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Attention: Howard A. Gorman
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Executive Officer, MAKE OATH AND SAY THAT:

1. | am the President and Chief Executive Officer of Oilsands Quest Inc. ("BQI"), which is the

100% parent of Townsh|p Petroleum Corporation, ("Township"), 1291329 Alberta Ltd

("Sask“) (Wthh is in turn the 100% parent of Strlpper Energy Serwces Inc. ('Strip’p'e'r”)) ST
(BQM, Sask, Strlpper Township, 129 and Technology shall hereinafter be referred to

collectively as "the Company".) As such | have personal knowledge of the facts and matters

1828147v5

Clerk's Stamp

CLERK OF THE COURT
' FILED

NOV 2§

G

JUDICIAL CENTRE

OF CALGARY. |

("129"), Ollsands Quest Technology Inc. ("Technology"), and Oilsands Quest Sask Inc



=

ﬁ
PR

2

deposed to herein except where stated to be based on information and belief, and where

so stated | do verily believe the same to be true.

RELIEF REQUESTED

3.

This affidavit is made in support of an application by the Company for an Order (the "Initial

Order") pursuant to the Companies' Creditor's Arrangement Act, R.C.A. 1985, c. C-36, as

amended (the "CCAA"), among other things:

(a)

(b)

Declaring that the Company is one to which the CCAA applies; - ‘

Staying all proceedings and remedies taken or that might be taken in respect of the
Company or any of its property, except as otherwise set forth in the Initial Order or

otherwise permitted by law;

Authorizing the Company to carry on business in a manner consistent with the

preservation of its property and business;

- Appointing Ernst & Young Inc. as monitor (the "Monitor" or "E&Y") of the Company

in these proceedings;

Approving certain charges as set out herein; -

‘Approving certain agreements as set out herein; and

Deeming service of the Application for the Initial Order to be good and sufficient.

o OVERVIEW AND CORPORATE STRUCTURE -

BQl was incorporated in Cdlorado, USA on April 3, 1998 as "Uranium Power Corporation",

and changed its hame to "CanWest Petroleum Corporation"lpn November 2, 2004. On

October 31, 2006 it changed its name to "Oilsands Quest Inc." BQJ is a publicly-traded

‘company trading on the New York Stock Exchange under the tra'ding' symbol "BQ]I".
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.

!

e

10.

1828147v5

3

The executive offices for BQl and all other corporations in the Company are located in Suite

800, 1333 — 8 Street S.W., Calgary, Alberta, T2R 1M6.

Township is incorporated pursuant to the Alberta Business Corporations Act, R.S.A. 2000 c.
B-9, is a wholly owned subsidiary of BQI, and owns an oil sands lease in the Province of

Alberta (referred to as "Eagles Nest") which it acquired in 2005.

129 is incorporated pursuant to the Alberta Business Corporations Act, R.S.A. 2000 c. B-9, is
a wholly owned subsidiary of BQI, and owns assets related to camp facilities and

equipment.

Technology is incorporated pursuant to the Alberta Business Corporations Act, R.S.A. 2000

c. B-9, is a wholly owned subsidiary of BQI, and was incorporated to assess technologies

related to bitumen and shale oil extraction and to ensure: any proprietary information

created from the development of the Company's prospects could be commercially

exploited.

Stripper is incorporated pursuant to Alberta Business Corporat/ons Act, R.S.A. 2000 c. B-S

and is a wholly-owned subsidiary of Sask.

»Sask is mcorporated pursuant to the Alberta Business Corporat/ons Act, R.S.A. 2000 c. B-9,

nd was established as an operating subSIdlary of the Company primarily to explore for and
develop oil sands deposits in the provinces of Saskatchewan and Alberta. BQI owns 100%

of the voting shares and 100% of the equity shares of Sask. Other shareholders own shares

“in a class of non-voting preferred exchangeable shares (the "Exchangeable Shares") of Sask.

The Exchangeable Shares are__exchvangeab!e for shares of common stock of BQl on a one-
for-one basis and otherwise give holders the economic rights and voting rights of holders of

BQI common stock.

The Company currerit'lvy has nineteen (19)-employees or contractors.



BACKGROUND AND BUSINESS OPERATIONS

11.

12.

The Company is a development stage company which (as more particularly described
below) holds certain permits, licenses and leases in Alberta and Saskatchewan allowing it to
explore and develop natural resource properties. To date the Company has not received
any revenue from any of its natural resource properties, and none of its estimated
resources have been classified as proved reserves. The Company expects that significant
additional exploration and development activities will be necessary to establish proved
reserves, and to develop the infrastructure necessary to facilitate production, if any, from_

the estimated resources.
Properties

The Company (through the subsidiaries described above) holds the following permits, -

licenses, and leases:
Saskatchewan Oil Sands Permits

(a) As é result of various fransactions commencing in 2004, Sask acquired oil ‘shaie
exploration permits PS00205, PSOOZO6, P500207, PSOOZOS, PS'00209, PSOO?IO,
PSOOZli, PS00212, PS00213, PS00214, PS00215, P500216 énd !5500217' (the "Sas-k
Permits") located in north-western Saskatchewan along the Alberta border. A
portion of the area covered by fhe Sask Permits (being'approxir'nately 65'séctions '
located in Townships 94 and 95, Ranges 24 and 25, west of the Third I\/leridién) was

designated as "Axe Lake".

(b) The Sask Permits provided for the right to explore and work the lands covered by

the Sask Permits but not to remove, produce, or réc_over, except for test purposes,

oil products until a lease has been granted. The permits were granted by the

1828147v5

Province of Saskatchewan in 2004 under the Oil Shale Regulations, 1964 for a term
of five years. The term of the permits may be extended for up to three, one-year

extensions subject to regulatory approvals, as required.
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(f)
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The Company began exploration of its Sask Permits in the winter of 2005/2006 by
drilling a number of delineation wells in the Axe Lake region. The exploration
program continued through the winter of 2008/2009 and a total of 359 exploration

wells had been drilled on the Axe Lake lands.

Throughout 2009, 2010, and 2011, ,varioué exploration and testing activities
occurred on the Axe Lake area permits. Various bermits were relinquished to the
Crown to allow Sask to focus activities on those lands that exploration activity had
demonstrated to be prospective, primarily the lands covered by permits PS00208

and PS00210.

At April 1, 2011, all Sask Permits except PS00208 and PS00210 had been
relfnquished to the Crown and on July 15, 2011 portions of these Sask Permits were
converted into 15 year leases (the "Axe Lake Leases") identified as ‘OSA00001 and
OSAQOOOZ. The Axe Lake Leases cover 43,088 acres. |

The Axe Lake Leases are subject to a 2.5% GORR which is held by Stripper.

~ Saskatchewan Oil Sands Licenses

1828147v5

(8)

On August 13, 2007 the Company acquired five oil sands licenses south of the Axe -
Lake Leases. These licenses were relinquished on August 12, 2011 due to théir low.

prospectivity for future development.

Alberta Oil Sands Permits

Raven Ridge

During the year ended April 30, 2007, Sask acquired four oil sand permits which

were granted by the Province of Alberta under the terms of the Mines and Minerals

Act and which prov'id--é“{he Corr‘\'bany with the opportunity to convert up to 100% of

the permits to a production lease following the completion of specified work

requirements.
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These oil sand permits covered an area (designated as "Raven Ridge") of
apprdximafely 12 sections located within Townships 93 and 94, Range 1, West of

the 4™ Meridian, in Alberta, directly to the west of the Axe Lake area.

On August 12, 2011 permit 7006080098 expired, leaving the Company with three

permits covering 55,667 acres which will expire in March and May of 2012.

Drilling and other exploration work was conducted on the Raven Ridge lands in
2007, 2008 and 2009, which demonstrated continuity of bitumen characteristics

extending from the Axe Lake lands westward into Alberta, and which has potential

- for future development. Cenovus has developed a recovery process for reservoirs

with structural highs and top lean zones for its Borealis project directly west of
Raven Ridge and these reservoirs may be effectively and economically produced

using modified SAGD technology. | However, the Company does not currently have

‘the technical or financial wherewithal to develop the Raven Ridge area.
Wallace Creek

- On January 23, 2008 the Company acquired two oil sands permits covering 45,546

acres (designated as "Wallace Creek") which were granted by the Province of
Alberta under the terms of the Mines and Minerals Act, and which provide an

opportunity to convert up to 100% of the permits to a production lease following

the completion of specified work requirements.

The Company conducted an exploration drilling program on the Wallace Creek [ands

- in"ZOlO and 2011, which program has indicated significant quantities of bitumen.

“The Wallace Creek permits have been extended to March 31, 2013, which extension

will allow the Company two full winter exploration seasons in which to complete

..-additional exploratory seismic and drilling prior to any applications for conversion to

- lease.

On'Septer'nber 25, 2011 BQl entered into a non-binding Letter of Intent (the

"Wallace Creek LOI") with a third party to sell its Wallace Creek assets for total
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(o)

“consideration of $60 million, which includes $40 million cash at closing and a $20

million contfngent payment that is subject to certain future events.

Completion of the transaction contemplated by the Wallace Creek LOI was subjecf
to a number of terms and conditions, including negotiation of a definitive
agreement, board approvals, due_ diligence, financing and approval by BQl
shareholders. All of the cenditions, with the exception of the BQJ shareholder vote,

were to be completed by October 31, 2011.

The purchaser continued to conduct their due diligence and, in early November,

they requested an extension of the time to January 31, 2012 so that they could

~complete their due diligence, arrange the financing and negotiate the definitive

agreements required for the purchase and development of the Wallace Creek
properties. BQl agreed to extend 'in_ exehahge for a USS$3,000,000 non-refundable
deposit. I

On November 28, 2011 the purchaser did not agree to the conditions set forth by

BQl and negotiations were terminated.

Alberta Oils Sands Lease

(r)

On June 1, 2005 Township acquired oil sands lease no. 7405080355 with a term of
15 yeérs. The lease is located in the‘ Athabasca oil sands region of Alberta in

Township 101, Range 13, and West'of the Fourth Meridian ("Eagles Nest").

The Company intends to divest itself of its Eé.gles Nest oil saﬁds Iease given that it is
geographlcally distant from its other 0|I sands dlscovenes and is largely unexplored
Currently the Company has not received any acceptable offers and the Company
has determined that it is in its best mterest to retain this asset unt|I an adequate

offer has been received or addltlonal funds are available for the development of

these longer term assets.. The Company currently does not have the commercial

wherewithal to develop this area. -
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13.

14.

Saskatchewan Oil Shale Permits

(t) In September and October 2006 the Company aéquired nine exploration permits in
the Pasquié Hills Qil Shale prospect area from the Province of Saskafchewan,,‘and as
of September 30, 2011 the Company had relinquished all of these permits with the
exception of SHPOOO1.

(u) The remaining permits covers 405,961 acres near Hudson Bay, Saskatchewan, and
provide for the right to explore, mine, quarry and work the permit lands, but nof
produce or recover oil, shale except for test purposes until the lease has been

granted.

“In addition to the foregoing permits, licenses and leases, the Company owns various assets

under construction, being facilities required for a steam assisted gravity drainage (SAGD)

pilot on the Axe Lake Leases.

~ As at April 30, 2011, the Company had drilled the following wells as part of its exploration

program on the various lands described above:

Wells Drilled | Sections Drilled | Wells per Section

Axe Lake Exploration 323 ‘ 78 : 4.1

Axe Lake ' 26  n/a n/a
Development/ReserVoir Test ‘ ‘ | o
Axe Lake Groundwater 19 : nfa- . n/a
Monitoring o k
Saskatchewan Exploration 36 29 . ] 1.2
(outside Axe Lake) ' o

| Raven Ridge Exploration 48 23 : 2.1
Wallace Creek Exploration 14 14 1.0
Eagles Nest Exploration 0 ' 0 ' 0.0

Total 466 ' 144 : 3.2

AXE LAKE CAMP

15.

16.
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The Company also owns a camp on its Axe Lake Leases (the "Axe Lake Camp").

The Company has a series of agreements with Cenovus to allow it to use the Axe Lake Camp ‘

and access roads while it conducts operations in the area. Under these agreements, the
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Company retains and pays suppliers to the Camp and is then repaid by Cenovus at cost plus
apprdximateiy 10%. To ensure these arrangements are uninterruptéd, and as all costs paid
are recovered in full with a premium, the Company brequests this Court authorize the
Company to pay.a.l.l costs and suppliers related to the Axe Lake Camp, both pre and post
CCAA filing. |

SENIOR MANAGEMENT

17.

18.

The Company's senior management is currently made up of the following:

(a)  Garth Wong - President and Chief Executive Officer, appointed President and Chief
Executive Officer of Qilsands Quest Inc. on February 1, 2011. He was previously the

_ Compény’s Chief Financial Officer, having joined the Company.in February 2009;

(b) -~ Annie Lamoureux - Vice President and Controller and Principal Accounting Officer,
appointed Vice-President and Controller of the Company on February 1, 2011. She

} joined the Company as Controller in August 2009; and

(c) Simon Raven - Vice President, Exploration and Development, appointed Vice
' Président, Exploration and Development of the Company on January 13, 2011. Prior

to this, he Se’rved as Chief Geologist at Oilsands Quest I‘n‘c. from August 2006 to

| January 2011, ' | ' '.

The Senior Managevm‘ent, and all employees, are directly employed by BQI, but provide

- services to all of the Company entities. Costs for employees, and other general and other

1828147v5

expenses are satisfied through in,ter—combpany transfers between the various Company

entities. To allow efficient ongoing operations through the CCAA Proceedings, it is

necessary that the ability to transfer funds, under the Monitor's supervision, be allowed to

be continued amongst the Company.
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ASSETS AND LIABILITIES

A.

19.

20.

21.

22.

23.

1828147v5

ASSETS

Attached hereto and marked respectively as Exhibits "A" and "B" are the unaudited
financial statements for the three month period ending July 31, 2011 and the audited

financial statements for the 12 month period ending April 30, 2011.

In general, the Company's assets are comprised of US$12.5 million of current assets and

USS$154.3 million of >property and equipment, as follows:

(a) Cash and cash équivalents, iﬁcluding restricted cash of US$11.2 million;
(b) Accounts receivable of US$0.3 million;

(c) Prepaid expenses of USSl.Q n’l1i||ion; and

(d) Property and equipment of USS154.3 .milllion.

The total of all of the foregoing as at July 31, 2011 is approximately US$166.9 million.

LIABILITIES

The ap'pfoximate balance dWing (both Ii'quidate_d and contingent) to creditors of the

' Company as of July 31, 2011 are approximately US$33.9 million (rounded) as follows: .

(@) - Accounts payables including those anticipated to be incurred and accrued up to and

including July 31, 2011 are approximately US$13.0 million;

(b) Obligations-under sublease contracts of US$0.5 million;

(c)- Asset retirement obligations of US$20.4 million.

EEAEIN 5 . . NERTS

All of the liabilities are to Canadian suppliers or creditors with the exception that BQI has

certain payablés to U.S. based regulators or consultants and is involved. in disputed

shareholder Iitigation in the States' of New York and Colorado, the Colorado litigation being

an insured, conditionally settled claim.
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While the Company assets on its balance sheet are in excess of its liabilities, the majority of
the asset value is in long term, heavy oil pfoduc_tion reserves that will require substantial
further investment to bring on to production. The Company's efforts to monetize all or a

portion of these reserves is set out herein.

The Company is currently in a position that it is unable to pay its obligat’i.ons generally as
they become due and are therefore insolvent. The proposed CCAA proceedings are

intended to allow the Company an opportunity to maximize recovery for all stakeholders.

EVENTS LEADING TO PRESENT APPLICATION

26.

- 27.

28.

29.

1828147v5

As noted above, the Company is a development stage tompany which holds the pérmits,
licenses and leases described above allowing it to explore and de_velop natural resource
properties. To date the Company has not received any revenue from any of its natural
resource properties, none of its estimate resources have. been classified >as proved reserves,

and the Company's exploration and development work isbapi_tal intensive.
Strategic Alternative Process

On August 17, 2010 the Company had announced that it had initiated a process“"co explore

~ strategic alternatives for enhancing shareholder value. The strategic alternative process

was overseen by a Special Committee with advice from TD Securities Inc. which was

engaged as a financial advisor to assist with this p'ro‘cess.

The Special Committee considered all alternatives to inc»rea‘se»shareholder val.ue, including
strategic financing opportunities, asset divestiturés,’joint ventures ahd/or a corborate sale,
merger or other business combination. The Company had many initial expressions of
interest and explorétory con_vefsations and signed confidentiality agreements with a

number of entities who carried out detailed due diligence.

The formal strategic alternative process did not result in any proposals to the Company, -
and the process was concluded in June, 2011 upon the recommendation of the Special

Committee.
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30.

31.

32.

33.

34.

. exploration core -holes. The Company has drilled 359 exploration core holes in -

1828147v5
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The Company then proceeded to raise the funds required to advance the development of
the Company's assets and on July 18, 2011, the Company commenced a Rights Offering
under which the existing shareholders were given the right to purchase shares in the
Company. This Rights Offering process was terminated on September 12, 2011, and the
Company has, to date, been unable to raise the funds required to advance the
development of the Company's assets. The decision to cancel the rights offering:
considered that the negotiation of a material transaction had re;'ached an advanced stage —
a transaction that would significantly change the use of proceeds described in the rights
offering prospectus. It had also become apparent that the Company would not achieve a
full S60 million subsér_iption through the rights offering, perhaps at least partially due to

weak market conditions.

On September 25, 2011, the company entered into a non-binding Letter of Intent with a
third party to sell its Wallace Creek assets for total consideration of $60 million, which
includes $40 million cash at closing and a $20 million contingent payment that is subject to
certain future events. The sale of the Wallace Creek property would have prévided the
Company With the financial resources to focus on moving its largest and most advanced

asset, Axe Lake, toward commercial development.

" Completion of the transaction was subject to a number of terms and conditions, including

negotiation of a definitive agreement, board approvals, due diligence, financing and

~approval by BQI shareholders.

On November 28, 2011, negotiations for the sale of the Wallace Creek assetS_ were

terminated as outlined above.

Asset Retirement Obligation

The Company is in discussions with the Saskatchewan Ministry of Energy and Resources « .

("SMER") to assess a re-abandonment issue relating to the abandonment of early

Saskatchewan and it was determined during a review of development-plans and well

records that 242 of the early-year wells were not abandoned to a standard that meets the |
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36.

37.

38.

-39.
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Company's thermal development requirements or were not abandoned in accordance with -

the regu'lafory requirements.

The Company has applied for waivers on 99 core holes, and during the year endmg April 30,
2011, the Company completed an 18 hole re-abandonment program. The remaining 125
core holes are comprised of a combination of locations that are adjacent to the commercial
development area plus a portion of the core holes for which the Company intends to seek

waivers from the SMER.

The Company has submitted a re-abandonment program to the SMER that has included
costs estimates and a schedule of work. As at July 31, 2011, the total undiscounted
inflation-adjusted future obligations for such abandonment work over the next four years is

approximately US$28.6 million. -

SMER has advised the Company that SMER's assessment of the Company's re-

abandonment obligations could result in cancellation of the Axe Lake permits if the

Company does not comply with the governing regulations.

In addition to ‘the re-abandonment obligations outlined above, the company has

undiscounted inflation-adjusted future reclamation obligations of approximately US$16.3

million, prirnarily for the restoration of well sites and access roads.

-Socius Financing

On October 17, 2011 the Company entered into a Securities Purchase Agreement ("SPA")

with Socius CG II, Ltd., a‘subsivdiary of Socius Capital Group (“Socius”). The Company has

the right, over a_terrin of two years, to require Socius, subject to the terms and conditions of

b'the SPA, to purchase up to S12 million of Series C redeemable preferred shares (the

"Preferred Shares") The Preferred Shares bear interest at an annual rate of 10%. The

, Company may, at its sole dlscretlon submit a tranche notice to Soc1us to purchase a certain

~ - dollar amount of the Company's Preferred Shares at $10,000 per share.

1828147v5

Upon the issuance of the initial tranche notice, Socius will also receive warrants to purchase

shares of the Comp»any's common stock valued at 35% of the Preferred Share amount. The
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initfal exercise price of the warrants will be eciual to the closing bid price of the Company's
common stock on the day preceding the issuance .of the first tranche notice. When the
Company elects to sell a tranche of Preferred Shares, warrants equal to 35% of the value of
the Preferred Shares will vest and Socius is obligated fo exercise these warrants. The
vested warrants will be at a price equal to the closing bid price on the day preceding the
issuance of the tranche notice. In addition, Socius is obliga.ted to exercise an additional
investment right to purchase common stock valued at 100 per cent ef the amount of the
Preferred Stock, at a per share price equal to tHe exercise price of the warrants associated

with the sale of Preferred Stock.

The Company cannot issue a tranche notice in a dollar amount that will result in the
common shares -issvued in accordance with the additional investment right and related

warrants exceeding 9.99% of the then outstanding shares of the common stock.

Socius may elect to issue secured promissory notes for the purchase of the common shares.
These promissory notes would be for a five year term and would bear interest at an annual

rate of 2%.

The Company has not sold any Pre"ferre'_d Shares under the terms of the SPA.

~ NYSE Amex Listing Requirements

On September 12, 2011 Oilsands.Quest received notice from the staff of the NYSE Amex
LLCb(the "Ekchange”) that, based on. their review of the Company’s Form 10-K/A for the
fiscal yea‘r ended April 30, 2011 and disbcussions and correspondence with management,
the C’ompany, is net in compl‘iance with -eertein of the Exchange’s continued listing
standards as set forth in. Part 10 of the Exchange’s Company Guide. Specifically, the
Exchange noted that the Company is not in compliance with Section 1003(a)(iv) of the

Company Guide because the:Company has sustained losses which are so substantial in

relation to the Company’s overall operations or its existing financial resources, or its

-_financial-condition:h as_beco.m.e_so_i.m,pair_e_d_t.h.a-t—i.t_a.p.p.ea.ns_q.u.estio.n.abI.e,_i.n_th.e_o.p.i.n.i.o.n_o.f_. :

1828147v5

the Exchange, as to whether the Company will be able to continue operations and/or meet

its obligations as tHey mature. A copy of the Exchange Notice is attached as Exhibit "C".
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45.  The Company has-submitted a plan explainin‘g how BQl intends to return to full compliance
with the Exchange"s listing requirements. The Company believed that with the Socius
financing and the Wallace Creek asset sale, Oilsands Quest would have secured the
necessary capital to move ahead use the resulting reservoir prod‘uction data to seek a joint

venture partner, strategic investor, or purchaser of the asset or the Company.

46. If the within Application is successful, the Company will fofthwith contact the Exchange to

make submissions for its potential continued listing.

47. . The Company’s common stock continues to trade on the Exéhange under the symbol “BQI”,
however, the Exchange hés advised the Company that the ‘Exchange is utilizing the financial
status indicator fields in the Consolidated Tape Association’s Consolidated Tapé System and
Consolidated Quote Systems High Speed Tapes to identify companies that are in
noncompliance with the Exchange’s continued listing standards. Accordingly, the Comp.any. :

will become subject to the trading symbol extension “.BC” to denote its noncompliance.

CASH FLOW PROJECTIONS

48. Attached as Exhibit "D" to this my Affidavit are the cash flowb'projections for the Company
(the "Cash Flow Projections") for the period ehding December 31, 2011. Based on my .
- knowledge of the financial position of the benpahy, and based on the assumptions s'et‘o,ut

in the Cash Flow Statements, | verily believe that they are fair and reasonable.

49. Management of the Company has worked with E&Y to prepare the Cash Flow Projections.
E&Y has made certain suggestions about the Cash Flow 'Pro'je‘ctions, which have been
incorporated there;in[ and E&Y has not expressed any concern over the reasonabylenésso'f

the Cash Flow Projections.
PLAN-OF ARRANGEMENT |

50. Based on the Cash Flow Projections and the other financial information set out in this

(.

Affidavit, | believe that given a reasonable period of time to reorganize the financial affairs

1828147v5
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of the Company that there is a reasonable prospect that the Company will be able to file a

viable Plan of Arrangement.

DIP FINANCING

51.

The Company has not made arrangements for Debtor-in-Possession: ("DIP") financing at this
time, but has had preliminary discussions with various lenders concerning such a DIP
financing facility. The Company wishes to reserve ifs rights to reapply to this Honourable
Court for such a DIP financing facility if the Company should determine that it is necessary

to do so.

OTHER CHARGES

52.

| do verily believe it appropriate that this Court authorize, and grant priority to an

Administration Charge and a Directors and Officers Charge, each in the sum of up to

$1,000,000, which chargés I am advised by counsel are typical in CCAA proceedings in this

jurisdiction. The Company has no significant secured creditors who would be affected by

such charges.

KEY EMPLOYEE RETENTION PLANS

53.

54,

1828147vs

~ Because of concerns rélatingv to the Company's viability, a retention program and

agreement waS entered into with each Company head office employee in early 2011,

generally in the form as attached as Exhibivt "E" hereto (the "Existing Retention Program").
The terms of the Existing Retention Program include the following:

(a) all employefes who remain with the Company through December 31, 2011, would

receive a bonus equal to 75% of their annual salary; and

(b)  any employee terminated, other, than for cause, prior to December 31, 2011, would

receive their pro rata portion of the bonus.
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55. The retention payment for the remaining employees for 2011 totals approximately
$964,000 (11/12 bf which has already been earned). The potential retention payment
amounts have been transferred to the Company's counsel in October 2011, to protect the

employees and ensure their continued services.

56.  The Company will discuss with the Monitor and may apply to the Court with respect to an

appropriate 2012 employee retention program.

MONITOR

57. | believe that E&Y is qualified and competent to act as Monitor under the CCAA
proceedings. Attached as Exhibit "F" to this my Affidavit is a copy of a Consent to Act as
Monitor Signed by E&Y. . '

- RELIEF REQUESTED

58.  This affidavit is made in support of an application by the Cor‘hpany for the Initial Order

. pursuant to the,Cémpanies’ Creditor's Arrangement Act, R.C.A.'1985, c. C-36, as amended

(the "CCAA"), among other things:
' (a) Declafi'ng that the Company is one to which the CCAA épplies;

(b)  Staying all proceedings and remedies taken or that might be taken in respect of the
‘Company or any of its property, except as othéfwise set forth in the Initial Order or

otherwise permitted by law;

(c) Authorizing the Company to carry on business in a manner consistent with the

preservation of its pfoperty and business;

(d) Appointing__ Ernst & Y'oung Inc. as monitor of the Company in these proc_eedings;'

- Vg . WL

(e) . Ap‘pro_vi,ng_certain charges as set out herein;

(f) Approving certain agreements as set out herein; and

1828147v5
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_ ’ (g) Deeming service of the Application for the Initial Order to be good and sufficient.

- SWORN before me at the City of Calgary,
" in the Province of Alberta, thi&l% day of

| )
| )
f November, 2011 , )

| 7\ NN
- )

| )
)

“ 1 A Commlssmner for Qaths in and for the .
‘ Province of Alberta GARTH WONG ' 6/
™)
2 HOWARD A. GORMAN
_ BARRISTER & SOLICITOR

P
i

1828147v5
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néonie
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1)
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Seu Notes 16 Consolidaied Rinancial Statements
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Sworn before me this .......

‘ f(\,cwn\\;xA D. 20])

e wer

HOWARD A. GORMAN
BARRISTER & SOLICITOR
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_OTLSANDS QUESTING:

AD ment Stuge Companyy
Consolidate tmcme-nn.a.ofstoi:‘l:lmldprs‘"Ez[ui.ty

(inHiodsands,exeent shures)

i .
Commen Stecl : Preforyed Slock e g Tokl
. : o Additianst.Paid Sickhofdgrs’
Shares Tar Vilug Shures Pur Valug i Caplint Stage Eiify
Bislance; April 36,2009 241,530,549 8 2 s S Ty s @602y § @ums S 357,09
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-gxehadge-gain ontransiation - . - . - - . 61,634 .
i logy B o . - . - : (644813
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See Notes to Congolidated Financial Stlémnents
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: ; . h . . . 27923
. - - - L - 13 1
) - - - {1,694y (2.694)
Susk ) 24433
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OILSANDS QUEST, INC.
(A-Development Stage Company)
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OILSANDS QUEST INC.
(A Development Stagé Company)
Consolidated Balance Sheets
(in thousands, except share data)

April 30,2010 April 30, 2009
ASSETS
Currnt Assets: . Tome e e . o
Cash and cash equivalents ) . S 18,642 S X 6,986
Accounls receivable 1421 3,617
Short:terny investments B - 25,209
Prepaid expenses’ : . 739 337
Available forsile equity securilies 65 60
Tota] Current Assels . X 20,867 36,209
Property aud Equipment (note 5) 458,168 398,975
Assets held forsale (note 3) ’ 5,059 -
Total Assets S © 484,094 8 . 435,184
LIABILITIES AND STOCKHOLDERS’ EQUITY

Current Liabilities:

Accounts payable (notes 15 and 16) . N 1,606 S 3463
Accried liabilities . . 2,626 5,604
Flow-tlirough share premium liability - - .19
Total Current Liabilities ) 4,232 0816
Deférred Taxes (note 7) 62,516 65,651
Asset Retirement Obligation (note 6) . 17,485 2,621
Liabilities rélated to assets held for saie (note 3) . 1,146 -
Stockholders’ Equity:

Capita Stuck . -

Preferied Stock, par value of S0.001 each, 10,000,000 sliares authorized, | Series B Preferred share outstanding (note 10) . -
" Common Stock, par vaiiie of $0.001 each, 750,000,000 shares authorized, 292,491,188 and 241,559,549 shares outstanding at Aprit 30, 2010 and April 30, 2009

respectively (note 11) 292 242

Additionai Paid-in Capital ’ . © 758,007 713,591
Deficit Accumulated During Development Stage . . ' ' (395,196) (330,715)
Accumulated Other Comprchensive Income (Loss) . 35,612 (26,022)
Total Stockholdcrs’ Equit)' . ’ . 398,715 357,096
Total Lisbilitiés and Sockholders® Equity ’ : ) S 484,094 435,184 .

Contingencies and commitments (note 16)
Subsequent cvents (notes 3, 5(a) and 17)

See Notes to Consolidated Financial Statements

FS-5

THIS IS EXHIBIT 6“
ref rred to in the Affidavit af
(o6 Y.\ sag .j.-,....
worn before me this........

HO\NARb A GORMA
BARRISTER & son.acn'c»g\j
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Expenses

Exploration

General and administrative

Corporate

Stock-based compensation (notes 9, 11 and §2)
Foreign exchange (gain) loss

Depreciation and accretion

Other Items

lnlerest mcomc

: ’ncomr. tax

X benefit (note 7

Net Ioss from continiting opcrntmns

Net loss from discontinucil operations (note 3)

Net Iis.

Nt loss attribifdble to non-controlling interest (note 8)
Net loss attributable to common stockholders

Net loss from continving operations per share— Basic and Diluted
Net loss from dlscontlnucd operations per share— “Basic and Diluted
Net loss nttrlbu able to commion stockholders per share —

Basic and Diliited

Weighted Average Number of Common Shares Outstauding (note 11)

See Notes to Consolidated Financial Statements

OILSANDS QUEST INC.

(A Development Stage Company)
Consolidated Statements of Operations

(in thousands, except share data and per share amounts)

For the Years Buded April 30,

‘From * -
[neeption on
April3, 1998
thruuﬁlﬂ to

2010 2009 2008 April30,2010

8 48,682 70,843 96362 § 253,723

16979 12,567 11,386 58,820

5,584 17,481 20,847 146,827

(5.088) 4,780 (@41 (548)

02,538 11564 1073 5532

68,685 107,235 129,227 164354

(134) (1,089) (2.469) (6.432)

68,551 106,146 126,758 15192

~(9.830) (17,347) (34:053) (61.680)

ETRoT 88,299 92,705 396242 .

-:5,760 835 .42 6,648

6481 89,134 92,747 102,890

R — s ~(7.69%)

s 648 89,034 %2747 S 395,19
s 0.19 0.34 041
0.02 ) ]
s 021 0.34 041
" 305.327,827 261,510,084 227,054,065
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OILSANDS QUEST INC.
(A Dcyclopmbnf Stage Company)
Consalidated Statemenits of Stockholders' Equity
(in thousinds, except shinres)

. Deficit
Accumulated Accumulated
. Commaon-Stock’ ' i )  Préferred Stock - woooacosewes e Qther o oo «--During the - - STotal e e ene
- ” Additional Paid Comprehensive Development Stockholders’
Shares. Par Value Shares Par Value in Capital [ncome (Loss) Stige ‘LEquity
Balanee, April 30, 2009 241,559,549 © S 242 1 s -8 713,591 S (26,022) 8 (330715).  § -+ 357,006
Common stock issued for: -
Cash 44,789,313 45 - - 39,969 B - 40,014
Stock option exeycises 964,769 - - - 782 - - 782
Exchange of OQI Sask Exchangeable )
shares 5,177,557 5 - - (5) - - .
Stock-based compensation cost - - - 5,584 - - ’ 5,584
Share issué costs . - - - - “(2,096) - - (2,096)
Procects froth excreise of 0QI Sask
options . - - - - 182 - - 182
Other comprehensive income
Foreign exchange gain on (ranslation - - - - T 61,634 - 61,634
Net loss - - - - - - (64,481) . (64,481)
Balance Aprit 30,2010 .©292491,188 8 - . 292 . S - T e 8 758,007 S.- . 35612 S (395,196) S ... 398715

See Notes to Consolidated Financial Statements
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OILSANDS QUEST INC.
(A-Development Stage Company)
Consolidated Statements of Stockholders' Equity
(in thousands, exeept shires)

. : Deficit
Common Stock ) Preferred Stock Accumulated _Accumulated
- e - Other - - " Duringthe . - Total
Additional Paid Comprehensive Development Stockholders’
Shares Par Value Shares ' Par Value in Capital Income (Loss) Stage Equity

Balance, April 30, 2008 213,861,958 § 214 1" 8 s -8 604,403 S 36,732 S (241,581) S 399,768
Common stock issued for:
Cash 23,784,917 24 - - 91,215 . - - 91,239
Propérty (note 5(d)) 640,000 | - - 3,718 . R 3719
Premium off flow-through shares - - . .- - {1,803) . . - (1,803)
Stock optioi exeicises 35,000 - - - 165 - - 165
Exchange of OQI Sask Exchangeable . ’

shares 3,237,674 o3 - - (3 - - -
Stock-based compensation cost - - - 17,481 - - 17,481
Share issue cosis - - - - (3.108) - - (3,108)
Proceéds from exercise of OQI Sask

options - : - - - - . 1,523 - - 1,523

. Other comprehensive income -

Transfér of warealized loss on available-

for-sale equity securities - - - - - = 168 < 168
Foreign exchange loss on translation : - : - - - - (62,922) - 62,922)
Nef loss - - - - - - (89,134) (89,134)
Balance April 30, 2009 . 241,559,549 8 242 ! S - S - . 713591 S (26,022) N (330,715) S 357,096

See Notes to Consolidated Financial Statements




OILSANDS QUEST INC,
(A Development Stage Company) .
Consolidated Statements of Stockholders' Equity
(in'thousnnds, exeept shares)

. Deficit
Common Stock Preferred Stock Accumulated Accumulated
o - — - . - Other . .. During the . Total .
' ' Additional Paid Comprehensive Development Stockholders®
Shares Par Value Shares Par Value in Capital Income (Loss) Stage Equity

Balance, April 30, 2007 164,624,278 S 165 [ -8 440460  $ .- . 3365 S (148,834) 8 295,156
Common stock issued for: .
Cash 31,314,166 k]| - - 128,224 - - 128,255
Stock opfion exercises 1,456,250 2 - - 3,821 : . 3,823
Premium o Now-through shares - - - - 4.379) - - (@:379)
Warrani exercists 8,856,015 9 17,510 17,519
Propérty (notes 5(a) and (d)) 750,000 - - - 3,202 N R 3392
Stock-basced compensation 44,000 - - - .16 - - 116
Exchianjze of 0QI Sask Exchangeable !

shares 6,817,249 7 - - U] . R R
Slock-bas_ed:compensation cosl . - - - 20,847 - - 20,847
Share issue costs .- - - - (7,079) - - (7,079)
Procéeds from e’xqrcvise of OQI Sask .

options and warrants - : - - - - 1,598 - - 1,598
Other comprehensive income
Unrealized loss on available for sale

equity securities: . - - - - - : (142) - . (142)
Foreign exchange gain on translation - - - - ’ - . 33,509 - 33,509
Net loss : - - - - - (92,747) (92,747
Balance April 30,2008 213,861,958 8 214 . [ - 8 604403 S 36732 § (241,581) S 399,768

See Notes to Consolidated Financial Statements
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. OILSANDS QUEST INC.
(A Development Stage Company)
Consolidated Stntements of Stockholders' Equity
(in thousands, except shares)

* Common Stock Perlérred Stock
: ’ e Deficit Ve e
. . Accumulated s s
. N Accumulated Non- Total
| : e Additonal Paid Other X i .
Shares Par Value Shares » Par Value in Capital Comprehensive During the Controlling Slocl{l_u:\ldcrs
* lncome Developiment Interest Equity
Slage
Common stock issued at inception on
April 3, 1998 for assels 6,000,000 S 6 - S - S 92 S - S - S -8 98
Cominon stock issued for:
subscription - 717,500 - - - 36 - . . 16
Property 17,406,604 17 - - 5,805 - - - 5,822
Cush 49,254,199 50 - - 99,243 . . . 99,293
Ca?hless Exercise of warrants and 13,184,966 13 B A (13) 3 i 3 3
options .
Services . 17,973,611 18 - - 10,836 - - . - 10,854
Sctilement of debt 32,490,383 33 - - 28,294 - - - 28,327
Preniiuni on flow-through shares : - - - - 2.535) - - - (2,535)
. - - 1 - 223,579 - - - 223,579
Exchange of OQI Sask Exchangeables 28,237,015 28 - - (28) R _ R .
Share issué costs - - - - - (2,895) - - - (2.895)
Sto_ckiﬂm'scd compensation cosl - - - - 56,067 - - - 56,067
Pro‘ceeltiis ['rgm exercise of 0Qi Sask . . 3 . } 1,056 - B A B 1056
oplionsand warranfs i
Beheficial convesion feature of : ’ :
Convertible debentures and warrants 7 ’ ) ‘ ) 0923 - - - 20,923
Noricoutrolling interest: .
Shares issued to noncontrolling - - - : - - - R 13 13
interest )
Net loss attributable to . . N : )
noncontrolling interest ‘ . ) ) ) - (7.694) (7.694)
Inerease in interéstarising from share B
issuance by OQT Sask ) ) ) N - - 24,433 24-“‘33
Shares purchased from ) .
noncontroiling iiterest ° " ) tL N - © (16752) (16,752)
.Other comprehensive income:
Unrealized loss on available for sale )
equity securities : ) . o N . @6) T y (26)
Foreign excahnge gain on translation - - . - - 3,391 i - - 3,391
Net loss ’ : - . - - - - (148,834) - (148,834)
Balance April 30,2007 164,624,278 S 165 1 8 - 8. 440,460 3365 S (148.834) S - S 295,156

See Notes to Consolidated Financial Statement
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. OILSANDS QUEST INC,
(A Development Stage Company)
Consolidated Statements of Comprehensive Loss
(in thousands)

From Inception on

Year Ended Aprii 30, = ’ ApEil 3, 1998
througi (o April. 30,
2010 2009 2008 L 2010:

Net foss S 64,481 S 89,134 S 92,747 S 402,390
Unrealized loss on available for sale equily securities - - 142 168
Transfer of unrealized loss on available for sale equity securities (o net loss . - (168) . (168)
Exchange (gain) loss on translation (61,634) 62,922 (33,509) (35,612)
Comprehensive loss : : N 2845 S 151,888 S 59380 S 367,278
Comprehensive foss attributable to non-controlling interest . - L - - L (7,699
Comprehensive loss attributable to common stockholders » S . 2,845 S- . ... ..151,888 S 59380 S .- . 359,584

Sce Notes o Consolidaled Financial Statements
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~Operating Activitics

Net loss
Non-cash adjustments (o net loss
Stock:based compensaiion
Delerred-income’tax benefit
Depreciation and accretion
Assel retirement obhg,dnon cxpcnsud
Impairment uflmprovcd ])IO})LI(I%
Other non-cash'ilems-
Changes'in Non- Cash \\’orl(mg= Capital
Accounts reccwat:lu and prepaid expenses
Accounlis paynblc

Changés i non-cash working capital related to assets

held for sale

Cash Usv.d i Opt.mtm;, Activities
Invustmg Activities

- Property and.equipment expenditures

Short-term investment
Other investinents
Cash Used in lnvesting Activitics

Financing Activities

Tssuatice of shares for cash

Bank loan

Shares issued on exercise of subsidiary options and warrants
Shares issued by subsidiary to non-controlling interest (note 4(a))
Convertible debentures

Cash Provided by Finaneing Activitics

Inflow of Cash and cash cquivalents

Effects of cxchnngr. rat(. chnnges on cash
Cash and cash valents, Beginning of Year
Cash and cash n.qu dlents, End of Year

Non-Cash l"mancmg Actl\'mcs
Common stock issued for properties

Warrants issued for properties
Common stock issued for services
Common stock issued for debt settiement

See Notes to Consolidated Financial Statements

OILSANDS QUEST INC.
(A DcvulopmcntStnLc Company)
Consolidated Statements of Cash Flows
(in thousands)

.

\:!:nx's Ended April 30,

Front Inception on
_April3, 1998

P hirotigh-to April 30,

2010 2009 2008 2010
s 64,481y 8 (89.134) S 92,747y S (402,890)
5,584 17,481 20,847 146,827
(11,961) (18,156) (34,069) (64,139)
2,528 1,564 1,073 5,532
13,618 1,068 - 14,686
6403 - - 7,260
- 388 (82) 378
2,321 (600) (2,341) (1,016)
(5.715) (4,845) 10915 8414
- (481 L. 84 - 2 (3on)
(52,184) (92,150) (96,404) (285,345)
(1,781) (7.418) 14,621y (81,195)
25,209 (5,397) (17,812) -
- 17 (248) (548)
23,428 (12,698) (32,681) (81,743)
38,702 88,297 142,518 366,263
- - (21,208) -
16 1,523 1,598 4,293
- - : 7,664
. - - 8,384
38818 . 89,820 122,908 386,604
10,062 (15,028) (6,177 19,516
1,594 (4,484) 281 (sm
6986 26,498 32,394
S 18642 S DL 6,986 S 26498 0§ .- 18642
N 3718 s 3293 S 10848
S s s - S
§.. S -8
$ S - 3
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‘ OILSANDS QUEST INC.
. (A Devélopment-Stage Company)
' Notes to Consolidated Financial Statements

DESCRIPTION OF BUSINESS AND NATURE OF OPERATIONS

On October 31, 2006, CanWest Petroleum Corporation chapged its name to Oilsands Quest Ine. (“OQ!”). At the same time the name of the Company’s main operating, subsidiary was changed from Oilsands
Quest Inc. to Oilsands ‘Quest Sask Inc “0Q] Sask™.

Oilsands Quest Inc. (“OQI") together \\'llh its*subsidiaries, (collectively the “Compuny") is in the development stage and follows the guidance for a development stage company as defined in Financial
Accounting Standards Boml (“FASB”) Accounting Standards Codification (*ASC™) 915-10. The principal business activity is the acquisition, exploration sind development of natural fesource properties in
Canada.

To dalc the Commny hiis not earned revenue from any of its natural resotirce propcrtles, and none of its cstimated resources have been classified as proved reserves. The Company expects that significant
dddl(lol‘llﬂ cxplomlmn qnd dcvelopmem activities will be neccssary o cslubllsh proved rescrvcs nnd to dcvclop lhe infrastructure nécessary to facilitate pmducuon ifay, from the estimatéd |esot rees.

Asat April 30 ZOIO lhe Comp:my has workm;, cnpml of $16,6-million. On May lO 2010 the Compuny raised an additional $18.6 million by issuing 10,5 lnl[]loll flow-through sharcs at $1.00 CDN (80.995 USD)
and 9.2 million common shares;:at 50,85 per share:-The Compt belu;ves that'it I has sufficient-funds to maintain its inferests in lhe existing properties and io:maiiitain other core activities, lhlou"h April 2011,

The Company wonitors'its prcndllurc budgets 'md’qdjus(s ifs expendituré pl'ms fo coriform to aviilable: fiinding. However, ﬂddmonnl funding will be lequned to complete the cxplomilon or development
activities, or for changes in the nature or cost of the activities cum.nlly planned, R

The Compdny plans to ‘Fund: future c\plomuon and (Ievclopment activities by way of fi I'nancm;,s such as a public-offering or private pl'lcemcnt of debt or equity sécurities. The Compdny s development
strme;y mdy also include enteri artrierships with- third pames o a joint ventire basis. However. the Company cannot provide any assurance thdt debt or equity financing orJomt véniure partner
arrangements will be aviilable on‘acceptable terms; if at all; to miéet. future: requirements,

These financial statements have been preparc(l on a going concern basis in accordance with generally accepted accounting principles in the United States of America (“US GAAP"). The nomg concern basis
assumes that the Company will continue its operations s assets and dlscharge its liabilities in the’ normal Gourse of business. The Contpany has no revenues and no near
term prospects for revemie, and its operatmg restilts, proftablllty and a '1ny fuiure growlh are dcpendcnt on management’s ability to successfully 1n1plement the business plans, including accessing future

" funding. If the Company is not able to develop its naturil resource properties'to a commercial stage, or if the going concern is otherwise not appropriate in future periods, adjustments to the amotinits recorded

for, and classification of, assets and Imblhues may be necessary.

BASIS OF PRESENTATION

These consolidated financial statements have been prepared in accordance with US GAAP and reflect all adjustments (all of which are normal and fecurring in nature) that, in the opinion of management, are
necessary for fair presentation of the annual financial information. Certain comparative figures have been reclassified to conform to current financial statement presentation. The mgmf‘cant accounting policies
used in these consolidated financial statements are as follows:

a) Principles of consolidation

These consolidated financial statements include the accounts of OQI and all of its wholly-owned Canadian subsidiaries (directly and indirectly) including Oilsands Quest Sask Inc. (“OQI
Sask™), Township Petroleum Corporation (“Township”), Western Petrochemicals Corporation, 1291329 Alberta Limited, Oilsands Quest Technology Inc. and Stripper Energy Services, Inc. (“Stripper”).

All inter-company transactions and balances have been eliminated.
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b)

c)

d)

e)

OILSANDS QUEST: INC
(A.Development Stige Cumpnn))
Notes to Consolidated Financia) Statements

Use of estimates

The preparation of financial shtcmcnts in conformlty \\'1lh US GAAP requires management (o makc csllmnles .md '1ssumpnons tlmt attccr the lcpor(cd amoum ofl\sscrs .md |mb1|mes 'md dlsc[osme: ol
contingent assets and liabilities at the.date of the Financial statements, and the reported amounts of révenues and expenses during the reporting period. Significant items subject to such estimales include
the carrying value of unproved propertics, income taxes, stock-based comperigation and asset retiremerit obll[,ﬂuons Aclu.ll results could di (Ter “from those esnm.m,s and changes in és{imates are recorded
when known, . B

Foreign currency lr'ms]alion

The U.S. doll'\r is Ihe functlmml and u:pomn;, currency for OQl (the parent’ comp'my) Tl\c Can'\(han dolhr (CDN) is the fanctional currency for 0QI’s Canadian subsidiarics. The assets and liabilities of’

: ‘balance shcel ‘dates. Canadian inéoinie and cxpenses are ranislated at weéighted average rates
ome arid are, mcluded in ﬂccumulnted other’ complchcnswe income (loss) in stockholders’
ol operations of the period in which they occur, Deférred taxes
itioti to be mdcﬁmlcly réinvested,

Lqmly Gams and I¢
are not provided on lr’mslatmn me 'md losses where OQI e(pccls undistibuied-

uny,s dfa forcl{,n o!

Cash and cash equivﬂlenls

Caslhi and ¢ash eqmvalcms include cash and term deposlts that carry terms less than three months at the date of investment. As at April 30, 2010, cash and cash equivalents was comprised of $8.0 million
(2009 553.1 million) in cash and $10.6 millich i money market funds (2009 - S3 9 milkion i term deposits).

Short-term investments

Short-term investments consist of Guaranteed Investment Certificates with a term to maturity of greater than three months at the date ol‘ investmenl. These investments were at fair value at April 30, 2009,
There were no short term investments at April 30, 2010.

Properly and equipment

Property represents the capltahzed costs of acqmsmon of natural resource ploperues, prmcxpully the rights to explore for.in-situ oil sands deposits in the provinces of Alberta and Saskatchewan, Canada
and oil shale depdsits iii the provinde ofSaskatchewm Canada. At April 30, 2010 the rights to the oil shile deposits in thé 'provifice of SasKatcliewan, Canada are included in assets held for sale.

The Company follows the successful éfforts methdd of ac nting for its in-situ.oil sands and oil shale ‘ekploration activities. Under the- successful efforts method, acquisition costs of proved and
unproved properties are capltallzed Costs of unprovcd pro dre fransferred to proved properties when proved reserves aré confirfied. Exploration costs, including geological‘and geophysical costs,
are expensed as incurred. Exploratory drilling costs are initially capxtahzed If it is determined that a specific well ‘does not contairi proved reserves, the related capitalized exploratory drilling costs are
charged to expense. To date all exploration costs have been expensed.

Development costs, which include the costs of wellhead equipment, development drilling costs and handling facilities, applicable geological and geophysical costs and the costs of acquiring or
constructing support facilities and equipment, are capitalized. Costs incurred to operate and maintain wells and equipment and to lift oil and gas to the surface will be expensed as operating expenses.
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OILSANDS QUEST INC. i
(A Development Stage Company) :
Notes to Cousullglntud Rinancial Statements

1 and when the Company achieves production, acquisilion costs of proved propemes will be depleted using the unit-of-produgtion method based on proved rescrves. Capitalized exploratory drilling and
development costs will be depleted on the basis of proved developed reserves by area. Supporl facilities and equipment will be depreciatéd on a straight-line basis over their useful lives.

RS

Significant undeveloped properties are assessed periodically i‘or impairmcur individually based on the Comp.my ] cnnent exploranon plans rr an impmrmcnt is mdic'itcd a v'iluanon 'iliownncc is
provided,

The Compilny has not yet converted any ol its exploration permits or licenises in Snskatchewan und Alberta to development leasés. In the event that the Cnmp.my does not meet the rc;,ulaled requirement ’
or development conditions to convert its pernurs to leases or oblain an extension of such development requirements, its right to explore for bitumen, as applicable, iy be lost resulting in-an impairment
being recorded. The Company is satisfied that it has good and proper right, title and interest in dnd to the permits and licenses,

Equipment is recorded at cost less accumulated dcprecn.ilmn and include corporate assets, camp i"lcxlmes and ficld equipment, Depreciation of these assets is provided using the straight-line method
based on édtinialed usefal lives ranging from two to five years,

Income Taxes

The Company. fi files United States federal and state, and Canadian federal and provincial tax returns. Deferred federal and provincial income taxes are provided on temporary differcices between the
Fn'mcial statement carrying 7 'lmounis of assets-and’ liabilities and their respective tax bases. “Tlie Company recognizes a tax benefit from a1 uncertain position when it i more likely than not that the
position will be; suslained upon ‘examination, based on tlie teehnical mcnls of the posmon and will record the largest amount of tax benefit that is greater than 50 perccnt Iikely of being realized upon
settlenient with mg 'lulhorlty

Stock-based comliensa(ion

The Cumiairiy csi tes the fair value of share-based payment awards on the date of.grant using an option-pricing model, The valué of the portion of (e award that is ultimately expected to vest is
recognized as expensein the Company s f'nancml statemerits over the requisite service period. The Comp'lny estimates the fair value of stock options using the Black-Scholes valuation model. The Black-
Scholes v'ilu'mon'model rcq\ures the input of highly stibjective’ assumpnons including the optioi’s expected life, the expected price volatility of the Company s common stock and forfeitures. For the
Company § perforimance options containing market conditions, fair'valug is esum'lted using the Hull-White Trinomial model. This model also contains highly SlleLctiVe ..\ssumptlons. including expected
price volatility of the Compnny s common stock; fo res, empioy e exit rate and suboptimni exercise factor, The expected stock price volatlllty assumption was determined using historical volatility of
the Company’s commcn stock. The Company’s share-based payments fake the form of stock options granted to employees and non-employees all of which are equity classmed
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QILSANDS: QUEST INC.
(A Development Stage Cumpnn))
Notes to Consolidated Financial Statements

Financial Instruments ) _ .

@

(i)

(i)

(iv)

Fair value . . “
Fair value is defined as the price that would be received to sell an asset or price paid to transfer a Hability in an orderly transaction between market participants at the measurement date. The
standard characferizes inputs used in determining fair value according to a hicrarchy that prmnlwcs those |npu|s based upon the degree to which they are observable. The three levels of the fair-
value-measurement hierarchy are as follows: R .

Level | - inputs reprcscnl quoled prices in active markets for identicil assets or liabilities (for example, exchange-traded commodity derivatives).

Level 2 - inputs other than quoted prices included within Level [ that are observable for tie asset or lidbility, cither directly or indirectly (for example, quoted market prices for similar

assels or liabililics in active markets or quoted markel prices for identical agseis or liabilities il iwarkels not coneldered to be active, inputs other than quoied prices (hat are obseivable

for the asset orlmblhly or market-corroborated mputs)

Level 3 - inputs “that are not obscrvable from objccu\'c sources, such as lhe Company’s iiternally developed assumptions uséd inpricing an asset or liability (for example, an estimate of

fulure cash Nows used in the Company's internilly developed preseit value of future cash flows model that underlies the fair-value measirement),

In determining fair value, the Company utilizes observable market data when available, or models that incorporate obseivable market data. In addition to markel information, the Company

incorporates transaction-specific details that, in management’s judgment, market pariicipants would take into account in measuring fair value.

In arriving at fair-value estimates, the Company utilizes the most observable inputs available for the valuation technique employed. If a fair-value measurement reflects inpuls at multiple levels
within tiie hierarchy, the fait-value measurement is characterized based upon the lowest level of ifiput that is significant to the fair-value measurement.

The carrying amount of cash and cash equivalents, accounts receivable, short term investments, available for sale equity securities and accounts payable and accrued liabilities reported on the
balance sheet approximates fair value.

Nonfindncial assets and liabilities initially measured at fair value include certain assets and liabilities acquired in a business combination, impaired long-lived assets (asset groups), intangible
assets and goodwill, and initial recogiition of asset retirement obligations and exit or-disposal costs.

Interest rate risk
The Company is not exposed to significant interest rate risk due to the short-term maturity of its monetary current assets and current liabilities.
Market risk

The Company is exposed to equity security market risk because of investments held and classified on the balance sheet as available for sale securities.

" Credit risk

The Company has no significant concentrations of credit risk.
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QILSANDS QUESTINC. '
.- (A Development Stage Conipany) .
i Notes o Consolidated Fln_xinpm $}ntcmcnts

1 v) Foreign currency exchange rntc

Foreign currency risk is the risk that we will incur economic losses due to adverse, ﬂuctu fons in forelgn currency exchange rates. This risk arises to the extent that monetary assets and liabilities
held or expenditures incurred by the Coiipany and its subsidiarics are not denomiiated in theid rcspectlvr. currencies,

! D) Loss per share

Loss'per share mlu\lmlons are hascd on the welghted .wcrd(,(, numbei of shares (mcludmg Exchangeable Shares) outsl'mdmg chiring the period. Diluted loss per sh'ue has not been presented separately
as the omstnndmg w‘m';mls and optmns are anti-dilutive for éach of the periods presented.

\ k) Asset retlrcmcnlobllgﬂ )

An asset retirement obllg'luon assoualcd \vnh t
rcldlcd [,-IIVC(I assi

1(ljllsléfl'riék jintercst raie, Accreuon e‘(pense is
1emcnt oblxgauon ch'm"cs ay utljushnent is rccor(lcd to bolh the

or explorauou e\pcn
or sold; ;

Company $ control “Thi unccrtmnty about the timing
The amount’ of asset retirement obligation recorded ¢
asspmiptions and the lower end of the range can be significant, and consequently changes in lhese assumptions could héve 2 m’nenal eff'cct on the fait value 6F asset retirement obhganons and future
fosses ina pcrlod of change

{ 1)  Environmental conﬁ'n{;encics
The Company 2 accrues for losses associated wnh envir ental remediation obhgunons when such losses are probable and can be reasouably estimated, Accruals for estimated losses from environmental
T remediation oblu,at' s are recognized no later than the time of the comp tioil of the remediation feasibility study. These accruals are adjusted as additional information becomes available or
1 circumstances change. Costs of future expenditures for cnvtronmen:al remediation obligations are not discounted to their present valie. At April 30, 2010 nnd 7009 there were no environriental obligations
| . to be accrued.
m) Immaterial corrections

Subsequent to the issuance of the consolidated financial statements for the year ended April 30, 2009; the Company determined that two immaterial errors occurred in its previously issued consolidated
fihancial statements for the year ended April 30, 2009,

The first immaterial error related to an overstated accrual on a short-term discretionary incentive plan for employees of the Company for the year ended Apnl 30, 2009. The Company concluded that the
adjustment was not material to the financial statements for the year ended April 30, 2009 and has reflected the adjustment as an immiaterial correction of prior period comparative financial information
in these financial statements.
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OlLSA\‘DS QUESTI\C
- (A DLvdopnu.nt Stage Company)
! Notes to Consohdntul I‘muncml Statements

The Conipany. determiried that the cumulative impact of the immatctial error, was a dccre ¢ lo corpomtc geneml and administrative expense net loss and comprehengive loss of $1.5 million (net of deferred

income tax benefit of nil) for the three months.and the' year ended April 30,.2009 and for the period from inception on April 8, 1998 to"April 30,.2009 and recorded corresponding: decreases to accrued

: liabilities.and deficit 1ccunwhlcd dmm& the dcvclopmcnl slagc at April 30,2009, Basic. aud dlluted net loss attributable to common stockholders decreased by S0.01 per share for the three: months and the

l year énded Apul 30,2009.

The second 1mmnlcrnl correction related 1o an.ervorin the nccounung for stock-! b..ed z.ompcnsauon for the years ended Apnl 30, 2007 008 aid 2009, The Compdny incorrectly caleulated stock-bused
L compensation expense by reversing the expense associated with the portion of forfeited stock option aiwards that hiad already' vested, resulung in an undeistatement of stock-based compensation expense
for the.respective -periods. The Company also corrected.the grant date fair value (o decrease) of -one option award which pdrlmlly offset ihe understatement of stock-based compensation expense
associated with the lorlencd opuons,

nm.\h.rnl errir-for the year ended April 30, 2007 was a decredse to stock-based campensation expense, net loss and comprchcnsn\'c loss of

- 1 - The Comp'my delermincd lh’ll the net impact ol‘lh'
I'paid-in- -gapital 1nd deficit nccumu]qlcd durm(, the dc\'clnpment stage’ 1l /\prll 30, 2007 The basic and diluted net foss attributable’to common

; { 80.1' million witha cofresponding decrc'lse t¢. additiod
: stonkholdcrs remained unch.mgcd i
- The Comp.\ny determined th
mllllon willi-a’ décreasc to the basic and

Apiil 30, 2008 was an. increase ofSI 6m
. - The Compan determingd lhntlhe n
. niillion which’
Apnl 30, 200

n:to additional paid-in- c.lpllal and- dcﬂcn
ac urlhe 1mmnlcnal crror “for: lhe ymr ended Aprll 30 2009 \v1s an uu,rcasc to stock t d'sed compansduun ‘,\pcnsc, net Ims and comprchcnsnveloss of 0.2

‘an incredse of Sl 8 mllllon lo 'uld ol paid-in Icrcu dccumul'\led durmg the developmcnt shge al'ApnI 30 2009
o The Company c,oncluded th'll these 'ld_]uStmcllts were not mateml o the ﬁnancml stalements for the years ended April 30, 2007, 2008 and 2009

n) Recent accounting pronouncements

=

The following new accounting standards were adopted by the Company during the ycar ended April 30,2010,

Effective May 1,2009, thc Company adopted th qhdanon as it relates to non-comrollmg interests. The gmdnnce estabhshes .xccounuug and reportmg

standards for-the noii-controiling. (mmonty) inter

{ nterests f forbthe perlod from mcepnon on Apnl 3,1998 thtough Aprll 30,
2009 All ottier requnemenls of the guidance have been applied prospectively. Upon the ‘reorganization on August l4, 2006, the C_ any acquired the remaining non-controlling interést in OQI Sask,
1 accordingly, no adjustment was requiréd to reclassify the non-controllmg interest to be reportéd \vuthln equity in the consolidated bafance sheets.

1 | ' » - ' FS-18
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OILSANDS QUEST INC. .
(A Development Stage Company)
Notes to Consuhdamd Financidl Stnumcnts

The Company. adopted a new fair-value-measurement standard as of 1, 008 Th landmd dclmes fiir value, establishes o framework for measuing fair value under existing accounting
pronouncements. that require fair-valué measurements and expands. ﬂlue-mcnsmen'te “disclosures.. The Compuny elected to implement the standard with the one-year deferral. permitted for
nonfinancial assets and-nonfinancial liabilities, cxcept those nonfinancial items recognized or disclosed at fair value on:a recurring basis (at-least annually): The deferral-period ended on Jnnuary 1,2009.-
Accordingly, the.Company applies the: fir-value framework to nonﬁmncml asséts and nonfinaiicidl liabilitics ini ally méasured at fait value,: siich as assets and liabilitics acquiired in a business
combmuuon lmpuued long-tived assets‘(nsscr groups) mt-mx,xble dSScl‘i and g ],DD(IWI” 1nd ini aI rcco[,n ion’ ohsscl rcnrunenl obhgauons and emt or'disposal costs,

Ef[‘ecnve Mdy 1, 009 the Company .lduplcd the aulhorxlahve gmd.mcc issued by 1~ASB on the dlsclosurcs ﬂboul (lenvmve mslrumt.nte .ln(l he(l[,mg uctlvmes This guidance umends and c‘qnncls the
disclostire requirements for dcnvqtlvc instfuinerits and’ hedging activities; The neiv guidance réquires qualitative dlsclosurcs about objectives and strategies for using derivalivés, quaniitative. disclosures
about fuir vuluc .mmnnts orand Lzuns and Iosses on llLrIVﬂthC lnstrumc.nls and dlsnloqures about credll-r k-related conlmgt,n eatires in derivative agreements,

The. guidance encoumges but does nut Tequire, cnmp'\mhve (hsclosun. for E'H'IIEI‘ pcrlods at

“adoption, The adoption of the guidance did not havé any impact on the Company’s consolidated
financial smcmenls. ER : .

Effective May 1,
accotinting be uscd For ail busine:
recog,mzes and measu

In August 2009, thc FASB lS ued an update to the Fmr anue Toplc of the Codxﬁcmon The FASB issued the updalc because some entmes have expressed concern that there may bea lack of obgervable
X 2009, with earher apphcat itted. Th e f rov:des
] cnf‘es that a valuatio

either the quote of the' llablmy when traded as"ai ‘asset the quoted prlces For' snmllnr liabilities or similat liabilitiés When trade
measurenient guidance.

Examples of the altemauve valuanou methods include usmg a present value techmquc ora mnrket approach, whlch is based oni the amount at the measurement date that the repomng éiitity would pay to
: valiiéof a liability, a reporting entity is not required o include a
separate input or adjustments to of inpuits relatiiig to thé exnstencc ofa resmcnon that prevents the transfer of the liability,. We- adopted the guidance effective October 31, 2009, and the’ adopnon did
not have a significant impact on our'consolidated financial statemeiits.
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'OILSANDS QUEST.INC,
.. .(A‘Development Stage Company)
Notes to Consolidntud-Finm inl Statements

The following new accounting sumd'lrds have issued, but have uotyel been ndoptc(l by lhe Compnny as of/\pnl 30 OIO

3

In January 2010, the FASB issucd an update to thc Fair. Valic Toplc, which cnhnnces the uscfulness.of fair. vajue measurements, The amended guidance requues both the disaggregation of information in -
certain existing disclosures; as Well us thé mclusmn ol moré robusl dlsclosuws about valuation techniqiies and i inputs to recurring and nonrécurting fair value measufements.

The topic amends the d:sclosures z\b ur ﬂur alu(. m(.dsurcmenm in (he I‘mrv'\luc TUpIL as follows‘ o

- Enlities’ must dusclosc the dmaunts of‘ nnd reagons for, sngmhmnl lruuslcrs between Level | and Level 2; as wellas those into and out of Level 3, of the fair vilue hlerdrchy Transfers into a level
must be (|Isciose(l separately I‘rom trans fers out oflhe level. Entities are required to judgc the sngnmc.mce of transfers baml on-earnings and toial assets or liabilities or, when changes in fair
vilue are. recogmzed in other comprchensn’c income, on lota_equlty, B

- Entilies muist also disclose:aid tonsistently I'ollow theirpalicy for whr:n to recoguue transfefs mto ‘and ot of the levels, which might be, for exaniple, on the date of the event rcsullm; in the
transfer or al the béginning orend of {he reporting’ period;

- Enlities must separatcly present gross information ubout purclnscs sdles, issuances, and sc(tlemcms in ihe reconciliation disclosure of Level 3 measurements; which are measurements reqiiring
the use of significant unobservable, mpuls, e

- For chel 2 and Level. 3 mcﬁsurcmcnls an entity musl dlsclosc mformallon about inputs and v'\lmlmn tcchnlques used in both rccurrlng 'md nonrcculrnu, fair.value measiirements, 1 valiidtion

lechmque ch'mg,cs. for c\'unple Irmn ) mﬂrkclvapprudch io wi'income approach, an enllly must (hsclose ihc ch1nge and the reason for il. The amendmients include implementation guidance on

it lrcs;u(lgmcnt and will offen require the dlS’ngl’eLdllOn of assets or
(sclosure b.lscd on lhc naturc nml rlqu of the dssefs and liabilities,

étlies to Canshale Corp., a_private company formed by the former President and Chief
400,000 shares' of the priy te company. The sale is conditional ofi llie Pirchaser raising a
dnltj, ofNovcmber 1, 2009 when lhc condltmn is met and tiie Purchnscr )vtll be

responsible forall costs incurréd related to
certain advisory costs; which'will be repiid
common shares of Canshale Cotp., the Conipay agrecd t'ari extenision of the transaction to July 30, 2010.

The'Company has estimated the fair value of the oil ‘shale assets based on the purchase and sale agreement and has included the lower of their carrying amounts and fair value less cost to sell of these assets
within assets held for sale for the current penod

Included in assets held for sale at April 30, 2010 are deposxts of $0.4 million related Lo the oil shale permits, the cost of the Pasquia Hills assets of S4.7 million (net of an impairment of the properties of $6.4
million). The liabilities rélated to assets hield for sdle consist of the deferred taxes of $1.1 million on the assets held for sale.

The Company has accounted for'the oil shale properties as discontinued operations and has reclassified prior period financial statements to exclude these properties from continuing operatlons A summary of
financial information related to the Compaiy's discontinued operations For each of the periods presented is as follows:
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OILSANDS QUEST INC.
[GN Dcvclopm(.nt Stngc Company)
Notes to Consdlidatedd Financial Statements

From Inception on

Tor the Years Ended April 30, Aprll 3,,1998 through to

2010 .- 2009 ) 2008 " Aprir3o, 2010

. (in thousands) (m lhousunde) (in thousands) (m lhousands)
Exploration costs ’ $ - 1487 S L4 s 58 8 ’ 2704
Impairment on unproved properties : . . . 6,403 B - . - © 6,403
Loss before income taxes 7,890 e K144 .58 -19,107
Provision for income laxes ’ - (3,130) e (309) _(16) (2,459)
Net Joss from discontinued operations ) SU v 95760 S, ..n i 835§ 42 3 S 6,648

4.

ACQUISITIONS

As detailed below, OQI acquired certain businesses. for cash, shares and liabilitics assumed. These acquisilions were accounted for as asset acquisitions and accordingly, results of operations have been
inchided in the ﬁnnncnl statemenls from lhclr reapc,chvc dates of dcquxsnlmn

a)

Rcorgdnlz'lllon ofOlls’mds Qucsl Sds ne.a d Acqlustllon oI‘Non comrollmg Interest

On Augusl 14,2006, pursuant to the tcrms o(‘a rcurgamuuon 1grcemcnt OQI acquired the non- conllolllng interest (35. 92%) in OQI Sask, going from a 64.08% ownership interest to a 100% volmg interest
(note IO(b)) (the “Rcongamzdllon

v : 1 rsh re Trust Company of Cdllildﬂ (“CTC") and a Suppurl Agreemenl
with OQl Sask. Collectively, th 'nents dll common shares of 0QI Snsk other lhan those held ‘by 0Ql,

were e‘(changcd fora new class (]

provides.{ lhe [}
over the OQ1 Sask common Sliares
shareliolders for the purpose 6f W

P !
'my other distributis oflhe agsels of OQ! Sask among xts
t y one sh'xrc of OQI's Series B Preferred Stotk (rote 10(5)).

1n connection with the closing ol'lhc Acqu:s!tlon Agreen 'nls OQI s f'h'lncml advisor was paid a success fee ofSl 590,528, In addition, OQ[ Sask issued 288,050 OQI Sask E\chan;,cab!c Sh'lres with a fair
value of $1,204,383 and pdid $353,450 as succéss fees to.its fif nclal adv1sors These Amounts have been includéd'in General'and Admmlslrahon expénse.

The Company has consolidated the operating results of OQL Sask from its commencemenl of operations on September 24,2004, “The toml purchase price of acquiring the non-controlling interest in OQ1
Sask on August 14, 2006 was $223,579,501, calculated at 57, 349 391 Exchangcnble Shares to be issued for 0QI Sask Common Shares mllltlplled by $3.73 per share and 2,859,514 OQI Sask Warrants at a fair
value 0f$9,666,273. The total purchase price of $223,579,501 lias béen allocaled as follows: ~
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OILSANDS QUEST INC.,
(A Development Stagé Company)

Notes to Consolidated Financial Statements

Consideration comprised of:

Fair value of Exchangeable Shares issued tor OQI Sasl\ Common Sharcs
Fair value of OQI Susk Warrants

Purchase price allacation:

Property
Deferred income taxes
Net AbSclS aoq\ured

This purchu;c price ullocmion was based on the Fair value of the underlying assets and recognizes that afl othcr assets and liabilities of OQI Sask were carried #t ('nir value,

As:d part of the R {2 )
Exchangeablé Shares and. the balance to

(in thousands)

S L .23903
9,666
N 223,579
S 322271
. (98,692)

579

Shares expired in the yc'u' ended Aprll 30, 2009. This reduces th numbcr nl'sh.lres that may be issued.- The f'ur valuo.. of the outst 1dmx, QI Sask stock options were e‘(clu(led in the purchasc price ol ‘the
acquisition. Any future pl Gceeds received from the exercise ofOQ[ Sask ptions or wareants will be credited'to Additional: Pdld -in Capit al (riote’9).

b} Acqunsmon omepper Encrgy Services Inc.

On August 15, 2006, the Comp'my acquired all of the issued and outstanding shares of Stripper for cash consideration of §17, 948,722. Stripper is a private inactive Alberta company, whose sole asset is a
2.5% GORR on certain Saskatchewan permit lands held by OQI Sask. The total purchase price of $17,948,722 has been allocated as follows:

Consideration comprised of:

Cash Paid

Purchase Price allocation
Property

Deferred income taxes
Net assets acquired

5. PROPERTY AND EQUIPMENT

Saskatchewan Oil Sands Rights .
Permits . -

- Licenses

Alberta Oil Sands Rights

Permits

Leases

Saskatchewan Oil Shale Rights (Permits) (note 3)
Equipment

Less: Accumulated Depreciation
Net Book Value

(in thousands)

s . 17,949
S 25!407
__ (7.458)
S . 17,949
April 30, April 30,
2010 2009
(in thousands) (in'thousands)
S 403,152 § 341,921
2,301 1,950
35478 30,045
7,849 6,622
9,440,
14.894. 11,636
+463,674 - 4013614
(5,506) {2,639}
s 458,168 § .. . 398975
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OILSANDS QUEST INC, .
(A Development:Stage Company)
\‘utes to Conwlld-m,d anncml Smtcmcn(s

Susknche\van 0il Sands Pcrmlts

As at April.30, 2007 (he Saikmchewm\ pcrmlks comprised an area of 1pprox|makcly 846, 680 acres. On July 9 ,2007, in accordince with the terms of the Saskaicheivan perniits; the Compauy completed the .,

second dnd final rchnqmslm\mt ‘ofits Saskatcliéwan pernit lanids.; l"ollmvm[, s oll relinguishments the' ‘Saskatchewan pcrmlt lanids compnscd an area tonlmg 508080 acros. The" pcrmus were granted. by the

Province of Saskatchéwan in2004 under The Qil Shale Regulations, 1964 as amended, revised.or substituted from time to time, The permits provide for the righit to explore and work the  permit lands.but
fiol to.remove, producesor recover, except for test purposes, | oil products until'a Icnsc pursuant to these regulations has. been, Lranted The initial (ivesyear term of the: permits: c\plud on’ May 31,.2009-and
the Company applied for and recéived on “Jine 21, 2010, the;second of three bne-year extensions of the permits.as atlowed under ‘the regulation’ to May'3 1 2011, The Company: is curremly working with
the regulators to assess an issue relating to thc re- dbandomnenl ofe'uly exploration corcholes. ‘As mdlcnled by the Ministry of Ener[,y ’ln(l Resourccs it is possible t lh')t the oi such - 'ﬂ
could rcsult in canccl[atmn of‘lhc_ /\xc L'lkc pei mlts |l the Compariy docs notc mply \vnh the g crmng |e5ulatlous (Set. notg 6) T

The. ermlts werc subjcct 0a:2.5% gross ovcmdmg roy'\lry {the SO 07: CDN ‘per b parrel myully whlch m'\y be boughb at any llme by pﬂyln;, '$7,000, 000 CDN 'md a SO 04 CDN per “barrel
roy1lzy ‘During the year ended April: 30, 2007, the:; Company purcliased the 2,5% GORR for. $25,406,544. through the acquisition of Slrnppcr (note:d(b)). On. September 21,2007, in"conjunction with: {fie
acqmslllon of the-interests of-an external joint ventre partier to the Triple 7. Joint Vcnmre {note 5(d)), the Comp.my icquired:-ihe $0.07 per. barrel toyalty obligation for consid liou’o_f 599,980. (5100 000
CDN) cdsh plus th |ssuanc¢. of' 500 000 shares’ 0[' its conimon slocl\ V'llued .1[ 32,1 95,000 based on the Sz.plcmhcr 20, 2007 closmy, market* pncu of thc sh.\res The Sdsk'llchc\v'm pert mlts are now only

The pcrmns \vllen granted, were subjcu fo annudl rental payments nnd certain Iavels of expenditurés. 'mmmlly pursu:.mt to the terms of he permxts and govemment re[,ulanons. fI he 'mnu.ﬂ énmls were
($0:02 C_IDN) pcr acre fon “the: frst years 'md escal'\lmg to $0.10(80.10 CDN .per acre in the, hfth year, On M'xy ) 7 the province updated thc ISlmI(. Regulalluns, 1964

2,2012 for 'm aggregale cost ofSZ 140 233 (S..,249 089 CDN) The licenses
nse lnnds Thé oil sands licénses provxde the opportumty to convert up to 100% of the llccnses toa
pay ems 6£$0.70(30.71 CDN) peracre,

On January 23, 2008, the C‘mpauy acquired. two oil sands permi

permits was 89, 732,500 (510,010,880 CDN) ‘The permits Were rantcd‘by the Provmce of Alberta’ under terms of the Mines antl Mmel als Ac! 4 Ibel 1a. The permns provxdc the opporfumty to ‘Gonvert up
to 100% of the permits to a n lease following the comipletion of specified work requirements. Per are granted for a five year ‘prirhary term which expires January 24, 2013 and require annual
rental payments of S1,40 @1 42 CDN) per acre. Following the acquisition, the Alberta permit lands comprlsed an area totaling 112, 598 acres.
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d) Alberta Oil Sands Ledse,

e)

. OILSAI\DS QUES’I‘I .
(A Dwdopmun( Stage Compxmy)
\'oth to, Cousohdn(cd Tmnnclul Statements

On.June, 1, 2005, i subsxdmry, Towushlp l’c(roleum Corpomnon (“townsliip”), cntcrcd into an 1greement \Vlth three third. p1rtlcs (collccuvcly the Trlplc 7 Joint Venmrc) to post,. ﬁcqulre, dcvclop and |
produce 0|l sands -deposits located in. the Athabasca Region of Albéita," Canndﬂ (thc "Tr[ple 7 Jotiit Venture’ Agrecmcnt") A n result of this agreement, 'l'o\vnshlp acquired oné fease consnslmf, of
approximately 22 773 acres (the "Enb]cs Nest Prospcct")

Towmhlp a;rccd lD pay thc Tnplc‘7 Jomt Vemurc purmers. ong,om;= fees Sl25 6"8 (SISO 000 CDN) in msh or common- §hares. ofOQI (at the diseretion of the Compnny) on the first and second
aniiiversary. dates’ ‘of the agreements; On he lhlrd dnmversnry date “and (.dC|1 subscqucnt anniversary date of:the ngeemcnt Townshlp dgrucd o pay. the Triple 7. Joint Venture $376,884 (450,000 CDN)
5 _h unu ﬂs (he ledse \Vds smrcndercd or a comme: cml prOJCCt was 1dcnulu.d Also |FTO\vnshlp rccctvcd u fc.mblhty ‘:ludy, conducted: by .m mdcpcndcnt third pnny that nuhm{ed that a Lommcrcnl

! querd leases ofSO 03 (SO 03 CDN) on each barrel of erude bxman ‘produced, snvcd and
S g‘ov'emcd by lhg oy,ally prqg urc \vluch supuldlcd nmong othcr lhmgq, that the royalty

OnvSLp(embcr”I 007 the Comp’my acq

l’rosl‘ae’cf.
The amual jease renlbl'ﬁnyable to thie Province of Albeita fdr. the Eagles Nest Prospect is $31,886 (832,256 CDN) per year.

Saskatchewan il S}ﬁl_c_’ I’Enh |ls (fote 3)

ny held one oil shale exploranon pcrmxt granted under The Petro

m] and Natural Gas Regulations, 1969 (Saskatchewan) as amended, revised or substituted
h. The permit provides for the right, hcense, privilege and authority to explorc for oil shale

ing 83,769 acres in the sanie area near Hudsor Bay, Saska
within the permxr lands and expires on August 12,2012,
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OILSANDS QUEST NG, 3 M
(A Dcvulupmcnt Slu[,c Conipany) :
Nutcs tu Cunsolldnlcd ﬂnununl Slnthcnts

- ~TFheterm of the permits may be extended for up to:three onc-ye'\r cxlcnsmns subjeci to rcgnl’nory upprovals [if required. This oil shale permit was acqmred under a lmd sale work commitment bid for the
fiest two years of the.permit. ‘l‘hc ‘Company bid-a total ivork commiunent 0f'$208; 110 (5301 568 CDN) to bie. incurred during the firsttwo years of thie permit and the- pernut requxres a further wotk commitment
-0f§0.80 ($0,81 CDN) per ucre: for the last 1hree years and $1,20 (81, 21 CDN) l'ur each extension year plus anmnl rcnlnl payments of $0.10. (S0:10 CDN) per acre, Through llie exploraiion program conducted
duiing the-year ended Apul 30 7009 the’ Compnny has fulfilled its work' commnmcnt for lhc term of the' pernut

6. ASSET mmm:mcm nuc:/\'r ON e
The Company’s obligations ¥ with respcct to’asset retirement relute to 1cz,ldm.1l|on of an mrstnp. camp sit ; dccess roads and, reservmr test holes, The obhymon is 1ccog,mzcd whcu mcurred at the present
valite -of the estimated future- reclamation’ cost usmg a LrLdlt-ﬂ(UuSlcd risk-free rurc of 7to 13 pcrccnt and-an, mﬂdnon rate of2 5 pere D\lrmL the year ended Apl‘l| 30,2010, the Compdny conducted a
review of their development pizms and well licenses and determined thata number of wells iveré nbt abandoned 1o accommadaté.o thcr ﬂlAdcvelopment plais; We aré ilso ‘evalugting the wells that ¢
located outside the potential- commcrcml developmcm 'u'ca .and have. ficluded a portion ol these ts.in, lh c-ab'mdonmem liabilily based.on'a” 50% probablllty of* performmg tlie obligation over ;15
year pcnod The Company } 3 mtlcd a‘re- '\bandonm it program 10 the - Saskatchewan’ Mlmsuy ofEnergy nd Resourccs lhat mclude st estimatés and a timeling to compluc the work, At Aprll 30
2010 the total undlscountéd inflatior »’ldjllSted 1ulure obhgatmn is ap omnmtely 335 0 million, The' unccr ly rcl'llcd to the timing .mdlur mcthod of sctllcmcnt (hat’ n'my bc bcyond thie Comipany’s control
is factorctl iiito thc maasurement of the lmblhty : . :
Al Apr|l30 "010 thc total undmcounlcd inflation- '|dJustcd fulure.obllbmloﬁ \v'né'a[ii)roxnnalcly 835.4‘h1i1|f0n.
- April 30, 2010. “April 30, 2009
} (in thousands)" (ift thousands)
Obligation at beginning of year . S Co2621 8 ’
Liabilifies incuirred : ) 14,32i 3,873
Liabilities séttled . : (160) :
Accretion expense . ’ 210 150
Revisions : . . - (998)
Foréigncirrency translation adjustment 493 (404)
Obligation at'end of year . : S L 17.485 S. .. .. 2624
Oblxgatmns related to property and equipment in the amount of $1.4 million has been capitalized and obhgatmns related to explomnon expense in the amount of $15,7 million’ have been expensed sitce
inception.
7. DEFERRED INCOME TAX
a) Deferred tax liability
The following summarizes the temporary differences that give rise to the deferred income tax liability from continuing operations at April 30, 2010 and 2009:
April 30, April 30,
2010 2009 .
. . (in thousands)"’ (in thousands).- :
Book value of property and equipment in excess of tax values S (62,516) S (65 1651)
Non-capital loss carry-forward benefit ) . 15,640 11,696

Valuation allowance : o ' ; (15,640) . "(11,696)

62,516) - <8 -4

65:651)

FS-25 !




(’ &
Y
OILSANDS QUEST INC.
(A-Deyelopment Stage. Company)
r Notes to Consolldnnd qunulul Stutcmcnls
|
\'\
1 b) Deferred income tax benefit differs from that which would be expected from npplymg the combmcd effeétive Canadnn federal and provincial income tax rates of 27% (2009 - 27%, 2008 - 27%) to loss from
continuing operations before income taxes. Thie difference results from (he following:
N ' : ' ' - S T Ao, T T Thp3e, T Tapeldo, T
] { 2010 . 2009 2008 .
: [ Expected current income tax benefit o s (18,50.‘)) s ‘ (28;:639) S (34-,?.25)
Stock-based compcnsnhon 1,508 4,720 * 5,629
. Flow- ihmugh expcndnlurcs 3,524, 4,743 6,190
[" Change in valun(mn ‘allowance 3,354 3,162 .62l
[mpact of change.i in Cnmdmn tax rate T e (l ,881)
I J, Other v 20T -~ (1813) ) . 2613
S {9830y S et (17.847) ot ‘2(34.053)
i l At April 30, OIO the Cmupdny had US fedéral and state'and Canadian fedéral and provincial net operating | loss carry~l0nv‘nd§ ol S62. 7 million ang 9 nu ion rcspuc(lvcly, cai be’ us.e(l oo
J ‘ tax liabilities and cxplrx: at varlous d.ues bq,mmng in fiscal 2012. Utilization of these net opemnng loss cafry-forwards may be limited pursuint to ])IOVISIOnS “ofthé respective local jurisdiction.
i :
' 8, NON-CONTRO _LING IN’I‘EREST N OQI SASK
e The non-controllmg iriterest (represenhng 35.92% of total OQI Sask common shares outstanding) related to OQl.Sask', as calculated to the date ofﬂcqili:sition by OQI.
: Comion Amount
l Shares .. . (in thousanils)
Balance, April 30 2006 L. . . 6,962,459 S 4,736
Shares 1ssued lo nun-cmltrollmg mterests . : ' 5875 . 1o
Shares of net loss of 0QI Sask fo, date of acquisition - (4,722)
PO Non-conlrollmgl in'sh es Issued to OQI . C - L 0016,728
\‘ “ Share ofnel loss 6f OQ! Sasl\ to'date Ofﬂcqulsltmn . : T6:752
| . . :
vt Transferred to the OQI Sask property coiint on acquisition of the nop-controlling interest (see note 4(a) and 5) . (6:968,334) .. (16,752)
Balance, April 30, 2007, 2008, 2009 and 010 e T T S,

Y
,‘ i 9. OQI SASK OPTIONS AND WARRANTS

Upon OQ! acquiring the non- conhollmg interest in OQI Sask on August 14, 2006, certain options and warrants issued by OQI Sask remmned outsmndmg. On exercise, each OQI’ Sask option and warrant is
exchanged into 8.23 OQI Sask Exchangeable Shares which are exchangeable into shares of OQI comimon stock. * .
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OILSANDS QUEST INC,
(A Development Stage Company)
Notes to Consolidated Financial Statements

The following tables summarize information about OQI Sask stock options outstanding for edch of the three years ended April 30,2010:

Outstanding, April 30, 2006

Granted

Exercised and exchanged into shares of OQI common stack (note 1)
Outstanding, Apri! 30, 2007

Exercised and exchanged info shares of OQI common stock (note 1)
Outstanding, April 30,2008 .

Exercised and exchanged into shares of 0QI common stock (note 11)
Expired .

Outstanding, April 30,2009

Exercised and exchanged into shares of OQI common stock (note 11)
Outstanding, April 30;2010

Numbér Ouisian':t:l ib'ﬁg Numbér Exercisable

. . e .

Weighted Average Remaining Contractual Life ©

Weighled Average

.. Number . . _Exereise Price (CDN)..
700,000 'S - 400
1,280,000. .S 21,40
- (205,000). .S. . ..332..
1,775,000 S 16,55
(135,000). S 11,63
1,640,000 S 16.96
(125,000) S 12:50
(93,333) S 25.00
1,421,667, S 16,82
{102,500y "S- 11018
319,167 . § 18.04
Weighted Avera Agpregate |
Grait-Date Fair' Value Value at Apti

Exercise Price (CDN) “at Apiil30, 201075, al April 30,2010 - (CDN) .- 2010 (CDN)" -
S 3.00 72,300 12,500 0.29 245 318,183
S 6.00 463,000 465,000 0.76 502 643,158
$ 25.00 731,667 731,667 1.00 36.06 L
$ 50.00 50,000+ oo +50000 1.25 3460 s

0.89 963,941

S aG319;167 11,319,167

The 1,319,167 OQI Sask opiions outstanding at April 30, 2010 represent 10,856,744 OQI Sask Exchangeable Shares that would be issued on exercise of the OQ! Sask options as a result of the completion of the

acquisition of the non-controlling interest in OQI Sask.

The following tables summarize information about OQI Sask warrants outstanding for each of the three years ended at April 30,2010:

Outstanding, April 30, 2007
Exercised
Outstanding, Apri! 30, 2008,2009 and 2010
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Number Exercise Price (CDN)
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OILSANDS QUES'I‘ INC
A Dcvclupmcntsmgc Compnny)
Notes to Consolldntcd l"iunucml Stntcmcllts

10. PREFERRED SHARES
a) Series A Preferred Shares
As ul March 9, 2006 0QI adopted a sharcholders Tight plan and: reserved 250,000 of its preferrcd shares Tor issuance pursuant lo the exercise of the rights, The rights are designed {o liave certain aiifi-
tnkeaver effects and as such lhuy will cause: subsldnlml Ll]llmon toa person or group that altcmpls to.acquire OQL ip a manner or on lerms not approved by the Bodrd of Directors.of OQL The rights,
however, should not deter any ‘prospective:offer or wlllmgness o negmnle in gond fnnh wxlh lhc Bonrd of: Dlrcclors. nor shoulzl lhc ru,hts mlcrfcrc with nny merger or other business combination
approved by the Board of.Directo i

March 23,°2006. After the fecord d e right s issued witli (‘.‘lch share’of*common slock |ssuet| until the:earfier. of {he distribution d'llu (As dcimcd in the plun), thc rcdcmpuon ol‘thc right by tie
Comp'my or lcrmm'lllon oflhc rl[,hl Tlm ;,ht will. hu 'm'lched ‘tothe underlying comimon share’ and, h hé common shdrc should the comnion share be sold or lmns(‘erml

b) Scrws B,Prcferrcd Stot;k

As noled it note. 4(a) in’ conncc(lon \vllh e
Support Agrecmeit with 0Q1 S.xsk, Collccl

Acwrdmg to the Acquisilion-Agre!

Shares:for cagh OQI Sask cot mo!

Sharc prowdcs the holder:with econo

registration rights with respect o the T

aggregate ol 76,504,304 shares ofOQ[cu ge

gfnes B Preferred Stock (the “Preferred Share™), which Préferred Share is held by CTC. Inturn; CTC will vole (he'one Scrids B Preferrcd Share as indwatcd by tiie mleldunl holders ufE‘ch'uu,mble
hares. :

The one Preferred Share represents a number of votes equal to the total oulstanding Exchangeable Shares on the applicable record date for the vote submitted to 0QI shnrchold;rs.
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Exchangeable shares issuable as a result of the Acquisition Agreements (note 4(n)):

Acquisition date, Au[,usl 14,2006 .

0QI Sask optlons and warrants C)\CI’CISC(l

E\c]nn;,enblc Shares® cxclnn[,ed mlo OQI cominon shares
Balance, April 30; 2007

OQI Sask’ opnons and wmanls excrclsed .
Exchdngc_dblc shﬂrcs cwhdng,ed into OQl comnion shares
Balance; April 302008

0Ql Sask gplions’ exercised

0QI Sisk-oplions ¢xpired

E\changcab]e sharcs c(clnnged into OQI common shares
Balance, Apri
0QrI S_va'sl options ‘exercised

ang Shares exchanged into 0QI common shares
Balance; April 30, 2010

11. COMMON STOCK

a) Authorized shares of common stock

The Comj any’s Articles of Incorporation, as amended, authorize the issuance of up to 750,000,000 shares of common stock.
p p (

b) Share-based compénsalion

OILSANDS QUEST INC.’
(A-Development Stage Company)
Notes to Consolidated Finaneinl Statements

0QI Sask

0QI Sask.
. Exchangeable . .
Slnreq issuable

on'exéreise ol . )
_ Exchangeable, 0QISask. optmns . Total Exchangeable
“and warrants « Shares”
57,349,388 ... '19 154,916 “76;504;304
: : ) (44!4986)
L . (28237,015)
TS 739 530 43,2(7,239‘
(1,242,730
IR (6817249);
113,497,200 41,450,040
(1,028,750) R
(768,131) (768,131)
Lo - (3237,61d).
113700319 - 37,444,235
(843,375) L
Ll (5.177.556)
- 10,856,744 32,266,679

On July 3, 2007 thé Board of Directors granted 44,000 bonus shares of common stock to employees under the Company’s 2006 Stock Option Plan (SOP 2006). These bonus shares were valued at the

closing share price on the date of grant.

¢) Settlement with Subsidiary Créditors

During the year ended April 30, 2004; in an attempt to settle outstanding liabilities of a subsidiary, OQI made
value of S0.10 per share for every S0.15 CDN ofdebt held. The offer ‘vas ased on the market tradln pri
| as ) . o

May 2003 when
issuéd 8 14,660 s'ha'
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i at Tepresénted 2,203,227 OQL
k for further issuances. No'shiares of cc

ffer to cred::ors to settle ouzstandmg debts for shnres of OQI common srock with a fair




d) Private Placements and I’ub"li‘c Orfcrings orShnrcs ol‘Common Sto'ck’

' On July 6, 2006 OQI compleled 2 prmlu placcmcnl al 5 668 100 shmcc ofcommon stocl

" On Degéniber 20, 2007

“OILSANDS QUEST INC.
4 Dva.lupment Stage Compuny)
Notes to Consolidated. l‘i!umcm_l.Stulcmcu ts

ssued on a fiow-throug,h bnsls for.g ;,ro:s-pmcecds oFSJS 684 009 (537 409 460 CDN) Bucausc (hese shnres \vcrc
issued on.n Now-through basis; the' proceeds must be used for expldration in Canada and the tax benetits from that explomnon will flow through to the-subscribers. In conjunction with:this financing OQI
paid investment banking fees 0f:$1,852, 659 and enlerczl intoa snbscnpnon agreement with-OQI Susk wh(.rcby ivpurchased 703,054 OQ1 Sask low-through shares o['(.ommon stock for $33,684,048, . Under
the terms ol 1hc no\v-lhrou;,h slmcs lht. Compdny renmmced the'ta. bcnel‘lc ofilie related ctpcndlllu‘es tl\e SubSCrlbch L.ﬂ'ccnvc Dccembcr 31, 2006

In Aux,ust 2006 OQI complt.tcd apri lv'\lc pl.mcmenl of 4 ISO 000
ferms oI thc pnvmc placement; ‘the: gross plocv.eds were usz.d fe

On. Murch 6, 2007 thc Company: cmcl ed iilo ¢ 'undcr\vrmny, agrccm
a ﬂm\'-throu!,h basis at d'price:of:84. 8 (85:64 CDN) per share for. aggregat
my a, (cc cqu.ll lo $0.241(8 82 CDN) (or S%) for c.lch ﬂow-lhrough share,

on M'xrch 6 7007 and drch ‘), 2007,
$15,211,120 (517,798,904 CDN) These shares of coinmon Qtock were isst
will'flow through tor the. subscnbt.rs Thc Comp'\ny filfilted its obI 1&101
was’ rcqulred :

on May 3, 2007 lhe Compa_ 1
pldcemcnt (hc Company pald i

On \'Iz\y 3, 2007 the Conipany i tfedi,‘lfG‘#,1663§l1aré§"ofc
pl'\cement pursuam to an aménded underwriting agreem
3 t from that explo

|ssued 11 ,000, 000 units at a price of $5:00, per unit for gross sroceeds of §55,000,000 pursuaiit to a marketed public offering, Each unit was comprised of one share of
ith edch whole warrait-eiilitling the holder to'purchase on€'share 6f common stock of the Commpany for’ SG 75pér sharé until
December 5, 2009 N

On December S; 7007 as part of the marketed public offering, the Company issued 2 600,0()0 shares-of common stock of a flow-through basis at a price of $6.11 (86.17 CDN) per share for gross proceeds of
Si5, 836000(5160420000DN) . . :

ani over- allotm»enr option granted-to the uiidefwriters as part of the agreement under the marketed public offering was exercised. As a result the Company issued an additional
1,650,000 units at X 00 per'y for gross proceeds of S hare of common stock and one-haif of a share of common stock purchase warrant with each
whole waitant entitling thie holder to purchise one share of'codimon stock of the Company for S6. 75 per share until December 5, 2009,
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OILSANDS QUEST INC.
(A Deyelopment Stage Company)
Notes to Consolxdatcd l"unmclnl Slnmmnts

2007 Mnrch 9 2007, May: 3 200‘? and Deccmbcr 5, 2007, the Company renoinced the tnx bcnerts of the reiated expcndllures to'the
hounts have Been expended on’ “exploration in Canada. The flow- through shares were issued at a premiium to the thien market price in

Under. the ti:rm.s': he, flow-through sh.xrcs |ssucd pn Mnrc [
subscribers effective December 31, 2007. As at Apnl 30,, 2008
recognition of the, ta¥' benefits accrding to. subscribers, The prcn

_cxpcndltul es \\'ere mcurrcd

On May ”3 2008, the' Comp‘my issued 12,976,761 shares of cammon stock at a price of $4.20 per share for gross proceeds of $54,502,397 pursuant to a private placement, vThc Company paid an aggregate
of'$1,225,120 m! toa synd cate Ofd[,ellls undcr the u.rms of an ‘agency 4 11,rccmcnt ’ i

On June J_7,_200
Triple 7 JbiiitVen

he. Commny HSUC(I 640 000 sharcs of lhc Comp'my s common stock as part of the consideration provided for the purchase 6f the rights of the remaining cxlermll pastners undér the
gre eemcnt it thc Eaglcs Nes l’rospcct (Note S(d))

Comp'my xssued 6 003 156 sh'\rcs of ommon stock on.a ﬂow—thrnugh basis at a'price of $3.675 CDN (83.40 US) per share’ for gross procccds of 522,079 973 CDN (820,421 7”7 us)

On Oclobcr3 2008 ll X
t bie used Ior cxplontlon in Cnmda and the tax benelits from lhnt cxplorallon will ﬂow throuy,h lo lhc snbscnbers

08 . 8 r
(816,315,204 US)1 pu'rsudnl toa prIV'\tc placement; e Compnny paid. an aggreg\lc ofS970 200 CDN (5898, 369 US) in fees to the dgcnls pursu'ml. toan agency a 'u,lucmt.nt These procecds musl be uscd for
e‘(plomuon iir C'mdda and thc tax bencllts fromy thatexplomllon \V|ll ﬂ0\v lhrml[,h fo'the s‘ubscnbcrs

On M'\y 12, 2009 1hc Company issued 35, 075 000 umls ata pncc of $0.85 per unit for gross procceds of §29,813,750 pursuant to a marketed pubhc orfermrr Each unit was con
shure ofcommon “stock p ) arrant with each \vhole warm tentltlmg the holder to purch'lse onc slnre of i common stock of the Comp 1y

May 12, 2011:The Compdny p 1

clfcrln[, Ofthese costs, SO.7 mllllon were mcurrcd pnor to Aprit 30, 2009.

STOCK'OPTIONS

Stock based compensatlon geuerally takes the form of equlty classified stock options granted to employees and non-employees. Optlons are granted under the Comp
vest over iy 18 m 'to ‘thiree years, One set of option grants included a performarice condition based upori achxe’vmg a dci’ned bitumen ih p
option grants i market condmon based upon total shareholder veturn over a thrée year period and performance conditions based upon achieving a combination of defining a regervoir
recovery conﬁgu and’ achieving a def'ned bitumen in place barrel count. The fair value of the options containing the performance and market conditions were estimated at the date of grant and
amomzanon of these’ amoums commences when satisfactior of the performance conditions becomes probable.

’s 2006 Stock Opuon Plnnland

- F8-31

i wag:originally. recorded as a current liability and then it was-drawi down-as a- rcducnon of deferred- tax- expense the n.xplomuon s
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OILSANDS QUi:éT ¢

Weighted-
- ~Weighted-- - ... . <AVOfﬂg§ [ P
Average Grant-Date Aggregate [ntrinsic

Exercise Price

Fair Value Value

Outslhuiding at April 30, 2007
Granted
Exerciged
Forfeited

S 3,027,625

Ohilstaiiding at April 30, 2008
Granted

Exercised

Forfeited

S 53,100

Oulslnndm;, at April 30, 2009
Granted.

Excrmsed

l"nrlelh.d

Outsmndm[= at April 30,2010

Exercisable at April 38,2010

n nddmou 10 the abovc, 0Ql Sask has 1, 319 167 outstanding options which riay be exercised and e‘(changed into OQT Sask Ewhangcable Shares
may be 1ssued (note 10). .

détermination, the possxblllty that th
fair value of the options granted durifg’ the Year ended April 30, 2010;

S U ri329213

\vhelcby up to an additional 10,856,744 OQI common shares

¢ing mode! for the, optio
orporntes lnto the f

Years Ended April 30,
2009

Expected life (years)
Risk free interest rate
Expected volatility
Dividend yield

2010 2008
5.6 12 5
2.71 3.40 441
100 84 124
043 § 193§ 3.69

Grant date fair value . Cg

Asat April 30, 2010, the Company had unamortized stock-based compensation costs of $1,732,385 which will be recorded in future periods as ‘options vest. The cost is expected to be recogmzed‘ over a

weiglited-average périod of 10 months: The iitrinsic valie of optxons exercised during the years énded Aptil 30; 2010, 2009 and 2008 was.
there were 7 ,049,228 unvested opttons
the Yiedr was SZ 04 and 1,73 Fespec

FS32

itha wewhted average granl’ date fair \'nlue ofSO 90 (2009 - 13 795, 500 and S2, 46) The welghtcd avcr &F:

5,'S53; 100°and $3,027,625 respectively. As ab Apnl 30, 2010,
ant date falr value ofopnons that vested and explred durmg
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13, WARRANTS'

A summary of OQI's share purchase warrant activity for the three years ended April 30, 2010:

Balance, April 30, 2007

Issued during the year -
Exercised ¢ .

Balance, April 30, 2008 and 2009

Issued during the year

Expired

Balance, April 30, 2010

14, PAIR VALUE MEASUREMENTS

Cérlain of the Company’s assets and liabilities are reported at fair value in the accompanying balance sheet. The following tables pr

April 30, 2010 aid 2009,

As of April 30,. 2'0'”10 (i]\ tliousands)

Financial Assets (Liabilities):
Securities Held for Sale
Asset Retirement Obligation

As of April 30, 2009 (in thousands)

Financial Assets:
Securities Held for Sale
Short-term investment

(OILSANDS QUESTINC,
(A Development Stage Company)
Notes to Consolidated Financial Statements

Nuniber- Weighted Average
of warranls Exercise Price

" 8856067 S 1.8
6,325,000, S .- 6,75
L(8856.067) s 1208
6325000 S 6.5
17,537,500, 8 LIO
s -(6,325,000!‘ S 6.75
s 110

- 17,537,500

ovide fair value measurement inforination for such assets and liabilities as of

Vi . Fair Value Méasures Using:

Quoted Prices [n . SignificantOther- * - - Sign
ActiveiMarkets - Observible fnputs Unobservable-Inputs
Carrying Amount Total Fair Value Lo (Levelll)y . . (Geval2).” . (Level 3)".
N : 65 S 65 S 65 S - 8 -
R {7485 8 17485 S - 8 -8 17,485

Fair Value Measures Using:

* Significant; Othver ) ‘Signiﬁcvaqp.«
' Observable [nputs Unobsérvable [nputs
Carrying Amount Total Fair Value (Level 2) X ]
S 60 8 . .60 8 60 S - 8 -
S 25209 8 25,209 s 25,209 N - 8 -
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. S . [OILSANDS QUESTINC: .., _ ‘
e . (A D(,\'Llopmcu(Sm[,L Company) R . e A P
Notes to Cunsohdnu.d I‘mnncml Stnteml.nts

) l 15, RELATED I’ARTY TRANSACT!O&S

Lot ite vtchc 1 ’abour and catering function's to-the COmpuny for’ l'eld operations. l‘or the yeur ended: Aprll 30,
coursc ofopenllorgs. As.at, Ap:ll 30, 2010 ml(Aprll 30 009 352 ,010) was payublc to the.. ...

;1 1 The slep n\olhcr of a fm mer e‘(ecnhvc esu,ned Daccmbcr 2008) of the Comp'my is lhc solc sharcholdm of a mpany \Int f"\ulnales Iocal on-sxte labour and eqmpment renrals io the Company for field

¢ operiitions; ‘For the: year-ended Apiil 30,2010, $559.(2009 - §2,247, 385) has been inchuded in, expioration c‘(p(.nsc Thése transactions are in thé iormal course ofupemuons As at Apnl 30, 2010, nil (Apnl 30,

70()9 5220 273) was’ puy.xb]e to lhc above mcntloncd comp.my 'l"h(, contract \vuh llm compdny wns terminated on Mdrch 13,2009,

10 CV- 00408 was filed i Umted St'\tcs Dlstnct Court lor the District ol Colondo by

COMMITMENTS

f ‘ The following table sets out OQI’s expected future payment commitments as at April 30, 2010 and the estimated timing of such payments relating to corporate office and operations facility leases:
t - o
. . (in thousands)
Year N 1,951
r Year2 1,087
§ Year3 c 994
] Yeéard 991
b Yeéar5 688
>3 years 952
B 6,663
|
g ‘ The Company is subject to annual Iease rentals, niinimum exploration expenditures and work commitnients rélated to its exploration permits, licenses and lease assets. These required expenditures have not

been incliided in the above schedule. For defails of these reqmred expenditures refer (0 note 5.

i
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OKL.SANDS QUEST INC,
- (A Dcvclopmentsmgc Company)
f Notes to Consolldated Financial Statements

[r 17. SUBSEQUENT EVENTS

R 1) On May 10, 2010, the Company issued 10.5 million Mow- through shares at $1,00 CDN (S0, 995 usp) nnd 9.2.million common shares a{.$0.85 per shnrc for.gross proceeds ol $18.6 million pursuant to a non-
- brokered private placement.

|
b) Subsequenl to April 30, 2010, 4,411,000 optioits were issued with a weighted average: exercise price of $ 0.81 per option. lnclmlcd in these grants were 3,050,000 options (hat were comprised of a market
-.c condition based upon lolal sinrelmlder relurn over a three year period and perforniance conditions bdse(l upon achieving a combmalmn of defining asreservoir recover configuration and achieving a
defined bitumen in plucc barrc! connl

[ c) On May 31,2010, lhe Company re[mqmshed t\vo of its northernmosl land pcrmns (I'SOO” 13 .md I’SOOZIS) as it Iocuscs its dcvulopmcnlopportunllles to iniclude those lands that recent exploration dcllvny

| 1 has demonstrated to.bé prospective. Rellnqunshmg lhcse purmns wtll notimpact the Company s resource estumtes or (lcvelopmentplans

N d) With respect to the purchase ‘and <;4Ic 'xgrcemcnl lmtle with Canshale Corp., the Company ‘\chctl on July 6, 2010 to an extension of the lransaction to July 30, 2010 for consideration of an incentive of an
additional 2,000, 000 common shnm (JfC’IllS[hlk: Corp .

| I F5:35

i
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SUPPLEMENTARY QUARTERLY INFORMATION (UNAUD!TED)

2010
Nef loss from conlinuing operations

Nef loss from discontinued operafions R P

Net loss

Net loss [toin continuiig operations per share - basic and diluted
Net logs froi discontinucd gperations per share - basic and-dilited
Nel loss attributable to common stockholders per share - basic and diluted

2009

Net'loss [fom continuing operations
Loss from discontintied operations
NefToss i

Net loss from tontinuing operalions per share - basic and diluted
Netloss from discontinued ofierationis per share - basic and diluted
Neét loss per share attribuiable to common stockholders - basic and diluted

- OILSANDS QUEST INC. -
(A Dévelopinent Stage Company)®

Notes to'Consolidated Financial Statements

Second . .Eo;irsiu o e i
Quarter - Quarler : Tolal. " -
5 12,679 5. 22090 . 58721
) 530 69 5,760
5. 13,200 5 22139 64,481
, § 004 $ - o0n.
o0 3 0.04 s 007
$ 42,359
- 514
2873
s 0.17
5 L 017
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- Accumiilated depreciation; depletion, dnd arhortization and valuation allowances

- OILSANDS QUEST NG :
. (A Development Stage Compaiiy) -
Notes to Consolidated Financiil Statements

The following supplemental unaudited information regarding the Cgo‘mpanyfs oil and gas. netivities is presented.in accordance with SASC 932-235, “Exrructive dctivities — Oil and Cas - Notes fo financial
statements”. The Company currently has no proved reserves. All ol the Conipany's exploration and producing uctivilies are carried out in'Canada,

Unless otherwise noted, this suipplemental information excludes amounts for all periods presénted related (o the Company's discontinued operations.

Capitalized Costs Related to Oil and Gas Activities

. Tofal .
. o ALAPHL 30, et
2010 o 2009 e
. (in thousands) .- “(in thousands) -
Unproved oil and pas properties o : 389 978

448780

Proved oil and gas.

Net eapitalizéd cosis

350978

Costs Incurred in Oil and Gas Activitics

Tolal:
Year Erided April 30,

) . .7 2009 -

Property acquisition costs (in thousands) (in thousands)
Proved properties . : e 8 - -
Unproved propertics o 140 5867 15,999
i ‘ . S 48,682 70,843 96,362
Developiieiit costs e e it . —
Costs intiirred : ' S 8822 S S N76710 8 112,361 -
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THIS IS EXHIgT® L, "
referred to in the Affi davit of
’%\\L\Scmb Janice O'Neill
S\,nnm hefore mb thl:; T Senior Vice President

Corporate Compliance

11 Wall Street
New York, NY 10005

. FPROVINCE .. .T +1212.656 2407
HOWARD A. GORMAN F +1 212 656 5780
BARRISTER & SOLICITOR - oneill@nyx.com

Via E-mail and Federal Express

September 12, 2011

Mr. Garth Wong

President and Chief Executive Officer
Oilsands Quest, Inc

800, 326 — 11® Avenue SW

Calgary, Alberta, Canada T2R 0C5

Dear Mr. Wong:

NYSE Amex LLC (“NYSE Amex” or the “Exchange”) as a self-regulatory organization, has the
responsibility to provide a fair and orderly marketplace to issuers and to the 1nvest1ng public. Included in
these resp0n31b111t1es is the obligation to take appropriate steps to ensure that « companies listed on the
NYSE Amex market comply with applicable continued hstlng standards. Investors in companies listed on
the Exchange have a reasonable expectation that those companies comply with such listing standards or, at
a minimum; have a plan in place to return b compliance within a specified time. _

A review of Oilsands Quest, Inc.’s (the “Company”) Form 10-K for the fiscal year ended April 30, 2011
indicates that the Company is not in compliance with certain of the Exchange’s continued listing standards
as set forth in Part 10 of the Exchange’s Company Guide (the “Company Guide”),' and has therefore
become subject to the procedures and requirements of Section 1009 of the Company Guide.

| Specifically, the Company is not in compliance with Section 1003(a)(iv) of the Company Guide in that it

has sustained losses which are so substantial in relation to. its. overall operations or its existing ﬁnanc1al
resources, or its financial condition has become so impaired that it appears questlonable in the opinion of

the Exchange asto whether the Company will be able to continue operations and/or meet its- obligations as
they rnature ' : :

Our deterrmna‘uon that the Company s financial condition has become impaired is based in part on the
mformatlon you provided in our conversation on September 8,2011, the factthat the current rights
offering 'was unsuccessful in raising 51gn1ﬁcant capital, the Company s draft Form IOQ for the period

“ended July 31, 2011, in ‘which the Company states that it will not be able to fund its activities past

October 2011 thh l‘cs cash-and cash equivalents as of July 31, 2011, and the Company s history of
significant operating losses.-

‘1 The Company Guide mey be.accessed at www.nyse.com/regulation.
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Mr. Garth Wong
September 12, 2011
Page?2

In order to maintain its Exchange listing, the Company must submit a plan to the Exchange by October 12,
2011 addressing how it intends to regain compliance with Section 1003(a)(iv) by January 12, 2012 (the
“Plan”). The Plan should include specific milestones, quarterly financial projections, and details related to
any strategic initiatives the Company plans to complete? The Corporate Compliance Department
management will evaluate the Plan, including any supporting documentation, and make a determination as
to whether the Company has made a reasonable demonstration of an ability to regain compliance with the
continued listing standards within the specified timeframe, in which case the Plan will be accepted. If the
Plan is accepted, the Company may be able to continue its listing during the plan period, during which
time 3it will be subject to periodic reviews to determine whether it is making progress consistent with the
Plan.

Please be advised that, if the Company does not submit a Plan, or if the Plan is not accepted, it will be
subject to delisting proceedings. Furthermore, if the Plan is accepted but the Company is not in
compliance with the continued listing standards of the Company Guide within the appropriate time
periods, or if the Company does not make progress consistent with the Plan during the Plan Period, the
Exchange Staff will initiate delisting proceedings as appropriate, The Company may appeal a Staff
determination to initiate delisting proceedings in accordance with Section 1010 and Part 12 of the
Company Guide.

As a result of the foregoing, the Company has become subject to the procedures and requirements of
Section 1009 of the Company Guide. Accordingly, the Company must contact Mary Ellen Marricco (212)
656-4089 by September 19, 2011, to confirm receipt of this letter, discuss any new developments of which
the Exchange staff may be unaware, and indicate whether or not it intends to submit a plan of compliance
as discussed below.

This letter constitutes n,oﬁ;ée of a failure to satisfy certain of the Exchange’s continued listing standards.
The Company is therefore required to file a current report on Form 8-K. pursuant to Item 3.01 of that Form
within the requisite time periods. The Company must also issue a press release, pursuant to Section 402 of

2 For your convenience, a suggested format for plan responses is attached. Please note that the information outlined
in the suggested format is for information purposes only and is not intended to provide specific ptan requirements..
However, your plan must demonstrate an ongoing continuous effort to regain compliance through specific goals and
initiatives, which can reasonably be expected to be completed within the plan period.

* Please be advised that if the Exchange accepts the Company’s plan of compliance, the Company must issue a press
release disclosing the fact that is has fallen below the continued listing standards of the Exchange and that its. listing
is being continued pursuant to an extension. The. press release must be issued w1th1n five (5) business days from
notification that the plan has been accepted.

* While the Exchange does not endorse any particular format or provide a sample press release related to this
disclosure, you may wish to consider language that discloses that: on (DATE) the Company received notice from the
Exchange Staff indicating that the Company is below certain of the Exchange’s continued listing standards due

to as set forth in Section(s) of the Company Guide. The Company was afforded the
opportunity to submit a plan of compliance to the Exchange by (DATE) that demonstrates the Company’s ability to
regain compliance with Section(s) of the Company Guide by _~ . If the Company does not

* submit a plan or if the plan is'not accepted by the Exchange, the Company will be subject to delisting procedures as

set forth in Section 1010 and part 12 of the Company Guide. This notice should be e-mailed to the Market Watch
Department at NY Xalert@nyx.com and Mary Ellen Marricco at mmarricco@nyx.com
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the Company Guide, dlsclosmg thc receipt of this letter and the fact that it is not in compliance with the
specified provisions of the Exchange’s continued listing standards.’ Please note, however, that satisfying
these disclosure requirements does not relieve the Company of its obligation to assess the materiality of
this letter on an ongoing basis under the federal securities laws nor does it provide a safe harbor under the
federal securities laws or otherwise. Accordingly, the Company should consult with securities counsel
regarding disclosure and other obligations mandated by law.

As an additional consequence of falling below continued listing standards, please be advised that within
five days of the date of this letter, the Company will be included in a list of issuers that are not in
compliance with the Exchange’s continued listing standards.  This list is posted daily on
www.nyse.com/regulation and includes the specific listing standard(s) with which a company does not
comply. Furthermore, the Exchange is utilizing the financial status indicator fields in the Consolidat@ape
Association’s Consolidated Tape System (“CTS”) and Consolidated Quote Systems (“CQS”) High Speed
Tapes to identity companies that are noncompliant with the Exchange’s continued listing standards and/or
are delinquent with respect to a requlred federal securities law penodlc filing. Therefore, the Company
will become subject to the indicator .BC to denote. its noncompliance.” The indicator will not change the
Company’s trading symbol itself, but will be disseminated as an extension of the Company’s symbol on
the CTS and CQS whenever the Company’ stradmg symbol is transmltted with a quotation or trade.. Both
the website posting and indicator will remain in effect until such time as the Company has regained -
compliance with all applicable contmued lising standards.

This letter and any response may constitute non-public information in accordance with federal securities
laws, and you may wish to consult with your legal counsel about the Company’s obligations in this regard.
The only designated representatives at the Exchange with which this matter should be discussed are staff
members of the Corporate Compliance and StockWatch Departments. Further, as I am sure you are aware,

pursuant to Section 910 of the Company Guide, Specialists must be treated as members of the public, and

accordingly, no non-public information should be discussed with or otherwise dxsclosed to the Company’s
specialist

The Exchange remains hopeful that the Company will be able to maintain its listing. If you are in need of
any assistance in this matter, please do not hesitate to contact Mary Ellen Marricco at (212) 656-4089.

Sincerely, |

* Please note that companies that become delinquent with respect to a equired federal securities law periodic ﬁlmg
will become subject to the website posting and indicator .LF.
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Suggested Format for Plan Resgonses: o
(For Informational Purposes Only)

- Corporate-Background Information

Facts and circumstances that led to the Company falling out of compltance with the
continued listing standards
Current condition of the Company

. A strategic outline including goals an initiatives which the Company has a reasonable

expectation of completing. Such goals and initiatives should be summarized by quarter, and
should demonstrate the manner in which the Company anticipates returning to compliance
with the standards. The Plan could include one or more of the following:

(i) New equity raising activities - ‘

(i) Debt/capitalization restructuring

(ili)  Merger/acquisition/disposition activity

(iv) Pre-tax, net income, EBITDA, etc goals

(v) . Gross margin and/or operating

(vi)  Quarterly income statement, cash flow and balance sheet projections assuming

successful completion of the Comnipany’s intended goals and initiatives

Should certain critical accomplishments not be met in any one quarter, the Company may be
subject to suspension and dehstmg With that in mind, the plan could also include strategic
alternatives or contingencies assuming that a critical goal was.not met.
The Plan could also include documentation evidencing the feasibility of the Plan being
completed. This documentation may include:

(D Board of Director resolutions authorizing management to commence, move

‘ forward or complete a given action
(i) Correspondence from the Company’s investment adyisors/bankers/potential
investors/accountants/attorney’s regarding a planned capital raising activities,
-~ merger/acquisition/disposition transaction, etc.

(ili) - Pending SEC filings such as 8-4’s, Proxy vote, etc.
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Consohdated Cash flow Forecast | ‘Nov. 29/11 -
$C (000 S) S , Notes Dec. 31/11
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‘RECEH’TS 2 BARRISTER & SOLIC
 GST collected ,_ 3 $ 130,327
Total recelpts 130,327
DISBURSEMENTS
Corpo1ate 1ecurr1ng G&A 4 56,687
Cmporate payroll and benefits 5 144,257
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7 357,829
‘ 8 200,000
Total dlsbursements (before interest payments) $ 768,772
Net financing pay,ment -
Foreign exchange gains / (losses) 1 -

§  (638,445)

$ 3,269,664

(638,445)

$ ,2:,;6_3"1 ,219

2 ( est has no operatrng revenues

3 GST co!lectrons based on prior three months' expenditures

4 Corporate recurrlng G&A is based on recent historical actual results

5 Payroll - based on; average pay period balance. Excluded in forecast is the 2011 employee retention
program thls amount’ has béen funded in trust: with Company counsel -

6 l\/lonthly lnsurance expense

7 Operatlng expenses are based on historical results as well as costs related to the camp usage

agreement with-Cenovus, Costs incurred in Decémber will be. otfset by a $150,000 advance to be -
received from Cenovus with the balance to be received in Jarn. 2012
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; tial CCAA Order and iling of Plan)
‘ ADDRESS FOR SERVICE AND Ernst & Young

. CONTACT INFORMATION OF 1000 - 440, 2" Ave SW

] ' PARTY FILING THIS Calgary, Alberta ‘“_TZP 4H2 -
- DOCUMENT . Phone: 403-206-5067
‘ ' Fax: 403-206-5075
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- ; _ ' Attention: H. Neil Narfason

Ernst & Young Inc. does hereby consent to belng appomted as Mor‘ntor for the Applicants,
Oilsands Quest Inc., Ollsands Quest Sask Inc Townshlp Petro]eum Corporatlon ‘Stripper Energy
Services Inc., 1291329 Alberta Ltd., and Ollsands Quest Technology lnc in these proceedmgs if so
appointed by thlS Honourable Court , -

H - DATED at the‘Cit.y'off Calgary, in the Province ovalbo'r’tté, this 28™ day of November, 2011.
% j ) - Ernst &>Y'oung"ltn¢.‘
o . - “’M -
1 Per_¢ e L
, H. Ne|I Narfaso’f\f
Ty . Senior Vice- Presndent
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