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Part I. Financial Information
Item 1. Financial Statements
1. Consolidated Balance Sheets (unaud
2. Consolidated Statements of Operations and Ceimepisive Income (unaudited)
3. Consolidated Statements of Cash Flows (unauc

4. Notes to Consolidated Financial Statementsudited)



STRATEGIC AMERICAN OIL CORPORATION
CONSOLIDATED BALANCE SHEETS

(Unaudited)
October 31, July 31,
2011 2011
Assets
Current asse
Cash and cash equivale $ 4,737,788 $ 1,082,09
Oil and gas revenues receivable 564,57! 875,91t
Accounts receivable — related party 45,65¢ 69,88(
Available for sale securitit 523,95( -
Other receivables, r 22,51 225,05
Other current assets 334,69¢ 292,97
Total current asse 6,229,171 2,545,92
Oil and Gas Property, accounted for using thedodit method of accounting
Evaluated property, net of accumulated depletiof738,709 an$567,189, respectively; ai
accumulated impairment of $373,335 and $373,33pedively 11,529,79 7,395,19i
Restricted cas 6,650,001 6,716,85!
Other assets 347,36¢ 255,94
Property and equipment, net of accumulated depieciaf $17,648 and $11,158, respectively 40,50: 22,851
Total Assets $24,796,83 $16,936,77
Liabilities and Stockholders’ Equity
Current liabilities
Accounts payable and accrued expe $ 2,562,670 $ 1,676,81
Line of credi 1,360,57. 1,360,57.
Notes payable 175,00( 255,59¢
Deferred income tax 162,64 -
Asset retirement obligatior— short tern 640227 468,50(
Derivative warrant liabilit 1,684,19 2,543,22:
Due to related parties 6,42 14,72%
Total current liabilitie 6,591,73 6,319,43
Asset retirement obligations — long term 5,447,56! 3,987,42i
Total liabilities 12,039,29 10,306,85
Stockholders’ equity:
Common stock, $.001 par; 500,000,000 shares aa#tbshares; 269,510,400 and 169,770,770
shares issued and outstanding 269,51( 169,77:
Additional paid in capit 37,974,36 27,807,54
Accumulated other comprehensive income 60,25: -
(25,546,5 (21,347,3
Accumulated deficit 5) 6)
Total stockholders’ equity 12,757,53 6,629,91!
Total liabilities and stockholders’ equ $24,796,83 $16,936,77

The accompanying notes are an integral part ofehgsaudited consolidated financial statements.



STRATEGIC AMERICAN OIL CORPORATION
CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHEN SIVE INCOME

(Unaudited)
Three months ended
October 31,
2011 2010

Revenues $ 1,562,879 $ 112,873
Operating expens

Least operating expen: 805,37. 101,26

Depreciation, depletion, and amortization 178,01( 23,000

Accretion 137,88: 2,394

Consulting fee- related part 47,75° -

Acquisition cost related part 4,367,75! -

Other general and administrative expense 1,408,053 840,713
Total operating expens 6,944,82. 967,37:
Loss from operations (5,381,94) (854,498
Interest expense, r (67,49¢) (26,58%)
Gain (loss) on warrant derivative liability 859,02¢ (84,561
Gain on sale of available for sale securities 433,16¢ -
Net loss before income tay (4,157,24) (965,644
Income tax provision (41,94%) -
Net los: $(4,199,19) $ (965,64
Other comprehensive income, net of

Net unrealized gain from available for sale se@sjtnet of income tax expense of $32,443 in

2011 and $0 in 2010 60,25! -

Comprehensive lo $ (4,138,94) $ (965,64

Basic and diluted loss per common sl $ (0.02) $ (0.02)
212,925,2:

Basic and diluted weighted average shares outstgndi 7 53,215,312

The accompanying notes are an integral part oféhasaudited consolidated financial statements.



STRATEGIC AMERICAN OIL CORPORATION

CONSOLIDATED STATEMENTS OF CASH FLOWS (Unaudited)

Cash Flows From Operating Activities
Net los:
Adjustments to reconcile net loss to net cash usegerating activities:
Depreciation, depletion and amortization
Accretior
Amortization of loan origination fees and prepaid interest exg
Gain on sale of available for sale securities
Warrants amortization — related party
Common stock granted for services and investotiosls
Share based compensat— amortization of the fair value stock option
Acquisition cost — related party
(Gain) loss on warrant derivative liability
Changes in operating assets and liabili
Accounts receivab
Accounts receivable — related party
Accounts payable and accrued expenses
Other asse

Net cash used in operating activi

Cash Flows From Investing Activities
Purchases of oil and gas propel!
Purchases of property and equipment
Proceeds from sale of oil and gas properties
Change in restricted ce
Pirchase of available for sale securi
Proceeds from sale of available for sale securities

Net cash provided by investment activi

Cash Flows From Financing Activities
Proceeds from sales of common stock
Payments on notes paya
Payments on notes payal- related part

Net cash provided by (used in) financing aities

Net increase (decrease) in c
Cash at beginning of period

Cash at end of peri

Three months ended

October 31,

2011 2010
$ (4,199,19) $ (965,649
178,01( 23,00(
137,88: 2,39¢
37,84 20,57¢
(433,16%) -
47,757 -
592,45 60,75¢
126,34¢ 114,61
4,367,750 -
(859,029 84,56
513,88t¢ (7,016
24,22t 18,76«
(466,157) (113,067)
(152,329 251,32¢
(83,710 (509,72))
(112,140 (106,83
(24,135 -
- 275,000
54,94¢ -
(41,25¢) -
3,943,168 -
3,820,58: 168,16!
- 200,100
(72,89)) (50,000
(8,300 -
(81,19 150,100
3,655,681 (191,45)
1,082,099 247,851
$ 4,737,788 % 56,39

The accompanying notes are an integral part oféh@saudited consolidated financial statements.



STRATEGIC AMERICAN OIL CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS (CONTINUED)

Three months ended
October 31,
2011 2010

Supplemental Disclosures:
Interest paid in cash $ 22,437 $ -
Income taxes paid in cash - -

Non-cash investing and financing

Non-cash capitalized interest $ - $ 24,858
Asset retirement obligation sold - 12,132
Exercise of warrants classified as a derive - 153,44
Acquisition of SPE Navigation I, LLC for Strategiommon stock, including asset retirem

obligation assumed of $1,493,977 5,132,250 -
Notes payable for prepaid insurance 18,66 -
Adjustment of purchase price of acquisition: enmirental liability acquire 150,00 -
Unrealized gain on available for sale securities,af ta 60,25: -

The accompanying notes are an integral part oféhasaudited consolidated financial statements.



STRATEGIC AMERICAN OIL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

Note 1 - Basis of presentation

The unaudited consolidated financial statementStidtegic American Oil Corporation (“Strategic”ettCompany”, “we”, “us”,
“our”) have been prepared in accordance with acthogrprinciples generally accepted in the Unitedt& and the rules of the
Securities and Exchange Commission (“SEC”), andihbe read in conjunction with the audited finahsitatements and notes
thereto contained in our Annual Report filed witle tSEC on Form 10-K for the year ended July 31,1201 the opinion of
management, all adjustments, consisting of normalinring adjustments, necessary for a fair preientaf financial position
and the results of operations for the interim mgipresented have been reflected herein. Thetsesfubperations for interim
periods are not necessarily indicative of the testol be expected for the full year. Notes to tharfcial statements which would
substantially duplicate the disclosures contaimethé audited financial statements for the mostmeéiscal year ended July 31,
2011, as reported in the Form 10-K, have been edhitt

Principles of Consolidation

The accompanying consolidated financial statemémtiide the accounts of Strategic and our whollynedv subsidiaries,
Penasco Petroleum Corporation (“Penasco”), SPEddtun |, LLC (“SPE”) and Galveston Bay Energy, L(GSBE”). All
significant intercompany accounts and transactiae been eliminated in consolidation.

Reclassifications
Certain prior year amounts have been reclassifiedhform with the current presentation.
Available for sale securities

The Company invests in marketable equity securitibich are classified as available for sale. Avddafor-sale securities are
marked to market based on the fair values of thmurgees determined in accordance with ASC Sec®@0 (Fair Value
Measurement), with the unrealized gains and logseispf tax, reported as a component of Accumulatbér comprehensive
income (loss).

Restricted cash

Restricted cash consists of certificate of depdbits have been posted as collateral supportireglamation bond guaranteeing
remediation of our oil and gas properties in TeXasof October 31, 2011 and July 31, 2011, respelsti restricted cash totaled
$6,650,000 and $6,716,850. During the quarter e@edber 31, 2011, the bond requirement reducedaandrdingly, $66,850
of restricted cash was released to us. The payémi deducted $11,904 of outstanding interest gayatd we received a net
release of $54,946.

Earnings per share

Basic earnings per share is computed by dividingimeome by the weighted average number of shafesommon stock
outstanding during the period. Diluted earningsgi&re is computed by dividing net income by thghted average number of
common and potential common shares outstandinggltine period. There were no potential common shaméstanding during
the quarters ended October 31, 2011 and 2010 lamefore, basic and diluted net income per comrhanesare the same.
Comprehensive Income

Comprehensive income consists of net income (lasd)other gains and losses affecting stockholdsrsity that, under GAAP,
are excluded from net income (loss). Unrealizechga@in available for sale securities, net of taxés$60,251 is included in
Accumulated other comprehensive income (loss).

Recently issued or adopted accounting pronouncements

Recently issued or adopted accounting pronouncesremet not expected to have, or did not have, armhimpact on our
financial position or results from operations.



Note 2 - Acquisitions
Galveston Bay Energy, LLC

On February 15, 2011 we closed on the acquisitfom rivate Texas oil and gas company named GalmeBay Energy, LLC

(“GBE") which owns working interests in and opesaf@oducing oil and natural gas properties andeiated facilities in four

fields located in Galveston Bay, Texas. Immedjafellowing our acquisition of GBE, we sold 15% ofir own aggregate
working interest in the Galveston Bay fields for,4§10,000 in cash to SPE Navigation 1, LLC (“SPE";ompany controlled by
Michael Watts, who is the father-in-law of Jeremgnver, a Director and our Chief Executive Officédur agreement with SPE
provided that SPE could acquire an additional 108tkimg interest in the properties for $1,150,00@paithin 90 days of the

acquisition. Effective May 1, 2011, SPE acquiradhdditional 10% of our aggregate working inteieghe Galveston Bay fields
for an additional $1,150,000 pursuant to our agesgm

During the quarter ended October 31, 2011, we deted that we could estimate a range of potentis$ lassociated with an
environmental liability at one of the properties wequired when we acquired GBE (See Note 11 — Cémmenits and
Contingencies). We adjusted the purchase priceatibn for the purchase by increasing accountsaigayacquired and oil and
gas properties acquired by the amount that we réeed, $112,500 ($37,500 of the cost was recogniziéit the acquisition of
SPE). The adjustment did not change the identdiabt assets acquired.

SPE Navigation |, LLC

On September 23, 2011, Strategic acquired SPE hwahvimed 25% of the working interest in the oil ayas properties originally
owned by Galveston Bay Energy, LLC and 1,000,0@0eshof Hyperdynamics Corporation, a public compaaged on the New
York Stock Exchange (NYSE:HDY). The total purchg@siee consisted of 95,000,000 shares of Strategioismon stock. We
acquired 100% of the membership interest in SPElumsl SPE is our wholly owned subsidiary.

As of the acquisition date, the working interesisvipusly owned by SPE were conveyed to GBE. Thligil and gas revenues
after the SPE acquisition were attributed to GEEir consolidated statements include the resultSRE for the period from
September 23, 2011 through October 31, 2011. fgmby, our consolidated results include revenfiesn SPE of $0 and
earnings of $282,995.

The transaction was a related party transactioalssr SPE was owned by companies controlled by B@, ®@is brother-in-law,
and his sister-in-law, and SPE was managed by &®@'Sfather-in-law. The purchase price was caledas $9,500,000, based
on the quoted market price of our stock on the datie acquisition. The assets and liabilitiesevexcorded at SPE’s carrying
value on the date of the acquisition and the expesshase price over the net assets acquired wa6%450, which was
recorded as compensation expense because this reted party transaction. The transaction ierided to be structured, for
tax purposes, as a tax-free merger, and as sudtedt would assume a carry-over basis in SPESstasConsequently, a
deferred tax liability was established.

The following table summarizes the preliminary a#ltion of the purchase price to the assets acqainddiabilities assumed at
the acquisition date:

Recognized Amount of Identifiable Assets Acquiredrd Liabilities Assumed

Available for sale securitie) $ 3,900,001
Oil and Gas Property, accounted for using thedodit basis of accoting

Evaluated property) 4,081,477
Accounts payable and accrued expenses (37,500
Deferred tax liability) (1,317,75)
Asset retirement obligatior) (1,493,97)
Total Identifiable Net Assets $ 5,132,250

(1) The Hyperdynamics common stock is valued, utlilegclosing market price on the acquisition dateh3.90 per
share. SPE management believes its tax basisperdynamics common stock is $0.135 per share. ridef¢axes,
therefore, are computed on the difference betwleenax basis and the book basis per share at therete tax rate of
35%. If the carry-over basis is not available tat&gic, there would be no book tax difference aodieferred taxes
associated with the acquisition. If that occuns, identifiable net assets would be $6,450,000tkaeck would be no
deferred tax liability acquired.

(2) Oil and gas properties include the asset ratirg obligation measured on the effective datdefttansaction at
$1,493,977 and $2,550,000, which was the cash tiiateSPE paid to obtain its 25% working interedthie oil and gas
properties and represents the fair value of thpgmntes.



Supplemental pro forma information

The unaudited pro forma results presented belowherthree months ended October 31, 2011 and 2816 heen prepared to
give effect to the purchases described above #wif had been consummated on August 1, 2009. Thadited pro forma
results do not purport to represent what our resflioperations actually would have been if theugitions had been completed
on such date or to project our results of operation any future date or period.

Three months ended

October 31,
2011 2010
Revenue $ 1,710,87 $ 1,545,36'
Loss fron operation (5,572,86) (1,479,119
Net los: (4,390,127) (1,590,26i)
Earnings per share, basic and diluted $ (0.02)% (0.01)

Note 3 — Available for Sale Securities

Beginning in the quarter ended October 31, 2011 oweed marketable equity securities, which aresdfiesl as available for
sale.

The cost, unrealized gains (losses), and fair vefuevailable for sale securities at October 31, 12@&ere as follows:

Cos $ 431,25t
Unrealized gair 100,00(
Unrealized (losses) (7,30¢6)
Fair Value $ 523,95(

We have no securities that have been in an uneeblass position for longer than 12 months.

During the quarter ended October 31, 2011, we vedetash proceeds of $3,943,168 from sales of iiesuvith a cost basis of
$3,510,000; thus, we had a realized gain on sakvailable for sale securities of $433,168. We hadeclassifications from
accumulated other comprehensive income to net ieaduming the period.

Note 4 - Oil and Gas Properties

Oil and natural gas properties as of October 3112Md July 31, 2011 consisted of the following:

October 31, 2011 July 31, 2011
Oil and gas properties
Evaluated Properties
Costs suject to depletio $ 12,268,50 $ 7,962,38
Depletion (738,709 (567,189
Total oil and gas properties $ 11,529,79 $ 7,395,198

In September 2011, we purchased a non-operatedngarkerest in mineral leases covering 460 acreshore in Duval County,
Texas. Under the agreement, the operator will cenua drilling a well on or before December 31, 200ur working interest
in the lease area is 6.70732% to the casing péitfteofirst well drilled and 5.5% after the casipgint of the initial well and for
subsequent operations in the lease area. Ouewenue interest in the prospect is 4.125%. Asaibker 31, 2011, we had paid
$43,055 for the cash call on the initial well. Base drilling had not commenced as of October 8112the cash call is carried
as a prepaid expense at that date. The drillimgneenced in November 2011.

In September 2011, the operator in our Markham, dliiyois project area commenced drilling of threells. Two wells were
completed in October 2011, one of which is prodgai and the other of which is shut in pendinglier evaluation. The third
well will be used as a water supply well. As oft@er 1, 2011, the operator had expended approgin$&600,000 towards the
Earnings Threshold. In accordance with our farnagreement, we will be required to contribute dd¥lworking interest share
toward development of the area after the Earnitigsshold, $1,350,000, has been met; whereas, eveuarently responsible for
our 10% working interest pertaining to routine @tEmal expenses.



Significant additions to oil and gas propertiedude:

The acquisition of an aggregate of approxima2&Bt working interest in our properties in GalvesBay as part of our

acquisition of SPE, as discussed in Note 2 — Adtipriss, for $4,081,477, which includes asset reieat obligations
assumed of $1,493,977;

Land acquisition costs of $8,689;

Exploration costs, consisting primarily of geotad and geophysical costs, of $40,107;
Development costs associated with a new planmdidwGalveston Bay of $3,861;



Recompletion costs associated with a well onvdelder lease of $59,482. We paid a cash call poithe
commencement of the recompletion of $127,541; tweshad a remaining balance in prepaid expens§6059.
Adjustment of $112,500 to the purchase pric@BE to reflect recognition of an estimate of tlstoof soil remediation
required to be completed at one of GBE's faciliti@$hie remediation liability existed as of the datacquisition.

We had no oil and gas property classified as unetatl as of October 31, 2011.

Impairment

We account for our oil and natural gas producintivéies using the full cost method of accountirgy@escribed by the United
States Securities and Exchange Commission (SEQ)efUthis method, subject to a limitation based stimeated value, all costs
incurred in the acquisition, exploration, and depehent of proved oil and natural gas propertiedutting internal costs directly
associated with acquisition, exploration, and depelent activities, the costs of abandoned propertiey holes, geophysical
costs, and annual lease rentals are capitalizédnagtcost center.

We evaluated our capitalized costs using the fodit ceiling test as prescribed by the Securities EBxchange Commission at
October 31, 2011 and July 31, 2011. At October2B1,1 and July 31, 2011, our net book value oand gas properties did not
exceed the ceiling amount and thus, there was pairment.

Changes in production rates, levels of reservaardudevelopment costs, and other factors will mheirge our actual ceiling test
calculation and impairment analyses in future mksio

Note 5 - Asset Retirement Obligation
The following is a reconciliation of our asset rethent obligation liability as of October 31, 20drid July 31, 2011:

October 31, 2011 July 31, 2011

Liability for asset retirement obligation, beging of periotc  $ 4,45592; $ 57,62
Asset retirement obligations assur 1,493,97 5,843,33
Asset retirement obligations sold - (1,523,57)
Accretion 137,882 213,86t
Costs incurre - (135,319
Liability for asset retirement obligation, end @frjmd $ 6,087,787 $ 4,455,928

Note 6 - Line of Credit

On March 17, 2011, GBE secured a one year revollimvegy of credit of up to $5,000,000 with a commalddank. The note

carries interest at a rate of prime + 1% (curre@®ty) with a minimum interest rate of 5%. Interespayable monthly. The note is
collateralized by our Galveston Bay properties andstantially all of GBE's assets. Strategic ha alxecuted a parental
guarantee of payment. As of October 31, 2011 we dradutstanding $1,360,573 on this line of credie have $3,639,427
available on the line of credit as of October 3012 In November 2011, we repaid $500,000 of the bf credit. As of

December 20, 2011, we had $860,573 outstandinpedtirte of credit.

We incurred $64,151 of loan origination fees whach being amortized straight line over one year,téim of the loan. As of
October 31, 2011, $40,095 had been amortized.

Note 7 - Notes Payable

In October 2011, we paid $8,300 of principal orogerpayable due to an officer and director of gt As of October 31, 2011,
we had balance due to a different director of $8,4¢hich was paid subsequent to October 31, 2011.

During the quarter ended October 31, 2011, we realibur insurance coverage and financed $18,66theofpremium due
attributable to the endorsement. We paid the reimgiinstallments for our insurance financing agement during the quarter
ended October 31, 2011.

During November 2011, we paid off the $175,000 nuatgable due to one of our former directors.

Note 8 - Fair Value

Accounting standards regarding fair value of finahinstruments define fair value, establish a ¢hlevel hierarchy which

prioritizes and defines the types of inputs usedmiasure fair value, and establish disclosure remunts for assets and
liabilities presented at fair value on the consatiéd balance sheets.



Fair value is the amount that would be receivednfithe sale of an asset or paid for the transfea bability in an orderly
transaction between market participants. A liapikt quantified at the price it would take to triarghe liability to a new obligor,
not at the amount that would be paid to settldi#islity with the creditor.



The three-level hierarchy is as follows:

Level 1 inputs consist of unadjusted quoted prfoe identical instruments in active markets.
Level 2 inputs consist of quoted prices for shmihstruments.
Level 3 valuations are derived from inputs whacé significant and unobservable and have the loprésrity.

The following table sets forth by level within tFer value hierarchy our financial assets and litib that were accounted for at
fair value on a recurring basis as of October 81,12

Carrying Fair Value Measurement at October
Value at 2011
October
31, 201: Level 1 Level z Level &
Assets:
Available for sale securities $ 523,95( $ 523,95( - -
Liabilities:
Derivative warrant liability $ 1,684,19 - - $ 1,684,195

The carrying amounts reported in the balance slweetash, accounts receivable, accounts receivalldated party, accounts
payable and accrued expenses, and notes payqbiexapate their fair market value based on the tstesm maturity of these
instruments.

Note 9 — Warrant Derivative Liability

Effective July 31, 2009, we adopted FASB ASC Tdp@ 815-40 (formerly EITF 07-05) which defines dateing whether an
instrument (or embedded feature) is indexed tordityes own stock. This literature specifies that@ntract that would otherwise
meet the definition of a derivative but is both (ajlexed to our own stock and (b) classified incktwlders’ equity in the
statement of financial position, would not be cdeséd a derivative financial instrument and prosidenew two-step model to be
applied in determining whether a financial instrunner an embedded feature is indexed to an issoansstock and thus able to
qualify for the scope exception.

Certain warrants we issued during the year endgd31y 2010 are not afforded equity treatment beeahese warrants have a
down-round ratchet provision on the exercise picea result, the warrants are not considered iedéa our own stock, and as
such, the fair value of the embedded derivativieility is reflected on the balance sheet and alifei changes in the fair value of
these warrants will be recognized currently in @ags in our consolidated statement of operatiordeuthe caption “Gain (loss)
on warrant derivative liability” until such time #se warrants are exercised or expire. The totalVtdues of the warrants issued
during the year ended July 31, 2010, were detemirsgng a lattice model and have been recognizeddesivative liability as
described below.

The warrants were valued using a multi-nomialdattinodel with the following assumptions:

. Warrant holders would exercise at target pricétiplas of the market price trigger prices. Theg& price multiple
reduces as the warrants approach maturity;

° Warrant holders would exercise the warrant aunitgtif the stock price was above two times theeteexercise price;

An annual reset event would occur at 65% disctmmarket price;

. The projected volatility was based on historigalhtility. Because we do not have sufficient trephistory to
determine our own historical volatility, we usee tolatility of a group of comparable companies borad with our
own historical volatility from May 2009, when wedsn trading.

The following table sets forth the changes in thie ¥alue measurement of our Level 3 derivativeratr liability during the
three months ended October 31, 2011:

Beginning balance — August 1, 2011 $ 2,543,22.
Change in fair value of derivative liabil (859,028
At October 31, 2011 $ 1,684,19

The $859,028 change in fair value was recordedrasliction of the derivative liability and as arrealized gain on the change
in fair value of the liability in our statement operations.



Note 10 —Stockholders’ Equity
Common Stock | ssuances

During the August 2011, we granted 4,739,630 shafe®@mmon stock to certain investors who had pigited in our October
and November 2009 equity raises, and as a conseguevned derivative warrants. These investors ladcised some of their
warrants prior to our equity raise in February 20dhich triggered the down-round ratchet provisionthe warrants. The
warrant contracts specify that the ratchet adjustrissnot made for warrants that were exerciseor jtd the repricing event. As
a consequence of their warrant exercises, theyfdrdeited their contractual right to receive ratchearrant shares. However,
management granted stock to these investors asdwibgesture. The stock grant was treated agemstor relations expense
and valued at $592,493. The shares were valued tfs2 closing market price on the date of grant.

During September 2011, we issued 95,000,000 mibioares to the members of SPE Navigation |, LLCatols acquisition of
SPE.

The purchase price was calculated as $9,500,0@@dban the quoted market price of our stock onddte of the acquisition.
(See Note 2 - Acquisitions).

Stock Options and Warrants

Strategic may grant up to 40,000,000 shares of ammstock under several historical stock-based cosgt®n plans (the
“Plans”). During April 2011, the Board of Directoasithorized and approved the adoption of the 2atb&ékSncentive Plan (the
“2011 Plan”). An aggregate of 25,000,000 sharesunfcommon stock may be issued under the 2011 Blaring August 2010,
the Board of Directors authorized and approvedati@ption of the 2010 Stock Incentive Plan (the ‘@@1an”). An aggregate of
5,000,000 shares of our common stock may be isanddr the 2010 Plan. An aggregate of 10,000,000uofshares may be
issued under the 2009 Re-Stated Stock Incentive @e “2009 Plan”). The Plans are administeredhgyBoard of Directors
which has substantial discretion to determine peysamounts, time, price, exercise terms, andictistrs of the grants, if any.

There were no options grants during the quartee@i@ttober 31, 2011.
Options granted to non-employees

The following table provides information about @pts granted to consultants under our stock incerglans during the three
months ended October 31, 2011 and 2010:

2011 2010
Number of options grant: - 1,400,001
Compensation expense recognized $ 55,83t $ 114,617
Compensation cost capitalized - -
Weighted average fair value of optit granted - $ 0.2C

For the options on a graded vesting schedule, wimate the fair value of the award, using the Bi&tloles option pricing
method, as of the end of each reporting periodrandgnize an appropriate portion of the cost basethe fair value on that
date. When the award vests, we adjust the costqusy recognized so that the cost ultimately ggtgped is equivalent to the
fair value on the date the performance is complBtsed on the fair value of the options as of Ostdkil, 2011 there was
$697,478 of unrecognized compensation cost retatedn-vested share based compensation arrangegranted.

The following table details the significant assuiops used to compute the fair market values of kstoystion expense
associated with options granted to non-employeesglthe three months ended October 31, 2011 af6:20

2011 2010
Risk-free interest rate 0.12 — 1.66% 1.27%
Dividend yield 0% 0%
Volatility factor 139- 148% 153%
Expected life (year: 0.80- 6.5 year 1.5-2 year

Options granted to employees

We granted no options to employees during the timeaths ended October 31, 2011 and 2010. We ré&syi$70,514 of
compensation expense associated with the amodtizafi options granted to employees in April 208k of October 31, 2011,
there was $507,407 of unrecognized compensatidresssciated with these options.



Summary information regarding all stock optionsiess and outstanding as of October 31, 2011 islksvis

Weighted
average
Weighted Aggregate  remaining
Average intrinsic contractual
Options Share Price value life (years)
Outstanding at year ended July 31, z 27,530,00 $ 0.1C $ 1,101,20! 8.14
Grante( - -
Exercised - -
Expired - -
Outstanding at year enc October 31, 201 27,530,00 $ 0.1C $ 275,30( 7.8¢
Warrants
Summary information regarding stock warrants issuadl outstanding as of October 31, 2011 is asvistio
Weighted
average
Weighted Aggregate  remaining
Average intrinsic contractual
Warrants Share Price value life (years)
Outstanding at year ended July 31, Z 93,961,49 $ 0.1C $ 3,710,88! 3.8%
Granted - -
Exercise! - -
Expired (50,000) 1.0C
Outstanding at year enc October 31,201 93,911,49 $ 0.1C $ 927,72 3.5¢

On February 15, 2011, we entered into a consultiggeement with Geoserve Marketing, LLC (“Geoservel’)company
controlled by Michael Watts, who is the father-awl of Jeremy Driver, a Director and our Chief Exea Officer. In
conjunction with the agreement, we granted warramtpurchase 30,000,000 shares of common stockvéstt solely upon
achievement of a market condition. If our commartktattains a five day average closing price 00$8r share, an additional
15,000,000 warrants with an exercise price of &6 an expiration date of February 15, 2016 staisbued. If our common
stock attains a five day average closing price.60$er share, an additional 15,000,000 warrants an exercise price of $.10
and an expiration date of February 15, 2016 sleitbued.

The fair value of warrants that vest upon the attent of a market condition must be estimated anodrézed over the lower of
the implicit or derived service period of the waita The fair value of the warrants and the defiservice period were valued
using a lattice model that values the liabilitytbé warrants based on a probability weighted distaxlicash flow model. This
model is based on future projections of the varipotential outcomes. The warrants to purchase D500 shares of common
stock at $.30 per share and 15,000,000 sharesmimon stock at $.60 per share will be amortized dherderived service
periods of 2.07 years and 2.49 years, respectivityof October 31, 2011, the fair value of the naats to purchase 15,000,000
shares of common stock at $.30 per share was $252y8d the fair value of the warrants to purcha&s8d0,000 shares at $.60
per share was $156,675. We recognized $47,75kménse associated with these warrants during ttee tmonths ended
October 31, 2011.

Note 11—Commitments and Contingencies

We are subject to various federal, state and lesed and regulations relating to the discharge afemials into, and protection of,
the environment as an owner or lessee and opeo&toil and gas properties. These laws and reguiatimay, among other
things, impose liability on the lessee under anaail gas lease for the cost of pollution cleanegulting from operations and
subject the lessee to liability for pollution dareag In some instances, we may be directed to sdspecease operations in the
affected area. We maintain insurance coverage;hwhie believe is customary in the industry, althoug are not fully insured

against all environmental risks.

There is soil contamination at a tank facility owrniey GBE. As of July 31, 2011, we had determirteat it was probable that



remediation would be required and we were evalgatire extent of the contamination, the activitibattwill be required to
perform the remediation, and whether the former@wmould be required to assume the remediationofAluly 31, 2011, we
concluded that the cost of the remediation wasestinable and, accordingly, it had not been redi@én our financial results.



During the three months ended October 31, 2011¢caminued evaluation of the site and concluded tatcould reasonably
estimate a range of potential cost. Depending ertebhnique used to perform the remediation, wienatt the cost range to be
between $150,000 and $500,000. We cannot deteranim®st likely scenario, thus we have recognizedldiwer end of the
range. $150,000 has been recognized and is intlude the balance sheet caption Accounts payable aoctued
expenses. Because the liability was acquired thigthacquisitions, we have adjusted the cost ofieedjwil and gas properties to
reflect the estimate of loss.

Note 12 — Related Party Transactions

A company controlled by one of our officers opesateir Barge Canal properties. The following tadenmarizes the activity
associated with the Barge Canal properties:

Three months ende

October 31,
2011 2010
Revenue $ 90,30¢ $ 67,50:
Lease operating costs $ 46,869 $ 49,580

As of October 31, 2011 and July 31, 2011 respegtivee had outstanding accounts receivable assatiaith these properties of
$45,655 and $69,880 and no accounts payable.

During the quarter ended October 31, 2011, we depaiote payable in the amount of $8,300 due toobroeir officers. We also
paid the accrued interest associated with the ofoe 13.

On September 23, 2011, we purchased SPE Navigatidi€, as more fully discussed in Note 2 — Acqtigsis, with 95,000,000
shares of Strategic American common stock. Theeosvof SPE were companies owned by the CEO ofegjiiathis brother-in-
law, and his sister-in-law. Because the purchaie p$9,500,000, as computed using the fair vafude 95,000,000 shares on
the date of purchase, exceeded the net assetsext;que recognized compensation expense on the®x$4,367,750. (See Note
2 - Acquisitions)

We entered into a consulting contract with a conypaontrolled by the father-in-law of our CEO, Mi&iaVatts, in February
2011. Under the contract, Mr. Watts will provigeéstor relations services. Mr. Watts receivedraras to purchase 20,000,000
shares of Strategic common stock at $.10 per shatercisable through February 2016 upon execution thaf
contract. Additionally, he received warrants taghase 30,000,000 shares of Strategic common stio8kLO per share, which
expire in February 2016. The warrants vest if oammon stock achieves certain market prices. Tdmpensation cost is
determined using a lattice model as discussed e M@ — Stockholders’ Equity. During the quarteded October 31, 2011, we
recognized $47,757 of compensation cost assoargtadhese warrants.

Note 13 — Subsequent Events

In December 2011, we granted 325,917 shares of @omnstock to an officer for accrued payroll. Thecét was valued at
$27,703 using the closing stock price on the datgant.

Subsequent to October 31, 2011, we paid off thé&s 0D note payable owed to one of our former dimscand the $6,423 owed
to a director.



CAUTIONARY STATEMENT ON FORWARD-LOOKING INFORMATION

The Company is including the following cautionatgtement to make applicable and take advantageecddfe harbor provision
of the Private Securities Litigation Reform Act ©995 for any forward-looking statements made byoorbehalf of, the
Company. This quarterly report on Form 10-Q corstéforward looking statements” (as that term isied in Section 27A(i)(1)
of the Securities Act of 1933), including statensecncerning plans, objectives, goals, strategigsectations, future events or
performance and underlying assumptions and otlaeraents which are other than statements of histioiacts. Such forward
looking statements involve risks and uncertaintidsgch could cause actual results or outcomes tierdihaterially from those
expressed in the forward looking statements. Sofrtee factors that could cause actual resultsifferdmaterially from those
expressed in such forward looking statements aréosh in the section entitled “Risk Factors” aaldewhere throughout this
Form 10-Q. Our expectations, beliefs and projestiare expressed in good faith and are believedshy have a reasonable
basis, but there can be no assurance that our taxijpes, beliefs or projections will result or behgeved or accomplished. We
have no obligation to update or revise forward Inglstatements to reflect the occurrence of fuawents or circumstances.

Item 2. Management’s Discussion and Analysis of Famcial Condition and Results of Operations
Overview

As used in this Quarterly Report: (i) the terms *wais”, “our”, “Strategic”, “Penasco”, “GalvestoBay” and the “Company”
mean Strategic American Oil Corporation and its lwhowned subsidiaries, Penasco Petroleum Inc.,@alyeston Bay, LLC
unless the context otherwise requires; (ii) “SE€fers to the Securities and Exchange Commissiin;$ecurities Act” refers to
the Securities Act of 1933, as amended; (iv) “Exad®Act” refers to the Securities Exchange Act @84, as amended; and (v)
all dollar amounts refer to United States dollankess otherwise indicated.

The following discussion of our plan of operationssults of operations and financial condition agrad for the three months
ended October 31, 2011 should be read in conjumetith our unaudited consolidated interim finangtdtements and related
notes for the three months ended October 31, 20ddded in this Quarterly Report, as well as ounéal Report on Form 10-K
for the year ended July 31, 2011.

Recent Activities
Acquisition of SPE

On February 15, 2011 we closed on the acquisiticm rivate Texas oil and gas company, GBE, whigh®working interests
in and operates producing oil and natural gas ptigseand its related facilities in four fields &ded in Galveston Bay, Texas.

Immediately following our acquisition of GBE, weldd 5% of our own aggregate working interest in @eveston Bay fields
for $1.4 million in cash to SPE Navigation 1, LLEGSPE”), a company controlled by Michael Watts, wikdhe father-in-law of
Jeremy Driver, a Director and our Chief Executivfic@r. Effective May 1, 2011, SPE acquired an &ddal 10% of our
aggregate working interest in the Galveston Balgdfidor an additional $1.15 million. As a result tbese transactions, GBE
became our wholly owned subsidiary and we ownedaqapately 53% of the aggregate net revenue inténetbe four fields.

On September 26, 2011, we closed on the acquisitfob00% of the membership interests of SPE fo0@3,000 shares of
Strategic common stock. SPE’s assets at the timsuchase were 25% working interest in GBE's hist@l interest in the
Galveston Bay fields, as discussed above, and dliemshares of Hyperdynamics common stock. Hggeamics is a public
company traded on the NYSE. On the date we oldagmntrol of SPE, September 23, 2011, the closiragket price of
Hyperdynamics common stock was $3.90 per shares, Tthe value of our Hyperdynamics stock was $3(D As of the date
of filing, we had sold a portion of the HDY commatock for net proceeds of approximately $4,000,00@& believe the
acquisition of SPE provided liquidity sufficientfiond our activities and plan of operations.

Additionally, with the purchase of SPE, we now ompproximately 93% of the working interest and agpmately 72% of the
aggregate net revenue in the Galveston Bay fididsrder to maximize production from our Galvesiamy properties, we plan
approximately $2.6 million in improvements in thexh 12 months to the properties to include upgrgiroduction facilities,
new pipelines, recompletion of existing shut-in l&elnd various other projects aimed specificatlynareasing production. In
March 2011, we secured an initial line of credinfr a commercial bank for up to $5,000,000 to suppar work on the
Galveston Bay properties.

Other projects

In September 2011, we purchased a non-operatedngarkerest in mineral leases covering 460 acreshore in Duval County,
Texas. Under the agreement, the operator will cenua drilling a well on or before December 31, 200ur working interest
in the lease area is 6.70732% to the casing péititecfirst well drilled and 5.5% after the casipgint of the initial well and for
subsequent operations in the lease area. Ouewehue interest in the prospect is 4.125%. Asatbker 31, 2011, we had paid
$43,055 for the cash call on the initial well. Base drilling had not commenced as of October 8112the cash call is carried



as a prepaid expense at that date. The drillingneenced in November 2011.



In September 2011, the operator in our Markham, dliiyois project area commenced drilling of threells. Two wells were
completed in October 2011, one of which is prodgait and the other of which is shut in pendinglier evaluation. The third
well will be used as a water supply well. As oft@er 1, 2011, the operator had expended approgimn$&600,000 towards the
Earnings Threshold. In accordance with our farnagreement, we will be required to contribute dd¥lworking interest share
toward operations in the area after the Earningedtold, $1,350,000, has been met.

Results of Operations

Production data:

Three months ended October 31,

2010
Total
Oil (Bbls) Gas (Mcf) Total (Mcfe] Oil (Bbls) Gas (Mcf) (Mcfe)
Production 13,179 47,01 126,08 1,381 2,871 1,159
Average sales price $ 103.05 $ 43¢ $ 1244 $ 73.80 $ 38l % 10.11
Average lease operatit
expense $ 6.39 $ 9.0C
Statements of operations:
Three months ended
October 31,
Increase/ %
2011 2010 (Decrease) Change
Revenue $ 1,562,870 $ 112,87 $ 1,450,00 1,285
Operating expenses
Lease operating expense 805,372 101,264 704,10¢ 69ty
Depreciation, depletion, and amortizati 178,01( 23,00( 155,01( 674
Accretior 137,88: 2,39¢ 135,48t 5,659
Consulting fees — related party 47,757 - 47,757 100y
Acquisition cost — related party 4,367,750 - 4,367,750 100y
Other general and administrative expe 1,408,05: 840,711 567,34( 67Y
Total operating expenses 6,944,824 967,371 5,977,453 61¢&Yy
Loss from operatior (5,381,94) (854,499  (4,527,44) 530y
Interest expense, net (67,499 (26,585) (40,909 154y
Gain (loss) on derivative warrant liabil 85902¢ (84,56)) 943,58¢ 1,11€¢¥
Gain on sale of available for sale secur 433,16¢ - 433,16¢ 10y
Income tax provision (41,949 - (41,949 10Cy
Net Los: $(4,199,19) $ (965,649 $ (3,233,54) 33ty

We recorded a net loss of $4,199,191, or ($0.82ppsic and diluted common share, during the quartded October 31, 2011,
as compared to a net loss of $965,644, or ($0.€2pasic and diluted common share, during the quartded October 31, 2010.

The changes in results were predominantly duegdattors below:

e Revenues, lease operating expense, depreciadpletibn, and amortization expense, and accretiperese increased
substantially because of the inclusion of the tesafl our new subsidiaries, GBE and SPE. We pseth&BE on
February 15, 2011. We purchased SPE on Septer8b2021. Our consolidated financial statementikidethe results
associated with the working interest in oil and gesperties in Galveston Bay, Texas. Through thesding interests,
we produced from approximately 26 active oil and gells in four fields. This represents a subséhiticrease in our
operations.

e Consulting fees — related party increased dubd@mortization of expense associated with warmgnatsted as
compensation to a company for investor relatiordsublic relations services. This company is atesl party, as it is
controlled by the father-in-law of our CEO, Jerebrwer.

e We incurred an expense charge of $4,367,750althetexcess of the fair value of the purchase@icSPE over SPE’s
carrying value in the net assets acquired.

e We opened a new location in Houston, Texas, radsitional accounting staff, and hired an operatimanager and



regulatory manager for GBE, which increased ouegarand administrative expense by approximately
$130,000. Additionally, we incurred investor reas expense of approximately $600,000 associatddanstock grant
during the quarter ended October 31, 2011. These wffset by reductions in consulting expense@ptessional fees.



e GBE maintains a letter of credit to satisfy a @@Railroad Commission requirement and has a ficeedit with a
commercial bank. Because of these arrangemetdse it expense increased.

e \We re-measure our derivative warrants at fainealt every reporting date. The fair value ofdbaegvative warrants, as
determined using a lattice model, reduced substéntis of October 31, 2011 as compared with Jaly2®11, resulting
in a gain on derivative warrant liability; wherehge change in fair value of the warrants as of Get@®1, 2010 as
compared with July 31, 2010 resulted in a smaH.los

e We acquired equity securities with our acquisitid SPE. We sold securities with a cost basi3¢510,000 for
proceeds of $3,943,168, resulting in a gain orstie of the securities.

e \We experienced a tax profit due primarily to stade of our available for sale securities and, equsntly, we have
recorded a provision for income tax payable and:esgp.

We do not expect the gain on the sale of availtdslsale securities to occur on a recurring ba$ise increases in revenue, lease
operating expense, depreciation, depletion, andti#aton expense, accretion expense, and intesgstnse are associated with
the operations of GBE and will be an ongoing elenmepur financial results.

Liquidity and Capital Resources

The following table sets forth our cash and workiagital as of October 31, 2011 and July 31, 2011:

October 31, 2011 July 31, 2011

Cash and cash equivale $ 4,737,78  $ 1,082,09
Working capital (deficit) $ (362,569 $ (3,773,509

At October 31, 2011, we had $4,737,780 of cashasmiland a working capital deficit of $ 362,569 684,195 is attributable to
a warrant derivative liability which would ordingribe settled in stock). We believe our workingitapn October 31, 2011 was
sufficient to enable us to pursue our lease opegatosts, to pay our general and administrativeees@s, and to pursue our plan
of operations over the next 12 months.

Various conditions outside of our control may detifeom our ability to raise the capital neede@xecute our plan of operations,
including the price of oil as well as the overatimket conditions in the international and localremaies. We recognize that the
United States economy has suffered through a p@fiathcertainty during which the capital marketyéndeen depressed from
levels established in recent years, and that ilsare certainty that these levels will stabilizereverse. We also recognize that the
price of oil decreased from approximately $140 Ipgarel in 2008 to under $40 per barrel in Februgdr2009. During our fiscal
year ended July 31, 2011, oil price levels incrdaseto a high of $114 per barrel, but they hawedesed to approximately $93
per barrel as of late October 2011. If the priceibfdrops to levels seen in previous years, wegaize that it will adversely
affect our ability to raise additional capital. Anjthese factors could have a material impact upamability to raise financing
and, as a result, upon our short-term or long-faroidity.

Net Cash Used in Operating Activities

Net cash used in operating activities during thargpr ended October 31, 2011 has decreased in cizmpao the prior year; in

2011, we used cash of $83,710 compared to $509#28g the quarter ended October 31, 2010. Thisedese is attributable to
decreases in management and consulting fees in&@il o increased net cash flows from our new slidryi, GBE. Prior to our

acquisition of GBE, operating activities have prityaused cash as a result of the operating androrgtional activities such as
consulting and professional fees, direct operatiogts, management fees and travel and promotitfith our acquisition of

GBE, we expect to derive a much greater percentdigeur cash flows from operations from revenues dindct operating

costs. Because the GBE properties will increasecontribution margin from our core activities, theguisition should continue
to enhance our cash flows from operations.

Net Cash Provided by | nvesting Activities

During the quarter ended October 31, 2011, invgséativities provided cash of $3,820,583 compa@dadsh provided of
$168,165 during the quarter ended October 31, 2012011, the cash provided is mainly attributabl@roceeds from the sale of
equity securities. In 2010, we received proceeais fthe sale of oil and gas properties. We expease cash in investing due to
our planned investment in the fields that we aeguivhen we acquired GBE.

Net Cash (Used in) Provided by Financing Activities

As we have had limited revenues since inceptionhese financed our operations primarily throughvgte placements of our
common stock. Financing activities during the geraended October 31, 2010 provided cash of $150,10@011, we did not
enter into any new debt nor did we sell any egséygurities. Thus, financing activities consistetely of payment of existing
debt totaling $81,192.



Critical Accounting Policies

The financial statements have been prepared inoomitfy with accounting principles generally accepie the United States of
America and the rules of the Securities and Exce@gmmission (“SEC”). The preparation of finana&ltements in conformity
with U.S. generally accepted accounting principéggiires us to make estimates and assumptionaffieat the reported amounts
of assets and liabilities, the disclosure of cayeim assets and liabilities at the date of thenfired statements and the reported
amounts of revenues and expenses during the negqrriods.

We regularly evaluate the accounting policies astineates that we use to prepare our consolidatehdial statements. In
general, our estimates are based on historicalriexye, on information from third party professitsyaand on various other
assumptions that are believed to be reasonable timeléacts and circumstances. Actual results cdiffdr from those estimates
made by management.

We believe that our critical accounting policiesl astimates include the accounting for oil and gaperties, long-lived assets
reclamation costs, the fair value of our warramdgive liability, and accounting stock-based c@ngation.

Oil and Natural Gas Properties

We account for our oil and natural gas producintvéies using the full cost method of accountirgg@escribed by the United
States Securities and Exchange Commission (SEQ)efUthis method, subject to a limitation based stimeated value, all costs
incurred in the acquisition, exploration, and depehent of proved oil and natural gas propertiedutfing internal costs directly
associated with acquisition, exploration, and depelent activities, the costs of abandoned propertey holes, geophysical
costs, and annual lease rentals are capitalizédnadt cost center. Costs of production and gersrdladministrative corporate
costs unrelated to acquisition, exploration, ancetipment activities are expensed as incurred.

Costs associated with unevaluated properties ap#atiaed as oil and natural gas properties but exeluded from the
amortization base during the evaluation period. lMive determine whether the property has provedvezable reserves or not,
or if there is an impairment, the costs are transtkeinto the amortization base and thereby beczubgct to amortization.

We assess all items classified as unevaluated giyope at least an annual basis for inclusion mamortization base. We assess
properties on an individual basis or as a groymrdiperties are individually insignificant. The assment includes consideration
of the following factors, among others: intent talldremaining lease term; geological and geopbakievaluations; drilling
results and activity; the assignment of provedmese and the economic viability of developmergribved reserves are assigned.
During any period in which these factors indicétat there would be impairment, or if proved reseraee assigned to a property,
the cumulative costs incurred to date for such @riypare transferred to the amortizable base amthan subject to amortization.

Capitalized costs included in the amortization basedepleted using the units of production methaskd on proved reserves.
Depletion is calculated using the capitalized casttuded in the amortization base, including eatd asset retirement costs,
plus the estimated future expenditures to be irclim developing proved reserves, net of estimsaddige values.

The net book value of all capitalized oil and natugas properties within a cost center, less réldiferred income taxes, is
subject to a full cost ceiling limitation which talculated quarterly. Under the ceiling limitatiorgsts may not exceed an
aggregate of the present value of future net resemdtributable to proved oil and natural gas resediscounted at 10 percent
using current prices, plus the lower of cost orkaawalue of unproved properties included in theodization base, plus the cost
of unevaluated properties, less any associatedffagts. Any excess of the net book value, lesstedl deferred tax benefits, over
the ceiling is written off as expense. Impairmexpense recorded in one period may not be reversadsubsequent period even
though higher oil and gas prices may have incretieedeiling applicable to the subsequent period.

Sales or other dispositions of oil and natural graperties are accounted for as adjustments tdati@pid costs, with no gain or
loss recorded unless the ratio of cost to provedries would significantly change.

Asset Retirement Obligation

We record the fair value of an asset retirement, @sl corresponding liability as part of the cofsthe related long-lived asset
and the cost is subsequently allocated to expesiag a systematic and rational method. We recorasapt retirement obligation
to reflect our legal obligations related to futyeigging and abandonment of our oil and natural yyeis and gas gathering
systems. We estimate the expected cash flow assdaiath the obligation and discount the amounhgisi credit-adjusted, risk-
free interest rate. At least annually, we reasslkessobligation to determine whether a change inabémated obligation is

necessary. We evaluate whether there are indicabais suggest the estimated cash flows underlyivg dbligation have

materially changed. Should those indicators sugtiestestimated obligation may have materially cleghgn an interim basis
(quarterly), we will accordingly update our assesstnAdditional retirement obligations increase liability associated with

new oil and natural gas wells and gas gatherintggys as these obligations are incurred.



Fair Value

Accounting standards regarding fair value of finahinstruments define fair value, establish a ¢hlevel hierarchy which
prioritizes and defines the types of inputs usedmiasure fair value, and establish disclosure remnts for assets and
liabilities presented at fair value on the consatiédi balance sheets.

Fair value is the amount that would be receivednftbe sale of an asset or paid for the transfea 6&bility in an orderly
transaction between market participants. A liapikt quantified at the price it would take to triarghe liability to a new obligor,
not at the amount that would be paid to settldi#tislity with the creditor.

The three-level hierarchy is as follows:
e Level 1 inputs consist of unadjusted quoted prfoegentical instruments in active markets.
e Level 2 inputs consist of quoted prices for simifestruments.
e Level 3 valuations are derived from inputs whicé significant and unobservable and have the lopéstity.

Financial assets and liabilities are classifiethieir entirety based on the lowest level of infhattis significant to the fair value
measurement. We have determined that certain mtarm@utstanding as of the date of these finandatesents qualify as

derivative financial instruments under the provisi@f FASB ASC Topic No. 815-40, “Derivatives anddging — Contracts in

an Entity’'s Own Stock.” These warrant agreementhigre provisions designed to protect holders fromeeline in the stock price
(‘down-round’ provision) by reducing the exercig&p in the event we issue equity shares at a jpoiger than the exercise price
of the warrants. As a result of this down-roundvsion, the exercise price of these warrants cteldnodified based upon a
variable that is not an input to the fair valueaoffixed-for-fixed’ option as defined under FASB &STopic No. 815-40 and

consequently, these warrants must be treatediakility and recorded at fair value at each repagytiate.

The fair value of these warrants was determinedgugilattice model with any change in fair valueinly the period recorded in
earnings as “Gain (loss) on derivative warrantiligt’

Significant inputs used to calculate the fair valoke the warrants include expected volatility, rfske interest rate and
management’s assumptions regarding the likelihd@dfoture repricing of these warrants pursuariheodown-round provision.

The carrying amounts reported in the balance stoeatash, accounts receivable, accounts receivabbdated party, accounts
payable and accrued expenses, and notes payabilexapate their fair market value based on the stesrh maturity of these
instruments.

Stock-Based Compensation

ASC 718, “Compensation-Stock Compensation” requieesgnition in the financial statements of thet adsemployee services
received in exchange for an award of equity insemis over the period the employee is required téopa the services in
exchange for the award (presumptively the vestiripp). We measure the cost of employee serviceswed in exchange for an
award based on the grant-date fair value of thecwa

We account for non-employee share-based awards! bgem ASC 505-50, “Equity-Based Payments to NorpBgees.” ASC
505-50 requires the costs of goods and servicesvest in exchange for an award of equity instrureeatbe recognized using
the fair value of the goods and services or thevalue of the equity award, whichever is moreatdly measurable. The fair
value of the equity award is determined on the mmessent date, which is the earlier of the date ahpérformance commitment
is reached or the date that performance is compl@nerally, our awards do not entail performacaemitments. When an
award vests over time such that performance oamees multiple reporting periods, we estimate the ¥alue of the award as of
the end of each reporting period and recognizepgnopriate portion of the cost based on the falueran that date. When the
award vests, we adjust the cost previously receghso that the cost ultimately recognized is edeitao the fair value on the
date the performance is complete.

We recognize the cost associated with share-bagarta that have a graded vesting schedule on iglgtiane basis over the
requisite service period of the entire award.

Off-Balance Sheet Arrangements
We have not entered into any off-balance sheehgemaents that have or are reasonably likely to laagerrent or future effect

on our financial condition, changes of financiahdition, revenues, expenses, results of operatlonsdity, capital expenditures
or capital resources that is material to investors.



Item 3. Quantitative and Qualitative Disclosures Alout Market Risk
Not required because we are a smaller reportingpaom

Item 4. Controls and Procedures

Evaluation of Disclosure Controls and Procedures

Our management, with the participation of our Hgat Executive Officer and Principal Financial @#r, has evaluated the
effectiveness of our disclosure controls and prooesl (as such term is defined in Rules 13a-15(d) I&d-15(e) under the
Exchange Act) as of the end of the period coverethis report. Based on such evaluation, our PpaicExecutive Officer and
Principal Financial Officer have concluded that,ohshe end of the period covered by this repout, disclosure controls and
procedures were not effective, due to the deficgenm our internal control over financial repodias described in our Annual
Report on Form 10-K for our fiscal year ended Bily2011, which deficiencies have not yet been diaak

Internal Control over Financial Reporting

There have not been any changes in our internataerover financial reporting that occurred duriogr fiscal quarter ended
October 31, 2011 that have materially affectedarer reasonably likely to materially affect, oureimtal control over financial
reporting.

Part Il Other Information
Item 1. Legal Proceedings
As of October 31, 2011, we were a party to theofeihg legal proceedings:

1. Cause No. 2011-37552; Strategic Anaeri©il Corporation v. ERG Resources, LLC, et al.tHe 55th District Court,
Harris County, Texas. The Company is a plaintifthis suit. In this case, Company brought claiansnjunctive relief, breach
of contract and fraudulent inducement against thterdlant regarding the purchase of Galveston Bagrdgm LLC from
ERG. The Company intends to prosecute its claimisdiefenses vigorously. As of the date of filifghos report, the Company
is no longer seeking injunctive relief.

2. Cause No. 2011-21308; James A. Whjtdorvs. Galveston Bay Energy, LLC; In the 61stidial District Court, Harris
County, Texas. The Company was a defendant incése, which involved contracts regarding the dsgracessing plants for
the oil and gas products produced by the produpimperties owned by Mr. Whitson. The contracts wassigned to ERG
Resources, LLC immediately prior to the purchas&BE from ERG by the Company. Subsequent to Oct8lhe 2011, this
case was dismissed.

3. Cause No. 2011-54428; ERG ResourdeS,\L. Galveston Bay Energy, LLC, in the 125th Jiai®istrict Court, Harris
County, Texas. This is a companion case to the dhitcase in that it deals with the same operatgrgesnents for the
processing of product by the entities owned by ER®. an action seeking payments of charges apamrses by ERG that are
refuted by GBE. The Company intends to prosecateldims and defenses vigorously.

Item 1A. Risk Factors

For information regarding our risk factors see fils& factors disclosed in Item 1A of our Annual Repon Form 10-K filed on
November 15, 2011. There have been no materialgefsainom the risk factors previously discloseduotsAnnual Report.



Item 2. Unregistered Sales of Equity Securities andse of Proceeds

Our unregistered sales of equity securities duongquarter ended October 31, 2011 have been destlm our Current Report
on Form 8-K as previously filed with the SEC on teember 30, 2011.

Item 3. Defaults Upon Senior Securities
None.

Item 4. (Removed and Reserved)
None.

Item 5. Other Information

None.

Item 6. Exhibits

Exhibit 31.1 - Certification of Chief Executive @fér of Strategic American Oil Corporation requitedRule 13a-14(a) or Rule
15d-14(a) of the Securities Exchange Act of 1934adopted pursuant to Section 302 of the Sarbamkest@ct of 2002.

Exhibit 31.2 - Certification of Chief Financial @fér of Strategic American Oil Corporation requitedRule 13a-14(a) or Rule
15d-14(a) of the Securities Exchange Act of 1934adopted pursuant to Section 302 of the Sarbawkst@ct of 2002.

Exhibit 32.1 - Certification of Chief Executive Officer and Chigifinancial Officer of Strategic American Oil Corptice
pursuant to Section 906 of the Sarbanes-Oxley A2D02 and Section 1350 of 18 U.S.C. 63.



Signatures

Pursuant to the requirements of the Securities &xga Act of 1934, the Registrant has duly caused®éport to be signed on its
behalf by the undersigned thereunto duly authorized

STRATEGIC AMERICAN OIL CORPORATION

“Jeremy Glenn Driver”

Jeremy Glenn Driver

President, Chief Executive Officer, Principal Exioei Officel
and a director

Date: December 20, 2011

“Sarah Bere-Harrop”

Sarah Berel-Harrop

Secretary, Treasurer, Chief Financial Officer anddpal
Accounting Office

Date: December 20, 20




EXHIBIT 31.1

CERTIFICATION PURSUANT TO SECTION 302 OF THE SARBA$-OXLEY ACT OF 2002

I, Jeremy Glenn Driver, certify that:
1. I have reviewed this 10-Q of Strategic Ameri€ihCorporation;

2. Based on my knowledge, this report does notatorny untrue statement of a material fact or dmittate a material fact
necessary to make the statements made, in lighedfircumstances under which such statementsmwade, not misleading
with respect to the period covered by this report;

3. Based on my knowledge, the consolidated findisté@ements, and other financial information iled in this report, fairly
present in all material respects the financial o results of operations and cash flows ofrégistrant as of, and for, the
periods presented in this report;

4. The registrant’s other certifying officer(s) anare responsible for establishing and maintaimisglosure controls and
procedures (as defined in Exchange Act Rules 18a)Hnd 15d-15(e)) and internal controls over faialreporting (as defined
in Exchange Act Rules 13a-15(f) and 15d-15(f))tfe@ registrant and have:

(a) Designed such disclosure controls and proesgar caused such disclosure controls and proesdorbe designed
under our supervision, to ensure that materialrmédgion relating to the registrant, including itmeolidated subsidiaries,
is made known to us by others within those entifpesticularly during the period in which this repis being prepared,;

(b) Designed such internal control over financggdorting, or caused such internal control ovearfirial reporting to be
designed under our supervision, to provide readeradsurance regarding the reliability of financegorting and the
preparation of financial statements for externappses in accordance with generally accepted aticguprinciples;

(c) Evaluated the effectiveness of the registeadisclosure controls and procedures and preséntai report our
conclusions about the effectiveness of the discéosantrols and procedures, as of the end of tHegeovered by this
report based on such evaluation; and

(d) Disclosed in this report any change in thastegnt’'s internal control over financial reportitigat occurred during the
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an ameport) that has
materially affected, or is reasonably likely to evally affect, the registrant’s internal contrelen financial reporting; and

5. The registrant’s other certifying officer(s) andave disclosed, based on our most recent evatuef internal control over
financial reporting, to the registrant’s auditorsldhe audit committee of the registrant’s boardicéctors (or persons
performing the equivalent functions):

(a) All significant deficiencies and material weakses in the design or operation of internal obotrer financial
reporting which are reasonably likely to adversefgct the registrant’s ability to record, processnmarize and report
financial information; and

(b) Any fraud, whether or not material, that inved management or other employees who have aisatifole in the
registrant’s internal control over financial repog.

December 20, 20:

By: “Jeremy Glenn Driver”

Jeremy Glenn Driver
Chief Executive Officer
Principal Executive Office




EXHIBIT 31.2

CERTIFICATION PURSUANT TO SECTION 302 OF THE SARBA$-OXLEY ACT OF 2002

I, Sarah Berel-Harrop, certify that:
1. I have reviewed this 10-Q of Strategic Ameri€ihCorporation;

2. Based on my knowledge, this report does notaterany untrue statement of a material fact ortdmistate a material fact
necessary to make the statements made, in ligtiteotircumstances under which such statements made, not misleading
with respect to the period covered by this report;

3. Based on my knowledge, the consolidated firratatements, and other financial information udeld in this report, fairly
present in all material respects the financial @ results of operations and cash flows of tegistrant as of, and for, the
periods presented in this report;

4. The registrant’s other certifying officer(s)dah are responsible for establishing and maintainiisclosure controls and
procedures (as defined in Exchange Act Rules 13a}Hhd 15d-15(e)) and internal controls over faiahreporting (as defined
in Exchange Act Rules 13a-15(f) and 15d-15(f))tf@ registrant and have:

(a) Designed such disclosure controls and proesdar caused such disclosure controls and proesdarbe designed
under our supervision, to ensure that material rinfdion relating to the registrant, including itensolidated

subsidiaries, is made known to us by others withse entities, particularly during the period ihieh this report is

being prepared;

(b) Designed such internal control over financédorting, or caused such internal control oveairitial reporting to be
designed under our supervision, to provide readenadsurance regarding the reliability of financigborting and the
preparation of financial statements for externappges in accordance with generally accepted atioguprinciples;

(c) Evaluated the effectiveness of the registeadisclosure controls and procedures and preséntdds report our
conclusions about the effectiveness of the discsontrols and procedures, as of the end of thegeovered by this
report based on such evaluation; and

(d) Disclosed in this report any change in thdstegnt's internal control over financial reportitigat occurred during
the registrant’'s most recent fiscal quarter (thgisteant’'s fourth fiscal quarter in the case ofaamual report) that has
materially affected, or is reasonably likely to erélly affect, the registrant’s internal contralev financial reporting;

and

5. The registrant’'s other certifying officer(s)dahhave disclosed, based on our most recent et@iuaf internal control over
financial reporting, to the registrant’s auditorsdathe audit committee of the registrant’s boarddokctors (or persons
performing the equivalent functions):

(a) All significant deficiencies and material weakses in the design or operation of internal obrdver financial
reporting which are reasonably likely to adversafgct the registrant’s ability to record, processmmarize and report
financial information; and

(b) Any fraud, whether or not material, that inked management or other employees who have aisantifrole in the
registrant’s internal control over financial repogt

December 20, 2011

By: “Sarah Bere-Harrop”

Sarah Ber«Harrog
Chief Financial Office
Principal Accounting Officer




EXHIBIT 32.1

CERTIFICATIONS PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
(18 U.S.C. SECTION 1350)

In connection with the Quarterly Report of Strategmerican Oil Corporation on Form 10-Q for the deaended October 31,
2011, as filed with the Securities and Exchange @ssion (the “Report”), Jeremy Glenn Driver, Chiefecutive Officer and
Sarah Berel-Harrop, Chief Financial Officer of &gic American Oil Corporation, do hereby certipyrsuant to 906 of the
Sarbanes-Oxley Act of 2002 (18 U.S.C. 1350), thdtis or her knowledge:

(1) The Report fully complies with the requirementssection 13(a) or 15(d) of the Securities ExagaAct of 1934;
and

(2) The information contained in the Report faiphesents, in all material respects, the finanaaldition and results of
operations of the Company.

December 20, 2011

By:  “Jeremy Glenn Driver

Jeremy Glenn Driver
Chief Executive Office
Principa Executive Office

By:  “Sarah Berel-Harrop”

Sarah Berel-Harrop
Chief Financial Officer
Principal Accounting Office

A signed original of this written statement reqdirby Section 906, or other document authenticatacknowledging, or
otherwise adopting the signatures that appearpedyorm within the electronic version of this weit statement required by
Section 906, has been provided to the Company ahldo& retained by the Company and furnished to 8eeurities and
Exchange Commission or its staff upon request.



