Action No. 0901-07221
Affidavit of David Burton
Sworn January 7, 2010

IN THE COURT OF QUEEN'S BENCH OF ALBERTA
JUDICIAL DISTRICT OF CALGARY

IN THE MATTER OF THE COMPANIES' CREDITORS ARRANGEMENT ACT,
R.S.C. 1985, c. C-36, as amended

AND IN THE MATTER OF
MAHALO ENERGY LTD.

AFFIDAVIT

I, DAVID BURTON, of the City of Calgary, in the Province of Alberta, Businessman,
MAKE OATH AND SAY AS FOLLOWS:

1. I am the President and Chief Executive Officer of Mahalo Energy Ltd. ("Mahalo") and as
such I have personal knowledge of the matters hereinafter deposed to except where stated

to be based upon information and belief, in which case I believe the same to be true.

STATUS OF MAHALO'S CCAA PROCEEDINGS

2. Mahalo entered into CCAA proceedings on May 22, 2009, pursuant to an Order of this
Honourable Court (the "Initial Order™), and obtained its most recent stay extension order

on October 7, 2009 (the "Stay Extension Order").

3. Since the granting of the Initial Order, Mahalo has acted in good faith and with diligence
in respect of the restructuring of its affairs. In this regard, the following has been

accomplished since the Stay Extension Order:

(a) Mahalo continues to carry on operations, including payment of accounts payable

and collection of accounts receivable, in the ordinary course with no material

adverse developments having occurred;

(b) Since closing the sale of Mahalo's assets, Mahalo has been liasing with provincial

‘regulators and taking the necessary steps to ensure the transfer of the applicable
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well, pipeline and facility licenses to the purchasers. This process is now

substantially complete;

Mazhalo has further reduced its complement of employees and contractors such

that Mahalo currently has 2 full time employees and 2-3 consultants (as needed);

Mahalo has retained the accounting firm Emst & Young Inc. to complete
Mahalo's tax returns in order to allow Mahalo to assess the quantum of its tax
pools and market itself as a tax reduction vehicle to prospective purchasers. I

anticipate Ernst & Young Inc. will complete these tax returns shortly;

Mahalo has and continues to investigate potential sale processes by which to
market the company. In that regard, Mahalo has asked the Monitor to conduct a
Request for Proposal process to identify qualified organizations to oversee the
sale of Mahalo and its remaining assets in a cost-effective manner. Proceeds from
the sale of Mahalo, along with any recovery from Mahalo Energy USA Inc.'s
(Mahalo USA) Chapter 11. proceedings (discussed below) will be used to fund
Mahalo's Plan of Arrangement; '

Mahalo continues to work with and communicate regularly with the Monitor to

communicate with stakeholders and clarify financial information; and

Mahalo continues to meet its regulatory disclosure requirements in accordance

with its statutory duties.

STATUS OF MAHALO USA's CHAPTER 11 PROCEEDINGS

4.

I am advised by Mahalo USA's counsel in Oklahoma that on December 16, 2009, the

bankruptcy court approved Mahalo USA's disclosure statement, and set a non-evidentiary

hearing to consider confirmation of Mahalo USA's reorganization plan for January 26,

2010. The plan will be confirmed then, if the prerequisites to do so have been satisfied

and there is no need for an evidentiary hearing. If an evidentiary hearing is necessary, it

will occur beginning on February 11, 2010.
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5. Mahalo has £led a Proof of Claim in Mahalo USA's Chapter 11 proceedings in the
amount of $20,399.694.68 (USD). Under the Plan put forward in the Chapter 11
proceedings, I anticipate there will only be a maximum recovery of approximately
$200,000.00 (USD). Certain other creditors of Mahalo USA appeax to be taking the
position that Mahalo's claim should be equitably subordinated due to the fact that it is an

intercompany debt. Whether this argument will succeed or not is unknown at this time.

e

FINANCIALS

6. Attached hereto, and marked as Exhibit "A", is a summary of Mahalo's actual receipts
and disbursements from the date of September 18, 2009 to January 1, 2010.

7. Attached hereto and marked as Exhibit "B" is Mahalo's revised projected cash flow
statement to March 19, 2010, which cash flow statement has been approved by the
Monitor. This revised cash flow statement is intended to replace the previous cash flow
statement attached as Exhibit "B" to my previous Affidavit, sworn October 1, 2009, and
to serve as the "Budget"”, as defined in Paragraph 23 of the Initial Order.

CLAIMS PROCEDURE

8. In order for Mahalo to successfully develop and present a Plan of Arrangement to
Mahalo's creditors, it is vital that Mahalo be able to identify and classify its creditors for
the purposes of voting on and participating in a Plan of Arrangement. Accordingly, 1
believe it is aﬁpropriate for Mahalo to implement the Proof of Claim Procedure as
proposed in the Claims Procedure Order attached as Schedule "B" to the Notice of
Motion filed by Mahalo in this Action on January 7, 2010.

9. As further detailed in the Claims Procedure Order, the relevant timelines for the Proof of

Claim Procedure are as follows:

(@)  Mahalo, with the assistance of the Monitor, shall send a copy of the Proof of
Claim and Instruction Letter to Known Creditors by January 20, 2010,
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(b)  The Monitor shall arrange for the Notice to Creditors to be published in the
relevant newspaper publications for a one-day period on or before January 22,
2010;

(¢)  The Claims Bar Date is February 5, 2010 at 4:59 p.m.;

(d)  Creditors who intend to dispute any Notice of Revision or Disallowance issued by
the Monitor shall file a Dispute Notice within seven (7) calendar days of the date
of the Notice of Revision or Disallowance; and |

(e) Creditors who file a Dispute Notice shall, within ten (10) busjness days of filing,
also file a Notice of Motion with the Court for the determination of its claim,
returnable within five (5) business days of the date of filing the Notice of Motion.

RELIEF SOUGHT

10. I make this Affidavit in support of an application by Mahalo to have the Stay Period
extended to March 19, 2010, to amend Paragraph 23 of the Initial Order in accordance
with the form attached as Schedule "A" to the Notice of Motion filed herewith and for a

Claims Procedure Order.

SWORN BEFORE ME at the City of Calgary, )
in the Province of Alberta thlS 7™ day of )

January, 2010.

T2

A Commi
Province of

W aths in and for the DAVID BURTON
Trevor A. Batty

Barrister and Solicitor
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THIS IS EXHIBIT “..... s .
refetred to in the Affidavit of

Ea\l\d ..... Raion

Sworn before me this O S—
day of L RO, ..... D.2010.

.......................

A NOTARY PUBLICICQ
. INAND FOR TH

v
Trevor A. Bally

Barrister and solicitor
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Action No. 0901-07221

IN THE COURT OF QUEEN'S BENCH
OF ALBERTA
JUDICIAL DISTRICT OF CALGARY

Affidavit of David Burton
Sworn January 7, 2010

IN THE MATTER OF THE COMPANIES’
CREDITORS ARRANGEMENT ACT, R.S.C.
1985, ¢. C-36, as amended

AND IN THE MATTER CF
MAHALO ENERGY LTD.

AFFIDAVIT

BURNET, DUCKWORTH & PALMER LLP
Barristers and Solicitors

1400, 350 — 7™ Avenue S.W.

Calgary, Alberta

T2P 3N9

Attention: Trevor Batty
Telephone: (403) 260-0263
Fax: (403) 260-0332

File No. 60470-42

e ]

{CLERK OF THE COURT

JAN 0% 201

R T L

| CALGARY, ALBERIA
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