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Management’s Report

Management’s Responsibility on Consolidated Financial Statements

Management is responsible for the preparation of the accompanying consolidated financial statements. The consolidated
financial statements have been prepared in accordance with the accounting policies detailed in the notes thereto. In
Management’s opinion, the consolidated financial statements are in accordance with International Financial Reporting
Standards as issued by the International Accounting Standards Board, have been prepared within acceptable limits of
materiality, and have utilized supportable, reasonable estimates.

Management is responsible for the integrity of the consolidated financial statements. We ensure that the financial
statements are prepared by qualified personnel, and that our organizational structure provides appropriate delegation of
authority and division of responsibilities. Our policies and procedures are communicated throughout the organization
including a written ethics and integrity policy that applies to all employees including the chief executive officer and chief
financial officer.

The Board of Directors approves the consolidated financial statements. Their financial statement related responsibilities
are fulfilled mainly through the Audit Committee. The Audit Committee is composed of a majority of independent
directors, all with financial expertise. The Audit Committee meets regularly with Management and the external auditors to
discuss reporting and control issues and ensures each party is properly discharging its responsibilities. The Audit
Committee also considers the independence of the external auditors and reviews their fees.

Deloitte LLP (“Deloitte”), an independent firm of chartered accountants, was appointed by the shareholders to audit the

consolidated financial statements of the Company and to provide an independent professional opinion. Deloitte’s audit
opinion is attached to these consolidated financial statements.

“Signed” “Signed”

Gurpreet Sawhney, President & Chief Executive Officer Aaron Thompson, Chief Financial Officer

March 31, 2015
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850 2™ Street S.W.
Calgary AB T2P OR8
Canada

Tel: 403-267-1700
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INDEPENDENT AUDITOR’S REPORT
To the Shareholders of Strategic Oil & Gas Ltd.

We have audited the accompanying consolidated financial statements of Strategic Oil & Gas
Ltd. and its subsidiaries, which comprise the consolidated balance sheets as at December 31,
2014 and December 31, 2013 and the consolidated statements of loss and comprehensive loss,
consolidated statements of changes in shareholders’ equity and consolidated statements of
cash flows for the years then ended, and a summary of significant accounting policies and other
explanatory information.

Management's Responsibility for the Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated
financial statements in accordance with International Financial Reporting Standards, and for
such internal control as management determines is necessary to enable the preparation of
consolidated financial statements that are free from material misstatement, whether due to fraud
or error.

Auditor's Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on
our audits. We conducted our audits in accordance with Canadian generally accepted auditing
standards. Those standards require that we comply with ethical requirements and plan and
perform the audit to obtain reasonable assurance about whether the consolidated financial
statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the consolidated financial statements. The procedures selected depend on the
auditor's judgment, including the assessment of the risks of material misstatement of the
consolidated financial statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internal control relevant to the entity's preparation and fair
presentation of the consolidated financial statements in order to design audit procedures that
are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity's internal control. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of accounting estimates
made by management, as well as evaluating the overall presentation of the consolidated
financial statements.

We believe that the audit evidence we have obtained in our audits is sufficient and appropriate
to provide a basis for our audit opinion.



Opinion

In our opinion, the consolidated financial statements present fairly, in all material respects, the
financial position of Strategic Oil & Gas Ltd. and its subsidiaries as at December 31, 2014 and
December 31, 2013, and its financial performance and its cash flows for the years then ended,
in accordance with International Financial Reporting Standards.

Emphasis of Matter

Without qualifying our opinion, we draw attention to Note 2 to the consolidated financial
statements which indicates that based on current and expected future spending as well as
current commodity prices, Strategic Oil & Gas may require additional funding to support ongoing
operations, development and commercialization of its properties. These conditions, along with
other matters as set forth in Note 2, indicates the existence of a material uncertainty that casts
significant doubt about Strategic Oil & Gas’ ability to continue as a going concern.

Ko lotie Lt

Chartered Accountants
Calgary, Alberta
March 31, 2015



Strategic Oil & Gas Ltd.

Consolidated balance sheets

($000) Note December 31, 2014 December 31, 2013
Assets
Current assets
Cash and cash equivalents S 360 S 226
Inventory 272 379
Trade and other receivables 10,807 9,080
Risk management contracts 17 3,460 -
14,899 9,685
Long-term receivable 10 800 -
Property, plant, and equipment, net 4,6,7 209,999 249,841
Exploration and evaluation assets 5 13,903 14,695
Total Assets S 239,601 S 274,221
Liabilities
Current Liabilities:
Accounts payable and accrued liabilities 5 26,815 S 28,457
Bank indebtedness 9 29,016 63,775
Deferred price premium on flow-through shares 8 - 1,619
Decommissioning liabilities 10 4,007 -
Risk management contracts 17 - 7,276
$ 59,838 $ 101,127
Long term Liabilities:
Risk management contracts 17 - 1,481
Decommissioning liabilities 4,10 50,904 35,932
Total Liabilities S 110,742 S 138,540
Shareholders' Equity
Share capital 11 319,678 197,970
Contributed surplus 10,187 9,227
Deficit (201,006) (71,516)
S 128,859 S 135,681
Total Liabilities and Shareholders’ Equity S 239,601 S 274,221
See accompanying notes to the consolidated financial statements
Going concern (Note 2)
Commitments (Note 20)
Approved by the Board of Directors
“Signed” “Signed”
Thomas Claugus Rodger Hawkins



Strategic Oil & Gas Ltd.

Consolidated statements of loss and comprehensive loss

Year ended December 31

($000, except per share amounts) Note 2014 2013
Revenue
Petroleum and natural gas sales S 82,466 S 78,738
Royalties (17,435) (17,317)
Revenues, net of royalties 65,031 61,421
Unrealized gain (loss) on risk management contracts 17 12,217 (8,533)
Realized loss on risk management contracts 17 (6,322) (2,621)
Other income - 94
$ 70,926 S 50,361
Expenses
Operating S 32,513 S 28,670
Transportation 3,158 4,242
Exploration 5 399 -
General and administrative 7,393 6,200
Finance costs 13 4,563 3,409
Stock-based compensation 12 1,026 1,724
Depletion, depreciation and amortization 42,011 28,033
Impairment 7 114,000 1,098
Gain on disposal of property, plant and equipment 4,16 (2,311) -
S 202,752 S 73,376
Loss before taxes S (131,826) S (23,015)
Deferred tax recovery 14 2,336 699
Net loss and comprehensive loss S (129,490) $ (22,316)
Net loss per weighted average share
Basic S (0.34) S (0.10)
Diluted S (0.34) S (0.10)
Weighted average shares outstanding - Basic 11(c) 381,239,640 217,603,874
Weighted average shares outstanding — Diluted 11(c) 381,239,640 217,603,874

See accompanying notes to the consolidated financial statements

Certain comparative figures have been reclassified to conform to the current year’s presentation.



Strategic Oil & Gas Ltd.

Consolidated statements of changes in shareholders’ equity

For the years ended December 31, 2014 and 2013

Share Contributed
($000) Note Capital Surplus Deficit Total equity
Balance Jan 1, 2014 $ 197,970 S 9,227 S (71,516) S 135,681
Shares issued 11(b) 122,673 - - 122,673
Share issue costs 11(b) (1,170) - - (1,170)
Stock options exercised 11(b) 205 (66) - 139
Stock-based compensation 12 - 1,026 - 1,026
Net loss - - (129,490) (129,490)
Balance December 31, 2014 $ 319,678 S 10,187 S (201,006) S 128,859

Share Contributed

($000) Note Capital Surplus Deficit Total equity
Balance Jan 1, 2013 $ 122,999 $ 7,958 S (49,200) $ 81,757
Shares issued 11(b) 76,687 - - 76,687
Share issue costs 11(b) (2,848) - - (2,848)
Stock options exercised 11(b) 1,132 (455) - 677
Stock-based compensation 12 - 1,724 - 1,724
Net loss - - (22,316) (22,316)
Balance December 31, 2013 $ 197,970 $ 9,227 $ (71,516) $ 135,681

See accompanying notes to the consolidated financial statements



Strategic Oil & Gas Ltd.

Consolidated statements of cash flows

Year Ended December 31

($000) Note 2014 2013
Operating activities:
Net loss for the year S (129,490) (22,316)
Non-cash items:
Depletion, depreciation, and amortization 42,011 28,033
Accretion of decommissioning liabilities 1,188 869
Stock-based compensation 1,026 1,724
Unrealized (gain) loss on risk management contracts (12,217) 8,533
Impairment of property, plant, and equipment 7 114,000 1,098
Exploration expense 399 -
Deferred tax recovery (2,336) (699)
Gain on acquisition - (61)
Gain on disposal of property, plant and equipment (2,311) -
Other non-cash items - (19)
Funds from operations 5 12,270 17,162
Expenditures on decommissioning liabilities 10 S (1,745) (762)
Changes in non-working capital 15 2,871 2,093
Cash provided by operating activities $ 13,396 18,493
Financing activities:
Increase (decrease) in bank loan S (34,758) 29,650
Issue of common shares 113,894 62,005
Issue of flow-through shares 9,497 17,000
Exercise of options 139 677
Share issuance costs (1,171) (2,848)
Cash provided by financing activities S 87,601 106,484
Investing activities:
Expenditures — property, plant and equipment S (98,414) (112,224)
Expenditures — exploration and evaluation assets (2,905) (6,927)
Acquisitions - (10,011)
Proceeds on disposal of property, plant and equipment 3,828 -
Changes in non-cash working capital 15 (3,372) 1,901
Cash used in investing activities S (100,863) (127,261)
Increase (decrease) in cash and cash equivalents during the year $ 134 (2,284)
Cash and cash equivalents, beginning of the year 226 2,510
Cash and cash equivalents, end of the year S 360 226

See accompanying notes to the consolidated financial statements



Strategic Oil & Gas Ltd.

Notes to the consolidated financial statements
December 31, 2013 and 2012

1. Corporate information

Strategic Oil & Gas Ltd. (“Strategic”) is a company registered and domiciled in Alberta. On April 1, 2012, ZinMac Inc.
and Steen River Qil & Gas Ltd., two wholly-owned subsidiaries of Strategic, were amalgamated with Strategic. On
February 28, 2013, Strategic acquired all the outstanding common shares of Strategic Transmission Ltd. in conjunction
with the acquisition of oil and gas assets in northwest Alberta and the Northwest Territories. Strategic Transmission
Ltd. has nominal assets and no liabilities.

Strategic is a publicly traded Company whose shares are listed on the TSX Venture Exchange. Strategic, together with
its subsidiaries, (collectively referred to as the “Company”) is engaged in the exploration for and development of
petroleum and natural gas reserves in Western Canada with insignificant operations in the Western United States.
The Company is headquartered in Canada at Suite 1100, 645 — 7th Avenue SW, Calgary, Alberta.

2. Basis of presentation

a)

b)

<)

Going concern

These consolidated financial statements have been prepared on a going concern basis. The going concern basis of
presentation assumes that the Company will continue in operation for the foreseeable future and will be able to
realize its assets and discharge its liabilities and commitments in the normal course of business. For the year
ended December 31, 2014, the Company reported a net loss of $129.5 million. At December 31, 2014, the
Company had negative working capital of $48.4 million and an accumulated deficit of $201.0 million. The
Company’s cash flows and compliance with debt covenants are highly dependent on realized oil pricing in 2015.
Sustained low commodity prices will put pressure on the Company’s cash flows, and will lead to a material
uncertainty that may cast significant doubt upon the Company’s ability to continue as a going concern.

The Company anticipates being in violation of the working capital covenant of its credit facility (see note 9) as at
March 31, 2015. Strategic is working proactively with its lenders regarding the facility and the covenants. In order
to address the working capital violation, the Company is evaluating measures such as asset sales, other third
party funding alternatives and elimination of all non-critical capital spending programs. There can be no
assurance that these initiatives will be successful.

The consolidated financial statements do not reflect adjustments that would be necessary if the going concern
basis was not appropriate. The appropriateness of the going concern basis is dependent upon, among other
things, the ability to obtain debt or equity financing, a joint venture or a sale of assets in order to have sufficient
funding to meet its obligations that enables the Company to continue as a going concern, the ability to generate
sufficient cash from operations and future profitable operations.

Statement of compliance

These consolidated financial statements have been prepared in accordance with International Financial Reporting
Standards (“IFRS”) issued and outstanding as of December 31, 2014, and were prepared using accounting policies
that are compliant with these standards.

These consolidated financial statements were approved by the Company's Board of Directors on March 31, 2015.
Basis of measurement

These consolidated financial statements have been prepared on a historical cost basis except for cash and cash
equivalents, trade and other receivables, long-term receivable, bank debt, accounts payable and accrued

liabilities, certain share-based payment transactions and risk management contracts, which are measured at fair
value.



Strategic Oil & Gas Ltd.

Notes to the consolidated financial statements
December 31, 2014 and 2013

d)

e)

Functional and presentation currency
These consolidated financial statements are presented in Canadian dollars, the Company’s functional currency.
Estimates and judgments

The timely preparation of the consolidated financial statements in conformity with IFRS requires management to
make estimates and assumptions that affect the reported amounts of assets, liabilities, revenue and expenses for
the period. Actual results may differ from these estimates. Information regarding the significant judgments made
by management in applying the Company's accounting policies and the key sources of estimation uncertainty are
outlined below.

The Company uses estimates of oil and natural gas reserves in the calculation of depreciation and depletion and
also for value in use and fair value less costs to sell (“FVLCS”) calculations of non-financial assets. By their nature,
the estimates of reserves, including estimates of price, costs, discount rates and the related future cash flows, are
subject to measurement uncertainty.

The recoverability of the carrying value of oil and gas properties is assessed at the cash generating unit (“CGU")
level. Determination of the properties and other assets to be included within a particular CGU is based on
management’s judgment with respect to the integration between assets, shared infrastructure and cash flows.
Changes in the assets comprising each CGU impacts recoverable amounts used in impairment assessments and
could have a material impact on net income. At December 31, 2014 and December 31, 2013, Strategic conducts
its operation through 4 CGUs, namely Steen/Marlow, Bistcho, other Canadian and USA.

The transfer of exploration and evaluation assets to property, plant and equipment is based on estimated
reserves used in the determination of an asset’s technical feasibility and commercial viability.

Amounts recorded for decommissioning obligations and the associated accretion are calculated based on
estimates of asset retirement costs, timing of expenditures, risk free interest rates, site remediation and related
cash flows.

Derivative financial instruments are measured at fair value which is subject to management uncertainty, due to
the use of future oil and natural gas prices and the volatility in these prices.

The determination of fair value of stock-based compensation is based on estimates using an option pricing model
which requires estimates of assumptions such as volatility, risk free interest rate, forfeiture rate, and expected
option life.

Tax interpretations, regulations and legislation in the various jurisdictions in which the Company operates are
subject to change. Income taxes are subject to measurement uncertainty, the timing and likelihood of any
recognition of deferred income tax assets, which are assessed by management at the end of the reporting period
to determine the likelihood that they will be realized from future taxable earnings.

10



Strategic Oil & Gas Ltd.

Notes to the consolidated financial statements
December 31, 2014 and 2013

3. Significant accounting policies

a)

b)

Basis of consolidation

Subsidiaries
The consolidated financial statements include the accounts of the Company and its wholly-owned subsidiaries as
follows:

Subsidiary Jurisdiction Nature of operations

Strategic Oil & Gas Ltd. Alberta Parent company

Strategic Oil & Gas, Inc. Wyoming, USA US oil and gas exploration and operations,
inactive

Jed Qil (USA), Inc. Wyoming, USA US holding company

Strategic Transmission Ltd. Northwest Territories Holding company for the Company

Subsidiaries are fully consolidated from the date of acquisition, being the date on which the Company obtains
control, and continue to be consolidated until the date that such control ceases. Control exists when the
Company has the power to govern the relevant activities of an entity so as to obtain benefits from those
activities. The consolidated financial statements of the subsidiaries are prepared using consistent accounting
policies and for the same reporting period as the parent. All inter-company balances and transactions are
eliminated on consolidation.

Joint arrangements

The Company conducts some of its oil and gas production activities through jointly controlled operations and the
financial statements reflect only the Company’s proportionate interest in such activities. Joint control exists for
contractual arrangements governing the Company’s assets whereby the Company has less than 100 per cent
working interest, all of the partners have control of the arrangement collectively, and spending on the project
requires unanimous consent of all parties that collectively control the arrangement and share the associated
risks. The Company does not have any joint arrangements that are individually material to the Company or that
are structured through joint venture arrangements.

Financial instruments

Financial assets and liabilities are recognized when the Company becomes a party to the contractual provisions of
the instrument. Financial assets are derecognized when the rights to receive cash flows from the assets have
expired or when the Company has transferred substantively all the risks and rewards of ownership.

Financial assets and liabilities are offset and the net amount reported in the consolidated balance sheet when
there is a legally enforceable right to offset the recognized amounts and there is an intention to settle on a net
basis, or realize the asset and settle the liability simultaneously.

Subsequent measurement depends upon the classification of the financial instrument as one of:
-Fair value through profit or loss

-Loans and receivables

-Available for sale

-Held to maturity

-Other financial liabilities

11



Strategic Oil & Gas Ltd.

Notes to the consolidated financial statements
December 31, 2014 and 2013

c)

Financial assets at fair value through profit or loss

An instrument is classified at fair value through profit or loss if it is held for trading or is designated as such upon
initial recognition. Financial instruments and financial risk management are designated at fair value through
profit or loss if the Company makes purchase and sale decisions based on their fair value in accordance with the
Company’s documented risk management strategy. Upon initial recognition, any transaction costs attributable to
the financial instruments are recognized through earnings when incurred. Financial instruments at fair value
through profit or loss are measured at fair value, and changes therein are recognized in earnings.

Derivative financial instruments

The Company has entered into certain financial derivative contracts in order to reduce its exposure to market
risks from fluctuations in commaodity prices. These instruments are not used for trading or speculative purposes.
The Company has not designated its financial derivative contracts as effective accounting hedges, and thus has
not applied hedge accounting, even though the Company considers all commodity contracts to be economic
hedges. As a result, all financial derivative contracts are classified as fair value through profit or loss and are
recorded on the balance sheet at fair value. Attributable transaction costs are recognized in earnings when
incurred. The estimated fair value of all derivative instruments is based on quoted market prices and/or third
party market indications and forecasts.

Financial instruments classified as “loans and receivables”, “held to maturity”, or “financial liabilities measured at
amortized cost” are subsequently measured at amortized cost using the effective interest method of

amortization.

Financial assets classified as “available for sale” are measured at fair value, with the changes in fair value
recognized in other comprehensive income.

The Company’s financial assets and financial liabilities are classified and measured as follows:

Financial instrument Classification Subsequent measurement

Cash and cash equivalents Fair value through profit or loss Fair value

Trade and other receivables Loans and receivables Amortized cost using effective
interest method

Accounts payable and accrued Other financial liabilities Amortized cost using effective

liabilities interest method

Bank indebtedness Other financial liabilities Amortized cost using effective
interest method

Risk management contracts Fair value through profit or loss Fair value

Business combinations

The purchase method of accounting is used to account for acquisitions of subsidiaries and assets that meet the
definition of a business under IFRS. The cost of an acquisition is measured as the fair value of the assets given,
equity instruments issued and liabilities incurred or assumed at the date of closing. Identifiable assets acquired
and liabilities and contingent liabilities assumed in a business combination are measured initially at their fair
values at the acquisition date. The excess of the cost of acquisition over the fair value of the identifiable assets,
liabilities and contingent liabilities acquired is recorded as goodwill. If the cost of the acquisition is less than the
fair value of the net assets of the subsidiary acquired, the difference is recognized immediately in the statement
of comprehensive loss. Transaction costs that the Company incurs in connection with a business combination are
expensed as incurred.

12



Strategic Oil & Gas Ltd.

Notes to the consolidated financial statements
December 31, 2014 and 2013

d)

e)

Exploration and evaluation assets

The Company accounts for exploration and evaluation of petroleum and natural gas property (“E&E”) costs in
accordance with IFRS 6 “Exploration for and Evaluation of Mineral Resources”. Costs incurred are classified as
E&E costs when they relate to exploring and evaluating a property for which the Company has the license or right
to explore and extract resources.

Pre-license costs are recognized in the statement of comprehensive loss as incurred. E&E costs, including the
costs of acquiring undeveloped land, geological and geophysical costs, sampling and appraisals and related
drilling costs are initially capitalized until the drilling of the well is complete and the results have been evaluated.
The technical feasibility and commercial viability of extracting a mineral resource is considered to be
determinable when proved or probable reserves are determined to exist. If proved and/or probable reserves are
found, the accumulated costs are tested for impairment and the carrying value net of any impairment is
transferred to property, plant and equipment. Undeveloped land costs are amortized over the initial lease term;
other E&E costs are not amortized.

E&E assets are assessed for impairment if (i) sufficient data exists to determine technical feasibility and
commercial viability, and (ii) facts and circumstances suggest that the carrying amount exceeds the recoverable
amount.

Property, plant and equipment

Development and production costs
The Company recognized property, plant and equipment (“PPE”) assets at cost less accumulated depletion,
depreciation and impairment losses.

Items of property, plant and equipment, which include oil and natural gas development and production assets,
costs incurred in acquiring, developing proved and/or probable reserves and bringing on or enhancing production
from such reserves are measured at cost less accumulated depletion and depreciation and accumulated
impairment losses. The cost of development and production assets includes: transfers from E&E assets, which
generally includes the cost of land and seismic upon determination of technical feasibility and commercial
viability; the cost to drill, complete and tie-in the wells; facility costs; the cost of recognizing provisions for future
restoration and decommissioning; property acquisitions; and directly attributable overheads. Repairs and
maintenance and operational costs that do not extend or enhance the recoverable reserves are charged to profit
or loss when incurred.

The costs of planned major overhaul, turnaround activities and equipment replacement that maintain PPE and
benefit future years of operations are capitalized. Recurring planned maintenance activities performed on shorter
intervals are expensed as operating costs. Replacements outside of a major overhaul or turnaround are
capitalized when it is probable that future economic benefits will flow to the Company and the associated
carrying amount of the replaced asset (or part of a replaced asset) is derecognized.

Development and production assets are grouped into CGUs for impairment testing and depletion calculations.
Gains and losses on disposal of an item of property, plant and equipment, including oil and natural gas interests,

are determined by comparing the proceeds from disposal with the carrying amount of property, plant and
equipment and are recognized in the statement of loss and comprehensive loss.

13



Strategic Oil & Gas Ltd.

Notes to the consolidated financial statements
December 31, 2014 and 2013

f)

Depletion and depreciation

The net carrying value of development and production assets is depleted using the unit of production method by
reference to the ratio of production in the period to the related proved plus probable reserves, taking into
account estimated future development costs necessary to bring those reserves into production and the estimated
salvage value of the assets at the end of their useful lives. Natural gas reserves and production are converted at
the energy equivalent conversion ratio of six thousand cubic feet of natural gas to one barrel of oil, reflecting the
approximate energy content. Where significant parts of an item of property, plant, and equipment have different
lives than the oil and gas reserves, they are accounted for as separate items (major components) and depreciated
over the expected life of the component.

Proved plus probable reserves are estimated annually by independent qualified reserve evaluators and represent
the estimated quantities of crude oil, natural gas and natural gas liquids which geological, geophysical and
engineering data demonstrate with a specified degree of certainty to be recoverable in future years from known
reservoirs and which are considered commercially producible. The estimated useful lives for certain production
assets for the current and comparative years are as follows:

Gas and oil infrastructure Unit of Production
Development and production assets Unit of Production
Corporate assets Straight Line - 5 years
Major components Straight Line - 20 years
Major overhaul and turnaround activities Straight Line — 2-3 years, depending on the
plant
Impairment

Financial assets

A financial asset is assessed at each reporting date to determine whether there is any objective evidence that it is
impaired. A financial asset is considered to be impaired if objective evidence indicates that one or more events
have had a negative effect on the estimated future cash flows of that asset.

An impairment loss in respect of a financial asset measured at amortized cost is calculated as the difference
between its carrying amount and the present value of the estimated future cash flows discounted at the original
effective interest rate.

Individually significant financial assets are tested for impairment on an individual basis. The remaining financial
assets are assessed collectively in groups that share similar credit risk characteristics.

All impairment losses are recognized in the statement of loss and comprehensive loss.

An impairment loss is reversed if the reversal can be related objectively to an event occurring after the
impairment loss was recognized. For financial assets measured at amortized cost the reversal is recognized in
profit or loss.

Non-financial assets

The carrying amounts of the Company’s non-financial assets, other than E&E assets and deferred tax assets, are
reviewed at each reporting date to determine whether there is any indication of impairment at the CGU level. If
any such indication exists, then the carrying value of each CGU, including goodwill is compared to its recoverable
amount. For goodwill and other intangible assets that have indefinite lives or that are not yet available for use an
impairment test is completed each year. E&E assets are assessed for impairment when they are reclassified to
property, plant and equipment, and also if facts and circumstances suggest that the carrying amount exceeds the
recoverable amount.

14



Strategic Oil & Gas Ltd.

Notes to the consolidated financial statements
December 31, 2014 and 2013

g)

The recoverable amount of an asset or a CGU is the greater of its value in use and its fair value less costs to sell.

In assessing value in use, the estimated future cash flows are discounted to their present value using a pre-tax
discount rate that reflects current market assessments of the time value of money and the risks specific to the
asset. Value in use is generally computed by reference to the present value of the future cash flows expected to
be derived from production of proven and probable reserves which are based on forecast prices and costs. Fair
value less costs to sell is determined to be the amount for which the asset could be sold in an arm’s length
transaction.

E&E assets are allocated to related CGU’s when they are assessed for impairment, both at the time of any
triggering facts and circumstances as well as upon their eventual reclassification to producing assets (oil and
natural gas interests in property, plant and equipment).

An impairment loss is recognized if the carrying amount of an asset or its CGU exceeds its estimated recoverable
amount. Impairment losses are recognized in comprehensive loss. Impairment losses recognized in respect of
CGU’s are allocated first to reduce the carrying amount of any goodwill allocated to the units and then to reduce
the carrying amounts of the other assets in the unit (group of units) on a pro rata basis.

An impairment loss in respect of goodwill is not reversed. In respect of other assets, impairment losses
recognized in prior years are assessed at each reporting date for any indications that the loss has decreased or no
longer exists. An impairment loss is reversed if there has been a change in the estimates used to determine the
recoverable amount. An impairment loss is reversed only to the extent that the asset’s carrying amount does not
exceed the carrying amount that would have been determined, net of depletion and depreciation or
amortization, if no impairment loss had been recognized.

Provisions

A provision is recognized if, as a result of a past event, the Company has a present legal or constructive obligation
that can be estimated reliably, and it is probable that an outflow of economic benefits will be required to settle
the obligation. Provisions are determined by discounting the expected future cash flows at a risk free interest
rate. Provisions are not recognized for future operating losses.

Decommissioning liabilities
The Company’s activities give rise to dismantling, decommissioning and site disturbance remediation activities.
Provision is made for the estimated cost of site restoration and capitalized in the relevant asset category.

Decommissioning liabilities are measured at the present value of management’s best estimate of expenditure
required to settle the present obligation at the balance sheet date. Subsequent to the initial measurement, the
obligation is adjusted at the end of each period to reflect the passage of time and changes in the estimated future
cash flows underlying the obligation. The increase in the provision due to the passage of time is recognized as
finance costs whereas increases/decreases due to changes in the estimated future cash flows or changes in
discount rate are capitalized and amortized over the same period as the underlying asset. Actual costs incurred
upon settlement of the decommissioning obligations are charged against the provision to the extent a provision
was established.
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Strategic Oil & Gas Ltd.

Notes to the consolidated financial statements
December 31, 2014 and 2013

h)

i)

k)

Income tax

Income tax expense comprises current tax and deferred tax. Income tax expense is recognized in comprehensive
loss except to the extent that it relates to items recognized directly in equity, in which case it is recognized in
equity.

Current tax is the expected tax payable on the taxable income for the year, using tax rates enacted or
substantively enacted at the reporting date, and any adjustment to tax payable in respect of previous years.

Deferred tax is recognized using the balance sheet method, providing for temporary differences between the
carrying amounts of assets and liabilities for financial reporting purposes and the amounts used for taxation
purposes. Deferred tax is not recognized on the initial recognition of assets or liabilities in a transaction that is not
a business combination. In addition, deferred tax is not recognized for taxable temporary differences arising on
the initial recognition of goodwill. Deferred tax is measured at the tax rates that are expected to be applied to
temporary differences when they reverse, based on the laws that have been enacted or substantively enacted as
of the reporting date. Deferred tax assets and liabilities are offset if there is a legally enforceable right to offset,
and they relate to income taxes levied by the same tax authority on the same taxable entity, or on different tax
entities, but they intend to settle current tax liabilities and assets on a net basis or their tax assets and liabilities
will be realized simultaneously.

A deferred tax asset is recognized to the extent that it is probable that future taxable profits will be available
against which the temporary difference can be utilized. Deferred tax assets are reviewed at each reporting date
and are reduced to the extent that it is no longer probable that the related tax benefit will be realized.

Flow-through common shares

Periodically, the Company finances a portion of its exploration and development activities through the issuance of
flow-through shares. The resource expenditure deductions for income tax purposes related to exploratory
development activities are renounced to investors in accordance with tax legislation. Flow-through shares issued
are recorded in share capital at the fair value of common shares on the date of issue. The premium received on
issuing flow-through shares is initially recorded as a liability. As qualifying expenditures are incurred, the premium
is reversed and a deferred income tax liability is recorded. Any difference between the issuance premium and the
deferred income tax liability is recognized as deferred income tax expense/recovery.

Earnings per share

Basic earnings per share (“EPS”) is calculated by dividing the net loss for the period attributable to equity owners
of the Company by the weighted average number of common shares outstanding during the period.

Diluted EPS is calculated by adjusting the weighted average number of common shares outstanding for dilutive
instruments. The number of shares included with respect to options, warrants and similar instruments is
computed using the treasury stock method. The Company’s potentially dilutive common shares comprise stock
options and warrants granted to employees and directors.

Finance income and expenses

Finance expense comprises interest expense on borrowings, accretion of the discount on decommissioning
liabilities and impairment losses recognized on financial assets.
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n)

Borrowing costs incurred for the construction of qualifying assets are capitalized during the period of time that is
required to complete and prepare the assets for their intended use or sale. All other borrowing costs are
recognized in comprehensive loss using the effective interest method. The capitalization rate used to determine
the amount of borrowing costs to be capitalized is the weighted average interest rate applicable to the
Company’s outstanding borrowings during the period.

Interest income is recognized as it accrues in comprehensive loss, using the effective interest method.
Revenue recognition

Revenue from the sale of oil and natural gas is recognized when the significant risks and rewards of ownership is
transferred, which is generally when title passes to the customer in accordance with the terms of the sales
contract. Revenue from the production of oil and natural gas from properties in which the Company has an
interest with other producers is recognized on the Company’s net working interest only.

Inventory

Inventory of crude oil, consisting of production for which title has not yet transferred to the buyer, is valued at
the lower of cost or net realizable value, based on per barrel weighted average cost of production.

New accounting policies

Future Accounting Policy Changes

In May 2014, the IASB issued IFRS 15 "Revenue from Contracts with Customers," which replaces IAS 18
"Revenue," IAS 11 "Construction Contracts," and related interpretations. The standard is required to be adopted
either retrospectively or using a modified transition approach for fiscal years beginning on or after January 1,
2017, with earlier adoption permitted. IFRS 15 will be applied by the Company on January 1, 2017 and the
Company is currently evaluating the impact of the standard on its financial statements.

In July 2014, the IASB completed the final elements of IFRS 9 "Financial Instruments." The standard supersedes
earlier versions of IFRS 9 and completes the IASB’s project to replace IAS 39 "Financial Instruments: Recognition
and Measurement." IFRS 9, as amended, includes a principle-based approach for classification and measurement
of financial assets, a single 'expected loss’ impairment model and a substantially-reformed approach to hedge
accounting. The standard will come into effect for annual periods beginning on or after January 1, 2018, with
earlier adoption permitted. IFRS 9 will be applied by the Company on January 1, 2018 and the Company is
currently evaluating the impact of the standard on its financial statements.

Changes in Accounting Policies

As of January 1, 2014, the Company adopted several new IFRS standards and amendments in accordance with the
transitional provisions of each standard. A brief description of each new standard and its impact on the
Company's consolidated financial statements follows below:

IAS 36 “Impairment of Assets”

This standard has been amended to reduce the circumstances in which the recoverable amount of CGUs is
required to be disclosed and clarify the disclosures required when an impairment loss has been recognized or
reversed in the period. The retrospective adoption of these amendments impact the Company’s disclosures in
the notes to the consolidated financial statements in periods when an impairment loss or impairment reversal is
recognized.
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IAS 39 “Financial Instruments: Recognition and Measurement”

This standard has been amended to clarify that there would be no requirement to discontinue hedge accounting
if a hedging derivative was novated, provided certain criteria are met. The retrospective adoption of the
amendments does not have any impact on the Company’s consolidated financial statements.

IFRIC 21 “Levies”

This standard was developed by the IFRS Interpretations Committee (“IFRIC”) and is applicable to all levies
imposed by governments under legislation, other than outflows that are within the scope of other standards
(e.g., IAS 12 “Income Taxes”) and fines or other penalties for breaches of legislation. The interpretation clarifies
that an entity recognizes a liability for a levy when the activity that triggers payment as identified by the relevant
legislation, occurs. It also clarifies that a levy liability is accrued progressively only if the activity that triggers
payment occurs over a period of time, in accordance with the relevant legislation. Lastly, the interpretation
clarifies that a liability should not be recognized before the specified minimum threshold to trigger that levy is
reached. The retrospective adoption of this interpretation does not have any impact on the Company’s financial
statements.

Asset disposition and acquisitions

a) On June 16, 2014, the Company sold certain oil and gas assets in central Alberta for a total cash consideration
of $3.39 million.

($000) December 31, 2014
Property, plant and equipment net book value S 1,597
Decommissioning obligations on assets sold (170)
Gain on disposition of assets 1,967
Purchase price paid in cash $ 3,394

b) On February 28, 2013, the Company acquired oil and gas assets in northwest Alberta and the Northwest
Territories (“Cameron Hills and Bistcho Assets”) for a total cash consideration of $9.6 million.

($000) December 31, 2013
Property, plant and equipment S 23,874
Inventory 403
Decommissioning obligations assumed (14,579)
Gain on acquisition of assets (61)
Purchase price paid in cash S 9,637

For the year ended December 31, 2013, the Company recorded total revenues of $11.5 million and the net
income of $0.60 million in respect of the acquired assets, from the date of acquisition.

c) On January 28, 2013, the Company acquired a royalty interest at Steen River for cash consideration of $0.4
million.
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5. E&E assets

($000) December 31, 2014 December 31, 2013
Opening balance S 14,695 S 11,129
E&E expenditures 2,905 6,927
E&E transfer to Property, plant and equipment (702) (683)
E&E expense (399) -
Amortization (2,596) (2,678)
Closing balance S 13,903 S 14,695

In 2014, the Company expensed $0.4 million (2013 - $nil) related to seismic expenditures on land which is not
intended to be further explored in the future.

6. Property, plant, and equipment

($000)

Carrying value before accumulated depletion and depreciation D&P Assets Office Total
As at December 31, 2013 S 332,280 S 1,106 S 333,386
Additions 98,345 69 98,414
E&E transfer 702 - 702
Dispositions (Note 4) (5,637) (5) (5,642)
Change in decommissioning liabilities estimates 11,165 - 11,165
As at December 31, 2014 $ 436,855 $ 1,170 $ 438,025
($000)

Accumulated depreciation and depletion D&P Assets Office Total
As at December 31, 2013 S 82,777 S 768 S 83,545
Depreciation and depletion 39,240 175 39,415
Depreciation and depletion capitalized to inventory 111 - 111
Dispositions (Note 4) (4,040) (5) (4,045)
Impairment (Note 7) 109,000 - 109,000
As at December 31, 2014 S 227,088 $ 938 § 228,026
($000)

Net carrying value D&P Assets Office Total
As at December 31, 2014 S 209,767 $ 232 $ 209,999
($000)

Carrying value before accumulated depletion and depreciation D&P Assets Office Total
As at December 31, 2012 S 193,163 S 858 S 194,021
Additions 111,976 248 112,224
E&E transfer 683 - 683
Acquisitions 24,249 - 24,249
Change in decommissioning liabilities estimates 2,209 - 2,209
As at December 31, 2013 S 332,280 $ 1,106 $ 333,386
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($000)

Accumulated depreciation and depletion D&P Assets Office Total
As at December 31, 2012 S 56,582 S 511  $ 57,093
Depreciation and depletion 25,097 257 25,354
Impairment 1,098 - 1,098
As at December 31, 2013 S 82,777 S 768 $ 83,545
($000)

Net carrying value D&P Assets Office Total
As at December 31, 2013 $ 249,503 S 338 § 249,841

Substantially all of the Company’s development and production assets are located within Canada. The cost of PPE
includes amounts in respect of the provision for decommissioning obligations. For the year ended December 31,
2014, $1.8 million of direct general and administrative expenses were capitalized to PPE ($2.2 million for the year
ended December 31, 2013).

Future capital costs of $132.3 million (December 31, 2013 - $97.5 million) have been included in the depletable
balance as at December 31, 2014. Depletion has been calculated using proved plus probable reserves. Major
components account for $75.6 million (December 31, 2013 - $50.4 million) and are depreciated separately.

Impairment

The Company’s exploration, development and production assets are aggregated into CGUs based on their ability to
generate largely independent cash flows.

The recoverable amount was determined based on the fair value less costs to sell method for reserves as well as
resources estimated by management to be realized based on planned future drilling locations not considered in the
reserve report. The key assumptions used in determining the recoverable amount include the future cash flows using
reserve and resource forecasts, forecasted commodity prices, discount rates, inflation rates and future development
costs estimated for reserves by independent reserve engineers and by internal estimates based on historical
experiences and trends for planned future drilling locations.

The estimated cash flows were based on future cash flows of proved plus probable reserves discounted at a pre-tax
rate of 10 percent (2013 — 10 percent). The future cash flows also consider, when appropriate, past capital activities,
observable market conditions, comparable transactions and future development costs primarily based on anticipated
development capital programs.

The value of resources incremental to the reserve report was obtained from internal analysis completed by
management most notably through the review of its drilling program results and future drilling plans outlined in its
current five-year plan. This was further supported by contingent resource studies that were compiled by independent
reserve engineers. Based on this internal analysis, Strategic identified and risked potential drilling locations that were
not assigned any proved plus probable reserves. The value attributed to these additional drilling locations was
included in the recoverable amount, based on the net present value of proved undeveloped locations within the same
resource play from the Company’s most recent annual reserve report. A discount rate of 12 percent was applied to
determine an estimate of the present value of the future cash flows from these future drilling locations.
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In determining the future net cash flows, the Company utilized benchmark pricing forecasts from its reserve
evaluator. The impairment test at December 31, 2014 was based the following forward commodity price estimates:

Natural Gas Crude Oil
AECO Gas Price Edmonton Par Price West Texas Intermediate
(Cdn$/mmbtu) (Cdn$/bbl) (UsS/bbl)
2015 3.50 61.75 55.00
2016 4.00 83.20 75.00
2017 4.25 88.90 80.00
2018 4.50 94.60 84.90
2019 4.70 99.60 89.30
2020 5.00 104.70 93.80
2021 5.30 106.90 95.70
2022 5.50 109.00 97.60
2023 5.70 111.20 99.60
2024 5.90 113.50 101.60
Thereafter +2.0%/yr +2.0%/yr +2.0%/yr

The impairment test resulted in impairment of property, plant and equipment of $109.0 million and impairment of
deferred costs of $5.0 million being recognized for the year ended December 31, 2014 (December 31, 2013 - $1.1
million). Impairment on these CGUs arose primarily due to a fall in oil prices. Further declines to commodity prices for
crude oil and natural gas could result in additional impairment charges in future periods.

Year ended December 31, 2014 ($000) Impairment Expense Recoverable Amount
Steen/Marlow CGU S 97,111 S 195,847
Bistcho CGU 14,811 12,237
Other Canadian CGU 2,078 1,605
Total S 114,000 S 209,689

A change in discount rate of 1.0% would have resulted in a change in impairment of $12.16 million for the year ended
December 31, 2014 (2013-$0.005 million), while a ten percent decrease in the forward commodity price estimate,
keeping exchange rates consistent, would result in an additional impairment of approximately $49.31 million (2013 —
five percent decrease for additional impairment of $0.9 million).

8. Deferred price premium on flow-through shares

($000) December 31,2014 December 31, 2013
Balance, beginning of the year S 1,619 S -
Additional deferred price premiums on flow-through shares 717 2,318
Flow-through renunciation (2,336) (699)
Balance, end of the year S - S 1,619

In 2014, the Company issued 21,582,983 common shares on a flow through basis with an aggregate flow through
share premium of $0.7 million. In 2013, the Company issued 15,454,545 common shares on a flow through basis with
an aggregate flow through share premium of $2.3 million. In 2014, the tax value of the flow through shares issued
was renounced to shareholders and $2.3 million (2013 - $0.7 million) was recognized as a deferred tax recovery in
comprehensive loss.
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10.

Bank loan

At December 31, 2014, the Company had a $80 million credit facility (the “Facility”) with a Canadian Chartered bank.
Subsequent to December 31, 2014, the Facility was reduced to $60 million, comprised of a $40 million revolving
operating loan, with the balance being a non-revolving facility that will be reduced at a rate of $0.5 million per month
starting April 1, 2015. Amounts outstanding under the operating loan are repayable on demand, and bear interest at a
rate of 0.5% to 2.5% over the bank’s prime lending rate for prime loans, or at bankers’ acceptance rates plus a
stamping fee ranging from 1.75% to 3.75%, depending on Strategic’s debt to cash flow ratio. Amounts due under the
non-revolving facility bear interest at a rate of 2.00% above the interest rates on the operating loan. The Facility is
secured by a general security agreement including a floating charge on all property, plant and equipment. The Facility
contains a financial covenant that requires the Company to maintain an adjusted working capital ratio of not less than
1:1, but for the purpose of the calculation the unused portion of the revolving operating line is included in current
assets and, the current portion of debt and risk management liabilities are both excluded from current liabilities. As of
December 31, 2014, the Company was in compliance with all covenants under the Facility. However, the Company
anticipates that it will be in violation of the working capital covenant of the facility at March 31, 2015 (see note 2(a)).
The Company has $4.4 million letters of credit outstanding with third parties which reduce the amount of funds
available under the Facility. The Facility has a renewal date of May 1, 2015.

Decommissioning liabilities

Total future decommissioning liabilities are estimated based on the Company’s net working interest in all wells and
facilities, the estimated costs to abandon and reclaim the wells and facilities and the estimated timing of the costs to
be incurred in future periods. These costs are expected to be incurred over a range up to 34 years, depending on the
estimated reserve life. The undiscounted amount of the estimated costs at December 31, 2014 were $86.4 million
(December 31, 2013 - $59.8 million). The estimated costs have been discounted at a risk free rate from 1.01% to
2.33% (December 31, 2013 — 1.13% to 3.20%) and an inflation rate of 2% (December 31, 2013 — 2%) was applied.

The following table reconciles the changes to the Company’s decommissioning liabilities:

($000) December 31, 2014 December 31, 2013
Balance beginning of the year S 35,932 S 19,036
Liabilities incurred during the year 1,349 875
Acquisition of liabilities - 14,579
Disposition of liabilities (170) -
Expenditures on existing liabilities (1,745) (762)
Change in estimated future cash flows 13,655 5,263
Change in discount rate 4,702 (3,928)
Accretion 1,188 869
Balance end of year S 54,911 S 35,932
Current at December 31, 2014 and 2013 4,007 -
Long term at December 31, 2014 and 2013 S 50,904 S 35,932

In 2014, the change in estimated future cash flows includes additional decommissioning liabilities which were
recorded related to soil remediation at Steen River for $8.5 million, pipeline reclamation at Steen River for $2.3
million, pipeline reclamation at Bistcho for $2.3 million and pipeline reclamation at other Canadian wells for $0.5
million. $3.5 million of the Steen River amounts are to be expended by the end of 2016 and the rest by the end of
2048. The company has accrued $2.9 million for the amounts due from its insurer for certain decommissioning
liabilities. The Bistcho and other Canadian wells amounts are expected to be expended by the end of 2033 and 2036
respectively.
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11. Share capital

a) Authorized
The Company is authorized to issue an unlimited number of common shares without par value.

b) Issued and outstanding

($000) # of Shares Amount
Balance as at January 1, 2013 186,415,268 § 122,999
Exercise of options 788,333 1,132
Shares issued 73,397,045 76,687
Share issue costs - (2,848)
Balance as at December 31, 2013 260,600,646 S 197,970
Exercise of options 400,000 $ 205
Shares issued 281,317,983 122,673
Share issue costs - (1,170)
Balance as at December 31, 2014 542,318,629 $ 319,678

On March 31, 2014, the Company issued 100.0 million common shares via a private placement at a price of $0.50
per common share for gross proceeds of $50.0 million (net proceeds of $49.3 million after transaction costs). Of
the $50.0 million gross proceeds, $40 million (80 million common shares) was purchased by entities controlled by
a director of the Company and an additional $0.29 million (0.6 million common shares) were purchased by
directors and officers of the Company.

The Company completed a $73 million private placement of common shares in 2014, closing the first tranche on
September 30, 2014 and the second tranche on October 7, 2014. Strategic issued a total of 159.7 million common
shares priced at $0.40 per share and 21.6 million shares issued on a flow-through basis pursuant to the Income Tax
Act (Canada) at $0.44 per share, for gross proceeds of $73.4 million ($73.0 million after transaction costs). As part
of the private placement, 132.5 million common shares ($53.0 million) were acquired by entities controlled by a
director of the Company, and another 7.1 million common shares ($2.7 million) were acquired by directors and
officers of the Company.

c) Weighted average shares

December 31, 2014 December 31, 2013
Weighted average shares (basic) 381,239,640 217,603,874
Weighted average shares (diluted) 381,239,640 217,603,874
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12. Stock-based compensation

The Company has a stock option plan under which officers, directors, consultants and employees are eligible to
receive stock options. The Company may reserve for issuance under the plan up to 10% of the issued and outstanding
common shares. Options granted under the plan generally have a term of five years and vest at terms to be
determined by the directors. Vesting terms have varied from immediate vesting to a three year vesting period. During
December 2014, the Company issued 6,585,000 common share options which will vest over three years. These

options expire five years from the date of issue.

The outstanding number and weighted average exercise price of stock options are as follows:

Number of options

Weighted average

Exercise Price

Balance - January 1, 2013 12,483,333 S 0.96
Issued 1,755,000 1.14
Exercised (788,333) 0.86
Expired (215,000) 1.27
Balance at December 31, 2013 13,235,000 S 0.98
Issued 6,585,000 0.42
Exercised (400,000) 0.35
Cancelled/Forfeited (961,666) 1.00
Expired (3,145,000) 0.82
Balance at December 31, 2014 15,313,334 S 0.79

The following table sets out the outstanding and exercisable options as at December 31, 2014:

Outstanding Options

Exercisable Options

Weighted Weighted Weighted

Average Average Average

Exercise Life in Number of Exercise

Number of Options Price Years Options Price
6,395,000 S 042 4.67 2,134,984 S 042
108,334 0.47 4.33 38,340 0.47
570,000 0.64 0.61 556,668 0.64
530,000 0.83 2.89 526,667 0.83
1,365,000 0.90 2.15 1,365,000 0.90
165,000 0.95 2.53 146,668 0.94
1,360,000 1.10 1.04 1,356,667 1.10
4,435,000 1.16 2.99 4,281,671 1.16
10,000 1.19 3.40 6,667 1.19
375,000 1.30 3.10 250,000 1.30
15,313,334 $ 0.79 3.36 10,663,332 $ 0.92

The fair value of the options granted was estimated on the date of grant using a Black-Scholes option pricing model

with the following weighted average inputs:

December 31, 2014

December 31, 2013

Assumptions

Risk free interest rate (%)

Expected life (years)

Expected volatility (%)

Forfeiture rate (%)

Weighted average fair value of options granted ($)

1.52
3.65
74.36
12.30
0.18

1.66
3.79
81.46
4.24
0.52
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The Company recorded compensation expense of $1.03 million (2013 — $1.7 million) relating to the stock option plan
for the year ended December 31, 2014. Forfeiture rate is calculated based on historical forfeiture data of the
Company. The weighted average share price at the date of exercise for share options exercised in 2014 was $0.55
(2013 - $1.27).

13. Finance costs

Year ended December 31

($000) 2014 2013
Interest expense S 3,375 S 2,595
Foreign exchange gain realized - (55)
Accretion of decommissioning liabilities 1,188 869

S 4,563 S 3,409

14. Income Taxes

The following table reconciles the expected income tax expense (recovery) at the Canadian federal and provincial
statutory income tax rates to the amounts recognized in the consolidated statements of loss and comprehensive loss
for the years ended December 31, 2014 and 2013.

(5000) 2014 2013
Loss before income taxes (131,826) (23,015)
Statutory income tax rates 25.0% 25.0%
Expected income tax recovery (32,956) (5,754)
Non-deductible expenses 10 6
Non-taxable portion of capital gain on sale of investment - -
Share issuance costs (293) -
Changes in tax rates (3) -
Tax effect of flow-through shares 3,006 583
Change in estimates - 170
Change in unrecorded deferred tax benefits 27,644 3,864
Stock-based compensation 256 432
Income tax recovery (2,336) (699)

25



Strategic Oil & Gas Ltd.

Notes to the consolidated financial statements

December 31, 2014 and 2013

Details of deferred income tax assets (liabilities) are as follows:

(S000) December 31, 2014 December 31, 2013
Deferred income tax assets (liabilities)
Non-capital loss carry forwards 54,639 44,617
Share issuance costs 809 963
Oil and gas properties - US 1,820 1,810
Qil and gas properties - Canada 2,967 (14,001)
Decommissioning liabilities 12,868 8,985
Risk management contract (865) 2,189
Other 83 113
Total gross deferred income tax assets 72,320 44,676
Deferred tax benefits not recognized (72,320) (44,676)

Net deferred tax asset

At this stage of the Company’s development, it cannot be reasonably estimated that there will be future taxable
profits, so no deferred income tax assets were recognized.

As at December 31, 2014, the Company has non-capital losses of approximately $218.56 million (2013 - $178.5
million) which may be carried forward to apply against future years’ taxable income for Canadian tax purposes,
subject to final determination by taxation authorities and expiring as follows:

($000)

2023 1,164
2024 31,843
2025 31,843
2026 18,057
2027 14,559
2028 5,863
2029 22,527
2030 1,443
2031 20,743
2032 35,398
2033 35,778
2034 3,504
218,556
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15. Supplemental cash flow information

($000) December 31,2014  December 31, 2013
Interest paid S 3,375 S 1,618
Taxes paid - _
Total $ 3,375 S 1,618

Changes in non-cash working capital

Trade and other receivables ™/ S 923 S (107)
Inventory 107 (200)
Inventory acquired - 403
Accumulated depletion in inventory 111 -
Accounts payable and accrued liabilities (1,642) 3,898

$ (501) $ 3,994
Operating 2,871 2,093
Investing (3,372) 1,901

S (501) S 3,994

(1): included in the trade and other receivables is S0.25 million of transfer to long-term receivable.

16. Related parties
a) Transactions with related parties

Legal fees in the amount of $0.37 million (2013 - $0.45 million) were incurred and paid to a legal firm of which a
director is a partner, and are included as general and administrative expenses or share issue costs. Software charges
of $0.20 million (2013 - $0.20 million) were incurred and paid to a software firm which is controlled by an officer of
the Company. Accounts payable and accrued liabilities at 2014 include $0.09 million (2013 - $0.31 million) due to
related parties. The above transactions were conducted in the normal course of operations and were recorded at
exchange amounts which were agreed upon between the Company and the related parties. See note 11 for shares
purchased by directors of the Company.

In 2014, the Company disposed of a working interest in a non-producing property to a company controlled by a
director for consideration of $0.3 million, which was deemed fair value of the property at the sale date. As the
property had a $nil carrying value, a $0.3 million gain on disposition of property, plant and equipment was recorded
in the period.

b) Transactions with key management personnel

The Company has determined that the key management personnel of the Company consist of its officers and
directors. Short-term benefits are comprised of salaries and directors fees, annual bonuses, and other benefits. In
addition, the Company provides share-based compensation to its key management personnel under the long-term
incentive plans and the officers participate in the Company’s share option plan. The compensation included in general
and administrative expenses relating to key management personnel for the year is as follows:

($000) 2014 2013
Salaries, wages and other short-term benefits $ 1,968 S 2,059
Stock-based compensation 655 860
Total compensation $ 2623 S 2,919

See note 11 for shares purchased by key management personnel.
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17. Financial instruments and financial risk management

The Company’s financial instruments include cash and cash equivalents, trade and other receivables, bank debt,
accounts payable and accrued liabilities, long-term receivable, share-based payment transactions and derivative
financial instrument contracts. The carrying values of cash and cash equivalents, accounts receivable, accounts
payable and accrued liabilities and bank indebtedness approximate their fair values due to their relatively short
periods to maturity.

The Company is required to classify fair value measurements using a hierarchy that reflects the significance of the
inputs used in making the measurements. The fair value hierarchy is as follows:

. Level 1 - quoted prices in active markets for identical assets or liabilities;

. Level 2 - inputs other than quoted prices included in Level 1 that are observable for the asset or liability,
either directly or indirectly; and

. Level 3 - inputs for the asset or liability that are not based on observable market data.

The fair value of cash and cash equivalents is measured at level 1. The fair value of risk management contracts is
measured at level 2.

The Company’s risk management policies are established to identify and analyze the risks faced by the Company,
to set appropriate risk limits and controls, and to monitor risks and adherence to market conditions and the
Company’s activities. The Company has exposure to credit risk, liquidity risk and market risk as a result of its
use of financial instruments. The following presents information about the Company’s exposure to each of the above
risks and the Company’s objectives, policies and processes for measuring and managing commodity risks. Further
guantitative disclosures are included throughout these consolidated financial statements.

a) Market risk

Market risk consists of interest rate risk, currency risk and commodity price risk. The objective of market
risk management is to manage and control market risk exposures within acceptable limits, while maximizing
returns. The Company may use both financial derivatives and physical delivery sales contracts to manage
market risks.

Commodity price risk

Commodity price risk is the risk that the fair value of assets or liabilities or future cash flows will fluctuate as a
result of changes in commodity prices. Commodity prices for petroleum and natural gas are impacted by world
economic and geopolitical events that dictate the levels of supply and demand as well as the relationship
between the Canadian and United States dollar. The Company may, in certain circumstances, enter into forward
oil or natural gas sales contracts to mitigate commaodity price risk.

At December 31, 2014, the following risk management contracts were outstanding with a fair value of $3.46
million (December 31, 2013 - liability of $8.76 million).
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Financial WTI Crude Oil Contracts

Term Contract Type | Volume (bbl/d) Fixed Price Index
(CADS/bbl)
01-Jan-2015 30-Jun-2015 Swap 750 90.15 WTI - NYMEX
01-Jul-2015 31-Dec-2015 |  Option 250 90.00 WTI - NYMEX

@ Counterparty has an option to convert into a swap at the fixed price indicated. The option expires monthly during the contract term.

For the year ended December 31, 2014, if oil prices changed by $1.00 per bbl, net income would have changed by
$0.7 million. If natural gas prices changed by $0.25 per Mcf, then net income would have changed by $0.5
million.

The Company does not apply hedge accounting to these risk management contracts and they are recorded as fair
value with changes in fair value included in the consolidated statement of loss and comprehensive loss. For the
year ended December 31, 2014, the Company recorded unrealized gains on risk management contracts of $12.22
million (December 31, 2013 — unrealized losses of $8.53 million).

The following table summarizes the fair value as at December 31, 2014 and the change in fair value for the year:

($000) December 31,2014  December 31, 2013
Net derivative liabilities, beginning of year $ (8,757) S (224)
Unrealized change in fair value 12,217 (8,533)
Net derivative liabilities, end of year 3,460 (8,757)
Derivative assets, end of year S 3,460 S -
Gross derivative liabilities, end of year - (8,757)

Net realized losses on risk management contracts for the year ended December 31, 2014 was $6.32 million
(December 31, 2013 — $2.62 million).

Interest rate risk

The Company is exposed to interest rate risk as changes in interest rates may affect future cash flows. The
Company’s primary debt facility has a floating interest rate that will fluctuate based on prevailing market
conditions. Cash flows are sensitive to changes in interest rates on this instrument. As at December 31, 2014, if
interest rates had increased by 1% with all other variables held constant, net income would have decreased by
$0.46 million (2013 — $0.49 million).

Foreign exchange risk

Prices for oil are determined in global markets and generally denominated in United States dollars. Natural gas
and oil prices obtained by the Company are influenced by both US and Canadian demand and the corresponding
North American supply, and recently, by imports of liquefied natural gas. The exchange rate effect cannot be
quantified but generally an increase in the value of the SCDN as compared to the SUS will reduce the prices
received by the Company for its petroleum and natural gas sales. As at December 31, 2014 and 2013, the
Company had no contracts in place to mitigate foreign exchange risk.
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b)

c)

Liquidity risk

Liquidity risk is the risk that an entity will encounter difficulty in meeting obligations associated with financial
liabilities. The Company’s approach to managing liquidity is to ensure, as far as possible, that it will always have
sufficient liquidity to meet its liabilities when due, under both normal and stressed conditions, without incurring
unacceptable losses or risking damage to the Company’s reputation.

Typically the Company ensures that it has sufficient cash on demand to meet expected operational expenses for
a period of 30 days, including the servicing of financial obligations; this excludes the potential impact of extreme
circumstances that cannot reasonably be predicted, such as natural disasters. To achieve this objective, the
Company prepares annual capital expenditure budgets, which are regularly monitored and updated as
considered necessary. Further, the Company utilizes authorizations for expenditures on both operated and non-
operated projects to further manage capital expenditure. The Company also attempts to match its payment cycle
with collection of oil and natural gas revenue on the 25th of each month. In addition, the Company maintains the
appropriate reserves based credit facility to provide access capital as needed. It is the Company’s intent to renew
the facility annually (see note 9).

Credit risk

Credit risk is the risk that a customer or counterparty will fail to perform an obligation or fail to pay amounts due
causing a financial loss. The Company’s trade and other receivables are with customers in the oil and gas industry
and are subject to normal credit risks. Currently over 93% (2013 — 93%) of the Company’s oil and natural gas
production is being sold through marketing companies and revenues are collected on the 25th day of the month
following the month of production. In order to mitigate collection risk, the Company assesses the credit
worthiness of customers and counter parties by assessing the financial strength of the customers and by
routinely monitoring credit risk exposures.

Collection of the remaining balances can be dependent upon industry factors such as commodity prices and risk
of unsuccessful drilling. Otherwise, the Company does not typically obtain collateral from customers, and relies

upon industry standard legal remedies for collection.

The Company’s most significant customer, a Canadian oil and natural gas marketer, accounts for 71% of the trade
receivables at December 31, 2014 (December 31, 2013: 60%) and 36% of revenues (December 31, 2013: 20%).

The total accounts receivable 90 days past due amounted to $0.24 million at December 31, 2014 (2013 - S0.7
million). The allowance for doubtful accounts at December 31, 2014 was $nil (2013 - Snil).
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d) Offsetting financial assets and liabilities

The Company’s risk management contracts are subject to master agreements that create a legally enforceable
right to offset by counterparty the related financial assets and financial liabilities simultaneously. The following
table summarizes the gross asset and liability positions of the Company’s risk management contracts that are
offset on the balance sheet as at December 31, 2014 and December 31, 2013.

18.

($000) December 31, 2014
Net Amount Prior
Gross Amount to Credit Risk Credit Risk Net
Amount Offset Adjustment Adjustment Amount
Current asset S 3,460 $ S 3,460 S - S 3,460
Long term asset - - - -
Current liability - - - -
Long term liability - - - -
Net position S 3,460 $ S 3,460 S - S 3,460
(5000) December 31, 2013
Net Amount Prior to
Gross Amount Credit Risk Credit Risk
Amount Offset Adjustment Adjustment Net Amount
Current asset S - S - S - S - S -
Long term asset - - - - -
Current liability (7,276) - (7,276) - (7,276)
Long term liability (1,481) - (1,481) - (1,481)
Net position S (8,757) S - S  (8,757) S - S (8,757)

Capital management

Strategic considers its capital structure to include shareholders’ equity and working capital including bank debt. The
objectives of the Company are to maintain a strong balance sheet affording the Company financial flexibility to
achieve goals of continued growth and access to capital. In order to maintain or adjust the capital structure, the
Company may issue new common shares, issue new debt, or adjust exploration and development capital
expenditures.

The Company monitors its capital program based on available funds, which is the combination of working capital
(excluding deferred price premium on flow-through shares and risk management contracts) and remaining unused
line of credit, as calculated below:

($000) Operating line reduction December 31,2014 December 31, 2013
Operating loan S 60,000 S 80,000 S 80,000
Amount drawn (29,016) (29,016) (63,775)
Letters of credit (4,385) (4,385) (4,139)
Unutilized portion of debt facility S 26,599 $ 46,599 S 12,086

The Company is currently projecting its capital program for the first half of 2015 to be approximately $11 million, and
expects to fund this program by a combination of cash flow from operations and drawing on the Company’s credit
facility (see note 9).
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19. Supplemental disclosure

Strategic’s consolidated statement of loss and comprehensive loss is prepared primarily by nature of expense, with
the exception of employee compensation costs which are included in both operating and general and administrative
expenses.

The following table details the amount of total employee compensation costs included in the operating and general
and administrative expense line items in the consolidated statements of loss and comprehensive loss.

($000) 2014 2013
Operating $ 2,567 S 2,802
General and administrative 6,055 4,809
Total employee compensation costs $ 8,622 S 7,611

20. Commitments and contingencies

a) The Company has lease agreements for office space, office equipment and natural gas transportation resulting in
the following commitments:

Year Office (5000)  Gas transportation ($000)
2015 S 311 S 457
2016 10 416
2017 - 416
2018 - 37

S 321 S 1,326

b) By nature of its oil and gas operations in Northern Alberta, the Company is subject to numerous safety and
environmental regulations, with which non-compliance may result in adverse financial impact. The Company
mitigates these risks through the adherence to formal safety and environmental policies, as well as adequate
insurance coverage. The Company is currently remediating an environmental spill at Marlowe and is subject to a
claim from the Occupational, Health and Safety division of the Government of Alberta. While the Company
believes it has recorded its best estimate of the impact of these contingencies in these financial statements, the
ultimate outcome of these incidents is uncertain.
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