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STRATEGIC
OIL & GAS LTD.

IS an emerging junior oil and gas company based in
Calgary, Alberta, Canada. The primary business is
upstream oil and gas exploitation and development.
Strategic’s sub-surface technical capabilities lead the
industry in geology, geophysics, engineering and
petrophysics analysis.

Strategic is well positioned with the technical
experience and proven management team required
to take advantage of the attractive balance of high
Impact, light oil resource plays it

has available.

The Annual and Special Meeting of Shareholders of Strategic Oil & Gas Ltd. will be held at the
offices of Macleod Dixon LLP 3700, 400 3rd Avenue SW, Calgary, Alberta T2P 4H2 on Monday,
August 23, 2010 at 10:00 am (Calgary time). All shareholders and interested parties are invited
to attend.
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CORPORATE OVERVIEW

In February 2009, Strategic entered into a farmout agreement (“the Farmout
Agreement”) with EnCana Corporation in the Maxhamish region of Northeast
British Columbia. Later in the year, a participation agreement was signed with
Legacy Oil & Gas who has become a partner with Strategic in this Maxhamish
Farmout Agreement.

In November, 2009, the Corporation completed an acquisition of 100% interest in
medium gravity oil properties in the Taber and Conrad areas of southern Alberta.

In December, 2009 Strategic completed a private placement by the issue of 25.7
million common share units and 5.4 million flow-through units. Total gross proceeds
received were $14.5 million. Funds from this private placement allowed the
Corporation to acquire the Taber and Conrad properties and will also fund the 2010
development program at Maxhamish and Taber/Conrad.

Strategic is well financed with low debt, cash on hand and an unutilized line
of credit.

For the years ended December 31, 2009 and 2008
(thousands of dollars except per share amounts and shares outstanding)

2009 2008

Funds flow from operations * (1,685) 777
Per share — basic (0.04) 0.03
Net income (loss) (3,889) (208)
Per share - basic (0.10) (0.01)

Average production (boe/d) 196 boe/d 162 boe/d

Capital expenditures
Drill and complete 1,981 1,494
Equipment, facilities and other 471 999
Property acquisition 3,963 -
6,415 2,493

Net undeveloped land (acres)-owned 25,600 6,100
Undeveloped land (net acres)-under option 11,800 -

Common Shares o/s (basic) at year end (000’s) 68,693 30,083

* before changes in non-cash working capital

STRATEGIC OIL & GAS LTD.  ANNUAL REPORT 2009




TO SHAREHOLDERS

Overview

2009 was a transition year for the Corporation. A decision was made to grow Strategic, which involved acquiring
a strong technical team through the ZinMac Inc. acquisition to assess certain prospects that were available to the
Corporation. This was followed up by-the signing of a farmout agreement of the Maxhamish property in northeast
British Columbia, all in the first quarter of 2009.

Strategic followed this up by bringing in a partner and operator for Maxhamish, to accelerate development of the
field. In the fourth quarter, the Corporation acquired the Taber and Conrad properties in-Southern Alberta, and
at the same time raised $14.5 million through a private placement to help fund the Taber/Conrad acquisition and
development program at Maxhamish. The Taber and Conrad properties provide positive cash flow and the equity
raise allows the Corporation to develop its Maxhamish play in northeast British Columbia in addition to the Taber
and Conrad properties. Strategic is now well positioned as an oil focused company, with all of its capital program
for 2010 relating to oil development opportunities.

Outlook

All of the above events set the stage for an exciting start to 2010. At Maxhamish, in northeast British Columbia,
Strategic participated in two horizontal oil wells which were drilled and multi stage fracture stimulated (a-C18-J-
D94-0-11 and a-49-J-D94-0-11). Both wells were production tested and placed on production with pump-jacks and
tied in to a natural gas gathering and processing facility. As a result, combined deliverability from these wells is
currently restricted by the owner of the natural gas facility. Based on field performance and internal engineering
evaluations, Strategic estimates that Maxhamish wells have a productive capacity in the range of 200 to 250 barrels
per day with a targeted recovery of 200,000 to 250,000 barrels of proved plus probable reserves of 40° APl oil under
primary production.

Based on the positive results from the two wells, the Company, along with its partner, acquired an additonal 19
sections at Crown land sales in the Maxhamish area. Strategic now owns an average interest of 33% in 20,800 gross
acres (> 32 sections) of land in the Maxhamish area. With the lands included by the Farmout Agreement and the
direct interest lands just acquired, over 100 sections of land are now available for drilling, with the possibility of
drilling up to four wells per section..

The Company is in the early stages of assessing the contingent resources at Maxhamish. The initial results add
confidence to the Company’s initial internal estimates of over 500 million barrels of Total Petroleum Initially in Place
(PIIP) on the 100 sections of land available to Strategic. Results of these wells are currently being assessed with the
operator and future development plans for the next year will be determined accordingly. A range of development
plans are currently being considered.

At Conrad, in southern Alberta, Strategic has recently spud a horizontal well (8-23Hz). This well is planned as a multi
leg horizontal well, that will target the Sawtooth formation. This well is targeting production of 50-100 bopd of medium
API oil and positive results may open up over ten additional locations. The Company has recently commenced driling
wells atTaber (11-14 and 4-24). It is anticipated that the current drilling program atTaber can add in excess of 150 bopd
(net to Strategic) of potential production.

The recent events at Maxhamish and southern Alberta mean the Company is in an excellent position to meet its
target of doubling production in 2010. Strategic continues to view Maxhamish as a new oil resource play with
tremendous upside to be realized in future years.

“Original Signed On Behalf of the Board of Directors”

Arn Schoch
President & Chief Executive Officer
July 19, 2010
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Maxhamish,Northeast British Columbia

In February 2009, Strategic entered into a Farmout Agreement with EnCana Corporation (the “Farmor”) in the
Maxhamish region of northeast British Columbia. The Farmout Agreement provides the Corporation access to over
50,000 acres of highly prospective acreage in the Liard Basin, 125 km north of Fort Nelson.
The terms of the Farmout Agreement are:
e Covers an area of over 50,000 acres (80 sections).
e Drill 20 wells by the end of March 2013.
e Each well drilled earns a 65% interest in 4 additional sections of land which provides the ability

to drill 16 additional wells on the earned lands.

In the first quarter of 2009, Strategic signed a participation agreement (“Participation Agreement”)with Legacy QOil
& Gas Inc., who has become a partner with Strategic in the Maxhamish Farmout Agreement. Strategic raised $14.5
million in December 2009, which ensures that the Corporation can fund an aggressive drilling program to prove up
the light oil resource play.

The terms of the Participation Agreement are:

Strategic (38.5%) and its partner (61.5%) have become partners in the Farmout Agreement.

The partner has compensated Strategic for its extensive work done to date at Maxhamish.

The partner has become operator of the area and is an industry leader in drilling and completing
multi-stage horizontal wells.
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Maxhamish

After payout and earnings, Strategic will own a 25% working interest in the lands, its partner will own 40% and the
Farmor will maintain a 35% interest. The farmout provides Strategic and its partner with:

e A dominant land position in the area.

e An undeveloped, aerially extensive, light oil play (APl of 40°) in the Chinkeh Sand formation.

e Untapped oil potential of over 500 million barrels of total PIIP based on Strategic’s internal
estimates and third party mapping of the resource.

e The British Columbia government provides an attractive fiscal regime with incentives for
exploring and developing infrastructure.

e Access to a significant land base.

¢ Along tenure on the lands, with only minor land expiries before 2013.
Strategic and its partner plan to focus their efforts primarily on the Chinkeh Sand zone. This zone is comparable
to the Cadomin formation in Alberta, a prolific hydrocarbon zone. The Chinkeh zone only exists west of the Bovie

Fault, a major geological fault zone that separates the Horn River basin to the east, from the Liard Basin in which
the Maxhamish field exists.
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Well Results

Drilling of the two wells was completed by mid-March.The wells were then fracture stimulated using multi-stage fracs.
Success in these early wells could potentially open up an extensive regional oil development project.

The drilling and workover program has earned Strategic a 25% (after payout) working interest in approximately
13 sections of land. Both wells drilled penetrated the Chinkeh Sand at a depth of 1,600 metres and were drilled
horizontally for approximately 1,350 metres. The drilling program was successful in keeping the drill bit within the
Chinkeh formation for the entire length of the horizontal program. The horizontal section was then successfully
completed using 11 separate oil fracture stimulation stages. The results from these two wells helped confirm the
presence of the Chinkeh formation, which Strategic believes is an aerially extensive blanket sand.

Both the new wells were production tested and placed on production with pump-jacks and tied in to a natural gas
gathering and processing facility. As a result, combined deliverability from these wells is currently restricted by
the owner of the natural gas facility. Based on field performance and internal engineering evaluations, Strategic
estimates that Maxhamish wells have a productive capacity in the range of 200 to 250 barrels per day with a targeted
recovery of 200,000 to 250,000 barrels of proved plus probable reserves (40° API oil) under primary production.

Land Acquisition

Based on the positive results from the two new wells the Company, along with its partner, bid and was successful at
two recent Crown land sales in the Maxhamish area. The two land sales added approximately 19 sections of highly
prospective lands for the Chinkeh Sand immediately to the west of the lands included in the Farmout Agreement.
The Company has mapped (using integrated 3-D geological modelling techniques) the lands and believes them to
contain the underlying continuous Chinkeh Sand. Strategic now owns an average interest of 33% in 20,800 gross
acres (> 32 sections) of land in the Maxhamish area. With the lands included by the Farmout Agreement and the
direct interest lands just acquired, over 100 sections of land are now available for drilling.

Future Development

The Company is in the early stages of assessing the contingent resources. The initial results add confidence to
the Company’s initial internal estimates of over 500 million barrels of total Petroleum Initially in Place (PIIP) on the
100 sections of land available to Strategic. Results of these wells are currently being assessed with the operator
and future development plans for the next year will be determined accordingly. A range of development plans are
currently being considered.
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SUCCESSFUL IN PROVING
A SIGNIFICANT LIGHT OIL
RESOURCE PLAY AT MAXHAMISH
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Taber

Strategic holds a 75% working interest and operates a mature medium gravity oil property at Taber, in southern
Alberta. There are 11 oil wells and a production facility. The field currently produces 27 degree API oil from the
Glauconite Formation (1,000 m in depth) at a total rate of approximately 75 barrels of oil per day. The Gluaconite
reservoir is consistently clean and highly porous and permeable. Typical net oil pays range from 2.0-5.0 metres.
Strategic has identified that theTaber pool has not been effectively drained from the current wells, and is identifying
areas where by-passed pay exists. Strategic’s wells at Taber have a long reserve life and have been producing
medium gravity oil at a steady rate for several decades. GLJ Petroleum Consultants attribute 128,900 boe’s of proved
reserves and 213,400 boe's of proved plus probable reserves to this property. The additional probable reserves at
Taber may be obtained through infill drilling and through a comprehensive plan to optimize the waterflood currently
in place.

The Company has brought in a partner to allow for an accelerated drilling program at Taber. The terms of this
agreement provide that the partner will pay $1.6 million to drill two or three wells and to earn a 25% interest in the
property. In late July 2010 the Company commenced drilling two wells (4-24 and 11-14) with the potential that a third
well may also be drilled. Target sands are basal quartz Glauconitic and Lower Mannville which are characterized as
having high porosity and permeability. It is anticipated that the current drilling program can add in excess of 150
bop/d (net to Strategic) of potential production.

Existing Wells
Prospective Wells
Il Working Interest Lands

a1

PLANS ARE IN PLACETO
MAXIMIZE EXPLOITATION
OPPORTUNITIES AT OIL
PROPERTIES INTABER
AND CONRAD IN
SOUTHEAST ALBERTA.
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Conrad

Strategic holds a 100% working interest in and operates a mature medium gravity oil property at Conrad, in southern
Alberta. There are 19 oil wells and a production facility. The field currently produces oil from the Ellis Member of
the Sawtooth Formation (1,000 m in depth) at a total rate of approximately 85 boe/d. The geological setting for the
Sawtooth Formation at Conrad is a series of sands on-lapping a Mississippian high. Qil was first discovered in these
reservoirs in the 1940’s. While the gravity of the oil is variable in the area due to the influence of fresh water infusion
from the Sweetgrass Arch to the south, the average gravity of these wells is 23-24 degree API. This water infusion
provides a tremendous water drive for the medium gravity pools in the area. Strategic’s wells at Conrad have a long
reserve life and have been producing medium gravity oil at a steady rate for several decades.

Strategic has recently licensed a horizontal well (8-23Hz), which spud on July 8, 2010. This well is planned as a
multi-leg horizontal well that will target the Sawtooth formation. This well is targeting production of 50-100 bop/d
of medium API oil. Success on the 8-23 well will help determine the extent and continuity of the porous sand and,
if successful, has the potential to open up over ten additional locations.

Existing Wells
Prospective Wells
Il Working Interest Lands
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Summary of Oil and Gas Reserves

Light and Medium Oil Heavy Oil Natural Gas Natural Gas Liquids | Total Oil Equivalent
Company Company | Company Company | Company Company [ Company Company | Company Company
Reserves Category Gross Net Gross Net Gross Net Gross Net Gross Net
Mbbl Mbbl Mbbl Mbbl MMcf MMcf Mbbl Mbbl Mbbl Mbbl

PROVED
Developed Producing 148 134 173 171 1,051 888 108 82 604 535
ﬁf}ﬁ‘f;‘;ggﬂcmg - - 15 15 19 18 2 1 20 19
Undeveloped - - - - 213 172 26 21 62 50
TOTAL PROVED 148 134 188 186 1,283 1,078 136 104 686 603
PROBABLE 279 238 57 55 900 737 108 79 593 495
;EJQLPIFK%%\;{AEB?_E 427 372 244 241 2,183 1,815 244 183 1,279 1,099

Net Present Values of Future Net Revenue

Before Income Taxes Discounted at (%/year)

Reserves Category 0% 5% 10% 15% 20%
M$ M$ M$ M$ M$
PROVED
Developed Producing 16,542 13,5683 11,576 10,125 9,027
Developed Non-Producing 538 489 448 412 381
Undeveloped 434 259 149 77 28
TOTAL PROVED 17514 14,331 12,173 10,614 9,436
PROBABLE 17,549 12,093 8,933 6,901 5,499
;gggkgEgVED PLUS 35,063 26,424 21,105 17515 14,936
Undeveloped Land
Gross acres Net acres
Owned 198,100 25,600
Land Under Option 47,300 11,800
Total 245,400 37,400
Pricing Assumptions — Forecast Prices and Costs
Natural Gas Crude Oil Natural Gas Liquids CDN/US
Midwest Price AECO-NIT WTI Exchange
@ Chicago Spot @ Cushing  EDM Ref Price Ethane Propane Butane Rate
Year  ($US/MMBTU) (C$/MMBTU) ($US/BBL) ($/BBL) ($/BBL) ($/BBL) ($/BBL)
2010 6.10 5.96 80.00 83.26 20.02 52.46 64.11 0.950
20M 7.10 6.79 83.00 86.42 22.88 54.45 66.54 0.950
2012 7.20 6.89 86.00 89.58 23.24 56.43 68.98 0.950
2013 7.25 6.95 89.00 92.74 23.43 58.42 71.41 0.950
2014 7.45 7.05 92.00 95.90 23.79 60.42 73.84 0.950
2015 7.60 7.16 93.84 97.84 24.15 61.64 75.33 0.950
2016 7.85 742 95.72 99.81 25.06 62.88 76.85 0.950
2017 8.35 7.95 97.64 101.83 26.88 64.15 78.41 0.950
2018 8.89 8.52 99.59 103.88 28.84 65.45 79.99 0.950
2019 9.06 8.69 101.58 105.98 29.46 66.77 81.60 0.950
2020 +2.0% +2.0% +2.0%l/yr +2.0%/yr +2.0%l/yr +2.0%/yr +2.0%/yr 0.950

All prices escalate at 2% per year after 2020



