Action No. 0901-07221
Affidavit of David Burton
Sworn August 18,2010

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:

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.

SALE PROCESS

Commencing in mid-March 2010, Mahalo, along with Alger & Associates Inc. (in its
capacity as Corporate Transaction Advisor) ("Alger"), conducted an exhaustive Request
for Proposal process soliciting letters of intent from prospective purchasers of Mahalo.
Through this process, Alpine Capital Corp. ("Alpine") submitted the letter of intent that
provided the best recovery for the creditors of Mahalo.

Mahalo has now entered into a formal Investment Agreement with Alpine, whereby
Alpine has agreed, subject to certain conditions precedent, to pay approximately $2.5
million in exchange for Alpine (and other parties) to become the owners of all of the
Class A and Class B common shares of Mahalo. If Mahalo's creditors vote in favour of
its proposed Plan of Arrangement, in the requisite majorities, this transaction will close

shortly after Mahalo obtains a Sanction Order affirming the vote and the Plan.
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4. As further detailed in my Affidavit sworn July 27, 2010, Mahalo has been served with
Cease Trade Orders by the regulatory authorities in the Provinces of Alberta, British
Columbia, Manitoba, Ontario and Quebec (the "CTO's" and the "Regulatory
Authorities"). Mahalo has applied for and obtained partial revocation orders for the
CTO's from each of the Regulatory Authorities thereby allowing Mahalo and Alpine to
execute the Investment Agreement. Mahalo has also applied for full revocations of the
CTO's and anticipates that the Regulatory Authorities will grant these full revocations in

conjunction with the transaction's closing.

5. The extensive sales process conducted by Mahalo and Alger has realized value for the
creditors considerably below the full amount of Mahalo's indebtedness and therefore, it is

now clear that the common shares of Mahalo have no value whatsoever.

6. Mahalo has also carried out a Proof of Claim process pursuant to the Claim Process
Order issued in these proceedings. Mahalo estimates its total debt position (including

post-petition amounts) to be as follows:

(a) Secured Lenders $2,300,000
(b) Unsecured Creditors; $4,079,577
TOTAL $6,379,577
PLAN OF ARRANGEMENT
7. Mahalo and its legal counsel have worked closely and cooperatively with the Lenders;

Alpine, and the Monitor to finalize Mahalo's Plan of Arrangement. All parties involved
have expressed support for the Plan of Arrangement attached as Schedule "B" to the
Notice of Motion filed herewith (the "Plan").

8. Mahalo is preparing to distribute the Plan to its creditors and call a meeting of its
creditors to consider and vote upon the Plan (the "Creditors' Meeting"), and is seeking an

Order of this Honourable Court (the "Creditors' Meeting Order") which:

(a) accepts the filing of the Plan as it may be amended, varied or supplemented;

W:\06047010042\Documents\Affidavit of David Burton - Filing Plan.doc
DRAFT



(b) establishes two (2) classes of Affected Creditors in the Plan, being (i) the

Unsecured Creditors and (ii) the Lenders; and

(©) authorizes Mahalo to call, hold and conduct a meeting of Affected Creditors to

consider and vote upon the Plan.
9. The important features of the Plan are:
(a) Alpine will deliver the cash consideration to the Monitor;
(b) Mahalo will issue two new classes of shares to certain designated parties;

(©) Mabhalo will redeem all previously issued and outstanding Securities of Mahalo

for no consideration;

(d) the Monitor will pay all Unsecured Creditors with Unsecured Claims of $1,500 or
less in full from the Cash Pool;

(e) the Monitor will pay all other Unsecured Creditors $1,500 plus their pro rata share

of the remaining Cash Pool;

® Eligible Unsecured Creditors will also receive Class B common shares of Mahalo;

and

(g) the Lenders will receive the balance of Mahalo's funds, remaining accounts

receivable and outstanding deposits.

10. A more detailed summary of the Plan is contained in the Plan Summary, attached to the
Plan as Exhibit "I".

THE CREDITORS' MEETING

11.  Mabhalo proposes to call, hold and conduct a Creditors' Meeting on September 15, 2010 at
the offices of Burnet, Duckworth & Palmer LLP for the purpose of allowing Affected
Creditors to consider and vote upon the Plan. Mahalo also proposes that the hearing for
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the Sanction Order occur on September 16, 2010 at such time as is convenient for the

Court.

12. In order to distribute the necessary materials to Affected Creditors, Mahalo proposes that
the Monitor do the following:

(a) As soon as practicable, but no later than August 25, 2010, send to each Eligible
Voting Affected Creditor, by ordinary mail, courier, facsimile or e-mail at the
address appearing on such Creditors' Notice of Claim, or such other address

subsequently provided to the Monitor by such creditor:

6) a letter referring the Creditor to the Monitor's website,
(ii) the Notice to Creditors, in the form attached hereto as Exhibit A", and
(iii)  a Proxy, in the form attached to the Plan as Schedule "E".

(b)  Post on its website the following documents:

) the Creditors' Meeting Order;

(ii) the Plan including any amendments;

(iii)  the Proxy;

(iv)  the Monitor's Report commenting on the Plan; and

) the Plan Summary prepared by Mahalo in respect of the Plan.

13.  Mahalo will seek an Order that compliance with the foregoing shall constitute good and
sufficient service on all persons who are entitled to receive notice of and to vote on the

Plan at the Creditors' Meeting.

FORMS OF DOCUMENTS

14.  The Proxy to be used in conjunction with the Creditors' Meeting is attached to the Plan as
Schedule "E" and the Notice to Creditors is attached hereto as Exhibit "A". Mahalo

seeks approval of the form of Proxy and Notice to Creditors.
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CONDUCT OF THE CREDITORS' MEETING

15.  Mahalo proposes that for the purpose of voting to approve the Plan there shall be the two
(2) classes of Affected Creditors referred to above and the amount of the Claim Value of
each Affected Creditor shall be established in accordance with the provisions of the
Creditors' Meeting Order, the claims Procedure Order, the Plan and any further Order of
this Honourable Court.

16.  Mabhalo proposes that an officer of the Monitor, designated by the Monitor, shall preside
as the chair of the Creditors' Meeting in accordance with the Creditors' Meeting Order,
the Plan and any further Order of this Honourable Court.

LATE CLAIMS

17. Attached to this my Affidavit and marked as Exhibit "B" is a spreadsheet identifying
seven (7) creditors who filed Proofs of Claim after the deadline contained in the Claims
Procedure Order (the "Late Claims"). Mahalo has reviewed the Late Claims in
conjunction with the Monitor and (as further detailed in the Monitor's Ninth Report)
Mahalo and the Monitor have concluded that these claims are valid and acceptable.
Furthermore, Mahalo and the Monitor have included the Late Claims in their analyses in

respect of the Plan and distributions thereunder.

18. Mahalo seeks an Order of this Honourable Court allowing the Late Claims
notwithstanding the failure of those claimants to comply with the Claims Procedure
Order.

GENERAL

19.  Mahalo has acted, and is acting, in good faith and with diligence with respect to

restructuring its affairs.

20.  Capitalized terms not otherwise defined in this Affidavit are ascribed the meaning given
them in the Plan.
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RELIEF SOUGHT

21. I make this Affidavit in support of an application by Mahalo for the relief set out in the
Notice of Motion filed herewith.

SWORN BEFORE ME at the City of Calgary, )
in the Province of Alberta this 18" day of )

August, 2010. )

)

A )
A Commission: Oaths in and for the ) DAVID BURTON i

Province of

Trevor A. Batty

Barrister and Solicitor
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THIS IS EXHIBIT“__ A ”
referred to in the Affidavit of

avd Rudon

: A
Sworn: hafer= me this, Q... -

Trevor A. Batty

Barrister and Solicitor




NOTICE TO CREDITORS

IN THE MATTER OF a Plan of Arrangement of Mahalo Energy Ltd. ("Mahalo")

TAKE NOTICE THAT Mahalo has filed with the Clerk of the Court of Queen's Bench of
Alberta on August 18, 2010 a proposal for a Plan of Arrangement pursuant to the Companies’
Creditors Arrangement Act.

A copy of the Plan of Arrangement and the Plan Summary can be viewed on the website
of the Monitor, Alger & Associates Inc. (the "Monitor"), at www.alger.ca/mahalo/index.html..

A general meeting of the secured and unsecured creditors of Mahalo will be held on
September 15, 2010 at:

Burnet, Duckworth & Palmer LLP
1400, 350 7™ Avenue S.W.

Calgary, AB T2P 3N9
at the hour of ten o'clock in the forenoon.

The secured and unsecured creditors qualified to vote at the meeting may, by special
resolution, approve the Plan of Arrangement either as made or as altered or modified at the
meeting. If so accepted and if approved by the Court, the Plan of Arrangement is binding on all
of the creditors.

A proxy intended to be used at the meeting must be lodged with the Monitor at least one
business day prior to the meeting.

DATED at Calgary, Alberta, this day of August, 2010.

David Burton
President, Mahalo Energy Ltd.
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THIS IS EXHIBIT “ .. .55 »
referred to in the Affidavit of

Davick Ty

Sworn before me this_ \C5..

----------- rasse

Trevor A. Batty

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 August 18, 2010

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

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
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