retaiters, I've worked for companies
25 So now what we're going to do is sell - we're 25 that span the spectrum.
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1 So | would say we have rich experience in selling 1 Q Selling insurance?

2 products, digitally and through wholesale channels like 2 A And financial products, so — and investment.

3 retail. 3 Q What type of financial products?

4 Q s there 2 way — I mean, can you estimate or give 4 A Mutual funds.

S us some sort of an estimate on how much of this kind of L) Q Insurance products?

6 selling the individuals in the company have done collectively 6 A Insurance products. My last position was as a
7 in the past? 7 managing director at a boutique firm in Dallas. I did at

8 A ['mean, [ left out Jim, who's got 25 years' worth 8 that point start to investigate different venture capital,

9 of experience. Gary’s got 25 years. Tracy has 25 years. 9 private equity structures. 1 got very interested in the
10 Don't tell her 1 said that; she'll be mad at me. 10 space.

11 1 have specifically in this over 10 years, but I 11 But because 1 wasn't a broker/dealer, ] couldn't
12 have 20 years' worth of experience, so collectively quite a 12 actually do any sales from that perspective, and so -
13 bit. 13 Q What were you selling at that -
14 BY MS. FLOYD: 14 A Excuse me?
15 Q What do you mean, experience? You mean physicaily 15 Q What were you selling at — is that OneAmerica?
16 taking a manufactured product and selling it to the market? 16 A That was OneAmerica.
17 A Correct. 17 Q Okay. What were you selling at OneAmerica?
18 Q So what products did you sell to the market? 18 A Insurance, mutual funds mostly.
19 A Me personally? 19 Q Okay.
20 Q Correct. 20 A Annuities.
21 A So 1 worked for a retailer called Service 21 Q Okay. Anything else?
22 Merchandise for a few years ago, where we took any number of 22 A Not that I was selling there, no.
23 different products to the market. We were one of the initial 23 Q You've referenced today in your testimony ~ the
24 ones that did digital marketplaces, so ! had - | brought 24 documents referenced the OERA model, I think it is. Is that
25 that experience to the table of being one of the first ones 25 correct?
Page 348 Page 350

1 that really put up digital catalogs and understood how to 1 A Yes.

2 move products that way. 2 Q Your proprietary model?

3 My management consultant background involves me 3 A That's correct.

4 working with several different retailers, whether they were 4 Q Had that mode] - what I'm trying to understand is

S online or brick-and-mortar, on how to move more product, 5 whether you had previously used that model in your work.

6 efficiencies and work flow, how to go sell product. 6 A You mean prior to OE Capital Partners?

7 Ard so [ have a lot of experience and understanding 7 Q Correct,

8 how to move product from a retail, digital, other 8 A No, ma'am.

9 perspective. My first company I built, although it wasn'ta 9 Q Okay. Soif the model had not been ~ you haven't
10 big company, was a T-shirt company in college. 10 had any actual performance verification of the model, then.
11 | have direct mail experience. Ihave aton of 11 Is that correct?

12 experience in this space. 12 A Not - that is correct, not real life. We did run

13 BY MS. GUNN: 13 regression testing on the model, so we went back 20 years and
14 Q Do you have any experience in private equity, in 14 ran regression testing on different companies in similar-

15 running a private equity firm? 15 stage growth and see - to see when the mode! would work and
16 A Notin running one. 1do have some experience - 16 when the model would break.

17 so I switched from my management consulting background - or 17 And so we have a -- we do have tests that validate

18 my management consulting career, made a wholesale switch in, 18 that the model works.

19 1 believe, 2005, 2006 into the wealth management space, and 19 BY MR. McCOLE:

20 which 1 learned a lot about insurance products, financial 20 Q Did you disclose to investors that the valuations

21 edvising — 21 of the collateral and the key-man insurance were not done by
22 Q What pasition did you have in the wealth management 22 third-party valuation firms in arm's-length transactions?
23 space? 23 A Wedid not. We did disclose that — we disclosed

24 A  Sales - for most of my career, sales, just 24 that the valuations are internal valuations, in the annual

25 selling, and then — 25 report that we sent out at the end of 2015.

34
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Page 351 Page 353
1 BY MS. FLOYD: 1 Q I'm guessing the net profit was not | million.
2 Q Going to the Jast page of Exhibit 28, there appear 2 Thank you.
3 to be three charts. The first says 2018 blended return 3 Now, Exhibit 28 - 1 think we had previously
4 rates. Blended, what do you mean by that? 4 discussed it's part of a packet. And is this packet provided
5 A F'm not quite sure where this - who put this 5 to investors?
6 together and if it's ever been used. 6 A ldontknow. We don't use that packet internally,
7 Q Well, it appears to be part of the packet that was 7 so—
8 provided to Mr. Heinzeiman and C4, 8 Q Okay. So the packet was ~ what was the purpose of
9 A Okay. Then we — seems to be someone put it 9 the packet?
10 together for him. I'm trying to familiarize myself with 10 A It was to provide Mr. Heinzelman with material ~
11 this. ¥m not quite sure that P've seen this yet. 11 some kind of marketing materials that he requested.
12 Q Okay. What about the last chart down below. It 12 Q And did he tell you that he was going to use it
13 says, OE Capital Partners profit and loss for 2015 through 13 with investors?
14 2017. And then it has on the left-hand side, sales, total 14 A He didn't tell me that, no.
15 incomie, expenses, and net profit. 15 Q Al of the materials in this I guess emall and
16 Do you have any idea where the numbers came from? 16 attachments — do you know if there are any other materials
17 A Would have been modeling. ! mean, | - it's pretty 17 that may have been provided?
18 common in the venture capital space, when you have estimates, 18 A [don't
19 you put a E beside the year, so those are all estimates. 19 Q So as far as the packet, was the packet provided to
20 And so | would imagine it came from the financial 20 Mr. Heinzelman and C4 Benefits dﬁring the training?
21 modeling that we were doing with portfolio companies at that 21 A ldon't think so during training; 1 think maybe
22 time. 22 afler it, but 'm not sure the exact time the packet was
23 Q Okay. And so the middle chart says, Nominal 23 prepared.
24 returns of $50,000. Hypothetically, if I'm an investor and 24 Q Okay. I'm going to hand you three packets at once.
25 I'm looking at this chart, if 1 invest $50,000, it would look 25 We're going to use them continuously.
Page 352 Page 354
1 like in average performance I could almost double my 1 I'm handing you what has been labeled as Exhibits
2 investment. Is that correct? 2 29, 30, and 31. k
3 A If - that's correct. 3 (SEC Exhibit Nos. 29 through 31 were
4 MS. FLOYD: Let's go ahead and break for lunch. 4 marked for identification.)
5 It's one o'clock. S BY MS. FLOYD:
6 {Whereupon, at 1:00 p.m,, a luncheon recess was 6 Q Please take a moment and look through it.
7 taken.) ? A Perusing documents.)
] AFTERNOON SESSION 8 Q Do you recognize Exhibits 29, 30, and 312
9 MS. FLOYD: Back on the record. It's 1:55 p.m. 9 A T've not seen these yet.
10 BY MS. FLOYD: 10 Q VYou've not. Okay. Do you krow who possibly had
11 Q During the break did we have any substantive 11 drafted Exhibits 29 through 31?
12 conversations regarding this matter? 12 A It says, Brought to you by C4 Benefits Group, so
13 A No. 13 I'm thinking they must have drafied them,
14 Q Okay. I want to go back to Exhibit 28 just for one 14 Q Okay. Did - do you know how they were provided
15 second. Turn to the last page of the exhibit. That last 15 the information that is contained within 29, 30 and 31
16 chart that says, OE Capital Partners profit and loss 2015- 16 exhibits?
17 2017. 17 A Probably through information from our presentation.
18 1 guess it would be the second column, under 2015E. 18 This particular is certainly from our presentation, and then
19 In 2015 did you guys have 1.3 million in sales? 19 probably through talking with Dovile, I would imagine.
20 A No. 20 Q Isit possible that Dovile used these slides during
21 Q Total income: Did you guys receive 1.5 million in 21 her presentation to the brokers or to the individuals?
22 income? 22 A To the individuals?
23 A No. 23 Q Yes. The webinar.
24 Q Did you guys have $500,000 in expenses? 24 A Some of them.
25 A No. 25 Q Some of them.
1
m—
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A Some of them, yes.

Q And how do you know that?

A Because some of them are familiar to me.

Q Olay. And anywhere in these three exhibits do they
talk about OE Capital being one fund and having -- or one big
fund and having three small funds under it?

A Well, it 1alks about our investment process and how
we are - we're essentially just one fund.

Q Isit — where does it say that in there?

A Interms of the actual ~ well, it talks — from —
it says it from the methodology perspective. It doesn't
utilize those exact words, but it doesn't say - you know, it
talks about our investment. Your money goes into a fund, and
then we -- what we do with that money is we take it through
this process.

We pick the companies and then we invest in the
companies; we utilize the captures, and we retum those
captures back to the individuals, so our process is always -
always been the same; we've always used the same process.

Q Okay. So during the training webinar, were the
individuals informed about CFG ?

A So this was not a training — this is not a
training webinar for investors.

Q Okay. What is it, then?
A This would have been a training webinar for C4
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10

12
13
14
15
16
17
18
19
20
21
22
23
24
25

Page 357

Q And then C4 Benefits, which is basically Jackson
Clements and Heinzelman, then trained advisors. s that
correct?

A That's my understanding.

Q Sowhat are they training these advisors to do?

A What [ speculate is to be able to talk about the OE
product, if asked about it.

Q [Hasked. So how would a person know about the OE
product?

A What | do know is that they did have some
advertising that C4 did.

Q What kind of advertising did they do?

A They were doing radio advertising.

Q And how were you aware of the radio advertising?

A They told me about it. They told me that they were
doing radio advertising.

Q Did they tell you that after the radio ads were
already on the ad — on the radio?

A No. I knew about it before.

Q Okay. So what did you know about the radio ads?

A That they were going 1o go on the radio— |
believe it was the Bone in Tampa, is the radio station ~ and
essentially they had been using this radio - this person for
a few years, is my understanding, prior, and so they ~ what
they wanted to do is see how they could utilize that to
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Page 356

Benefits Group advisors.

Q For individuzls, for individuals who work for C4
Benefits. Is that correct?

A My understanding, yes. 1 know it wouldn't have
been — they had a training, and it was for new advisors that
they were trying to either recruit or bring on or train.

Q Okay. Now, if you go to Exhibit 30, I believe it's
called OE Capital Partners' Certificate Training, Series 2,
and Sales Presentation.

‘What does certification training mean? Are you
guys actually certifying these advisors?

A Again, this is 8 C4 Benefits Group training, not an
OE training.

Q Okay. So you're unfamiliar with anyone at OE
certifying whether they can sell the funds on behalf of OE
Capital.

A That's correct. We weren't centifying them.

Q Atall

A No,notatall.

Q Oulay. If you look at — I apologize; they're not
numbered. So as far as the training process went —~ let me
see if I understand this correctly — yourself and Dovile or
various individuals at OE Capital trained Mr. Heinzelman and
Jackson Clements. Correct?

A That's comrect.

(Pages 355 to 358)
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Page 358

inspire some traffic for people to ask about — more about
other products, including OE.
Q Okay. So when did these ads appear on the radio?
A Can't exactly remember. It was in summertime of
2015, 1 think.

Q And how long did you know prior to the radio ad
being broadcasted?

A Sothey - we went through a series of
conversations, and the first level of conversations were, you
know, can we use the radio to promote OE? At the time we
were entertaining — so it must have been around June, |
think, but at the time were entertaining the 506(c), and so
we gave them kind of a list of here's everything - the
disclosures you have to - it's a 506(c); it's only for
accredited investors. But if we do a 506(c), yes, you can
actually advertise.

‘They wanted to use it for more than just accredited
investors, so they didn't want this to only be for this
product; they wanted it to be for an expanded product, so if
somebody called in, they could offer them a different -- any
kind of a product that might fit the suitability for that
client, even if they didn't fit our product or some other
product. Right?

And so what we did is said, Listen, that's on you.
Right? Whatever you say from that perspective, you cannot

App. 0124
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Page 359 Page 361

1 use our name, you can't market our product or anything like 1 (SEC Exhibit No. 32 was marked for

2 that. What we'll tell you is you can't - we'll tefl you 2 identification.)

3 what you can't say, and you can't tie anything directly back 3 BY MS. FLOYD:

4 tous, because that would be breaking the solicitation — the 4 Q Takea moment and look through that.

5 advertising rules, if we are a 506(b). 5 A (Perusing document.)

6 And so they went forward and created some radio 6 Q Exhibit 32 appears to an email from yourself to Mr.

7 ads, and we had no creative input into those ads. That's all 7 Heinzelman, cc: Jackson Clements; it's dated May 6, 2018,

8 on that, 8 around 10:34 a.m. The Bates number is OE SEC 018207,

9 Q So did OE Capital provide any sort of lists of what 9 On the first part of the email, which was actually
10 they can and cannot say, in the end? 10 sent at 9:39 a.m., and it reads — subject line is Radio Ad,
11 A What we did is we provided an initial list when we 11 and it reads — | quote — “Morning, Patrick. In Jackson's
12 were thinking about if it was going to be a 506(c) and what 12 call with Dovile she gave us a basic outline of what to say
13 they could and couldn't say, and the fact that it had to be 13 and not to say to go along with the Word document sent Monday |
14 disclosed to accredited investors only. 14 eve
15 Beyond that, once they took it upon themselves, we 15 "Jackson will be scripting out an outline we would
16 simply didn't have any creative input. I mean, we - they 16  like to have you review so we can ensure 100 compliance on
17 took some of our suggestions from a perspective of saying, 17 ourinitial underiaking here. Are you amenable to that?
18  Hey, | wouldn' say things like "guaranteed" on anything 18 ""Regards and best wishes, Charles Helnzelman."
19 unless you think you can - some of your other products 19 And then on the top of the - I'm sorry. Let's
20 guarantee certain things. 20 stick with this emall section. So Dovile did give a basic
21 However, you know, we don't have any input into how 21 outline — is that your understanding - of what to say and
22 you are going to advertise your products, outside of if 22 what not to say?
23 you're going 10 say our name or mention our product, then we 23 A Inthis email, yes.
24 have to be a 506(c), and then we have to — it only can go 24 Q Okay. And so you became aware that Jackson was
25 towards accredited investors. 2%  scripting an outline for the radio ad. Is that corvect?

Page 360 Page 362

1 Q Did you at any point approve the script that was 1 A Yes.

2 used in the radio? 2 Q And is he asking you to review the script to make

3 A We didn't approve it, no. 3 sure that they were in compliance?

4 BY MS. GUNN: 4 A Heis. This was in early May. This was when we

S Q Were you given the opportunity to review it and 5 were still thinking about the S06(c).

6 object to what it said before it was used? 6 BY MS. GUNN:

7 A Priorto its use? 7 Q Do you recognize this as an email exchange between

8 Q VYes. 8 yourself and Mr. Clements?

9 A No. 9 A Yes.
10 Q Not in any instance? 10 BY MS. FLOYD:
11 A We did not review and get a chance to object prior 11 Q So on the top part of Exhibit 32 is an email from
12 to its use. Charles did send some stufT to us, but our point 12 yourself to Mr. Heinzelman, cc: Mr. Clements, saying, "Yes,
13 was not to — | made it clear, Guys, this isn't our 13 send it to me. I would to look it over.”
14 advertising; this is his. So we're not going to get put into 14 So you did have a chance to look over the script,
15 an approval process for something that's not directly tied to 15 Is that correct?
16 us. 16 A This was when we were still thinking about the
17 Q Who did you make that clear to? 17 506(c), 50, yes, in that case | would have wanted to look it
18 A My team. 18 over, because it would have specifically mentioned our name
19 Q What about Mr. Heinzelman? 19 and product.
20 A Well, 1 mean, | had several conversations with 20 Q Did you look over the script?
21 Charles so that he understood that whatever he was saying 21 A Wedidn't go forward with the 506(c).
22 needed to apply to more than just our product. 22 Q Okay. My question is, did you look over the
23 BY MS. FLOYD: 23 script?
24 Q Okay. I'm going to hand you what has been labeled 24 A Well, I don't know, because we did not - we would
25 as Exhibit 32. 25 not have gone with that script, whatever it was, because we

37 (Pages 359 to 362)
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Page 363 Page 365
1 didn't do the S06(c). 1 A It would have been prior to the radio ads going up,
2 Q Okay. I'm giving you what has been marked as 2 for sure.
3 Exhibit 33. 3 Q Okay. I'm going to hand you what has been labeled
4 (SEC Exhibit No. 33 was marked for 4 as Exhibit 34.
5 identification.) 5 (SEC Exhibit No. 34 was marked for
6 BY MS. FLOYD: 6 identification.)
7 Q Please take a moment and look this over. 7 BY MS. FLOYD:
8 A (Perusing document.) 8 Q Take a moment and look through it.
9 Q Do you recognize Exhibit 33? 9 A (Perusing document.)
10 A It's an email chain. 10 Q Do you recognize Exhibit 34? §
11 Q Okay. So it appears to be an email chain, Bates- 11 A Itlooks like an email chain -- or email between ;
12 numbered OE SEC 018777, and I believe the emaif chain starts 12 Charles and me.
13 around May 6 through May 14. And if you look at page 3 and 13 Q And it's Bates-numbered OE SEC 019142 through
14 4 — page 3, actually, the email chain on page 3 appears fo 14 019143, So we'll take the email down on the — I guess most
15 be what we just looked at on Exhibit 32. 15 of page 1, and it's May 4, 20185, at 10:28 a.m. It's from Mr.
16 A Correct. 16 Heinzelman to yourself and —
17 Q 1Iv's May 6, between Mr. Heinzelman and yourself and 17 MS. GUNN: I think i's June 4.
18 M. Clemeants, and it's the exact email 1 just read; you know, 18 BY MS. FLOYD: 1
19 "Morning, Patrick." 19 Q I'msorry. June. Sorry. Its subject line is Live
20 Then if you look at page 2, you'll see the bottom, 20 Regds en Radio Show. So it appears Mr. Heinzelman is sending
21 May 6, Patrick Howard wrote, "'Yes, send it to me. 1 would to 21 you basically a script of what the radio ad was playing. Is
22 took it over." 22 that correct?
23 So Mr. Clements, it looks like he had responded, 23 A It appears it was afler he'd already — yeah, after
24 said that he will have something done today or today. And it 24 he'd already submitted, and the read — ad had gone live, and
25 appears on May 6 he indeed sent you a draft of several 25 he was giving me that. [
Page 364 Page 366 {
1 seripts; looks like there's more than one. 1 Q Okay. And so the top of the email was from ’I
2 Do you see the scripts? 2 yourself to Mr. Heinzelman, June 4, 11:12 a.m., and you said, If
3 A Yes. 3 “Thatisawesome.” So you seemed to like the ad. Is that ;
4 Q You said that you wouldn't use his scripts because 4 correct? l
5 you were — at the time you were going to use 506(c), but now 5 A ldid. Ithought it was funny. i
6 you're doing S06(b). So what in these scripts would you not 6 Q Whyisit funny? g
7 use if you were — if they were - say they were sending this 7 A Just the way this guy talks it's kind of funny to |
8 off to have it broadcasted. Would there be a problem with 8 me. [
9 me 9 Q Okay. Ithink he's referred t0 as a shock DJ or — f
10 A Well, if you look at Dovile's response here, that 10 A That's how Jacks refers to him.
11 was the problem. Again, we were looking at a S06(c), and if 11 Q Okay. And so why would Mr. Heinzelman send you E
12 we were going to be in the approval process, we needed to 12 this script? i
13 make sure that the disclosure language was in there, and 13 A 1 guess just to let me know what they did. ;
14 there was disclosure language regarding accredited investors. 14 Q Did for what? b
15 So, again, if we were going to be in the approval 15 A What they put on the radio. 5
16 process, we would have had to make sure that the scripts were 16 Q For what? Why were they putting this on the radio? i
17 approved. 17 A They were — they already had that ad, so they i
18 Again, we got put out of the approval process 18 were - it was the spot they were using to advertise with.
19 because we decided not to be a 506(c), to be S06(b), and they 19 Q What are they advertising? ",
20 decided to leave — to take on the marketing and the 20 A They already had the spot. I'm sorry. i
21 languages themselves. 21 Q What were they advertising in the script or in the 4
22 Q Olay. 22 ad? i
23 A They had full creative over there. 23 A I'mean, all of the components of what they were '
24 Q So do you recall roughly when you decided to go 24 advertising matches to our product; however, Charles says it :
25 into 506(b) from 506(c)? 25 doesn't necessarily have to ~ he has other products that
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Page 367 Page 369
1 could or -- could potentiatly fit. 1 BY MR, McCOLE:
2 Q So Mr. Heinzelman has other products that offer 2 Q So OE Capital paid to have this radio ad, at least
3 minimum 12 percent a year as well? 3 a portion of the cost to have the radio ad run, Correct?
4 A I'mean, that's what he said to me. Idon't know 4 A What we paid — the ultimate answer to that is yes,
5 what product offerings they have. 5 but what we paid is half of C4's marketing cost. i
6 Q Who pald for this radio ad? 6 Q And was it — one of the purposes of this ad was to H
7 A So C4 pays for the radio ad. What we do is we 7 attract investors to OE Capital. Correct?
8 split overall marketing — we did; we don't anymore - split 8 A It was - the purpose of the ad was to generate 1
9 overall marketing costs with them. 9 traffic for C4 Benefits Group. A lot of the traffic that ~
10 Q Marketing costs, as in the radio ad? 10 came weren't suitable for our product, so they put them in “
11 A Could be part of that cost, yeah. 11 different products. f
12 Q So if this radio ad cost $5000, would you pay 2500 12 So the purpose of the traffic was ~ the ad was to i
13 for it? 13 generate traffic for C4 Benefits Group. We were the X
14 A Thats correct. But Id like to clarify. 14 beneficiary of some of that traffic.
15 Q Sure 15 Q So, on other words, the advertisement was designed :
16 A So the agreement with Mr. Heinzelman was not 16 to aftract prospective investors to C4 ~ Aj
17 specifically about radio ads; it was about marketing in 17 A Correct.
18 general. So if he decided, for example, Hey, | want to 18 Q —so that C4 could present an investment in OE
19 market in a certain way, | want to send out direct mail 19 Capital, among other investments. Is that correct? ,
20 marketers, would you be willing to half that up with me, and 20 A That's correct. j
21 50 that was the agreement: Whatever marketing — because we 21 Q And if you look at Exhibit Number 33, Dovile says j
22 weren't doing anything. 22 to Mr. Heinzelman, in an email of May 14, 2015, at 2:13 ,
23 So as long as we stayed off — our name stayed off, 23 p.m. —~ in response to having read the radio script, she 'g‘
24 or we had the proper disclosures involved, then that was the 24 says, "Charles, everything is great with the scripts.” ’:
25  agreement. 25 Do you see that? ;
Page 368 page 370 |
1 Q So hypothetically if they had a billboard saying, 1 A Yes. \'
2 Earn yoor minimum 12 percent here; call C4 Benefits, you 2 Q And she ccs you on that email. Correct? ,1
3 would split that billboard cost half. 3 A Yes. 1
4 A Correct. Or, honestly, what it was is ~ because 4 Q And she points out the only disclosure language you “
5  we were trying to create and exclusive strategic S have to add at the end is, This offering is for accredited
6 relationship, and so if it was cam your 3 percent — find 6  investors only. Right?
7 yournew 3 percent annuity; call there, 7 A Correcl 3
8 And once the phone rang, then if he found an 8 Q And then she also says, “So remember that we can i
9 opportunity, he would present our product as a solution as 9 take thase investors; however, we cannot advertise to them.”
10 well. So it was really just helping him gencrate traffic, 10 Correct? .
11 and his agreement was that any opportunity that he would 11 A Correct. !
12 find, he would present our product as a solution. 12 Q And 1 don't sec - at least not in this email chain
13 Q So you're saying if an investor hears his script or 13 1 don't see any email from you, after having been cc'd,
14 hears his radio ad and says, Hey, I want to carn a minimum 12 14 making any additions or changes to anything that Dovile said. i
15 percent a year — and [ quote from the script: “Yes, you 15 Is that correct?
16 heard me correctly, the worst-case scenario...the minimum is 16 A That's correct here.
17 12 percent.” 17 Q And would you agree with the statements that Dovile
18 If an investor calls up saying, I want to geta 18 made regarding the script?
19 minimum 12 percent, C4 Benefits, would they putting down 19 A Would I agree now?
20 marketing materials of OE Capital in front of them? 20 Q Orat the time? I
21 A They would be, in addition to any other product 21 A Atthe time | probably would have tweaked a few J;
22 that they thought might 6t 22 words, but overall I thought it was pretty effective, f
23 BY MS. GUNN: 23 Q Okay. And she was a representative of OE Capital. r
24 Q Might fit what? 24 Correct? E
25 A That client’s needs. 25 A Yes. i
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Page 371 Page 373
1 Q And she reported to you. Were you her supervisor? 1 Q Do you recognize Exhibit 35?
2 A Stillam. Yes. 2 A Its an email between Charles, Dovile.
3 Q Now, the script that appears in Exhibit Number 33 3 Q And - Dovile?
1 and the script that appears in Exhibit Number 34, what, if 4 A Dovile. 1
5 any, differences are there that you're aware of between those 5 . Q [It's August 24, 2015, now. You are not a recipient i
6 two scripts? 6 of this email. But on the first part of the email, when Mr. g
7 A (Perusing document.) 7 Heinzelman says — and 1 guote — “"Working on prospecting :
8 MR. HOWELL: So are you asking him if he made any 8 this week. 1 know Jacks has 2 huge week lined up with market §
9 changes to the script? 9 crashing and radio ads blowing up with it." i
10 MR. McCOLE: I'm trying to get at are they the same 10 Do you know what be was referring to?
11 script? 11 A 1don't know; [ can speculate. !
12 THE WITNESS: You mean there — I think there's 12 Q What would be your speculation? i
13 one - | mean, it seems like there ~- for the most part -- | 13 A August last year the market was crashing. The ]
14 mean, | see some word changes and differences in them, but 14 radio eds they were running were running, so 1 would imagine i
15 for the most part. 15 that they were getting a lot of calls. ‘
16 BY MS. GUNN: 16 Q So that would basically mean iavestors were looking i
17 Q Earlier you testified about the components being 17 for the 12 minimum, especially since the market's crashing. ﬁ
18 described in the scripts as fitting the OE Capital 18 Is that correct? g
19 investment. Have any of those elements been charged —~ 19 A The way that I would say it is investors were i
20 changed? For example, the 12 percent, the references to the 20 looking for an altemative because the market was crashing.
21 12 percent? 21 MS. FLOYD: Let's go ahead and just take a quick l
22 A Inthese scripis? 22 break. Ifs 2:37. Offthe record, 5
23 Q Versus the ones in Exhibit 34, 23 (A brief recess was taken.)
24 A In 33 versus 347 24 MS. FLOYD: We're on the record a1 2:49 p.m.
25 Q Yeah. 25 BY MS. FLOYD: t
Page 372 Page 374 |t
1 A Idon't think so. 1 Q During the break, Mr. Howard, did we have any l:
2 BY MR. McCOLE: 2 substantive conversations regarding this matter? F
3 Q So would you agree that both scripts seem to 3 A No. 3
4 describe aspects of the OE Capital investment? 4 Q Thankyou. AH right. Talking about C4 Benefits
5 A Yes. 5 and Mr. Heinzelman, who else sold the OE funds?
6 Q And when you say, in Exhibit Number 34, "That is 6 A Do you mean other than C4?
7 awesome,” what did you — what were you referring to? 7 Q Yes. Correct. 1guess you classify Mr. Heinzelman
8 A More of the tone of the script; more of kind of the 8 under the C4 umbrella. Is that correct?
9 way it was being delivered. 9 A 1would classify him as C4.
10 Q Soyou were speaking about that script in an 10 Q AsC4. Okay.
11 approving manner. Correct? 11 A No one else sold anything, It was -- outside of
12 A Yes 12 that it was all internal.
13 BY MS. FLOYD: 13 Q Okay. Sowho in OE would actually sell the funds?
14 Q After these ads were broadcasted, did OE Capital 14 A So Il answer that in date time frames. So in
15 receive a lot more investors? 15 2015 it was primarily either myself or Dovile. 1n 2016 we've
16 A SoC4 ~ my understanding, C4 Benefits Group did 16  now brought on two intemal employees, and their — a big j
17 receive phone calls from those ads, and as a result, some of 17 part of their job is to help us raise capital through the '
18 those ended up being investors in OF, so, yes. 18 selling of the investment units. ﬁ
19 Q I'm going to hand you what has been marked as 19 Q And which employees are those? k
20 Exhibit3s. 20 A Ron Scherer. !
21 (SEC Exhibit No. 35 was marked for 21 Q How do you spell that? [
22 identification.) 22 A S-C-HERER !
23 BY MS. FLOYD: 23 Q Okay. And when was Mr. — is it Mr. Scherer? - ;
24 Q Please take a moment and Jook through it. 24 A Yes. i
25 A (Perusing document.) 25 Q — hired? i
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Page 375 Page 377 :
1 A 1believe March 2016. 1 people who had all of their licenses in place.
2 Q March. Okay. Who is the second employee? 2 And so we asked C4, Mr. Heinzelman, to make sure
3 A Tico Martinez. 3 that anyone that he was dealing with was properly licensed.
4 Q When was he hired? 4 And until that happens, we suspended all business with him. :
5 A Okay. Got them reversed. Tico was hired in March; 5 Q And when did you ask Mr. Heinzelman to do this? ‘
6 Ron was hired in April 6 A 1think we probably asked that around 1 guess *
. Q Thankyou. So yourself, Dovile, and the two new 7 March, April time frame of 2016. | asked counsel how long we ‘
8 employees are primarily the ones that are raising capital for 8 should give them before they cither complied — and they said
9  OE,internally. Is that correct? 9 60days. :
10 A That's correct. 10 I remember the 60th day was the end of May, so if |
11 Q Okay. So externally it's ~ raising capital would 11 back up two months, then that's when we -~
12 be C4 Benefits. Correct? ’ 12 Q And you said counsel. Do you mean K&L Gates? :
13 A I'mean, as of May of 2016, we no longer use C4. 13 A Imean K&L Gates. Yes.
14 Q Who do you use now? 14 Q So your relationship with C4 Benefits, when did
15 A We don't have any external capital raisers right 15 that begin?
16 now. 16 A May. :
17 Q Okay. So as of right now, the only ones raising 17 Q 20157
18 capital are within OE Capital. 18 A 2015
19 A That's correct. 19 Q Okay. Soit is your understanding that you would
20 Q Why do you no longer use C4 Benefits? 20 pay Mr. Heinzelman commissions for bringing in investors --
21 A When we engaged counsel K&L Gates, they had 21 you would pay him directly, but his group as C4 Benefits
22 concerns about the finder’s exemption that we were attempting 22 would contract out or hire other people to - other finders
23 to use with C4, so our understanding was that Mr. Heinzelman 23 brought in business. Is that correct?
24 was 65, but I'm not sure that other people that he was using 24 A Yezh. 1know he had other people he was working
25  as his extension were. 25  with at that point, doing different types of products,
Page 376 Page 378 é
1 So in other Words, we were paying him. There may 1 insurance-based stuff, things of that nature, And so he I;
2 have been times that he would use someone else to go find a 2 wanted to utilize that network, Owr request is that he make H
3 potential investor, and he would potentially pay those 3 that network fully licensed so that we wouldn't kave to worry
L] people. 4 about whether or not compensation was correct down the chain. ‘
S Q Okay. Going back to this money, you said using a 5 Q Okay. Sostill - let's look to 2015. So was OE :
6 finder's exemption. What do you mean by that? 6 Capital aware of the individuals who brought in the business ,
7 A So there - former counsel had shown us, I believe, 1 under C4 Benefits? !
8  some kind of ~ well, it was called a finder’s exemption, so 8 A We were aware of some of them, yes, for sure. ,
9 there were several rules tied 1o what it meant to be a 9 Q So explain the process. So if Joe Smith under C4
10 finder. 10 Benefits brought in an investor, explain the process of ;
11 So a finder could be someone that could go out and 11 paperwork 1o money. Where does — who does the paperwork —
12 essentially refer in an investor, and then there were several 12 does he have the investor fil} out the paperwork?
13 rules around kind of what that finder could and couldn't do 13 A Yes
14 froma referral perspective. 14 Q And I'm saying Mr, Smith.
15 Couldn't enter into - couldn't sign documents, for 15 A |think 50, | think he had the investors fill out
16 example. Couldn't actually ask for a check, 1 think was one 16  the papenwork. Its a possibility that he could have had i
17 of them. And so the attempt initially was to have — Mr. 17 them call Dovile and have Dovile fill out the paperwork with .
18 Heinzelman would - was using the finder's exemption to pay 18 the investor. :
18 essentially referral kind of fees to people that was attached 19 Q Okay. So the investor writes a check. Who are i
20 to C4 that may rot have had the right licenses. 20  they writing the check to?
21 We became increasingly concerned about that 2 A Ifthey were writing a check directly, they were
22 exemption and whether or not it was going to be upheld or it 22 writing the check to the fund, OE Capital Ventures or CFG il ,'
23 was going away, so we decided that we wanted to gain some 23 Q Okay. And so these investors that are found under 2
24 real clarity around kind of how we were positioning 24 C4 Benefits, how — what kind of payment, commission, do you “
25 ourselves, so we made a business decision to only deal with 25 pay them for investment per capita? What is your agreement
]
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Page 379 Page 381

1 with these brokers? 1 else - what other involvement they may have had in the

2 A Sol don't have an agreement with the individual 2 process?

3 brokers. Charles does. 3 A [really don't understand.

4 Q Okay. q Q 1 think you had said that OE Capital sent Mr.

5 A So we would pay Charles 5 percent of the invested 5 Helnzelman a report of the amount that was invested and who

6  amount, and along with that, we would send a report of who 6  hadclosedit.

1 closed. 7 A Correct.

8 So with the paperwork we would know, okay, who's 8 Q How did you know who had closed it?

9 this person? Who's the name of the person that Charles is 9 A With the investor, so — I'll tell you from our .
10 using? And how much the investment was. 10 side what I know. i
11 And Charles had individual agreements with each of 11 Q Right g
12 them in terms of how much of that 5 percent he would pay 12 A So Dovile would work with Jackson Clements pretty i
13 them 13 closely, 5o Jackson was basically the go-to on tht side for i
14 Q Okay. So you just let Mr. Heinzelman know who 14 processing of whatever. | said what I know — I believe any ﬁ;
15 brought in what, and then he would figure out on his end what 15 part of their business, but 1 know this is who Dovile worked )
16 to pay the broker. 16 with on our side.

17 A That's correct. 17 And so with the paperwork, Dovile would - Jackson

18 BY MS. GUNN: 18 would tell her who -- the name of the person that may have

19 Q Did you have any understanding of what any of those 19 referred the deal — referred the investor in, and Dovile

20 particular splits were? ! 20 would record that so that we can report it back.

21 A ldonot. Somebody said -- and [ don't know who, 21 Q Okay. Thank you.

22 so it was literally kind of hearsay. Somebody said 3 22 BY MS. FLOYD:

23 percent; somebody else said 2 percent. So | would assume it 23 Q So an investor that C4 Benefits had found, if they

24 was probably different per person 24 had questions regarding their investment, who would they

25 Q But am I correct in understanding that your 25 call? Would they call C4 Benefits or would they call Dovile
Page 380 Page 382

1 understanding was that the people Mr. Heinzelman was paying 1 or OE Capital?

2 were getting some portion of the S percent, some percentage 2 A Yes. They will call both. Many times they would

3 portion of the 5 percent? 3 call Jackson; however, Dovile would be involved, especially

4 A That's my understanding, yes. 4 if there was anything, for example, from the custodian that

5 Q Okay. And earlier you testified that - something 5 was needed. She would certainly be involved. And once they

[3 along the lines that your former counsel had shown you & 6 got her name, a lot of people would call her directly.

7 finder's exemption. Who were you referring to? ki Q But the point of contact, would that generally be

8 A Danyl Cleveland. 8 Jackson or somebody at —

] Q When was that? 9 A If it came through -

10 A | mean, it would have been springtime 2015. 10 Q - C4 Benefits?

11 Q And do you have any understanding of who was 11 A - areferral from C4, it would either be Jackson
12 providing the information about the prospective investment to 12 or whatever the broker was.

13 prospective investors? 13 Q I'm going to hand you what has been marked as
14 A TI'msory? 14 Exhibit 36,

15 Q Do you have any understanding — we used the 15 (SEC Exhibit No. 36 was marked for
16 hypothetical Mr, Smith. Was it your understanding that Mr. 16 identification.)

17 Smith would provide a prospective investor with information 17 BY MS. FLOYD:

18 about the investment in OE Capitai? 18 Q Take a minute and look through this.

19 A Yes. That's my understanding. 19 A (Perusing document.)

20 Q Okay. And eariier today you talked about s 20 Q Do you recognize Exhibit 36?

21 suitability form. Did they — did the individuals such as 21 A Looks like it's some sort of agent commission

22 the hypothetical Mr. Smith obtain the information about 22 distribution, so it looks like something that would be sent
23 suitability from the investor? ' 23 in with maybe the paperwork for the investment.

24 A 1 don't know that process. 24 Q Okay. So could you explain in a little bit more
25 Q Okay. Do you have any understanding of what 25
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Page 383 Page 385
1 works under C4 Benefits, brings investors, they submit the 1 A lcan't think of anybody that was registered.
s 2 subscription agreements and whatever paperwork they need fo 2 Q Was Mr. Clements registered?
' 3 fill out; they submit that with this document so they get 3 A No, he was not,
4 their commissions for that investment? 4 Q But My, Heinzelman had a 65, Correct?
5 A That's my belief on this one. 5 A He still docs, yes.
€ Q And they would submit this to OE Capital Partners. 6 Q And so you said you were informed that under the
7 Correct? 7 finder's exemption — and you were informed by Mr. Cleveland.
8 A Right. So if youlook, this agent number -- well, 8 Is that correet?
] in this case it was Jackson, and then in the notes, assign ] A Ofthe finder's fee.
10 all conunissions to C4, so everything went to C4, and on their v 10 Q Of the finder's fec exemption. Correct?
11 side they split it out, but the way they would know to split 11 A Correct.
12 out is that this person's name would be tied to the investor 17 MS. FLOYD: Lets take a break. It's 3:08.
13 they brougin, 13 (A bricfrecess was taken.)
14 Q Gotit. And so you would actually pay Mr. 14 MS. FLOYD: Back on the record at 3.22.
15 Heinzelman personally, not C4 Benefits? You would wire money BY MS. FLOYD:
1e to Mr. Heinzelman? 16 Q Mr. Howard, did we have any substantive
17 A Yeah Inour system the account name is Charles 17 conversations off the record?
18 THeinzelman that the money got wired to. ie A No.
ig Q Okay. Thank you. So how many months did you — 19 Q I'm going to hand you two documents, if you'll take
20 did OF Capital use this process? 20 a moment and Jook through them.
21 A (No response.) 21 A (Perusing documents.)
22 Q When did it change? 22 Q Ready?
23 A ltchanged — you mean using C47 23 A Yes
24 Q  Well, just using the C4, having the broker send in 2% Q Okay. Do you recognize Exhibit 377
25 these commission distributious along with the other 25 A Yes.
Page 384 Page 386
i documents? 1 (SEC Exhibit No, 37 was marked for
2 A It would have changed this past March. 2 identification.)
3 Q March. Okay. So for several months you used that 3 BY MS. FLOYD:
4 process. Is that correct? 4 Q Exhibit 37 appears to be an email, Bates-numbered
5 A That's correct. 5 OE SEC 030984, 1t appears to be between — it's from Mr.
€ Q Andif Mr, Smith wanted to get hired by C4 Benefits i Heinzelman to yourself, cc: Mr. Clements, dated February 4,
7 to selt OF, Capital to investors, he would have to go through 7 2016, at 5:19 p.m.; subject line: Re: Attorney letter.
g training, Correct? & Could you please describe to me what this email was
9 A Tbelieve so. 4 with regard to?
¢ Q Okay. 10 A Ihad sent Mr. Heinzelman a letter that 1 asked Mr.
i1 A But that would have been C4 training, 11 Cleveland to draft that just kind of stated in terms of - to
iz Q Do you have any idea what C4 may have told this 2 do some research and say that exactly what he thought the
13 broker on why they can sell this without being registered? 13 Dodd-Frank exemptions that we — | guess that matched us, the
14 A 1don'. The only thing I can suggest is that we 14 Dodd-Frank exemptions, and I asked him to put together
15 believe - and | believe this would have been Cd's believing 15 something about the marketer -- finder's exemption as well,
16 as well, is that there was a difference between a referring 16 Q Okay. So Exhibit 38, which is the other document 1
17 in and an actual selling, so, you know, putting your name o 17 have provided to you, is that a copy of the letter you had
18 an application as you sold product. 18 forwarded to Mr. Heinzelman?
19 And the finder's exemption was for people to refer 18 A Thisis.
24 in preduct to someone else who would actually sell it or 20 (SEC Exhibit No. 38 was marked for
21 close it and be able to get paid on that. So that was our 21 identification.)
zz belief during that time, so I would imagine that was their 2z BY MS. FLOYD:
. 23 belief as well. 23 Q And so Exhibit 38 appears to be a dum from
24 Q Okay. And I'm assuming other than Mr. Heinzelman, 24 Mr. Cleveland to yourself. Correct?
25 everyone else was unregistered. Is that correet? 25 A Yes,
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Page 387 Page 389
1 Q And it says, "With regards to SEC registration 1 Q And when you say this one, you're referring to
2 exemptions under Dodd-Frank and marketer restrictions.” 2 Exhibit Number 382
3 Correct? 3 A Yes, sir. Butit is— but they are fairly close,
4 A Yes 4 s0 we are — we do represent that we work with and fund
5 Q Okay. Soit's my understanding that you had 5 venture capital funds. We are less than 150 miilion, and
6 contacted Mr. Cleveland to have him draft this memo for Mr. 6 there's - the rest of these don't really fit a fund, but
7 Heinzelman and C4 Benefits? 7 there's two others that we fall in as well in terms of the
8 A No. 8 exemption for a fund.
9 Q Okay. 9 BY MS. FLOYD:
10 A Let me clarify. ’ 10 Q Now, it's my understanding that as a fund you guys
11 Q Sure. 11 fall under the venture capital fund or capital -- venture
12 A Charles had all these people that he said were 12 capital exemption. Is that correct?
13 ready to go and he wanted to kind of pull into his network of 13 A Venture capital exemption. That's correct.
14 agents/advisors, and so he asked me if | could put something 14 Q Okay.
15 down 50 that they could feel comfortable about what they 15 A There's others that we meet, but that's one of the
16 needed to do in terms of marketing it. 16 ones that we meet. Yes.
17 So what 1 did is said, Listen, I') have my 17 Q Okay. Does OE Capital own any sort of equity in
18 attorney draft something up for you, so you can — so that 18 the portfolio companies?
19 you can look at it, but whatever agreement that you make is 19 A Does OE -~ yes, it does.
20 between you and your guys. You know, I'm just having him do 20 Q Whatdo they own?
21 this as a favor so that you can see it. 21 A Only one, just Unequal.
22 Q Okay. And so, again, Exhibit 38, what was the 22 Q Otkay. So prior to that you had no equity interest
23 purpose of this specific memorandum? 23 whatsoever.
24 A Just to give Mr. Heinzelman clarity on how we fit 24 A That's correct
25 into the exemptions and then what the finder's exemption 25 Q Are you aware that venture capital exemptions
Page 388 Page 390
1 looked like. 1 require 80 percent equity ownership? :
2 Q Okay. It appears to myself on Exhibit 38 - 2 A Venture capital exemptions require 80 percent
3 appears to be a memorandum just describing the Dodd-Frank 3 equity ownership. 3
4 exemptions in general, but it's my understanding that it's 4 Q Of the portfolio companies. *
5 geared specifically towards OE Capital. 5 A That's not my understanding of the exemption.
6 A Oh, I'msorry. No. You are correct. 6 Q So as of right now you stifl think that you fall
7 Q Okay. Al right. So can you just describe the 7 under the ventare capital exemption as a fund. Correct? L
8 exemptions just in general. Did you interpret these 8 A Correct. A
9 exemptions - which ones OE Capital fell under? 9 Q Okay. Now, let's move that aside. So we're ¢
10 A Directly to Mr. Heinzelman? 10 talking about the advisor himself. Correct?
11 Q Just in general. 11 A Correct. ;1’
12 A Ingeneral. Oh, yeah. I knew which ones that we 12 Q So whether they fall under the advisor exemption. :
13 fell under. 13 Correct? |
14 Q Okay. So Mr. Cleveland didn't tell you which ones 14 A That's what this — is in this memo, but that would !
15 you fell under; you decided which ones you fel) under. 15 not apply to us. We're not advisors. 1
16 A Well, he and | discussed it, but prior — way prior 16 Q Okay. But this is what you're representing to Mr. !
17 to this letter, he and I discussed which ones I fell under. 17 Heinzelman. Correct? :
18 Q Okay. And so what did you represent to Mr., 18 Am | saying his name wrong? ,
19 Heinzelman then on which exemptions you fell under? 19 A You're saying it right. ;
20 A Well, we certainly fall under - well, first of 20 Q I'm emphasizing an N, and 1 haven't heard the N z
21 ell, this is about advisors, not about funds, this particular 21 from you, so I don't know - is it Heizelman or Heinzelman? |
22 one. So we're a fund, so there’s actually a different — 22 A 1don't know. ’
23 Q Exemption for the fund? 23 Q Because I've been saying Heinzelman, and you've g
24 A For the fund. 24 been saying Heizelman.
25 BY MR. McCOLE: 25 A T've said Heizelman since the day 've met him. He j
¢
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Page 391 Page 393
1 may call himself Heinzelman, 1 Q During that 60-day period were his agents still
2 Q Okay. I keep hearing it, and [ had to correct 2 distributing sales materials and soliciting investors?
3 myself. 3 A Idon't know.
4 So is this what you're representing to Mr. 4 Q As far as the relationship with OE Capital, OE
S Heinzelman as what exemptions they fall under? 5 Capital had not prohibited him or his agents from doing that.
6 A 1 wasn't trying to represent anything to him. | 6 Correct?
7 was just trying to pass on information. 7 A Thatis correct.
8 Q Okay. And if you look at Exhibit 37, the email, it 8 Q During that 60-day period.
9 appears that Heinzelman had an issue with this letter. Is 9 A Yes,sir. That's correct.
10 that correct? 10 Q Was there an expectation that - on OE Capital's
11 A Seems like he did, yes. 11 part that Heinzelman's group was continuing to distribute
12 Q And it appears from Exhibit 37 that Mr. Heinzelman 12 sales materials and solicit investors during that 60-day
13 didn't believe he fell under the advisor's exemption. And 13 period?
14 unfortunately the copy doesn't show parts of it highlighted, 14 A 1don't know if there was an expectation. |
15 but I believe - yes, it does. Okay. Good. ) 15 figured they would.
16 He highlighted certain sections that he believes 16 Q Aund would you be —~ would OE Capital have an
17 the brokers are doing that would make those brokers fail to 17 expectation to pay commissions on any sales that would have
18 fal) under this exemption. Is that correct? 18 taken place during that 60-day period?
19 A That's what it seems that he does. Yes. 19 A Yes. So - but again, that was at - from - afler
20 Q Okay. So what happened after this email? Did 20 talking with K&L Gates, 1 asked them whal was a good — what
21 Heinzelman ard the brokers continue to sell? 21 would be a good time frame for me to give them to kind of
22 A When was this? February? So here's what happened 22 clear out and get compliant. They gave me 60 days, but they
23 afier the email. He and I had several conversations around 23 did not tell me to tell them to cease activity at that point.
24 how we're structured and around whether or not he fit within 24 Q Did they — did you pay them any commissions during
25 the exemption from a marketer's restriction exemption. 25 that 60-day period?
Page 392 Page 394
1 Ultimately where we landed was I told him he had 1 A think we did. ['m sure we did.
2 to - that I was paying him because he was licensed, but he 2 Q So he indicates in his email, which is Exhibit
3 had to make a determination on whether or not he felt he 3 37 = he points out various concerns with — that he has with
4 could pay others or whether he did not feel comfortable doing 4 the information derived from the Darryl Cleveland memo, and
5 that. 5 he indicates ~ and I'm referring to Mr. Heinzelman - that
6 Ultimately that's where everything landed, is 6 his agents are distributing sales materials and soliciting
7 actually he decided to make sure that -- he wanted everybody ? investors. Correct? Right there on page 2 of Exhibit 37,
8 1 think Jicensed as well. So that is where all that ended 8 A (Perusing document.) Yes, that's what he says.
9 up. 9 Q And is that consistent with your understanding of
10 Q Olay. So how - after February 4 of 2016, how much 10 what his agents were doing?
11 longer did Mr. Heinzelman and C4 Benefits solicit on behalf 11 A 1 mean, 1 honestly did not -- [ don't know what his
12 of OE Capital? 12 agents were doing. 1 don't know their sales process on that
13 A Till March. 13 side.
14 Q So 30 days? 14 Q And he also points out that ~ you know, he says,
15 A Yes. Soonce we, OE, decided, hey, we really 15 It appears as though paying a percent of the investment is
16 wanted to make sure that we were protecting ourselves by 16 outcome based, Do you see that?
17 making sure that even people that Charles was working with 17 A Yes.
18 was licensed, we gave him 30 days to either get compliant or 18 Q What do you understand him to mean there?
19 we - | mean, 60 days; 'm sorry. We gave him 60 days to 19 A That it was based on the success of the
20 cither get compliant or we would suspend doing business. 20 transaction.
21 That 60 days was ended up in the end of May, so I'm 21 Q That he was receiving a sales commission for
22 just backing it up, the May, so it would have been end of 22 selling the investments?
23 March. 23 A Right. That he was -- that the percentage that he
24 Q Okay. 24 was receiving was based on whether or not the transaction was
25 BY MR. McCOLE: 25  successful; meaning the money transferred or not.
- T
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Page 395 Page 397
1 Q Now, Mr. Heinzelman, as I understand your 1 OE; they were running radio ads on the behalf of C4.
2 ' testimony, was registered, or he was licensed. Is that 2 BY MS. FLOYD:
3 correct? 3 Q Did you approve C4 Benefits to use the marketing
4 A That's correct. 4 materials to be up on C4 Benefits’ website?
5 Q Now, what is your understanding as to what he was 5 A 1didn't know that there were marketing materials
6 licensed to do? 6 on C4 Benefits’ website.
1 A Tknew he was a Series 65. 7 BY MR. McCOLE:
8 Q Okay. And was he a registered broker? 8 Q Getting back to information explained to Mr.
9 A 1don't think he's a broker. 9 Cleveland, did you explain to Mr. Cleveland that C4 Benefits
10 Q Was he associated with a registered broker? 10 was running radio ads paid for by OE Capital, at least in
11 A [don't know the answer. 11 part, to attract investors to OE Capital?
12 Q Whatdo you understand Series 65 to mean? 12 A No. And that's not the reason for this memo.
13 A It's a registered investment advisor, it's an AR, 13 Q Okay. Did you explain that OE Capital was paying
14 independent advisor. 14 C4 Benefits transaction-based fees or commissions for selling
15 Q Okay. Did you understand that he was not 15 the OE Capital investments?
16 registered as a broker? 16 A Well, he knew | was paying Charles Heinzelman.
17 A 1didn't know whether or not he was registered as a 17 BY MS. FLOYD:
18 broker. |knew he was registered as an investment advisor. 18 Q I'm going to hand you what has been marked as
19 Q Backto Exhibit Number 38, when did you receive 19 Exhibit 39,
20 Exhibit Number 38? 20 (SEC Exhibit No. 39 was marked for
21 A It would have been sometime, let's see, around the 21 identification.)
22 date of this email, so sometime early February 2016. 22 BY MS. FLOYD:
23 Q Okay. And what was it that prompted Mr. Cleveland 23 Q Do you recognize Exhibit 39?
24 to prepare this email for you? 24 A Yes.
25 A lasked himto. 25 Q Exhibit 39 appears to be an email chain between
Page 396 Page 398
1 Q What, if any, information did you give Mr. 1 yourself and Mr. Heinzelman, and Mr. Clements was cc'd. The
2 Cleveland regarding the nature of the relationship between OE 2 subject line is re: Ohio 506 rule finder's fee. And this is
3 Capital and C4 Benefits? 3 going back to our previous conversation about the 60 days you
4 A Pmnot sure if I gave him any information on that. 4 had mentioned you had until Mr. Heinzelman had to become
5  1Imean, alll was trying to do is pass information to 5  compliant. Is that correct?
6 Charles. So he was expanding - this was about expansion for [ A Ukhuh
7 him. He was trying to expand his network of people, and he 7 Q Oulay. Soon page3, an email March 31, 2016, from
8 wanted - they were asking him for clarity, so he wanted some 8 yourself, you write — and 1 quote — ""The attorney said 60
9 clarity. 9 days is okay...my thought is to drive up the pipeline...and
10 He didn't have - from my understanding, he told me 10 then empty it within the next 60 days.”
11 he didn't have counsel; he didn't have anybody to go to. So 11 i You wrote that email. Correct?
12 1 just asked my guy to prepare something for him, but it 12 A ldid
13 wasn't in any way frying to guide him from any perspective. 13 Q So were you planning on getting as many investors
14 It was just a passive information. 14 in within those 60 days? Is that correct?
15 Q Sodid you explain to Mr. Cleveland the 15 A Well,  mean, that was my thoughts to him. 1
16 activities ~ in detail the activities C4 Benefits was 16 couldn't control what he did, but my thoughts to him was -
17 providing - or the services that C4 Benefits was providing 17 Q Encouragement?
18 on behalf of OE Capital? 18 A Ifwe got — well, if the attomeys are giving us
19 A 1don't know them in deteil. 1don't know the 19 60 days, then best utilize the 60 days.
20 activities that they were doing in detail. 20 Q Okay. And so on page 2 - actually, going back to
21 Q So, for example, did you explain they were running 21 the 60 days, do you recall if you — if C4 Benefits raised a
22 radio ads; they are attracting investors. We are paying them 22 good amount of money during those 60 days?
23 a commission in order for them to do that? Did you explain 23 A This was from the end of - they did not.
24 any of that to Mr, Cleveland? 24 Q They did not?
25 A So they weren't running radio ads on the behalf of
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Page 399 Page 401 |
1 Q End of March to the end of May they did not 1 two big questions that we were trying to answer. | t
2 raise — 2 Perhaps the biggest one was are we even an |j
3 A They did not raise - they did not ~ there was 3 unregistered security? — because of our structurc as an LLC
4 hardly any new moncy. What happened over those next 60 days 4 and because we have potential to tum on voting rights and g
5 is the pipeline just emptied out. 5 have active not passive investors. :
6 Q Okay. On page 2, on the email - part of the email 6 And so the question that the attomeys were tossing 5
7 chain, on Monday, March 21, 2016, at 3:08 p.m., it's from 7 around was, well, what are you exactly. Are you an ;
8  Charles Heinzelman to yourself, cc Mr. Clements. 8 unregistered security, or are you not cven a security at all? ‘
9 So the sccond paragraph ~ I'll just read the 9 And so we were going down that path. a
10 cmail; it might be easier. I quote: ""We do not have anyone 10 Now, that conversation was going on for the last ;
11 currently as we we reliant on the exemption and could sell 11 few weeks, and Mr. Heinzelman was involved only from me :
12 based upon what we were told previously, Getting one at this 12 telling him what - well, 'm not quite sure where this is ,
13 juncture might be too late. 13 going to end up. |
14 "From the reading I did, the fund and the agents 14 Right now - and there are other emails where I'm
15 were tied together when it came to compensation period. Hope 15 saying, We are an unrcgistered security, S06(b). That's what
16  theattorneys are understanding that and the 60 days for us 16  weare. But ourstructure may mean that we can be not a
17 become compliant protects us, you, and then, 17 security at all. ‘f
18 “Can you ask them from our perspective so we can 18 And so what I was attempting to say here is that we 3
19 feel comfortable filling the pipeline the mext 60 days. | 19 did believe that we were in compliance because of the f
20 know we have quite a few apps pending now that we have the 20 solicitor exemption, and because we existed in a structure !
21 audit and should be throwing up a few million the next two 21 that didnt necessarily ~ means that we could have not A
22 weeks. 22 necessarily been — we could have been a non-security fund, II
23 First, what audit was he referring to? 23 however you're supposcd to say that.
24 A There was not an audit. That's a misstatement. We 24 However, by this time we had clarified that I
25 dida compilation at the end of 2015, That's what he's 25  position. We had determined that from a business E
|
Page 400 Page 402 ¢
1 referring to. 1 perspective — not a legal one, but from a business ‘,’
2 Q So I'm getting the gist that Mr. Heinzelman is not 2 perspective it made more sense for us to be - to stay an 2
3 comfortable filling the pipeline until they know that they're 3 unregistered security and then really push away anything that i
4 protected. Is that correct? Is that the gist that you get 4 has to do with a finder's exemption, simply because we i
5 from the email? 5 believe that it was vague and not very reliable, and a lot of :
6 A Yes. 6 people were using it a lot of different ways, and we just
7 Q Okay. And then on the first page, on March 21, 7 wanted to rake sure that we were in compliance. ;
8 2016, you write — and I quote — "1 did ask them. The 8 MS. FLOYD: Let's go ahead and take a five-minute
9 answer 1 got, which was disclosed with, We do not represent 9 break, It's 3:51 p.m.
10 C4, we represent OE, They have to say that. And to be 10 (A brief recess was taken.)
11 clear, we believe that we are well in compliance because of 11 MS. FLOYD: On the record at 4:12. :
12 two factors: one, the solicitor exemption; since you were 12 BY FLOYD: j
13 sourcing potential investors being qualified as though by OE; 13 Q Mr. Howard, did we have any substantive 5:
14 and two, exist in a structure that satisfies 8 non-security 14 conversations about this matter off the record? i
15 fund, 15 A No. ;
16 "We have decided that going forward is in our best 16 Q Thankyou. You had previously testified that you :r
17 interest to clarify our position and become an unregistered 17 recently hired two new employees at OE Capital who do 1'
18 security and not utilize a solicitor exemption because it's 18 soliciting investors for raising money for the funds. Is L“
19 too vague and may be going away." 19 that correct? s
20 You wrote that email. Correct? 20 A That's correct. ;
21 A Yes. 21 Q And I believe their names are Ron Scherer and Tico ,
22 Q So were you representing to Mr, Heinzelman that 22 Martinez, Is that correct? ;'
23 they were in compliance because of the solicitor exemption? 23 A That's correct. |‘
24 A Okay. No. There's a lot of other conversations 24 Q So for Ron Scherer, what exactly is his title at OE Iﬁ
25 that's happening as this email's going around. There were 25 Capital ? :
B L S X 5 S Y
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Page 403 Page 405 |
1 A I'm not sure he has an official one. 1 A On him, probably more like 30 percent. E
2" Q What's his unofficial title? 2 Q And how is he compensated? b
3 A Kind of private wealth. 3 A Basesalary. ;
4 Q Okay. So what would be his job duties? 4 Q Any bonuses?
5 A S0 Ron Scherer has been a - in the wealth 5 A Discretionary.
6 management space for 30 years. He has a massive book of 6 Q And [ assume you're the one that's deciding that
7 business. And when he — what he does -- his job duties are 7 bonus?
8 to take care of current investors of OE, just generally take 8 A Yes.
9 care of them, account management kind of stuff. 9 Q Thankyou.
10 And then his role is also to introduce the 10 BY MS. GUNN:
11 opportunity to potential new investors. 11 Q Has he been successful in getting new investment ﬁ
12 Q Okay. Does he have any other duties besides those 12 product on any BD or IA platforms? ‘E
13 two? 13 A He's certainly been successful in getting interest. é
14 A That's about it; | mean, general kind of account 14 That's kind of a long process, so we've not been approved yet
15  management duties like hosting events, things of that nature, 15  onany BD platforms; seems like we'll probably get approved i
16 but those are his primary duties. 16 by a couple of RIAs within the next couple of months. i
17 Q And so what percentage of his time is spent 17 BY MR. McCOLE: 5
18 soliciting investors? 18 Q Isone of the factors used to determine the amount
19 A Eight percent. 19 of Mr. Scherer's bonus how much money he raises? i
20 Q Do you have a contract with him, an employment 20 A That would be one of the factors.
21 contract? 21 BY MS. FLOYD: i
22 A ldon'tknow. Imean, he's under our standard kind 22 Q What are the other factors?
23 of no-solicitation NDA contract. I don't think we think we 23 A Overall company performance, and then personal
24 have a specific compensation contract in place. 24 development goals.
25 Q Okay. How is he compensated? 25 BY MS. GUNN:
Page 404 Page 406
1 A Base salary. 1 Q What does that mean?
2 Q Does be receive 2 bonus for a certain amount of 2 A So for each employee, what we have is, you know,
3 income that he — or revenue that — or funds that he raises 3 kind of a career development path, and then we tie that back
4 on behalf of the funds? q 1o personal development goals. So, you know, who do you want
) A He - no, any bonuses he receives are ) 10 be when you grow up, and how can | help you get there?
6 discretionary. 6 And so we'll compensate based on some of those
7 Q Okay. And who has that decision? 7 goals.
8 A ldo. 8 Q What are his personal development goals? t
9 Q Youonly? 9 A can't remember that conversation. Got 13 E
10 A Yes. 10 employees. | think uhimately what ke wants to do is really E
11 Q And how is he paid? Is it through wire? Is it 11 have a more well-rounded, A, understanding of private equity i
12 through ADP? 12 and alternative investments and then a big goal of his is to g
13 A ADP payroll. 13 figure out how do we develop corporate - how can he get £
14 Q Olay. Tico Martinez, what is his job title? 14 involved in developing corporate strategies for our :
15 A He does strategic alliances. 15 investment platform, so how do we get it into corporations, i
16 Q Whatis that? 16 companies, banks.
17 A So he goes out and he's basically what we would 17 Q Like as part of a 401(k) or something?
18 call a wholesaler, So he — his main job is to get our 18 A Not necessarily, but potentially. i
19 investment product on the platform of independent 18 Q How else would you get it in companies? '
20 broker/dealers and independent RIAs. 20 A Well, a lot of companies, many companies have
21 Q Okay. So is that his only job duty? 21 venture arms, like Google has Google Ventures.
22 A He does individual raises as well, but that's 22 Q Okay. Now I understand what you're tatking about.
23 primarily his job duty. 23 So the corporations as investors.
24 Q Okay. So what percentage of his time does he spead 24 A Correst.
25 soliciting investors? 25 BY MS. FLOYD:
T e
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Page 407 Page 409
1 Q You previously testified that all three funds have 1 A 1don't think he's received any bonus.
2 a mixture of accredited and unaccredited investors. Is that 2 Q Okay. And what's his salary?
3 correct? 3 A 1believe it's 60,000 a year.
4 A Yes. 4 MS. FLOYD: Why don't we go ahead and stop for the
5 Q Okay. And in the subscription — or in the 5 day and then pick up tomorrow. Off'the record at 4:21 p.m.
6 suitability questionnaire, the investor fills that out, Is 6 (Whereupon, at 4:21 p.m., the examination was
7 that correct? 7 concluded.)
8 A That's my understanding, 8 rreee
9 Q Okay. Soifa person were to claim they're 9
10 accredited, does OE Capital do any additional rescarch to 10
11 determine if that person is indeed accredited? 11
12 A Not that | know of. 12
13 Q Does OE Capital hire a third-party vendor to 13
14 determinc if the person is accredited or not? 14
15 A No. 15
16 BY MR. McCOLE: 16
17 Q Back to Scherer for just a moment, what percentage 17
18 of his overall compensation is salary? 18
19 A 99 percent. | mean, most of his compensation is 19
20 salary. 20
21 Q And how much Is that, annually? 21
22 A Well, let's see. Annually? Right now itis] 22
23 believe 84,000. 23
24 Q And is that based on 20157 24
25 A No, that's based on — that's starting 2016. 25
Page 408 Page 410
1 Q Oh, that's right. He came on board in 2016. 1 PROOFREADER'S CERTIFICATE
2 A Correct. 2
3 Q And so what bonuses ~ how much money has he 3 InTheMatierof: OPTIMAL ECONOMICS CAPITAL PARTNERS
4 received in bonuses this year? 4 Witness: Patrick O'Neal Howard
S A I'mnot 100 percent sure. 5  FileNumberr  FW-04043-A
6 Q Has he received any? 6  Date: Wednesday, July 20, 2016
7 A He has - he received one bonus. 7 Location: Fort Worth, TX
8 Q And how much was that one? 8
-9 A | cannot quite remember. | believe it was either 9 This is to certify that |, Maria E. Paulsen,
10 7500 or $10,000. Actually, I think it was $9,000 actually. 10 (the undersigned), do hereby swear and affirm that the
11 Q And what was that bonus based on? 11 attached proceedings beforc the U.S. Securities and Exchange
12 A General performance. 1 mean, he did really good; 12 Commission were held according to the record and that this is
13 he's done really good since he came on, and so just wanted to 13 the original, complete, true and accurate transcript that has
14 bonus him at the end of the quarter. 14 been compared to the reporting or recording accomplished at
15 Q Okay. So he came on in 2016. Correct? 15 the hearing.
16 A Correct. 16
17 Q When? 17
18 A Iget him and Tico mixed up. Tico came in March; 18 (Proofreader’s Name) (Date)
19 he came in April. 19
20 Q April. All right. And so since coming on in 20
21 April, he's received one bonus of 9000? 21
22 A Yes. 22
23 Q And he receives a salary of 84,0007 23
24 A 1believe that's correct. 24
25 Q And what, if any, bonuses has Martinez received? 25
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