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We are pleased to report that Husky Energy continued to set new financial

records in 2008 The Company remains in healthy financial position with

minimum debt

Husky reached another milestone in our strategy

to build an asset base that provides for future

growth and increased shareholder value For the

year the Company achieved return on equity of

28.8 percent and is among the top quartile financial

performers in our industry

The Company set records for total sales and

operating revenues net of royalties of $24.7 billion

net earnings of $3.8 billion and cash flow from

operations of $6.0 billion for the year 2008

During 2008 Husky increased its quarterly dividend

per share to shareholders from $0.33 to $0.40 and

then to $0.50 Since becoming public company in

2000 Husky has achieved total shareholder

return of 484 percent

Despite the world economic turmoil and the

significant drop in commodity prices in the fourth

quarter the Company still recorded excellent annual

results in revenue earnings and cash flow

Husky initiated several major projects

that align with the strategy to build an

integrated energy company

Husky initiated several major projects that align

with the strategy to build an integrated energy

company with assets across the hydrocarbon value

chain Among the achievements was receiving

regulatory approval to progress with development

on the satellite pool in proximity to the White Rose

field offshore Newfoundland and Labrador



Net Earnings Cash Flow from Operations billions

The satellite fields North Amethyst and West White

Rose were discovered in 2006 with total estimate

of 210 million barrels of proved probable and

possible reserves Development of these reserves

will help offset natural production declines and

extend the production life of the White Rose oil

field by another three to five years Development

work on the first satellite expansion at North

Amethyst continued in 2008 with first oil expected

in late 2009 or early 2010

The Companys oil and gas production and heavy

oil development in Western Canada continue to

provide strong cash flow Husky has extensive

landholdings across Western Canada and is one of

Canadas largest producers of heavy oil We have

been very successful in increasing the efficiency of

recovering oil from mature fields with alkaline

surfactant polymer ASP flooding and by applying

thermal technology to heavy oil production

The West Hercules deepwater drilling

rig spudded Huskys first appraisal well

The offshore development and exploration activities

in South East Asia are core focus for the Company

In November the West Hercules deepwater drilling

rig spudded Huskys first appraisal well on Block

29/26 at Liwan in the South China Sea about 300

kilometres south east of Hong Kong to evaluate the

natural gas discovery made in 2006 Further

geological and geophysical work during 2008

identified prospects at the Liwan region which will

be drilled in 2009 and 2010

The Madura BD Project Plan of

Development has been approved by

the Indonesian Government

The Company reached an agreement with China

National Offshore Oil Corporation CNOOC to

jointly develop the Madura BD natural gas and

natural gas liquids field to delineate the MDA Field

and to further explore the Madura PSC offshore

East Java Indonesia The Madura BD Project Plan

of Development was subsequently approved by the

Indonesian Government

To establish an upstream and downstream solution

for the production refining and marketing of

bitumen from the Sunrise Oil Sands Project an

agreement was finalized with BP to create an

integrated North American oil sands business

Under the agreement Husky traded 50 percent of

its Sunrise oil sands holdings for 50 percent of

375
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BPs refinery near Toledo Ohio U.S.A HP will

continue to operate the refinery and Husky will

operate the Sunrise Oil Sands SAGD steam assisted

gravity drainage Project

Studies were undertaken on the reconfiguration of

the Limd Refinery in Ohio The refinery is expected

to be retrofitted to process heavier crude oil from

Western Canada

The 130 million litres per year ethanol plant in

Minnedosa Manitoba was officially opened in 2008

doubling Huskys annual production of ethanol and

demonstrating Huskys commitment to provide

cleaner gasoline to our customers The throughput

capacity of the Minnedosa facility combined with

Huskys Lloydminster ethanol plant makes the

Company Western Canadas largest ethanol producer

To reduce costs and streamline efficiency in our

heavy oil operations Husky established logistics

centre in Lloydminster Alberta The centre is

responsible for managing the Companys

transportation carrier services which haul oil and

produced water in the Company-owned tank trailers

00 0205 06 O8

The health and safety of our employees contractors

and the general public combined with sound

environmental stewardship are the core for the

Companys corporate values In working towards

this objective we partner with industry associations

government agencies academic institutions and

organizations in the communities in which we have

business operations

Health and safety combined with

sound environmental stewardship are

core values for the Company

The Company has clear expectations for managing

risk and reducing workplace injuries The Husky

Operational Integrity Management System HOIMS

designs and develops processes to achieve future

state where all hazards and risks associated with

operations are identified and then controlled or

eliminated During 2008 HOIMS focussed on

implementing series of gap assessments across

corporate facilities to measure the effectiveness of

existing management systems in meeting the

Companys objectives and identifying and

implementing improvements

Production mboe/daySales and Operating Revenues
Net of Royalties billion

24.7

O3 0405 06 07 08

355.9



Debt to Cash Flow Ratio times Total Dvdends per Common Share

We value sustainable development

which is critical to the long-term

success of the Company and all

stakeholders

We value sustainable development which is critical

to the long-term success of the Company and all

stakeholders Husky employs comprehensive

community engagement strategy that targets

education promotes health care and supports those

initiatives that improve the overall quality of life

As global economic and business conditions

continue to deteriorate Husky is well positioned to

weather the economic uncertainties and volatile

commodity markets The Company is closely

monitoring developments in the oil and gas sector

pursuing opportunities that align with our corporate

strategies to reinforce the Companys objective in

creating shareholder value

Huskys 2009 capital program has taken into

account the prevailing economic environment and

market conditions The Company has allocated

$2.6 billion for exploring and developing the

upstream assets and maintaining infrastructure in

the midstream and downstream operations

During 2009 Husky will focus on the exploration

and development of its strategic assets in particular

those located offshore Canadas East Coast and in

South East Asia In light of the current state of the

global markets and the challenges of commodity

price volatility we have reduced capital expenditures

on select projects in order to capitalize on growth

and acquisition opportunities As the global

economic conditions turn around we believe Husky

will have significant opportunities given its strong

financial position

The milestones achieved by Husky in 2008 are the

result of clear corporate vision well-executed

strategies strong asset base stringent financial

discipline and skilled and dedicated team of

employees On behalf of Huskys Board of Directors

we offer our most sincere thanks and appreciation

.S.Lau
President Chief Executive Officer

February 2009
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Co-Chairman

Canning Fok

Co-Chairman



Strategy

Explore for natural gas in the

foothills and deep basin in Western

Canada with ncreased emphasis

on unconventional resource plays

Explore natural gas potential of

Columbia River Basin in U.S.A

Increase producton with enhanced

recovery techniques

2008 Achievements

Commissioned Crowsnest ASP

project

Commenced development of

Gull Lake ASP project

Acquired 50% interest in the

Co umbia River Basin
tertiary

sand

resource play

Evaluated enhanced oi recovery

potential of CO2 floods

2009 Plans

Optimze production of ni and

natural gas

Expand and increase production

at ASP projects

Increase tight gas and

unconventional resources plays

Complete drilling
of first test well

in Columbia River Basin

Focus on cost control and

operational effciency

Strategy

Optimize heavy oil production

Implement technology to improve

recovery and ncrease the value of

the resource base

2008 Achievements

Sustained production volumes

Achieved record thermal

production

Initiated second cold solvent

EOR pilot

Opened Husky Heavy Oi Logistics

Centre

Worked million hours without

lost-time accident

2009 Plans

Continue exploitation of primary

and thermal properties

Progress new thermal projects

Continue
piloting of cold solvent

EOR processes

Integrate Tucker to exploit

operational and technical

synergies

Focus on cost control and

operationa efficiency

Strategy

Grow production by developing

and integrating in situ bitumen

resources with downstream

processing

2008 Achievements

Finalized joint venture with BP

on Sunrise project and Toledo

Refinery

Completed initial site
clearing

for Sunrise

2009 Plans

Optimze Sunrise development in

preparation for
project

sanction

Obtain government and regulatory

amendments for the Sunrise

project

Strategy

Maximize the value of the

White Rose assets

Develop satellite oil pools to

extend the life of White Rose

Evaluate development

alternatives for natural gas

Explore for oil and natural gas

2008 Achievements

Produced 100 millionth barrel

of crude oil at White Rose

Commenced development of

North Amethyst

Acquired exploration parcels

Acquired 2-0 seismic offshore

Greenland

No lost-time incidents in

production operations

Acquired 3-0 seismic offshore

Newfoundland

2009 Plans

Maximize production from

White Rose and Terra Nova

Commence production from

North Amethyst

Submit development plan for

West White Rose Extension

CC



StrateQy

Create an oil and natural gas

business in South East Asia

Appraise and develop the Liwan

natural gas discovery

Develop the Madura BD field

Pursue exploration and

development opportunities

2008 Achievements

Spudded first appraisal well at

Liwan in South China Sea

Advanced pre-FEED studies for

Liwan development

Awarded PSC for North Sumbawa

offshore Indonesia

Partnered with CNOOC in Madura

Strait PSC

2009 Plans

Drill several appraisal and

exploration wells at Liwan

Submit Liwan development plan

II two wells on Yinggehai blocks

Drill shallow well near the

Wenchang field

Obtain Madura PSC Extension

Complete FEED for Madura BD Field

Drill two wells on East Bawean II

Increase production of low-sulphur

off-road diesel

Optimize crude oil pipeline

capacity

Grow commodity marketing

business

2008 Achievements

Completed main pipeline expansion

between Lloydminster and Hardisty

Increased commodity marketing

volumes to 1.1 mmboe/day

Achieved record Upgrader

throughput

Worked million hours without

lost-time injury at IJpgrader

2009 Plans

Increase managed commodity

marketing volumes

Manage commodity sales and

credit exposure

Maximize facility throughput

Identify
the optimal midstream

solution for Sunrise

Upgrade retail facilities to increase

ancillary sales

2008 Achievements

Opened 130 million litres per year

ethanol plant at Minnedosa MB

Prince George Refinery set monthly

production record

2009 Plans

Integrate grain purchasing

functions at ethanol plants

Expand marketing of third-party

ethanol

Focus on cost control and

operational efficiency

2008 Achievements

Established marketing ofhce in

Columbus OH

Finalized integrated oil sands

refining joint venture with BP

Defined repositioning project for

Lima Refinery

Achieved 4.6 million hours without

lost-time injury by Lima Refinery

contractors

2009 Plans

Define optimal repositioning for

Toledo Refinery

Commence construction of central

control building at Lima Refinery

Integrate production from Lima

Refinery with Canadian retail

marketing

Optimize retail marketing

distribution infrastructure

Focus on cost control and

operational efficiency



and

od ucti onen

project

Husky celebrated 50 years of operation in the

oydrninster area

Husky quired 10 ervice stations from Gasland Oil Ltd

1997

Iuky arinounc ure oil exploration

..hino Offshnre

Husky opened regional office in St Johns
Newfound and

Husky acquired the remaining 50 percent ownership

in the BiProvincial Upqrader at oydrninster

Saskatchewan

Of Husky Oil
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1954

After buying refinery in Moose Jaw Saskatchewan

Husky moved into Ontario with the purchase of

small refinery and string of retail outlets

1956

Husky purchased bunker oil ship to fuel ships on

the Great Lakes

1960

05 Company

Husky Oil acquired the outstanding shares of the

1967

To honour Canadas Centennial the Company built

the 191metre Husky Tower which was later sold and

renamed the Calgary Tower

Husky purchased the refining and marketing assets

of The Frontier Refining Company The two Frontier

refineries brought Huskys refining capacity to

458 mbbls/day and retail outlet network to 1223

outlets in the US and 408 outlets in CanadaHu ky mov Rive Wy mi fm ry

loydmin Alb Can vy ii

ph nd bunk fu

Hu ky op the yd in fm ry

Th Hu ky mmon

publi in

ir

ky ian ti in rp

und th Hu ky ii td with

in both nd Unit

1973

Husky began exploration of the

Athabasca oil sands

I.

1976

Husky bought the marketing and

refining assets of Union Oil Company

including the Prince George refinery and

110 service stations

Husky started flying large Canadian

flags at its Canadian retail outlets



Th Tucker Oil Sands Project central Pi ocssing was

named Albertas Top Industrial Project for 2006 by

Alberta Construction Magazine

Husky was honoured Lh3mpion of Pubuc

ducation ri Canada by The earning Pa tnorship

iy

red three exploration

bloc shoi Greenland

2008

Hi agreed to rrete an integrated rtfining

orth

drilling the Mizzen

Flemi offshore Canadas

The West Hrcu1os deepwatei sea rig spudded the

first appraisal well at Liwan in the South China Sea



Our long1erm goal would be to deveiop and execute

three strateJic initiatives to turn the Company into

one of Canadas preerninont oil and natural gas

producers by

developing Huskys resource holdings offshore

Canadas East Coast

seeking opportunities in emerging markets where

demand for new energy resouices is growing and

developing an integrated solution to capture oil

sands potential and investing in the value chain

from production through to marketing

Since 1993 we have achieved many established goals

and objectives Husky has now become publicly

traded company growing in value from $350 million

to one of Canadas largest integrated energy

companies with market value exceeding $36 billion

with operalions in Canada the United States

Greenland hina and Indonesia

Today Husky is the most activc oil and gas company

offshore Canadas East Coast We have significant

position in he Alberta oil sands with more than

44 billion barrels of discovered petroleum initiallyiri

place 100 percent working interest We own cxtcnsive

land and lease holdings in Western Canada in both

conventiona and heavy oil assets with significant

throughput apacity at the heavy oh upgrader We

have become fullyJntegrated energy and enei gy

related company in North America with the acguisition

of the refinery in Lima Ohio and 50 percent

ownership interest in the refinery in Toledo Ohio

The Company has built strategic position in South

East Asia and has become the largest foreign holder

of exploration and development acreage offshore

China We also hold exploration and development

acreage offshore Indonesia The China and Indonesia

positions offer great promise and are in proximity to

the largest and fastest growing eneigy demand

mareets in tne world

Husky is part of massive global energy industry with

strong and sustainable opportunities The oil and

gas business is long4erm capital intensive industry

tha must withstand the ups and downs of the global

economic environment and commodity price cycle

Health and safety is of paramount importance to

Husky We focus on sustainable development and

environmental stewaidship without compromising

the needs of our stakeholders and the prospects of

our future generations

Dui ing the past eight years we have advanced

several strategies to support our corimitmerit to

maintaining an ecological balance including strong

emphasis on safety reclaiming work sites and

managing greenhouse gas emissions

Husky respects the values and traditions of the

Aboriginal communities coi poiate Aboriginal

Affairs team has been established to foster positive

relationships with Fiist Nations communities and

ensure that effective consciltaticn and cooperation

is established during the planning development and

operation phases

One of Huskys major priorities in to develop more

diverse and inclusive workforce with representation

from the communities where we operate Employees

are Huskys gnratst st The skiiic csiuati

experience they bring to Husky have helped create

our reputation as an innovative and responsible

corporate citizen in the oil and gas industry

Delivering consistent high performance is zn ongoing

journey for any organization Husky will continue to

apply the principles and values which have guidef us

in achieving our corporate obiectives while focussing

on financial dicipline project execution responsible

resource stewardship and employee diversity

As Husky sets course to navigate through this

troubled period have confidence that as the global

economic conditions improve Husky will ke

advantage of opportunities and continue to maximize

shaieholder value

John Lau

Pesidont Chief Fxecutive Offccr

Hi hr Jaryi OO9



2001

The Wenchanq floating production storage and

offloading FPSO vessel was launched

Husky was named as one of Canadas Top 100

Employers by MediaCorp

Husky filed the White Rose Development Plan

Husky acquired Avid Oil and Gas and Titanium Oil

and Gas

Oil production commenced at Terra Nova offshore

Canadas East Coast and Wenchang offshore China

Husky Energy was named Producer of the Year by

Oilweek magazine

2003

Husky acquired Marathon Canada Limited and the

Western Canadian assets of U.Sbased Marathon Oil

Canadian Business magazine named Husky as one of

Canadas top 75 companies

Husky announced $2 million endowment to establish

the Husky Energy Chair in Oil and Gas Research at

Memorial University Newfoundland



Crude oil and natural gas exploration and production in Alberta

British Columbia Saskatchewan and the northwest USA

To optimize value Husky developed assets in close

proximity and with access to existing infrastructure

in core areas of Western Canada Exploration

targeted the foothills deep basin and northern

regions and the development of number of

resource plays including tight gas and coal bed

methane Leadingedge technology including

advanced water floods alkaline surlactant polymer

ASP floods horizontal drilling and multiplmwell

fracturing programs was extensively deployed to

access significant volumes of hydrocarbons not

previously recoverable

Huskys production activities targeted high netback

oil in southern Saskatchewan and eastern Alberta

with 682 infili and stepout wells The Company

increased tight gas production in the Ansell

Galloway and greater Bivouac areas of northwest

Alberta and northeast British Columbia The

Company developed production growth plan for

Bi\/ouac and South Bivouac and modified facilities

and completed well tie ins at Federal in northeastern

B.C and Ansell in West Central Alberta

Husky expanded the use of enhanced oil recovery

FOR techniques in Western Canada following the

successful application of ASP floods in the Etzikom

and Warner fields Encouraged by the performance

of the ASP projects Husky started construction of

the Gull Lake North ASP project in Saskatchewan



Husky explored high impact opportunities in British

Columbia and intermediate depth opportunities in

Alberta The Company created an unconventional

resource play exploration team to maximize the

value of existing assets as well as identify and

capture new opportunities

In September Husky acquired 50 percent working

interest in 3400 square kilometres of net leasehold

ownership and wells in the Columbia River Basin

located in southeast Washington and northeast

Oregon in the U.S.A The basin is characterized by

ove%pressured tight gas sand formations that lie

below layer of basalt

columbia

River Basin

Focus on genera ting high

net back opportunities

for new oil pools and

enhanced oil recovery

technologies

capture flew natural gas

resource plays for future

development

Focus on increasing

capital efficiency and

reducng operating costs

Implement HOlMS to

enhance health safety

and environmental

performance

Average working interest

77%

2006 average daily

production

bight oil and NOb

246 mbbls/day

Medium oil

269 nsbbls/day

Natural gas

5944 mmcf/day

Proved plus probable

natural gas reserves

2648 hcf

Proved plus probable

ol and NOb reserves

294.3 mmbbls

Net oil and gas

landholdings

29338 sq kms



Heavy oit production primariy in the Lloydminster area of Atberta

and Saskatchewan

Hosky heavy oh operation produced 1043

rabbis/day of heavy crude oh in 2008 88 percent

from the Lloydminster area of hcrta ano

Saskatchewan Of that amou 80 per ccnt was

derived from CHOPS cold heavy oroducton

th sand tec nology 20 pci cent from thermal

recovery projects emoloying steam assisted gravity

drainage SAGD tee nology Huskys heivy

pi oduction is upgraded at the Lloydmirster

Upgrader used as teedstock at the loydminster

Asphalt Refinery or sold into the market

Husky is significant landholdei in the loydminster

area with 8045 squat kilometres of leasehold

ds and more than 200 producing wells

Discovered PuP is 93 billion barreus ot wuricrr

approx nt 3tely seven percent has been recovered

to late

luskys ieavy oil sfrategy Lloydminster cons ets

of utilizing CHOPS fo optimize production and

offsef declines The use of enhanced recovery

tech iology is playi rg an incicasingly important

role in sustaining pi doction an incrcas ng ultimate

reservoir recovery Husky tras track record of

cc ss witt the nr 31 production projects as well as

rew LOR pilot projects using cold solvent njetiori

Dui ing the year 53 oil and rratural gas wells were

di lied in thc Lloydminster area including wells

it thermal project xpansions Engineering design

work progressed orr the Pkes Peak South thermal

expansion prolect while the Companys fi st solvent

LOR pilot yieideo excellent tecnnical resur ana

incremental recovery ntes Construcfion of the

second so vent LOP lot was completed



Mit/gate production

decline through

exploitation of CHOPS

Pace thermal project

development with product

price

Field test new enhanced

oil recovery processes

Focus on controlling

operating and capital

costs

Integrate HOIMS gap

analysis results to

enhance health safety

and environmental

performance

Integrate
Tucker with

Heavy Oil operations and

exploit operational and

technical synergies

k3olney/Celtic

Pikes Peak

Lloydrn/nster Refinery

The solvent changes the viscosity of heavy oil and

energizes the reservoir making the oil easier to

move This method has the potential to significantly

increase recovery in pools currently considered

fully depleted

The Husky Heavy Oil Logistics Centre was officially

opened in Lloydminster to service the Companys

fluid hauling business Husky Logistics handles two

million barrels of fluid per month and creates cost

efficiencies

The successful introduction of wireless control

and communications system for remote production

locations has resulted in increased production

better information flow and more efficient use of

employee time

Lloydminster upqrader

Large resource base

Average working interest

950/s

2008 average production

104.3 mbbls/day

Proved plus probable

zeserves 254.7 mmbbls

L.andholdings

Lloydminster

8045 sq kms

McMullen

495
sq

kms



Oil sands holdings of 2j00 square kilometres with discovered PllP of

more than 44 billion barrels in Alberla

Huskys oil sands business builds on 70 years of

experience in producing upgrading and refining

heavy oil The Company continued to develop its

integrated business in 2008 leveraging upgrading

and refining capacity and knowledge and extensive

pipeline and terminal infrastructure connected to

major export pipelines

major highlight of the year was the signing of

several agreements whereby Husky operates the

Sunrise Oil Sands Project in Alberta Canada and

BP operates the Toledo refinery in Ohio U.S.A

With plans to upgrade the refinery to handle more

heavy oil and bitumen the joint ventures formed

an integrated North American oil sands business

To fully exploit synergies with Huskys other working

thermal operations and within the upstream and

downstream integration focus the Tucker Caribou

and Saleski oil sands projects were consolidated

with the Heavy Oil Business Unit in early 2009

The Tucker project northwest of Cold Lake Alberta

consists of bitumen resources from the Clearwater

format ion

Husky initiated production from the first 32 well

pairs in 2006 Production growth was less than

expected due to original commissioning issues and

well performance in steam assisted gravity drainage

SAGD mode

During the year eight new well pairs drilled in

zone of higher oil saturation were placed in

production Initial production from those wells

showed improvement



Located northeast of Fort McMurray Alberta the

Sunrise lease is world class bitumen deposit in the

McMurray formation with estimated total probable

and possible reserves of 185 billion barrels The

Company plans to develop Sunrise in three phases

Husky extended the current front end engineering

and design FEED with review of the facility

design to optimize the development of the projects

first phase

Reflecting current economic conditions work on

the Caribou and Saleski projects was significantly

reduced in the last quarter of 2008 The projects

represent good long-term growth opportunities

Discovered PIIP at Caribou is 2.5 billion barrels and

at Saleski is more than 32 billion barrels

Peace River Deposit

Athabasca Deposit

cold Lake Deposit

Lloydminster upgrader

VVcrking interest 100%

Working interest 80% in

the three primary leases

partnership with BP

Peak production

estimated at

100 mbbls/day wO

L85 billion barrels

ireserves w.L

501 billion barrels

probable

084 billion bsrreis

possible

Vvorking interest 100%

Optimize Sunrise prpiect

and prepare for sanction

Obtain government and

regulatoi amendments

tdr Sunrise

Sunrise

Saleski

caribou

Tuc ker

Working interest 100%



Crude oil and natural gas exploration and production offshore

Newfoundland and Labrador and offshore Greenland

Huskys business on the East Coast of Canada

represents strong growth area for the Company

The region maintained exemplary safety

performance while efficiently managing 16-day

maintenance turnaround at the SeaFose FPSO

floating production storage and offloading vessel

and overcoming severe ice pack conditions to

achieve 732 mbbls/day Husky wi of oil production

from the White Rose facility

The White Rose field 350 kilometres southeast of

St Johns Newfoundland and Labrador produced

its 100 millionth barrel 100 percent working

interest of crude oil in August and had produced

114 million barrels by the end of the year

During the year the Company received regulatory

approval on the North Amethyst development near

the White Rose oil field The semi-submersible

drilling rig Henry Goodrich completed delineation

wells at the North Amethyst and West White Rose

satellite fields North Amethyst the first of three

satellite oil pools to be developed is estimated to

contain approximately 90 mmbbls of reserves

with 28 mmbhls proved and 42 mmbbls probable

and 20 mmbbls possible Husky plans to develop

this and other nearby oil pools through series of

subsea tie hacks to the SeaRose FP5O

New 3-0 seismic was acguired and further

delineation well drilled at West White Rose which

is estimated to contain 120 rnmbbls of reserves

20 mmbbls probable and 100 mmbbls possible

At the Terra Nova field production was 12.9 mhbls/day

net for Husky Additional seismic data was acguired

to optimize the development of the full field and

Husky assembled team to manage the working

interest redetermination process



Working interest

V/kite Rose core

development 72.5%

U/bite Rose satellite

liebacks 68.875%

Terra Nova 12.5i/à

2008 White Rose

production 73.2 mbbls/day

72.5% working interest

Proved plus probable oil

reserves l68.l mmhhls

Signiticant discovery

areas 22

Exploration Licenses l7

Production Licenses

Exploration area over

15000 sq kms

White Rose

Commence production

from North Amethyst

Progress engineering

and submit development

application for West

White Rose

Evaluate development

alternatives for natural

Terra Nova

Analyze 3-0 seismic

data to opt imize field

development

Progress interest

redetermination work

Exploration

Process and analyze

3O seismic data

Drill one to two

exploration wells

Continue implementation

of HOIMS to further

enhance healtfsafety

and environmental

performance

Acquire 1000 sq ii ins of

3-0 seismic over Block

nad

Whit Ro

TrraNov

.1

nfl WArs Ba inHusky contracted the semhsubmersible drilling rig

GSF Grand Banks for three years In July Husky

participated in rig consortium to use the mobile

semdsubmersible drilling unit Henry Goodrich

Husky used the first two drilling slots for delineation

wells at North Amethyst and West White Rose The

rig began drilling the Mizzen prospect in the Flemish

Pass Husky 35 percent in late 2008

Husky acquired new 3-D seismic over five exploration

blocks in the Jeanne DArc Basin

Husky holds interests in three licenses Blocks

and7 totalling 35000 square kilometres offshore

western Greenland Husky acquired 7000 kilometres

of 2-D seismic over Blocks and and has access

to 3000 kilometres of 2-0 seismic over Block In

addition 23280 square kilometres of high-resolution

aero-magnetic and gravity data were acquired

Blocks

Working interest 875%

Area 21067 sq kim

Block

Working interest 43.75%

Area 13213 sq kms



Crude oil and natural gas exploration and production offshore China

and Indonesia

The November arrival of the West Hercules

deepwater drilling rig and the spudding of the first

appraisal well on Block 29/26 in the Liwan 3d

natural gas field South China Sea marked major

milestone for the Company Huskys international

operations hold great potential for the Companys

future and the Liwan discovery with contingent

resource estimated at to trillion cubic feet of

natural gas is major asset

Production from the Wenchang oil field in the Pearl

River Mouth Basin combined with other holdings

offshore China and the production potential from

the Madura gas development offshore Indonesia

provides Husky with solid foundation for growth

in the South China Sea Husky optimized production

at the Wenchang oil field through infill drilling

tieback opportunities and improved efficiency

Husky acquired Block 63/05 in the Oiongdongnan

Basin approximately 100 kilometres south of Hainan

island This 1800 square kilometre exploration

clock has water depths less than 120 metres The

acquisition is close to existing and expanding

markets and further augmented Huskys strong

and holding position in the South China Sea



Husky reached an agreement with CNO0C to jointy

dev oj the Madura ND held snd fui ther explore the

Madura Strait PSC CNOOC acquired 50 percent

equity interest Husky Oil Madur Ltd which

holds 100 prccnt interest in the Madura Strait

Production Sharing Contract PSC he PSC overs

795 squai kilometrcs of exp ont on area

Husky secured 100 percent workh interest in the

5000 square kilometre North Sumbawa Il BIn

located it 450 kilometres east of the Madura

Strait holdings ri the East Java Sea

In tie East 8wen Il Block Husky sJected ocations

for two wells to be illed in md2009 contract

was signed ft the Liansocean Adriatic XI drIling rig

Wenchang

rkiiq i/cia

OJ8aviigc ji Lao

ihb

wan Discovery

Vorknj/i/ccci

ati

i/i go ii

41 su
ma ikr

fri

Exploration Blocks

xp at ci

33/5 is

fina5 075 ak

Madura BD Field

Madura Strait

boa
iij

cb-3 ies

Ca ii 3W
Irac

it

ma at

3mb/i Ia is

3m

rrtpr

Exploration Blocks

Madura MDA Field

Madura Strait

Soik fllC 051

tnort as Ui

East Bawean II

East Java Sea

oosi ills

P7 On 75

North Sumbawa II Block

East Java Sea

qIirs

Wrkn3i

china

/3 if lii

st We hr ij

u- ti

II 95/

ograi

ii idi

91

at

7/ ru

ii

03

nt 56

1xpaui XP 3/li

/9

indonesia

Ui ti
IC

.6
pj cci

31/i 0-
tsoc .p isv

st so

rc cc1
iT as



The heavy oil upgrader pipelines commodity marketing crude oil and

natural gas storage and power generation

Midstream manages the value chain from processing

through to refining and marketing giving Husky

flexibility and reducing financial volatility

Huskys US downstream strategy was strengthened

in 2008 by establishing an office in Columbus Ohio

to market production from Huskys Lima Refinery

as well as other products

The Lloydminster Upgrader is key to Huskys heavy

oil infrastructure It is near the Companys heavy oil

fields transportation network and Tucker Oil Sands

Project The Upgrader processes heavy oil feedstock

into premiumquality synthetic crude oil for refiners

The Upgrader increased throughput capacity to

82 mbbls/day and grew lowsulphur diesel production

to more than 5.3 mbbls/day

Employees at the Upgrader achieved more than six

million working hours without lost1ime accident

Expansion of Huskys mainline pipeline between

Lloydminster and Hardisty was completed in 2008

to increase volumes carried for Husky and third

party owners and reduce energy costs The Hardisty

terminal which blends various crude oil streams for

Husky and third parties handled 25 percent of

Canadas total oil exports to the United States In

total Husky has 394 billion cLibic feet of owned

and contracted natural gas storage capacity

Additional midstream assets include 50 percent

interest in 215-megawatt cogeneration facility at

Lloydminster and 90-megawatt cogeneration

plant at Rainbow Lake Alberta

Huskys Lloydminster Pipeline Integrity group

achieved five years without recordable incident

and the Pipeline Operations group achieved more

than 19 years without lost-time accident



Commodity marketing aggregates supphes

transports brands stores prices sells and

ad ninste proprietai and third psrty crude oi

natural gas natural gas liquids sulphur and

oetroleum coke The Company marketed in excess

of 11 mmbbls/boe during the year

Commodity market ng supplies crude oil to the

ma Refinery and markets crude oil production

from Husky Last Coast and Souh China Sea

ope ations Husky has established marketing

group to handle commercial arrangements relating

to he development ol the Liwan natural gas field
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Downstream includes refining and marketing of crude oil and related

products including gasoline diesel and ethanol in Canada and

refining and marketing of crude oil gasoline diesel jet fuel and

related products in the USA

Sustained growth in sales from retail operations

continued to make Huskys refined products

operations core business unit An agreement

involving BPs Toledo Refinery and the Sunrise Oil

Sands Project was finalized Opening of the

Minnedosa Manitoba ethanol plant made Husky

the largest ethanol producer in Western Canada

Lima Ohio

At the Lima Refinery the conversion to Husky

business systems was completed The refinery

produces gasoline diesel and aviation fuels to

meet U.S clean fuel standards An engineering

evaluation has been completed to determine the

reconfiguration of the refinery necessary to process

heavier crude oil feedstocks from Western Canada

operations Refinery products were sold through

Huskys newly established U.S marketing office

based in Columbus Ohio

In April contractors at the refinery achieved

4.6 million hours four years worked without

losttime injury

Toledo Ohio

Agreements between Husky and BR were finalized

creating an integrated North American oil sands

business Work continued on the installation of

42 mbbls/day continuous catalyst regeneration

system designed to improve profitability and reduce

the environmental footprint

Prince George British Columbia

Huskys Light Oil Refinery produces low-sulphur

gasoline and diesel fuels liguid petroleum gas and

heavy fuel oil The total crude throughput for 2008

exceeded 3.7 mmbbls the second highest annual

volume after the 2007 record year

The refinery had safe year with one medical aid



The luydminStei Asphalt Rehnery produces asphat

for road construchon and ma ntonance building

matenals locomohve blendstock and specializcd oil

field products The
facility shipped 49 million bar rels

of asphalt to ustomci across North Amer ica with

zero lost tirno employee incidents in 2008

Lioydminster

Asphalt Refinery

ioydmnster

Fthanoi Plant

Prince George

Light Oil Refinery

Minnedosa

Ethanol Piatt

Toledo Refinery

ma Refnery

Production from Minnedosa and Lloydininstr

Etha iol Plants blendcd nto uaso inn to reduce

greenhouse gas emissions frorri vehic exhaust

usky gasoline blended with ethanol rs marketed

across Westo Canada as Mother Natures Fuel

Nearly 500 rctail outlets from Ontario to British

olumbia cai ry Husky and Moh iwk ogos In 2008

Husky ztarketed more than 2.8 mil ion litres at ts

rota outlets travel centres and balk distributors

Annual retail throughput per station has increasd

total of 7.2 percent in the last five years Income

during the yeii from ancillary non petroleum

items sold at Huskys retail outlets was $45 million

Gasoline pumps at Husky and Mohawk rctail outlets

were given unified look aimed at strengtheni zg

brand consistency and consumer recognition
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Husky is working to achieve sustainable growth while at the same time

meeting the expectations of its shareholders and fulfilling its responsibilities

to the greater community

Husky is committed to addressing health safety

environmental and social issues in all aspects of

the business and in sustainable manner As

stated in Huskys Susta/nab/e Development Report

published in June this commitment is embedded

throughout the organization

The Company deployed an integrated management

system this year The Husky Operational Integrity

Management System HOIMS combines safety

environmental stewardship and operational

cxc oil once

Huskys commitment to continuous improvement in

process and occupational safety is producing results

The total recordable incident rate fell in 2008 to

124 Reportable ground disturbance incidents were

managed down from 27 in 2006 to 17 in 2007 and

zero in 2008

Husky completed 23 HOIMS gap assessments in

2008 benchmarking current practices against

industry bests and corporate objectives

Husky initiated an Environmental Performance

Reporting System EPRS to collect and consolidate

operational and environmental data including

greenhouse gases GHG and other air emissions

The Company is addressing GHG emissions by

improving the energy efficiency of existing

operations providing customers with ethanob

blended fuels and adopting new technologies which

will lead to substantial emissions reductions and

energy efficiency Husky is member of Integrated

COc Network ICO2N an industry and government

consortium piloting carbon dioxide capture and

storage as well as use in enhanced oil recovery

Husky is an industry leader in site reclamation

receiving 483 reclamation certificates from

regulators in 2008 Husky continued strong

performance in minimizing hydrocarbon spill

volumes which dropped by two thirds from 2007



rlusky nvested more than $5.8 million in sx

community sectors education and youth hea th

and welfare civic Aboriginal environmental and

arts and culture

Husky continued its support of the Calgary Zoo

conservation research programs for captive

breeding reintroducing and monitoring of thc

Vancouver Island marmot swft fox burrowing owl

blak footed ferret whooping crane and the

northern leopard frog

Husky demonstrated effective consultation and

cooperation with Aboriginal communities by

soonsorino initiatives that promote educational

excellence community wellness and economic

development The Company renewed greernents

with Cold Lake First Nations and Frog ake First

at ion

Husky continued to support the Aboriginal Pride

Program at Calgaryc Jack James High School with

the goal of incre3sing the graduation aft among

rst Nations young people
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1O Fnanca Summary

Li HNANCAL POSITION

As ot qu Dc Ie it ash is

315 nips yn Iron otrons

08 08 08 08 08

12 HNANCAL PERFORMANCE

basOpcrsting OosF ow P515 Ccl fl

08 08 08
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13 FOTAL SHAREHOLDER RETURNS

The fohowinq table shows the total shareholder returns compared th thc Standald and Poors and the Toronto stork Exchanqe

enm and composite indices

Ha ky CIII 131 13 cs OX corns nd

2004 48% 12

7700 61/0

2006 37 30/ 15

2007 i8 50

2008 28/a 36 35

live year veraqe 30 12%

Five year cumuhhve return 201 43 9/
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1.4 SELECTED ANNUAL INFORMATION

at il 200t

Saesandopera ngrevcnues notof oydtles $24701 15 518 412664

tietci nints bys ctcr

Ustrtam 3377 2596 1295

Mdstcim 469 535 a82

lownstream 295 297 106

rr tard elm nations 203 111 151

Neteirninjs 3754 3114 21K

ershare basc/Jluted 4.42 379 321

Ordiniry dividends per common chart 1.70 lb 088

Sp cial vidend per common share 0.2

Cashfowfiomopera ions 5970 .426 t51

lotalasses $26522 421691 $11933

tongtermdobtincludlng rent portor 1957 2814 16

Ca hand can quivlen Docembei 31 913 08 44

Rcturnonecjuityc ut 288 30 31

Rc.turn on avu age iputal employed 25.0 5.1 11.0

2.0 Huskys Businesses

isky Canadiai based nte.rnaliona enerc and ne gy related onpany th total asse greatei th tab billion and ovcr

4000 employees lusky is Integrated ehiough the thice md istry sectors psticnrr mmdstsean and downstream

In th ipstrcam ector the Cotipany explores loc deve Ion proc uces crudo oil and natur 31 ga upstte business segmenD

the midstmeim sector llisly upgm 3des heavy cir.de oil upgsanq business wwnt prococ.os and transports via pipeliie

heay crude oil mairtains nterestr two cogencrtion jiants as we las rrarkcts and oerates trsJe tacrhtls for ci Ic oil

and natural gas mile structure and ma keg ing business se ment

In the down 4ream sector the Cc mpiny distributes motor fue md anti ary and con enie xc products mu at its and

mai kets asphalt prod.icts produces hanoi operates two ieg onal refineries In Canada snadlan refined psoducts bussne

seqirent and refines cride oil In two ref nerl Ohio end markets ref nod products in hc Midv est US iehnsnq md

marleetlnq businc cs qmenu

3.0 Capability to Deliver Results

Huskys ab 1i deliver results is dependent 01 commodiy pm an ft eign cechai qe atcs the Company cent uS success

in cxi orti or cii and nat iral gas efficient and safe c.xecutlo 01 capIta projects efticic nt and si pe atro ct ethve rkct

ietentlon cf expertist nd contnucd auess the nancl iii aikets

3.1 UPSTREAM
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rorthwest plains of Alberta and Britisi Columbia



MDA

Suhstantral postion the Alberta oil sands The initial stagcs of the developmeit of this asset include the Tucker oil sands

Pr oJect curi entlv ri produc tion and the Sunrise project that is in be early dove opment phase The Sum se prolect will roceed

as loint 50/50 partnership with BP an is an integial part of North Anei can oil sands business that mc udes he HP Husky

Toledo Refinery

Harsh weather offshore exploration eve opment and production expei tise as demonstrated by the successful Wh te Rose

deve opme ii and further deve opment of White Rose saId itos ncluding the North Amethyst field West White Rose field and

South White Rose extension offshore Newfoundlirrd Husky also holds an uterest the Terra Nova fieid and large portfolio of

significant discovery md exploration licenses offshore Newfoundlard and Labrador and offshore eenland

L0rge acreage positon offshore Clii ma that include an irferest in the Wenchang oil field which is producing the wan natural

gas discovery which has commenced development arid large portfolio of exploration mlocks and

Offslru nuurresia Husky holds ignificint discovery and exploraiion licenses The Madura 80 naturai qas and matural gas lguias

discovery in which the Company holds 50% interest is the current focus for devolopmen

34
32 MDSTREAM

Rd rble heavy oil upgr adi acil ty bc ited the Lloydrrrinstcr he ivy oil produc ng iegion wth throughput capacity of

82 mhbls/day

Reli ibl and efficient heavy oil pipeline systc ms wel iritc gaited in the Lloydminster producing region

Pmrficipation in two cogeneraficn poww facilities havino combined 290 51W of rapacty both of which support local plant

ape ations

Nat iral gas orage in excess of 37 bcf owned and leased

Large ile petroleum marketer balancing the needs of bath customers and suppliers and

Large sc ile suppl ci of erode and natuial gas feed toc for the Companys plants and ficilities

33 DOWNSTREAM

Refinery at ma Oho aid 50/0 int rest ir the BP Husky Rc finery toledo Ohio each wth ci ude oil throughput capacity

of 100 ribbls/day

Rcfnery at Prince GeorgE British Columb with 12 mbbls/day eapac ty of ow so phur gasoline and ultra low aulphur iesel

Largest mxrketer of pavng asphalt in Western Ca mada with /8 mbhls/day capacity asp malt refinery locate at loydminster

integrated with lie local heavy oil production transpor tatior and upgi ading infrastructi re

La pest produc of cthanol in Wester Canadx with combined /60 Ilion litre per year capcity at plants located in oydminster

Saskatchewan and Minnedosa Mar itoba and

Malor regional motor fuel marketer with 49 retail mar keting locations including bulk plants and travel cci tres with strategic

land pc sitions in Western Canada arid Ontar Retail outlets rncludr in many cases convenience sf0 ey restaurants ser ice bays

ar cxr washes

34 CORPORATE

HuskC car porate capabil res are discussed in the to lowing sections

Sad ion 8.0 gardity and Capital Resources

Sad ion 115 Con ols and Procedures
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4.0 Strategic Plan

Huskys over all strategy is to create supe or shareholder value through hnanci ci discipline and the devop cent of qualty ascet

base inc uding the dcv dopment ot large scale sustainable ru and gas reerves and enhancing integiahon through ho valu chain

isky upstream sb ategy is to expand and dcvelop the igt prospective basins offshore South Fast Asia offshore Canada

Last Co st Alberta oil sands and heavy 01 thci al product ion wh Ii con mu ng to explo the Companys oi and gas asset base

thc Wester Can rdian Sedi wentary Basi by optimizing oil and gas product with focus id exploration and enhanced rico ory

techi ology

It Company will continue to build on its proven track ecord of reatirig value hroug the intcgr ated prc ducti an to refined products

value chain and will expand and ptimize its midstre and downstream ft roughput capac ty to nh ance the integration strateg

the current global ccoi omir environment Husky is focussed on maintaining inaricial Thsc ipline ad the stre ngth bala ace

sheet or dci to successfu ly cxci ute this str ategy Huskys capital pi ograms are funded orinciplly by cas ovided fri operating

activities anct cash on hai During per ods low commodity pr ces aoital wil be dii cited to those ar eas at prov cc the highes

poteatial foi ret urns ad long tei grow ft rig term debt lI rpplement cast provided by oc at ng actizitins in funding capital

investiaaents

Huskys strafe gic directrora by business segriie at as follows

4.1 UPSTREAM

lHus continues to maximize tlac value of ts asscts offshore he East Coast of Canada tlarougla the developmcrat of the Wla to Rose

satellite tieback fields aird the confrnuirag dove lopi ae at of fer Nova The Coinpaiay is also pur suirag explorat or opoortunifios arad

evaluatirag optioias to develop natural gas dis overies ftc gion

Husky is hui dng So ith East Asia business tfa flee dcvclopmont of urrent iesoi rces arad exp oration of propects The

Comparay has commenced deep wafer dril irag progrc raa at tlac Lwaia atui al gas dscove ry fsho China arad will proceed wtla Cs

development arad also the dcvi lopmerit cA the Madura ND lridoia sia atural gas ara natura gas ligLn proj Husky will coirtin cc

explorat on in the prospect ye basins in the South Clair See th East Chiraa Sea and the North ast Java asira

Trae Company is incr easnag heavy oil production thro agfa cold productorr acrma recovery an other rh araced reco iry

te argues irate grated with dowiastrearri processing

Wester ra Canada Husky ii optimi light arad medium crude oil production witla the applic at of selected en aanred re ovc ry

fcc laniques aiad continue to focus on high inpacf atural gas olays the footlaills and deep arira por ion of Wcsta ra Can ida Tlae

Co arpany ii expand its position ira unconserrti ma cmi al ga xplc ratican ad dcvi lot naent ir ludiracf laalc gas tight gas eric

bed naetlaane

Husky is we posit oned ir tlae oil sarads tusi ress with appr oyiraaate 5nO thou arad net acres of lo rd irr the Atliaba ca arid Id

Lake deposits in Alberta Canada lusky will cont nue tu opti wizc ucker sands Project wtaich is cur atly produc rg
he

Company together with ts partraer HP coratinuirag cork on tlac Sunrise oil sands an jact wift production to be developed ire stages

up to an estimated peak rate of 200 mbols day lusky wi coratinuc to evaluate its oft er oil sarrds holdings inc drag the Sal ski act

ibou ojects

42 MIDSTREAM

Husky wi continue to erahaiace and exoand ftc irafr astr cture ira the lo\ drni ster area ad optimize the integrat in of tfie pqradcr

oipclirre asptralt efinery cogeraer ation aiad ethr rrol facilities Husky wi erahance and expand te mnalling in structe arab

or vices nrc et the requirements associ ited with grow ng bitumen ar hi amy oil develo an erit II pursue gr cc ou gas

iaianagerraent rategres including partic patron in radustry rnrtiat yes carbon offset opportrrraities seguestr tiora arad idcra1 ficatiora

of carbran redit crad trading opportuniti
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4.3 DOWNSTREAM

Husky will continuc to pursue projects to optimize ntegiate and reconfigure the Ohio Rcfnny for heavy crude oil fedstock

and is plann ng to i-c -onfigute and expand the BP lusky Toi do Oilo Refnery to 3ccommodst Sunnse production as its pru iary

feedstock the Company will also expand tei minal ing ai pioduc sto ace opp wtunitles

4.4 FiNANCIAL

Husfry omm tted mduntain its tong financ al oosiior tc suppor laige capital growth projects and piovide sharehol Ices an

enhanced retui non their investment Ovar the usiness cycle the Compa ije Intends to maintain debt to capltallition ratio of lcss

han 40o and maint tin debt to cash flow om operations of less thin two times During he cui rent period of ccononie aid

fininclil Lncertainty act on has been taken to miintiin the Companys st ong balance shect xiuding reduceo capital spending

impIety entation of ost containment effic ency prog tms and managing access tc crcdlti di kets to enhance rquidity

5.0 Key Growth Highlights

to achu ye cot porats strateg bjechves Husky fccussed on the ol cw ng key project In /008 Ii /009 the cp Vt program wil

for us ta nly on optimizing upstream pro Juction ildstrcam and downstream dcvelopment and progiessing majoi proccb offshore

the La Coast of anida and Soutt Asia lie /009 capital bu get his been %tablishs with vucw to maintaining the

stiength of Muskys balance sheet dtring period of Vgnit cant economic and financial unc.citainty .açitil expendituies Ii bc

fccussd xi those piojects offenng the highest potenfa foi turns and long teim giowth

5.1 UPSTREAM

White Rose Development Projects

Approvi of the Nou th Amethyst developmei tppll-sticn by the Canada Nwbundland and labrador Offsiorc Petioleum Board

C.N 18 and the ovincial and fedetal govt inn ent was recevec In Apr 1/008 Dehncation wells weie complcted at both the

Norti AmethystaniWest Whir Rosesatellltefleldsthensult ofwhcicontitiuc oheassessedwthaviewtooptirrizingptoluc ioi

and te eivolt deolct on

Pt ogress conti ties on the North Amet iyst developmc nt the flist White Rose satell Ic tie back Ing neering and piocutemei

act vitics iemaln ott ack wth System Integration lestung Jut to com nence in the first quai icr of /009 followed by subsc.a

equipment and flow line installation and tie ba to the ScaRose production icssei in summer /009

East Coast Exploration

In Septe iber 1008 Husky acquired two exposation blocks on the labrador Shelf off the coast of labiador Parccl 07/1 Is

585580 es with woi commitment of $102 milron l00ol usky working crest and Pircol NI 0123 is 551502 aries wih

we commitmer of $1202 mil ion 75% Husky wotklng ink test she work commit ien will be undertaken curing the fIrst sx

years of the nine year term of the Exploration licence

1-usky pirt cipaled in Its largest offshore aeusmc acqulsltloi program that was cc mplated in Septe mber cover ng 2150 square

kilomcties inc ud nq thc Terra Nova aid White Rose aieis and poitlonso is 10901091 0991100 and 110

In ember th Mines ejcpkraivr wt 135% wul kinq hteicst kn.dIed in the e.nish rdss ldsin Lxp tatior cence

1049 was spud ond Is expected to reach total depth dui ig tne frst quarter of 2009

Offshore Greenland

Ih acquisition of 7000 kilometres of selsmc on Blo its band iow complete end Is bc ing evaluated Husky Is the erttor

and holds an 875% nteust In the.se two blocks Husky also holds 4315 working Interest in Block where the acquisition of

3000 kilometues of /$ selsiVc us coriplete
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Offshore China Liwan Delineation

The West Hercules deep water drilling rig spud the first delineation well at the Liwan natural gas discovery on Block 29/26 in the

South China Sea on November 20 2008 The initial deep water drilling program will include delineation wells at Liwan and

exploration wells on other prospects in the area The delineation program including exploration wells at the satellite prospects will

provide key information for the Liwan projects facilities design which will commence in 2009

Offshore China Exploration

On June 25 2008 Husky announced the acquisition of exploration Block 63/05 covering 1777 square kilometres located in the

natural gas prone Qiondongnan Basin approximately 100 kilometres south of Hainan Island CNOOC Ltd has the right to participate

in the development of any discoveries up to 51% working interest Under the terms of the petroleum contract Husky has

committed to drill one well and acquire 300 square kilometres of seismic data within three-year period

Husky completed 3-D seismic data program on Block 29/26 in April 2008 and Block 29/06 in June 2008 which surround the

Liwan natural gas discovery Acquisition of 3-D seismic data was also completed on Blocks 35/18 and 50/14 which are located to the

west of Hainan Island in the Yinggehai Basin The first phase exploration work commitment for these two Yinggehai blocks expires

on September 30 2009

At the end of 2008 the shallow water jack-up drilling rig Frontier Discoverer was secured and spud the OH 29-2-1 exploration

well on January 22 2009 This well will test prospect on Block 39/OS in the Pearl River Mouth Basin immediately southwest of

the Wenchang oil fields In addition an exploration drilling program is being planned in the East China Sea on Block 04/35 and in

the Yinggehai Basin on Blocks 35/18 and 50/14 near the Dong Fang and Ledong natural gas fields immediately west of Hainan Island

In August 2008 Husky relinquished all but 58 square kilometres of Block 39/05 which surrounds the Wenchang oil fields and

secured an extension of Phase III exploration commitments Subsequent to the evaluation of the Wushi 23-2-1 exploration well and

fulfillment of the Companys Phase II exploration commitments on Block 23/15 in the Beibu Wan Basin Husky relinquished the

remainder of this block

Indonesia Exploration and Development

In April 2008 Husky completed an agreement with CNOOC Ltd to jointly develop the Madura BD gas and natural gas liquids field

located offshore East Java Indonesia Under the agreement CNOOC Southeast Asia Limited acquired 50% equity interest and

operatorship of Husky Oil Madura Limited which holds 100% interest in the Madura Strait Production Sharing Contract PSC
The agreement covers the development and further exploration of the Madura Strait PSC The Madura BD field development plan

was approved by the government of Indonesia in July 2008 and Husky and its partner expect to receive an extension to the

Production Sharing Agreement PSC in 2009 Engineering work has been tendered and will commence upon receipt of the PSC

extension

In the East Bawean II PSC in which Husky holds 100% interest the Transocean Adriatic Xl jack up rig has been secured to drill

two exploration wells in the second quarter of 2009 During October 2008 Husky was awarded PSC from the government of

Indonesia for 100% interest in the North Sumbawa II Block comprising 5000 square kilometres in the East Java Sea

Sunrise Oil Sands Integrated Project

On March 31 2008 Husky and BP formed an integrated oil sands joint venture The transaction consists of 50/SO partnership to

develop the Sunrise oil sands project in Canada which Husky will operate and 50/50 limited liability company for the existing BP

Husky Toledo Refinery in Ohio which BP operates

The development of the Sunrise oil sands integrated project Husky 50% will proceed in multiple phases Bitumen production

is expected to commence approximately four years following project sanction and is currently planned to increase to 200 mbbls/day

The project is currently in an optimization phase to simplify the projects scope and take advantage of the recent downturn in the

demand for goods and services Subject to regulatory and government approval the partners will review the project sanction

decision in 2009 for formal approval in mid 2010 The development of this project is strategically linked to the repositioning project

at the BP-Husky Toledo Refinery
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Tucker Oil Sands Project

number of optimization strategies to address the ramp-up issues at the Tucker SAGD project were investigated during 2008

Production from eight new well pairs is showing encouraging results These well pairs which have been in SAGD mode for one to

six months have been placed in an optimized position in the reservoir Drilling on the new Pad has been deferred until commodity

prices improve During December 2008 Tuckers bitumen production averaged 4.8 mbbls/day In January 2009 the Tucker oil

sands project was integrated with Huskys heavy oil and gas business unit to capitalize on synergies with the Companys heavy oil

thermal operations

United States

In September 2008 Husky entered into joint venture agreement to acquire 50% working interest in 844000 net acres of

leasehold ownership and wells in the U.S Columbia River Basin in southeast Washington and northeast Oregon for consideration of

approximately U.S $100 per acre for 422000 acres Husky is currently participating in an exploration well the Gray 31-23 The

38
well had reached depth of 3800 metres in early January and planned total depth is 4700 metres The basin is characterized by

over-pressure tight sand natural gas formations

Western Canada

Huskys Alkaline Surfactant Polymer ASP enhanced oil recovery program which currently includes ASP developments at Gull

Lake and Fosterton Saskatchewan and operating ASP applications at Warner and Crowsnest Alberta continues to move forward

The front end engineering design for the Fosterton ASP project commenced in December Husky holds 62.4% working interest

The drilling program and pipeline construction at Gull Lake are complete and facility construction was approximately 60% complete

at year end Start up of the Gull Lake project is planned for the second quarter of 2009 subject to market conditions

Huskys development of the McMullen property which is located in the west central region of the Athabasca oil sands of northern

Alberta involves cold production project and thermal pilot project In 2008 the Company received approval to drill 18 cold

production wells and wells were drilled in 2008 Twenty-two delineation wells and water source wells were completed by the end

of 2008 An application to construct pilot project has been submitted to the Energy Resources Conservation Board

During 2008 Husky participated 50% working interest in approximately 110 coal bed methane wells In the Lloydminster heavy

oil producing area Husky is continuing to test various enhanced recovery techniques In August 2008 CO2 injection began at the

Companys second cold solvent pilot project This pilot project is designed to test oil recovery and production rates utilizing CO2

and propane

5.2 DOWNSTREAM

Lima Ohio Refinery

An engineering evaluation has been completed to determine the reconfiguration of the Lima Refinery to increase its capacity to

process heavier less costly crude oil feedstock realize complex refining processes to enhance margins and increase flexibility in

product outputs The current configuration at the Lima Refinery allows it to process predominantly light sweet crude oil feedstock

This limits the refinerys ability to process lower cost heavier crude feedstock to meet seasonal and longer term market demands

This project has been deferred subject to improved market conditions

Toledo Ohio Refinery

Husky and BP continued to progress the Continuous Catalyst Regeneration Reformer Project The scope of this project is to replace

two naphtha reformers and one hydrogen plant with one 42000 bbls/day continuous catalyst regeneration system plant The

projects objectives are to effectively and safely improve profitability while reducing operating risk meet future product requirements

and reduce the environmental footprint project team has also been launched to reposition the refinery to process bitumen from

the first two phases of the Sunrise oil sands integrated project Due to the integrated nature of this project progress will coincide

with the upstream development requirements The refinery continues to make progress on multi-year program to improve

operational integrity and plant performance
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6.0 The 2008 Business Environment

6.1 BUSINESS RISK FACTORS

Huskys results of operations are significantly influenced by the global and domestic business environment Some risk factors are

entirely beyond the Companys influence and others can to some extent be strategically managed Salient risk factors include

crude oil and natural gas prices

the economic conditions of the markets in which Husky conducts business

the price differential between light and heavy crude oil and demand related to various crude oil qualities

the price differential between refined products and crude oil

the exchange rate between the Canadian and U.S dollar

the availability of incremental reserves of oil and gas whether sourced from exploration improved recovery or acquisitions

the availability of prospective drilling rights

the costs to acquire exploration rights undertake geological studies appraisal drilling and project development

the availability and cost of labour material and equipment to efficiently effectively and safely undertake capital projects

the costs to operate properties plants and equipment in an efficient reliable and safe manner

potential actions of governments regulatory authorities and other stakeholders in the jurisdictions where the Company

has operations

prevailing climatic conditions in the Companys operating locations

regulations to deal with climate change issues

changes to government fiscal monetary and other financial policies

changes in workforce demographics

the cost and availability of capital including access to capital markets at acceptable rates and

other financial risks as described in Section 8.6

cn

Ui

6.2 ECONOMIC SENSITIVITIES

Average Benchmarks

2008 2007 2006

Upstream

WTI crude oil U.S $/bbl 99.65 72.31 66.22

Brent crude oil U.S $/bbl 96.99 72.52 65.14

Canadian light crude 0.3% sulphur S/bbl 102.84 77.07 73.29

Lloyd heavy crude oil Lloydminster $/bb 72.44 40.75 39.92

NYMEX natural gas U.S $/mmbtu 9.04 6.86 7.23

NIT natural gas $/GJ 7.70 6.26 6.62

Midstream heavy crude oil upgrading

WTI/Lloyd crude blend differential U.S $/bbi 20.38 23.81 22.00

Downstream

New York Harbor 321 crack spread U.S $/bbl 9.96 14.15 9.80

Chicago 321 crack spread U.S $/bbl 11.17 17.68 13.41

Cross segment

U.S/Canadian dollar exchange rate U.S 0.937 0.93 0.882

As an integrated producer Huskys profitability is largely determined by realized prices for crude oil and natural gas and refinery

processing margins including the effect of changes in the U.S/Canadian dollar exchange rate All of Huskys crude oil production and

the majority of its natural gas production receive the prevailing market price The price for crude oil is determined largely by global

factors and is beyond the Companys control The price for natural gas is determined more by the North America fundamentals since

virtually all natural gas production in North America is consumed by North American customers predominantly in the United States

Weather conditions also exert dramatic effect on short-term supply and demand
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Heavier grades of crude oil trade at discount to light crude oil refinery feedstock since they are more costly to process into

motor fuels

The majority of Huskys crude oil and natural gas production is marketed in North America

In the midstream and downstream segments the price of crude oil represents the largest cost and the price of natural gas is one

of the most significant operating costs The largest cost factor in the midstream upgrading business segment is the price of heavy

crude oil feedstock which is processed into light synthetic crude oil The largest cost factors in the downstream sector are crude

feedstock and processing costs Huskys U.S refining operations process mix of different types of crude oil from various sources

but are primarily light sweet crude oil at Lima and approximately 60% heavy crude oil feedstock at Toledo The Companys refined

products business in Canada relies primarily on the cost of purchasing refined products for resale in the retail distribution network

Refined products are acquired from other Canadian refiners at rack prices or exchanged with production from the Husky Prince

George refinery

Refining margins Crack Spread are calculated as the price difference between crude oil feedstock and two or more refined

40
products in different proportions The New York Harbor 321 refining crack spread is benchmark and is calculated as the difference

between the price of barrel of WTI crude oil and the sum of the price of two thirds of barrel of reformulated gasoline and the

price of one third of barrel of heating oil The Chicago 321 refining crack spread is calculated using WTI regular unleaded gasoline

and low sulphur diesel Each refinery has unique crack spread depending on several variables The mix of different grades of crude

oil feedstock and the mix of produced refined products result in different refinery crack spread calculations from quoted market

benchmarks

LU

Crude Oil

WTI and Husky Average Crude Oil Prices US$/bbl
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In 2008 the price of the main benchmark crude oil West Texas Intermediate WTI initially declined in the first weeks of 2008

and then increased steadily through to the beginning of July 2008 High prices in the first half of the year resulted in demand

abatement in the United States toward mid year In July 2008 global demand for energy began to collapse following the global

economic and financial crisis and prices fell through the fourth quarter Production cuts announced by OPEC have not led to

measurable increase in oil prices In light of an expected increase in non-OPEC production and declining world consumption the

increase in surplus supply could further exacerbate the soft price environment During 2008 the near-month contract price of WTI

averaged U.S $99.65/bbl and peaked above U.S $145/bbl in mid July before declining to U.S $44.60/bbl on December 31 2008

The average in 2007 was U.S $72.31/bbl

portion of Huskys crude oil production is classified as heavy crude oil which trades at discount to light crude oil In 2008

42% of Huskys crude oil production was heavy compared with 39% in 2007 The light/heavy crude oil differential averaged U.S

$20.38 or 20% of WTI in 2008 compared with U.S $23.81 or 33% of WTI in 2007
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Natural Gas

NYMEX Natural Gas NIT Natural Gas and Husky Average Natural Gas Prices US$

$12 Husky $/mcf

NYMEX $/mmbtu

NIT $/GJ
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Natural gas prices quoted on the NYMEX rose sharply through the first seven months of 2008 based on lower storage levels and
41

higher demand After July 2008 natural gas prices fell steadily as natural gas storage levels increased as the North American

economy weakened At the end of 2008 natural gas inventory in underground storage in the United States was 3% higher than the

five year average and 1% higher than the previous year

During 2008 the NYMEX near-month contract price of natural gas averaged U.S $9.O4lmmbtu and peaked above U.S $13.50/mmbtu

at the beginning of July before declining to U.S $5.62/mmbtu on December 31 2008 The average in 2007 was U.S $6.86/bbl

Foreign Exchange

The majority of the Companys revenues are received in U.S dollars from the sale of oil and gas commodities that receive prices

determined by reference to U.S benchmark prices Huskys results are affected by the exchange rate between the Canadian and

U.S dollar with decrease in the value of the Canadian dollar relative to the U.S dollar increasing the revenues received from the

sale of oil and gas commodities offsetting the effect of lower oil and natural gas prices Correspondingly an increase in the value

of the Canadian dollar relative to the U.S dollar will decrease the revenues received from the sale of oil and gas commodities

In 2008 the Canadian dollar averaged U.S $0.937 1% stronger than the previous year The Canadian dollar weakened 14%

against the U.S dollar in the fourth quarter closing at $0817 U.S per Canadian dollar at December 31 2008

Refinery Crack Spreads

During 2008 the New York Harbor 321 refining crack spread averaged U.S $9.961bb1 compared with U.S $14.15/bbl in 2007 During

2008 the Chicago crack spread averaged U.S $11.17/bbl compared with U.S $17.68/bbl in 2007

Chicago and New York Harbor Average Crack Spread US $/bbl

$40 --- Chicagu 321

New York Harbor 321
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The lower 321 crack spreads were primarily due to low gasoline margins partially offset by higher distillate margins Lower gasoline

margins resulted mainly from high cost feedstock and ethanol blending coincident with decreasing demand for gasoline resulting from

faltering economy in the U.S Distillate margins were higher throughout 2008 due to strong global demand Realized refining margins

are affected by the product configuration of each refinery and by the time lag
between the purchase and delivery of crude oil feedstock

which is accounted for on first in first out basis in accordance with Canadian Generally Accepted Accounting Principles GAAP
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Cost Environment

The oil and gas industry has been experiencing an increase in costs in excess of the general rate of inflation These increases affect

the cost of operating the Companys oil and gas properties processing plants and refineries They also affect capital projects which

are susceptible to cost volatility The cost environment has not yet been impacted to the same extent as commodity prices by the

current economic conditions

Global Economic and Financial Crisis

The current global economic and financial crisis has reduced liquidity in financial markets restricted access to financing and caused

significant demand destruction for commodities resulting in lower pricing These have affected the economy in the latter half of

2008 and continue to impact the performance of the economy going forward However companies with low operating costs and

flexible capital expenditure plans strong cash generation from operations availability of cash and cash equivalents low debt with

long maturities and unused committed credit facilities will be better positioned to manage through this crisis

42
In view of the current economic environment Husky has prudently reduced capital spending in 2009 and is reviewing cost

containment and efficiency opportunities throughout the organization Husky is managing its credit facilities and access to credit

markets in order to enhance the Companys liquidity in the coming year The Company will continue to monitor the economic

environment and make adjustments as required

6.3 SENSITIVITIES BY SEGMENT FOR 2008 RESULTS

The following table is indicative of the relative annualized effect on pre-tax cash flow and net earnings from changes in certain key

variables in 2008 In essence the disclosure shows what the effect would have been on 2008 financial results had the indicated

variable increased by the notional amount The analysis is based on business conditions and production volumes during 2008 Each

separate item in the sensitivity analysis shows the effect of an increase in that variable only all other variables are held constant

While these sensitivities are applicable for the period and magnitude of changes on which they are based they may not be

applicable in other periods under other economic circumstances or greater magnitudes of change

Sensitivity Analysis

2008 Effect on Pietax Effect on

Average Increase Cash Flow Net Earnings

millions S/share millions S/share

Upstream and Midstream

WTI benchmark crude oil price 99.65 u.s $l.oo/bbl 80 0.09 56 0.07

NYMEX benchmark natural gas price 9.04 u.s $0.20/mmbtu 26 0.03 18 0.02

WTI/Lloyd crude blend differential 20.38 u.s $l.00/bbl 17 0.02 13 0.02

Downstream

Canadian light oil margins 0.033 Cdn 50.005/litre 14 0.02 10 0.01

Asphalt margins 13.25 Cdn $l.00/bbl 0.01 0.01

New York Harbor 321 crack spread 9.96 u.s $1.0 0/bbl 68 0.08 43 0.05

Consolidated

Exchange rate u.s per Cdn 0.937 u.s $o.oi 85 0.10 60 0.07

Interest rate 100 basis points

Does not include gains or losses on inventory

Includes decrease in earnings related to natural gas consumption

Excludes impact on asphalt operations

Relates to u.s Refining Marketing

Assumes no foreign exchange gains or losses on u.s dollar denominated long-term debt and other monetary items including cash balances

An interest rate change would not have an impact as Husky did not have variable rate debt outstanding as of December 31 2008

Excludes derivatives

Based on 849.4 million common shares outstanding as of December 31 2008
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7.0 Results of Operations

7.1 SEGMENT EARNINGS

7.2 SUMMARY OF QUARTERLY RESULTS

Sales Operating

Revenues

hi/Sons

Net Earnings

Per Share

per share

2.00

Segment Earnings

millions

Upstream

2008

Earnings loss before

income taxes

Net earnings loss

Capital expenditures

2007

Earnings loss before

income taxes

Net earnings loss

Capital expenditures

2006

Earnings loss before

income taxes

Net earnings loss

Capital expenditures

Midstream

Infrastructure

and

Upgrading Marketing

350 321

245 224

99 94

372 351

282 253

217 92

382 277

285 197

184 68

4757

3377

3580

3299

2596

2388

2975

2295

2627

Downstream

Canadian U.S Refining

Refined and

Products Marketing

146 632

106 401

155 133

242 168

192 105

212 21

146

106

285

Corporate

and

Eliminations

208

203

47

305

214

44

274

157

37

Total

5150

3754

4108

4127

3214

2974

3506

2726

3201

Excludes capitalized costs related to asset retirement obligations incurred during the period and the Lima acquisition and the BPjoint venture transaction

lii

43

Li

Sn

-J

Li

Li

Li

Li

i/I

Li

Li

Net Earnings

mi//ions

2500 2500

Cash Flow from

Operations

mi//ions

01 02 03 04 01 02 03 04

2007 2008
0/ 02 05 04 01 02 03 04 01 02 03 04 0/ 02 03 04

2007 2008 2007 2008

0/020304 0/020304

2007 2008
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7.3 UPSTREAM

2008 Earnings $3377 Million up $781 Million from 2007

Production

Oil Gas Combined

44

mbbls/day mmcf/day

800

2008 2007

7287

1065

6222

1409

1615

31 101
703

2596

Upstream earnings were $781 million higher in 2008 compared with 2007 primarily as result of higher crude oil and natural gas

prices which more than offset decreases in production Earnings in 2007 include recovery of income taxes of $330 million

reflecting changes in the statutory tax rate announced in 2007 Higher royalties are result of East Coast production reaching Tier

II status at White Rose and Terra Nova in March 2008

Net Revenue Variance Analysis

mboe/day

400

06 07 08 06 07 08 06 07 08

Light NGL Medium Heavy Bitumen

Upstream Earnings Summary

millions

LU

-J

Gross revenues 9932

Royalties 2043

Net revenues 7889

Operating and administration expenses 1596

Depletion depreciation and amortization 1505

Other

Income taxes 1380

Net earnings 3377

2006

6586

814

5772

1321

1476

680

2295

millions
978

10007

386

2006 Oil/NGL Gas Other Royalties Vil/NGL Gas 2007 Oil/NGL Gas Other Royalties Oil/NGL Gas 2008
Price Price Volume Volume Price Price Volume Volume
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In 2008 crude oil and NGL production decreased by 6% compared with the previous year Production from the White Rose field

was shut down for 11 days in April due to the encroachment of severe ice pack and iceberg conditions which also delayed the drilling

of the eighth producing well and for days in September due to offloading operational restrictions combined with tanker availability

White Rose was shut down for 16 days for scheduled maintenance in July 2007 In June 2008 Terra Nova was shut down for 14 days

for scheduled maintenance turnaround and in the third and fourth quarters operational and maintenance issues also resulted in

reduced production

Upstream Revenue Mix

Percentage of upstream net revenues 2008

Crude oil

Light crude oil NGL 41%

Medium crude oil 8%

Heavy crude oil bitumen 30%

Natural gas 21%

100%

Average Sales Prices Realized

2008

Crude oil $/bbl

Light crude oil NGL 97.28

Medium crude oil 81.79

Heavy crude oil bitumen 71.61

Total average 84.96

Natural gas $/mcf

Average 7.94

Daily Gross Production

2008

2007

51%

7%

22%

20%

100%

2007

73.54

51.12

40.19

58.24

2006

45%

7%

24%

24%

100%

2006

69.06

49.48

39.92

54.08

6.19 6.47

2007 2006

Ui

UI

45

If

-J

In

LU

LU

Crude oil

Western Canada

Light crude oil NGL

Medium crude oil

Heavy crude oil bitumen

East Coast Canada

White Rose light crude oil

Terra Nova light crude oil

China

Wenchang light crude oil NGL

Natural gas

Total

mbbls/day

mmcf/day

mboe/day

24.6

26.9

107.0

158.5

73.2

12.9

12.2

256.8

594.4

355.9

26.5

27.1

106.9

160.5

85.0

14.5

12.7

272.7

623.3

376.6

30.4

28.5

108.1

167.0

63.8

4.7

12.1

247.6

672.3

359.7
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During 2008 crude oil and NGL production from Western Canada was down 1% compared with 2007 primarily due to reservoir

decline development delays and shut-in facilities In Western Canada conventional light and medium crude oil production was

affected by net divestitures and normal production declines Bitumen production from the Tucker oil sands project has increased

from 2.1 mbbls/day at the end of 2007 to 4.8 mbbls/day at the end of 2008

Production from natural gas decreased by 5% in 2008 compared with 2007 due to lower levels of drilling
in the fourth quarter

of 2007 versus the fourth quarter of 2006 which support production in the following years Husky drilled 92 net natural gas

exploration wells and 251 net development wells in 2007 compared with 192 net exploration and 490 net development wells in 2006

which resulted in fewer additions to producing wells This reduction in drilling contributed to drop in natural gas production in 2008

in all quarters In addition pipeline capacity was lower in the fourth quarter of 2008 as result of unplanned repairs and maintenance

combined with unscheduled plant outages and in the first quarter natural gas production was impacted by severe cold weather

2009 Production Guidance and 2008 Actual

46 Gross Production
Year ended Original

Guidance December31 Guidance

2009 2008 2008

Crude oil NGL mbbls/day

Light crude oil NGL 92 109 123 139 148

Medium crude oil 25 28 27 28 29

Heavy crude oil bitumen 95 105 107 114 124

-J 212-242 257 281301

Natural gas mmcf/day 585 620 594 625 655

Total barrels of oil equivalent mboe/day 310 345 356 385 410

Production in 2008 was consistent with Huskys revised guidance of July 2008 Reduced production levels in 2009 are expected

due to facility turnaround activities at White Rose and Terra Nova period of reduced production at White Rose to allow for the

tie-in of the North Amethyst satellite and reduced spending in Western Canada

Royalties

Royalty rates for 2008 averaged 16% in Western Canada and 28% offshore the East Coast compared with 16% and 13% respectively

in 2007 The Tier II incremental royalty rate became effective for White Rose and Terra Nova in March 2008
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Operating Costs

Total upstream unit operating costs in 2008 averaged $1O.93/boe compared with $9.O9/boe in 2007 Operating costs in Western

Canada averaged $13.16 in 2008 compared with $11.25 in 2007 Increasing operating costs in Western Canada are generally related

to the nature of exploitation necessary to manage production from maturing fields and new more extensive but less prolific

reservoirs Western Canada operations require increasing amounts of infrastructure including more wells facilities associated with

enhanced recovery schemes more extensive pipeline systems crude and water trucking and more complex natural gas compression

systems These factors in turn require higher energy consumption workovers and generally more material costs Husky is focussed

on managing rising operating costs through cost reduction and efficiency initiatives and keeping the Companys infrastructure

including gas plants crude processing plants transportation systems compression systems lease access and other infrastructure

fully utilized

Operating costs at the East Coast offshore operations averaged $4.99/bbl in 2008 compared with $4.07/bbl in 2007 Costs

increased compared with the previous year due to additional resources required to manage ice encroachment and subsurface

mechanical issues
47

Operating costs at the South China Sea offshore operations averaged $4.78/bbl compared with $3.68/bbl in 2007 Increased

costs were the result of well workovers undertaken to support production from the declining reservoir

Depletion Depreciation and Amortization DDA
DDA under the full cost method of accounting for oil and gas activities is calculated on country-by-country basis The DDA rate

is calculated by dividing the capital costs subject to DDA by the proved oil and gas reserves expressed as equivalent barrels

boe The resultant dollar per boe is assigned to each boe of production to determine the DDA expense for the period

In 2008 total unit DDA averaged $11.56/boe compared with $11.75/boe in 2007 DDA in Canada averaged $11.58/boe in 2008

compared with $11.77/boe in 2007 The lower DDA rate in Canada was primarily due to the disposition of 50% of the Sunrise oil

sands asset which reduced the full cost base by approximately $1.6 billion or $1.29/boe in 2008 The Sunrise oil sands project

currently does not have any proved reserves attributed to it This was partially offset by higher cost base in respect of conventional

oil and gas operations in Western Canada and lower oil and gas reserves

At December 31 2008 capital costs in respect of unproved properties and major development projects were $3.2 billion

compared with $2.2 billion at the end of 2007 These costs are excluded from the Companys DDA calculation until the unproved

properties are evaluated and proved reserves are attributed to the project or the project is deemed to be impaired

Netback Unit Operating Costs and DDA

$/boe

$75 Netback

Operating Costs

$60 DOSA

SS

01-06 02-06 03-06 04-06 01-07 02-07 03-07 04-07 01-08 02-08 03-08 04-08
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Netback Analysis

2008 2007 2006

Total

Crude oil equivalent per boe

Gross price 74.57 52.41 49.34

Royalties 15.52 7.74 6.19

Net sales price 59.05 44.67 43.15

Operating costs 10.93 9.09 8.77

48.12 35.58 34.38

DDA 11.56 11.75 11.24

Administration expenses other 0.05 0.17 0.48

Earnings before income taxes 36.51 24.00 22.66

Canada

Crude oil equivalent per boe

Gross price 73.72 51.54 48.48

Royalties 15.09 7.46 6.00

48
Net sales price 58.63 44.08 42.48

Operating costs 11.14 9.28 9.01

Operating netback 47.49 34.80 33.47

Western Canada

Crude oil per boe

Light crude oil

Gross price 82.97 61.02 59.84

Royalties 11.53 7.87 7.34

Net sales price 71.44 53.15 52.50

Operating costs 13.90 13.24 11.89

Operating netback 57.54 39.91 40.61

Medium crude oil

Gross price 79.91 50.42 48.97

Royalties 13.91 8.89 8.61

Net sales price 66.00 41.53 40.36

Operating costs 15.60 13.92 13.09

Operating netback 50.40 27.61 27.27

Heavy crude oil bitumen

Gross price 71.19 40.14 39.91

Royalties 10.52 5.26 5.16

Net sales price 60.67 34.88 34.75

Operating costs2 15.60 12.81 11.10

Operating netback 45.07 22.07 23.65

Natural gas per mcfge

Gross price 8.21 6.42 6.65

Royalties 1.60 1.23 1.37

Net sales price 6.61 5.19 5.28

Operating costs 1.59 1.39 1.18

Operating netback 5.02 3.80 4.10

East Coast

Light crude oil per boe

Gross price 100.12 75.37 71.18

Royalties 28.45 9.43 1.95

Net sales price 71.67 65.94 69.23

Operating costs 4.99 4.07 5.48

Operating netback 66.68 61.87 63.75

International

Light crude oil per boe

Gross price 98.70 77.07 73.60

Royalties 27.46 15.50 12.17

Net sales price 71.24 61.57 61.43

Operating costs 4.86 3.84 3.81

Operating netback 66.38 57.73 57.62

Includes associated co-products converted to boe

Operating costs exclude accretion which is included in administration expenses othec

Includes associated co-products converted to mcfge

During the third quarter of 2007 White Rose royalties increased to 16% because the project of the East Coast achieved payout status for Tier royalties

During March 2008 White Rose and Terra Nova achieved payout status for Tier royalties
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Other Items

In 2008 drilling contract previously treated as an embedded derivative no longer met the criteria and the related accounting

treatment was discontinued loss of $101 million $71 million after tax was recorded in 2008 compared with gain of $101 million

$71 million after tax for the same period in 2007

gain of $69 million was recorded on the sale of 50% of the shares of Husky Oil Madura Limited to CNOOC Southeast Asia Limited

Upstream Capital Expenditures

At December 31 2008 overall upstream capital expenditures were $3.6 billion including acquisitions Huskys major upstream

projects offshore the East Coast of Canada and offshore China and Indonesia remain essentially on schedule Capital expenditures

were $2.6 billion 72% in Western Canada $729 million 20% offshore the East Coast of Canada $230 million 6% offshore China

and Indonesia and $60 million 2% in the Northwest United States

Upstream Capital Expenditures

mi/lions 2008 2007 2006 49

Exploration

Western Canada 680 456 497

East Coast Canada and Frontier 160 84 79

Northwest United States 60

International 225 70 77

1425 610 653

Development

Western Canada 1881 1575 1675

East Coast Canada 569 197 279

International 20

2455 1778 1974

3580 2388 2627

Excludes capitalized costs related to asset retirement obligations incurred during the period and the Lima acquisition and the BPjoint venture transaction

Western Canada Drilling

2008

wells Gross Net

Exploration Oil 80 70

Gas 102 79

Dry 27 23

209 172

Development Oil 685 578

Gas 435 270

Dry 36 36

1156 884

Total 1365 1056

2007

Gross Net

79 79

114 92

14 12

207 183

571 530

343 251

31 29

945 810

1152 993

2006

Gross Net

101 99

330 192

26 24

457 315

590 543

565 490

25 22

1180 1055

1637 1370

Western Canada Excluding Oil Sands

During 2008 Husky invested $2.2 billion on exploration and development throughout the Western Canadian Sedimentary Basin

excluding oil sands Of this $678 million was invested on oil development and $360 million was invested on natural gas

development The Company drilled 1056 net wells in the basin resulting in 648 net oil wells and 349 net natural gas wells In

addition $211 million was spent on production optimization and operating cost reduction initiatives Capital spending on facilities

land acquisition and retention and environmental protection amounted to $291 million During 2008 $308 million was spent on

property acquisitions

LU
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Huskys high impact exploration program is conducted along the foothills of Alberta and British Columbia and in the deep basin

region of Alberta In 2008 $362 million was invested in drilling in these natural gas prone areas During this period 25 net exploration

wells were drilled in the foothills and deep basin regions 21 net wells were cased as natural gas wells and one was cased as net oil

well The remaining 147 net exploration wells were drilled primarily in the shallow regions of the Western Canada Sedimentary Basin

Oil Sands

Oil sands capital expenditures totalled $302 million during 2008 At Tucker Husky spent $90 million on completion of new well pairs

facility modification and new pad preparation At Sunrise $143 million was spent on engineering design site preparation and facilities

and equipment requisitions At Caribou and Saleski the Company spent $69 million on stratigraphic drilling and engineering and

geophysical studies

East Coast Development

During 2008 $569 million was incurred for East Coast development projects primarily for the North Amethyst and West White Rose

tie-back development projects and completion of an infill production well and other capital enhancements at White Rose

50
Construction commenced on North Amethyst and long lead equipment was procured Engineering design began at the West White

Rose development and production well and water injection well were drilled at the White Rose South Avalon field

East Coast and Northwest Territories Exploration

During 2008 Husky spent $160 million on two exploration wells in the Central Mackenzie Valley and on East Coast seismic programs

Northwest United States

On September 30 2008 Husky spent $50 million to acquire petroleum and natural gas rights in the Columbia River Basin located

in southeastern Washington and northeast Oregon and 50% interest in an exploration well currently being drilled

Offshore China and Indonesia

During 2008 $225 million was spent on exploration drilling in the South China Sea and seismic data acquisition on the East Bawean II

exploration block in the Java Sea Indonesia

2009 Upstream Capital Program

millions

Western Canada oil and gas 725

oil sands 65

East Coast Canada 800

International 500

2090

Note Capital program excludes capitalized administration costs capitalized interest and asset retirement obligations incurred

The 2009 capital budget has been established with view to maintaining the strength of Huskys balance sheet during period

of significant economic and financial uncertainty Capital expenditures will be focussed on those projects offering the highest

potential for returns and long-term growth number of projects have been deferred pending improved economics

Capital expenditures for Western Canada upstream development and exploration will continue to optimize oil and gas producing

assets and develop new resource plays Capital spending on oil sands will be primarily to continue to ramp up Tucker production

and optimize development planning at Sunrise

Offshore the East Coast of Canada spending will be for North Amethyst tie-back development and to advance the West White

Rose tie-back project

In China and Indonesia capital spending will be for the delineation and evaluation of the Liwan natural gas discovery Madura

BD Indonesia natural gas and liquids development and exploration programs offshore China and Indonesia
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Oil and Gas Reserves

Husky applied for and was granted an exemption from certain of the provisions of Canadas National Instrument 51-101 Standards

of Disclosure for Oil and Gas Activities and provides oil and gas reserves disclosures in accordance with the United States

Securities and Exchange Commission SEC guidelines and the United States Financial Accounting Standards Board FASB

disclosure standards The information disclosed may differ from information prepared in accordance with National Instrument 51-101

Oil and Gas Reserves

Light Oil Medium Oil Heavy Oil Bitumen Natural Gas Combined

mmbbiS tcf mmboe

6.0 4000

51

Proved

Probable

-J

Note Based on year end prices

For more detail on the Companys oil and gas reserves and the disclosures with respect to the FASBs Statement No 69

Disclosures about Oil and Gas Producing Activities and the differences between Huskys disclosures and those prescribed by

National Instrument 51-101 refer to Huskys Annual Information Form available at www.sedar.com or Huskys Form 40-F available at

www.sec.gov or on the Companys website at www.huskyenergy.com

McDaniel Associates Consultants Ltd an independent firm of oil and gas reserves evaluation engineers was engaged to

conduct an audit of Huskys crude oil natural gas and natural gas products reserves McDaniel Associates Consultants Ltd issued

an audit opinion stating that Huskys internally generated proved and probable reserves and net present values are in aggregate

reasonable and have been prepared in accordance with generally accepted oil and gas engineering and evaluation practices in the

United States and as set out in the Canadian Oil and Gas Evaluation Handbook

Huskys proved oil and gas reserves at December 31 2008 were 896 million boe down 118 mmboe or 12% from the previous year

Oil and gas reserves decreased in 2008 primarily as result of negative revision mainly related to lower heavy oil and bitumen

prices at year end

At December 31 2008 the present value of future net cash flows after tax from Huskys proved oil and gas reserves based on

prices and costs in effect at year end and discounted at 10% was $6.4 billion compared with $14.8 billion at December 31 2007

Huskys oil and gas reserves are estimated in accordance with the regulations and guidance of the SEC which requires reserves

to be evaluated using prices in effect on the day the reserves are estimated On December 31 2008 West Texas Intermediate was

U.S $44.6O/bbl Lloydminster heavy crude oil was $34.56/bbl and bitumen was $29.86/bbl At these prices some heavy oil proved

reserves and all proved bitumen reserves became uneconomic and were removed from reserves until market conditions improve

Heavy crude oil and bitumen are discounted because they require upgrading before processing by conventional refineries and

upgrading capacity in North America is limited Heavy crude oil and bitumen require blending with condensate or light synthetic

crude oil diluent in order to be transported in pipeline

The additions to crude oil and NGL proved reserves from discoveries extensions and improved recovery amounted to 44 mmbbls

and were primarily from Lloydminster reservoir extensions from step-out drilling improved recovery from ASP floods and White

Rose improved recovery

2000

06 07 08 06 07 08 06 07 08 06 07 08 06 07 08 06 07 08



MDA

The additions to natural gas proved reserves from discoveries extensions and improved recovery amounted to 182 bcf and were

primarily related to exploration in the foothills and deep basin areas of Alberta and British Columbia Natural gas reserve additions

also resulted from field extensions and improved recovery primarily at Bivouac Caroline and Blackstone Natural gas proved

reserves acquired amounted to 96 bcf mainly in the British Columbia and Alberta foothills

The revision of previous estimates of negative 84 mmboe to proved oil and gas reserves includes reduction of 98 mmboe

related to the drop in commodity prices at the end of 2008 compared with the end of 2007 This was offset by net positive technical

revisions of 14 mmboe The application of year end pricing for bitumen resulted in reduction in bitumen reserves which accounted

for 69 mmboe or 70% of the total price revision The remainder was due to lower heavy and medium oil and natural gas prices This

price related revision did not result in any impairment of property plant and equipment

Huskys probable oil and gas reserves decreased by 1781 million boe in 2008 The negative price revision to probable oil and gas

reserves amounted to 1042 million boe 1016 million boe or 98% was related to lower bitumen prices Probable reserves were also

reduced by divestitures of 50% of the Sunrise oil sands project and 50% of the Madura natural gas and natural gas liquids

52
development in Indonesia which in aggregate were 886 million boe

Oil Gas Proved Probable Reserves and Production

mmbbls bcf

2648

Oil NGL Bitumen Gas

mmbbls mmbbls bcf

Prods on

549

rJ

218 168 10
258

fl Western canada Newtoundland china Indonesia

Labrador

Note Based on year end prices
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Reconciliation of Proved Reserves

Light

Crude Oil Medium Heavy Natural Light Light Natural Crude Oil Natural Equivalent

NGL Crude Oil Crude Oil Bitumen Gas Crude Oil Crude Oil Gas NGL Gas Units

mmbbls mmbbls mmbbls mmbbls bcf mmbbls mmbbls bcf mmbbls bcf rnmboe

Proved reserves at

December 31 2007 159 88 205 70 2191 116 11 649 2191 1014

Revision of previous estimate 12 13 69 42 15 76 42 84

Purchase of reserves in place 96 96 25

Sale of reserves in place 19 19

Discoveries extensions and

improved recovery 27

Production 10 38
________ _________________ __________________________

Proved reserves at

148 85 187 2190 104 531 2190 896

195 99 255 96 2648 168 21 258 834 2906 1319

213 105 282 1835 2664 216 37 516 2688 3180 3218

On December 29 2008 the SEC announced that it had approved revisions to modernize its oil and gas reporting requirements to help

investors evaluate their investments in oil and gas companies The new rules will be effective for fiscal years ending on or after December 31

2009 These rules provide for disclosure of oil and gas reserves evaluated using annual average prices based on the prices in effect on the

first day of each month Applying this method during 2008 the price of WTI averaged U.S $101.87 Lloydminster heavy crude oil averaged

$6O.90/bbl and the price of bitumen averaged $54.51/bbl

Had the new SEC rules in respect of pricing been in effect at December 31 2008 Huskys oil and gas reserves based on annual average

prices would have been reported as follows

Light

Crude Oil Medium Heavy Natural Light Light Natural Crude Oil Natural Equivalent

NGL Crude Oil Crude Oil Bitumen Gas Crude Oil Crude Oil Gas NGL Gas Units

mmbbls mmbbls mmbbls mmbbls bcf mmbbls mmbbls bcf mmbbls bcf mmboe

Proved reserves at

December 31 2008

531 2190 896

92 32 98

Proved reserves at

December 31 2008

restated 154 89 200 69 2222 104 623 2222 994

Proved and probable reserves

At December 31 2008

Canada

constant prices and

costs before royalties

International Total

East

Western Canada Coast

December 31 2008

Proved and probable reserves

At December 31 2008

At December 31 2007

lii

4n

53

182 44 182 75

218 32 94 218 130

-J

Proved Reserves in Accordance with Pending SEC Pricing Rules

Canada

constant prices and

costs before royalties

LU

LU

East

Western Canada Coast

International Total

as reported 148 85 187 2190 104

Price revision 13 69 32

restated 203 103 270 1182 2704 186 21 258 1965 2962 2459
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Reconciliation of Proved Developed Reserves

Canada lntnI Total

Light

Crude Oil Medium Heavy Natural Light Light Crude Oil Natural Eguivalent

NGL Crude Oil Crude Oil Bitumen Gas Crude Oil Crude Oil NGL Gas Units

mmbbls mmbbls mmbbls mmbbls bcf mmbbls mmbbls mmbbls bcf mmboe

80 124 47 1780 94 11 492 1780 788

20 46 78 16 78

19 19

16 16

128 79 118 176O 83 415 L760 708

Had the new SEC rules been in effect at December 31 2008 Huskys proved developed oil and gas reserves based on annual average prices

would have been reported as follows

Proved Developed Reserves in Accordance with Pending SEC Rules

constant prices and costs before royalties

Proved developed reserves at

December 31 2008 as reported

Price revision

Proved developed reserves at

December 31 2008 restated

7.4 MIDSTREAM

46 24

132 82 121 46 1784

2008 Earnings $469 Million down $66 Million from 2007

Upgrader

Synthetic Crude

Sales

Unit Margin

Operating Costs

constant prices and costs before royalties

East

Western Canada Coast

Proved developed reserves at

December 31 2007

Revision of previous estimate

Purchase of reserves in place

Sale of reserves in place

Discoveries extensions and

136

Proved developed reserves at

December 31 2008

improved recovery 117 19 117 39

54 Production 10 38 218 32 94 218 130

Canada

Western Canada

lntnl

East

Coast

Light

Crude Oil Medium Heavy Natural Light Light Crude Oil Natural Equivalent

NGL Crude Oil Crude Oil Bitumen Gas Crude Oil Crude Oil NGL Gas Units

mmbbls mmbbls mmbbls mmbbls bcf mmbbls mmbbls mmbbls bcf mmboe

Total

128 79 118 1760 83 415 1760 708

56 24 61

83 471 1784 769

Pipelines

Daily Throughput

mbbls/day s/bet mbbls/day

80 40 ooo

06 07 08 06 07 08 06 07 08

Unit Marqin

Operatinq costs
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Upgrading Earnings Summary

millions except where indicated

Gross margin

Operating and administration expenses

Other recoveries

Depreciation and amortization

Income taxes

Net earnings

Upgrader throughput

Synthetic crude oil sales

Upgrading differential

Unit margin

Unit operating cost

Throughput includes diluent returned to the field

Based on throughput

mbbls/day

mbbls/day

$/bbl

$/bbl

$/bbl

2008 2007

633 614

256 221

31 25

90

282

61.4

53.1

30.73

31.67

9.83

2006

624

224

24

97

285

71.0

62.5

26.16

27.35

8.65

105

245

68.1

58.7

28.77

29.48

10.30

55

In 2008 upgrading earnings were 13% lower than 2007 Upgrader throughput was 11% higher compared with the same period in

2007 In May and June 2007 throughput was lower due to 49-day scheduled turnaround and installation of new coke drums In

March and April 2008 the upgrader was shut down for 34 days for scheduled turnaround and throughput was also impacted by

temporary shutdown to replace the hydrogen plant catalyst However the higher throughput in 2008 was offset by declining

differentials compared with 2007

Unlike heavy crude oil synthetic crude oil is higher value feedstock for many refineries in Canada and the United States During

2008 the price of Huskys synthetic crude oil averaged $108.73/bbl 2007 $79.11/bbl compared with the average cost of blended

heavy crude oil from the Lloydminster area of $79.96/bbl 2007 $48.38/bbl This resulted in an average synthetic/heavy crude

differential of $28.77/bbl 2007 $30.73/bbl and gross unit margin of $29.48/bbl 2007 $31.67/bbl Gross unit margin includes

secondary products The cost of upgrading averaged $10.30/bbl compared with $9.83/bbl in 2007 which results in net margin for

upgrading Lloydminster heavy crude of $19.18/bbl down 12% compared with $21.84/bbl in 2007

Operating costs have increased in 2008 due to higher steam gas and electricity volumes and prices offset by lower contract

labour Depreciation is recorded at the upgrader on unit of production basis which is the primary driver behind the increase in

2008 compared with 2007

Earnings in 2007 include recovery of income taxes of $26 million reflecting changes in the statutory tax rate announced in 2007

upgrading Earnings Variance Analysis

94

millions

400

285 __
10

84

282
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Infrastructure and Marketing Earnings Summary

millions except where indicated 2008 2007 2006

Gross margin

Pipeline 120 115 104

Other infrastructure and marketing 249 278 208

369 393 312

Operating and administration expenses 17 14 11

Depreciation and amortization 31 28 24

Income taxes 97 98 80

Net earnings 224 253 197

Commodity volumes managed mboe/day 1403 1042 994

Aggregate pipeline throughput mbbls/day 507 501 475
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Infrastructure and marketing earnings in 2008 decreased by $29 million compared with 2007 In 2007 higher earnings from oil and

gas commodity marketing were realized as crude oil premiums gas storage profits and NGL extraction margins rose to unprecedented

levels In the latter half of 2008 rapidly declining commodity prices resulted in lower marketing earnings Pipeline earnings in 2008

increased over 2007 supported by higher throughput volume Earnings in 2007 include recovery of income taxes of $13 million

reflecting changes in the statutory tax rate announced in 2007

Midstream Capital Expenditures

Midstream capital expenditures totalled $193 million in 2008 At the Lloydminster upgrader Husky spent $99 million primarily for

contingent consideration and facility reliability projects The remaining $94 million was spent on the pipeline extension between

Lloydminster and Hardisty Alberta tankage upgrades at Hardisty and capital enhancements of the cogeneration plants

7.5 DOWNSTREAM

2008 Loss $295 Million down $592 Million from 2007

In 2008 the downstream segment earnings include twelve months from the Lima Ohio Refinery which was acquired on July

2007 and nine months from the BP-Husky Toledo Ohio Refinery 50% of which was acquired on March 31 2008

Canadian Refined Products

Light Oil Product Marketing Asphalt Products

Volume Outlets Volume per Outlet Volume

600

450

lOs litres/day lOs litres/day mbbls/day

12 16 24

18

12

06 07 08 06 07 08 06 07 08 06 07 08
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Canadian Refined Products Earnings Summary

millions except where indicated 2008 2007 2006

Gross margin

Fuel sales 96 156 137

Ethanol sales 26 32

Ancillary sales 42 42 36

Asphalt sales 130 160 94

294 390 268

Operating and administration expenses 67 82 74

Depreciation and amortization 81 66 48

Income taxes 40 50 40

Net earnings 106 192 106

Number of fuel outlets 492 505 505

Refined products sales volume

Light oil products million litres/day
7.9 8.7 8.7

Light oil products per outlet thousand litres/day
13.0 13.2 12.9

Asphalt products mbbls/day 24.0 21.8 23.4

Refinery throughput

Prince George refinery mbbls/day 10.1 10.5 9.0

Lloydminster refinery mbbls/day 26.1 25.3 27.1

Ethanol production thousand litres/day 627.2 324.6 59.7

Fuel sales margins in 2008 decreased due to lower average retail margins and lower sales volumes due to weak demand Volumes

sold were also impacted by shortages from third party suppliers due to refinery outages Margins on asphalt products were lower

than those of the previous year due to rising crude oil feedstock costs for the first nine months of 2008 partially offset by declining

costs in the fourth quarter Ethanol production increased 93% over 2007 due to the startup of the new Minnedosa Ethanol Plant

which commenced operations at the end of 2007 however earnings from total ethanol sales for both plants were lower than 2007

due to much lower sales values higher feedstock costs and natural gas costs

Earnings in 2007 include recovery of income taxes of $26 million reflecting changes in the statutory tax rate announced in 2007

U.S Refining and Marketing

U.S Refining and Marketing Earnings Summary

millions except where indicated 2008 2007

Gross refining margin 58 310

Processing costs 414 93

Operating and administration expenses

Interest net

Depreciation and amortization 154 47

Income taxes 231 63

Net earnings loss 401 105

Selected operating data

Lima Refinery throughput mbbls/day 136.6 143.8

Toledo Refinery throughput mbbls/day 60.6

Refining margin $/bbl crude throughput 0.88 12.42

Refinery inventory feedstocks and refined products mmbbls 11.9 7.4

The BP-Husky Toledo Refinery operating results are included from March 31 2008 the date the acquisition was completed Throughput represents Huskys share

of nine months of operations

The Lima Refinery operating results are included from July 200Z the date the acquisition was completed Throughput represents six months of operations
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The U.S Refining and Marketing segment commenced operations on July 2007 with the acquisition of the Lima Ohio Refinery

as first step in pursuing integration and enhancing the value of heavy oil and bitumen production

On March 31 2008 Husky completed transaction that resulted in the formation of two joint venture entities forming an

integrated oil sands business and refining joint venture Husky holds 50% interest in the BP-Husky Toledo Refinery

Results in 2008 were significantly impacted by the drop in demand for motor fuels that began in mid-2007 and continued

through 2008 in line with deteriorating U.S and global economic conditions Lower consumption combined with higher product

stocks resulted in narrow refining crack spreads compared with 2007 Margins on distillates which were in high demand globally

were stronger than gasoline margins and Husky continued to optimize refinery throughput toward distillate production to maximize

Id margins Low gasoline margins resulted in lower crude throughputs at Lima Crude supply disruptions associated with hurricanes

Gustav Hanna and Ike widened spreads for period but impacted crude oil feedstock availability Toledo was also limited in its ability

to capitalize on wider sweet/sour differentials as production was impacted by planned process unit outages to complete priority

maintenance and turnaround activities
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Pricing for refinery output at the Lima and Toledo refineries is impacted by the New York Harbor 321 refining crack spread and

the Chicago refining crack spread Refining crack spreads at Chicago averaged U.S $11.17/bbl in 2008 compared with U.S $17.68 in

2007 and the New York Harbor 321 refining crack spread averaged U.S $9.96/bbl in 2008 compared with U.S $14.15 in 2007

Chicago 321 crack spreads reached low of negative U.S $1.83/bbl during 2008 and the New York Harbor 321 refining crack

spread was as low as U.S $2.00/bbl Huskys refining margin was U.S $0.46/bbl in 2008 with Canadian dollar equivalent of

negative $0.88 The impact of the weakening Canadian dollar in the fourth quarter and its impact on the translation of losses

incurred in the quarter results in an overall negative margin on translation for the year This is result of earnings from the first

nine months of 2008 translated at an average rate of U.S $0982 per Canadian dollar compared with larger losses in the fourth

quarter translated at an average rate of $0.824 U.S per Canadian dollar

The market refining crack spread is based on crude feedstock accounted for on last in first out basis LIFO However Huskys

financial statements are based on first in first out FIFO inventory accounting which is in accordance with Canadian GAAP In

stable commodity price environment FIFO and LIFO accounting should not result in significant differences between market

benchmarks and individual refinery results In rapidly declining commodity price environment as existed in the fourth quarter of

2008 the result is that the cost of crude feedstock consumed is higher on FIFO basis than on LIFO basis as it was acquired in

significantly higher commodity price environment as result of the time lag between crude feedstock purchase and processing

through the refinery

In addition the Chicago and the New York Harbor 321 refining crack spread are based on product mix that includes only

gasoline and distillate The output of the Lima and Toledo refineries is approximately 12% other refined products which typically sell

for lower prices than gasoline or distillate

Processing costs for 2008 were impacted by turnaround activity and higher energy costs at Toledo and higher energy and

maintenance costs at Lima

Downstream Capital Expenditures

Downstream capital expenditures totalled $288 million during 2008

In Canada capital expenditures totalled $155 million $101 million for retail network remodeling automation and facility upgrades

$28 million for upgrades and environmental protection at the Prince George and Lloydminster refineries $19 million for upgrades

at the Minnedosa and Lloydminster ethanol plants and $7 million for asphalt distribution and processing upgrades

In the United States capital expenditures totalled $133 million $80 million at the Lima Refinery for the front end engineering

design for an isocracker debottleneck project and for various environmental protection and facility upgrades At the BP-Husky

Toledo Refinery capital expenditures totalled $53 million primarily for facility upgrades and environmental protection
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7.6 CORPORATE

2008 Income $203 Million up $417 Million from 2007

Corporate Earnings Summary

millions income expense 2008 2007 2006

lntersegment eliminations net 61 51 20

Administration expenses 47 63 61
Stock-based compensation 33 88 138

Depreciation and amortization 30 25 27
Interest net 144 129 92
Foreign exchange 335 51 24

Income taxes 91 117

Net earnings loss 203 214 157
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In 2008 intersegment eliminations were $112 million lower than in 2007 as inventory values decreased with commodity prices

Foreign exchange gains in 2008 were higher than in 2007 primarily resulting from an increase in the Canadian dollar equivalent of

the U.S dollar denominated contribution receivable that Husky recorded on the formation of the Sunrise partnership refer to

Section 5.1 of this MDA and Note 10 to the Consolidated Financial Statements for the year ended December 31 2008 In addition

net foreign exchange gains were recorded on working capital offset by foreign exchange losses on U.S dollar denominated debt

recovery of stock-based compensation was recorded in 2008 compared to an expense in 2007 due to the decline in Huskys share

price during the year Interest expense increased due to higher average borrowing balance in 2008 and no interest capitalized in

2008 compared with 2007

Foreign Exchange Summary

millions 2008 2007 2006

Gain loss on translation of U.S dollar denominated long-term debt

Realized 42
Unrealized 222 197 35

217 197

Cross currency swaps

Realized 47

Unrealized 83 62 43

83 62

Contribution receivable 228

Other gains losses 241 84 21

335 51 24

U.S/Canadian dollar exchange rates

At beginning of year U.S $1.012 U.S $0.858 U.S $0.858

At end of year U.S $0.817 U.S $1.012 U.S $0.858
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Foreign Exchange Risk

Huskys results are affected by the exchange rate between the Canadian and U.S dollar The majority of the Companys revenues are

received in U.S dollars or from the sale of oil and gas commodities that receive prices determined by reference to U.S benchmark

prices The majority of Huskys expenditures are in Canadian dollars An increase in the value of the Canadian dollar relative to the

U.S dollar will decrease the revenues received from the sale of oil and gas commodities Correspondingly decrease in the value

of the Canadian dollar relative to the U.S dollar will increase the revenues received from the sale of oil and gas commodities

In addition change in the value of the Canadian dollar against the U.S dollar will result in an increase or decrease in Huskys

U.S dollar denominated debt as expressed in Canadian dollars as well as in the related interest expense At December 31 2008

100% or $2.0 billion of the Companys long-term debt was denominated in U.S dollars 93% or $2.6 billion at December 31 2007

The U.S./Cdn exchange rate at the end of 2008 was U.S $0817 2007 U.S $1.012 The percentage of Huskys long-term debt

exposed to the U.S./Cdn exchange rate decreases to 78% when the cross currency swaps are included Additionally U.S $687 million

2007 $1.5 billion of the Companys U.S dollar denominated debt has been designated as hedge of net investment and the
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unrealized foreign exchange gain is recorded in Other Comprehensive Income further reducing the long-term debt exposed to the

U.S./Cdn exchange rate to 35% 2007 27%

The contribution receivable representing BPs obligation to fund capital expenditures of the Sunrise partnership is denominated

in U.S dollars and gains and losses from changes in the value of the Canadian dollar versus the U.S dollar are recorded in foreign

exchange gains and losses in the current year At December 31 2008 the balance of this receivable was U.S $1.2 billion including

accrued interest Husky has an obligation to fund capital expenditures of the BP-Husky Toledo Refinery and this contribution

payable is denominated in U.S dollars Gains and losses from the translation of this obligation are recorded in Other Comprehensive

Income as this item relates to self sustaining foreign operation At December 31 2008 the balance of this obligation was

U.S $1.4 billion including accrued interest Refer to Section 8.6 Financial Risk and Risk Management

Consolidated Income Taxes

Consolidated income taxes increased in 2008 to $1.4 billion from $913 million in 2007 an effective tax rate of 27% for 2008 and

22% for 2007

In 2007 recovery of future income taxes resulted from recording non-recurring tax benefits of $395 million $365 million due

to changes in the tax rate levied by the Federal Government by Bill C-28 and $30 million due to changes from Bill C-52 In 2006

recovery of future taxes resulted from recording non-recurring tax benefits of $328 million that arose due to changes in the tax

rates for the governments of Canada $198 million Alberta $90 million and Saskatchewan $40 million

The following table shows the effect of non-recurring tax benefits for the periods noted

millions 2008 2007 2006

Income taxes before tax amendments 1396 1308 1108

Canadian federal and provincial tax amendments 395 328

Income taxes as reported 1396 913 780

Taxable income from Canadian operations is primarily generated through partnerships with the related income taxes payable

in future period Accrued liabilities include $615 million of cash tax payable in 2009 In addition during 2009 cash tax instalments

of $900 million are payable in respect of the 2008 reported earnings but which are not taxable until 2009

Corporate Capital Expenditures

Corporate capital expenditures of $47 million in 2008 were primarily for computer hardware software office furniture and

renovations and equipment and system upgrades In 2007 corporate capital expenditures were $44 million
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7.7 FOURTH QUARTER

Consolidated net earnings during the fourth quarter of 2008 were $232 million decrease of $842 million or 78% compared with

the fourth quarter of 2007 During the fourth quarter of 2007 Husky recorded tax benefit of $365 million that resulted from the

substantive enactment of Bill C-28 on December 13 2007 Aside from the non-recurring tax benefit net earnings decreased by

$477 million or 67% in the fourth quarter of 2008 compared with the same period in 2007

Pre-tax earnings from the upstream sector were $446 million in the fourth quarter of 2008 decrease of $368 million Weaker

upstream earnings in the fourth quarter of 2008 were due largely to lower crude oil prices realized of $49.02/bbl average of all

products compared with $63.34/bbl in the fourth quarter of 2007 Production for the fourth quarter of 2008 was 358400 bbls/day

compared with 367500 bbls/day in the fourth quarter of 2007 primarily due to lower natural gas production in Western Canada

Natural gas prices in the fourth quarter of 2008 averaged $6.84/mcf compared with $5.72 during the same period in 2007

Lower pre-tax earnings from upgrading operations were due to lower average upgrading differentials which resulted from

declining synthetic crude oil prices combined with narrowing heavy to light oil differentials Pre-tax earnings from infrastructure

and marketing were also the result of declining commodity prices throughout the fourth quarter of 2008 which result in lower 61

broker margins

Canadian refined products pre-tax earnings declined due to weak retail gasoline margins and demand for product partially

offset by higher margins for asphalt Fourth quarter 2008 ethanol production increased 90% due to the start-up of the Minnedosa

ethanol plant which commenced operations at the end of 2007 however margins declined due to increasing input costs and

declining demand The U.S Refining and Marketing results include the Lima Ohio Refinery which was acquired on July 2007 and

50% of the BP-Husky Toledo Ohio Refinery which was acquired on March 31 2008 Pre-tax earnings were lower in the fourth

quarter of 2008 due to dramatically declining crack spreads and inventory write downs of $599 million pre-tax $382 million after

tax which resulted in losses at both refineries

7.8 RESULTS OF OPERATIONS FOR 2007 COMPARED WITH 2006

Net earnings in 2007 were $3214 million compared with $2726 million in 2006 The increase of $488 million was attributable to

the following

11

Upstream increase of $301 million due to higher crude oil prices and higher light crude oil production partially offset by lower

natural gas sales volume and prices higher operating costs and DDA

Midstream increase of $53 million due to wider upgrading differentials higher oil and gas commodity marketing earnings and

higher pipeline throughput volume partially offset by lower sales volume of synthetic crude oil due to 49-day plant turnaround

Downstream increase of $191 million due to the acquisition of the Lima Ohio Refinery for which results have been included from

July 2007 and increased Canadian downstream earnings from higher retail light oil product and asphalt product margins

Corporate expense increased by $57 million due to higher intersegment profit eliminations higher interest expense and higher

staffing costs offset by lower stock-based compensation expense and higher foreign exchange gains
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8.0 Liquidity and Capital Resources

8.1 SUMMARY OF CASH FLOW

In 2008 cash flow from operating activities financed the Companys capital expenditure requirements dividend payments and

repayment of debt Husky maintained its strong financial position at December 31 2008 with debt of $1957 million offset by cash

on hand of $913 million for $1044 million of net debt at December 31 2008 Husky has no long-term debt maturing until 2012 In

addition at December 31 2008 Husky had $1.5 billion in unused committed credit facilities with an additional $104 million in unused

short-term uncommitted credit facilities

2008 2007 2006

Cash flow operating activities millions 6802 4657 5009

financing activities millions 2559 433 1626

investing activities millions 3538 5324 3109

Debt to capital employed percent 12.0 19.5 14.3
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Debt to cash flow from operations times 0.3 0.5 0.4

Corporate reinvestment ratio percent 66 86 70

Reinvestment ratio is based on net capital expenditures including corporate acquisitions

Cash Flow from Operating Activities

In 2008 cash generated from operating activities was $6.8 billion compared with $4.7 billion in 2007 Cash flow from operations

was higher in 2008 mainly due to higher crude oil and natural gas prices which were partially offset by losses in the U.S

downstream business

Cash Flow from used for Financing Activities

In 2008 cash used in financing activities was $2.6 billion The cash used was mainly due to repayment of long-term debt of $1.3 billion

and payment of dividends of $1.5 billion This was partially offset by an increase in the Companys investment in working capital of

$146 million In 2007 cash provided by financing activities of $433 million was mainly due to the issuance of long-term debt to

acquire the Lima Refinery The debt issuances and repayments presented in the Consolidated Statements of Cash Flows include

multiple drawings and repayments under revolving debt facilities

Cash Flow used for Investing Activities

Cash used in investing activities amounted to $3.5 billion in 2008 decrease of $1.8 billion over 2007 Cash invested in both years

was used primarily for capital expenditures with $2.6 billion in 2007 for the acquisition of the Lima Refinery



Liquidity and Capital Resources

8.0

8.2 WORKING CAPITAL COMPONENTS

Working capital is the amount by which current assets exceed current liabilities At December 31 2008 Huskys working capital was

$426 million compared with working capital deficiency of $51 million at December 31 2007

millions 2008 2007 Change

Current assets

Cash and cash equivalents 913 208 705 Strong earnings and cash flow

Accounts receivable 1344 1622 278 Lower crude oil prices

Inventories 1032 1190 158 Lower Lima inventory offset by inclusion of

Toledo inventory

Prepaid expenses 33 28

3322 3048 274

Current liabilities

Accounts payable 1608 1460 148 Higher capital accruals 63

Accrued interest payable 22 20

Income taxes payable 419 36 383 Higher taxable income

Other accrued liabilities 847 842

Long-term debt due within

one year 741 741 Repayment of bridge financing

2896 3099 203

Working capital deficiency 426 51 477

Sources and Uses of Cash

Liquidity describes companys ability to access cash Companies operating in the upstream oil and gas industry require sufficient

cash in order to fund capital programs necessary to maintain and increase production and develop reserves to acquire strategic oil

and gas assets repay maturing debt and pay dividends Huskys upstream capital programs are funded principally by cash provided

from operating activities and committed credit facilities During times of low oil and gas prices part of capital program can

generally be deferred However due to the long cycle times and the importance to future cash flow in maintaining production it

may be necessary to utilize alternative sources of capital to continue the Companys strategic long-term investment plan during

periods of low commodity prices As result Husky frequently evaluates its options with respect to sources of long and short-term

capital resources In addition from time to time the Company engages in hedging portion of production to protect cash flow in

the event of commodity price declines Corporate acquisitions such as the Lima Refinery are financed by issuing investment grade

long-term debt

At December 31 2008 outstanding long-term debt totalled $2.0 billion including amounts due within one year compared with

$2.8 billion at December 31 2007 The Company does not have any debt maturing before 2012

Cash and cash equivalents at December 31 2008 totalled $913 million compared with $208 million at the beginning of the year



MDA

At December 31 2008 Husky had unused committed long and short-term borrowing credit facilities totalling $1.5 billion In

addition further $270 million of uncommitted short-term borrowing facilities were available of which total of $166 million were

used in support of outstanding letters of credit

The Sunrise Oil Sands Partnership has an unsecured demand credit facility available of $10 million for general purposes Huskys

proportionate share is $5 million

In 2008 Husky initiated cash tender offer to purchase any and all of the U.S $225 million 8.90% capital securities outstanding

At the time of expiration of the tender offer U.S $214 million or 95% of the capital securities had been tendered The remaining

capital securities were redeemed in 2008

In 2008 Husky redeemed the 6.95% medium-term notes Series due July 14 2009 The principal amount was $200 million

and the redemption price including accrued interest totalled $208 million

During 2008 Husky repurchased U.S $63 million of the outstanding U.S $450 million 6.80% notes due September 2037

Dividends were declared that aggregated $1.70 per share totalling $1.4 billion in 2008 The Board of Directors of Husky has
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established dividend policy that pays quarterly dividends of $0.30 $1.20 annually per common share The declaration of dividends

will be at the discretion of the Board of Directors which will consider earnings capital requirements the Companys financial

condition and other relevant factors

Capital Structure

December 31 2008

millions Outstanding Avaliabie

Total short-term and long-term debt 1957 1604

Common shares retained earnings and accumulated other comprehensive income $14388

Credit Ratings

Huskys senior debt and capital securities have been rated investment grade by several rating agencies These ratings are disclosed

and explained in detail in Huskys Annual Information Form

8.3 CASH REQUIREMENTS

Contractual Obligations and Other Commercial Commitments

In the normal course of business Husky is obligated to make future payments These obligations represent contracts and other

commitments that are known and non-cancellable

Contractual Obligations

2010 2012

Payments due by period millions Totai 2009 2011 2013 Thereafter

Long-term debt and interest on fixed rate debt 3554 127

Operating leases 466 115

Firm transportation agreements 637 144

Unconditional purchase obligations 4402 2775

Lease rentals and exploration work agreements 1020 178

Asset retirement obligations 5232 29

$15311 3368

Includes purchase of refined petroleum products processing services distribution services insurance premiums drilling rig services and natural gas purchases

Asset retirement obligations amounts represent the undiscounted future payments for the estimated cost of abandonment removal and remediation associated

with retiring the Companys assets

254
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1352

309

58
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113

219
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28

249

162

314
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8324
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Based on Huskys 2009 commodity price forecast the Company believes that its non-cancellable contractual obligations and

other commercial commitments and 2009 capital program will be funded by cash flow from operating activities and to the extent

required by available committed credit facilities and the issuance of long-term debt In the event of significantly lower cash flow

Husky would be able to defer certain projected capital expenditures without penalty

Estimated Obligations Not Included in the Table

Husky provides defined contribution plan and post-retirement health and dental plan for all qualified employees in Canada The

Company also provides defined benefit pension plan for approximately 140 active employees and 458 retirees and their beneficiaries

in Canada This plan was closed to new entrants in 1991 after the majority of employees transferred to the defined contribution

pension plan Husky provides defined benefit pension plan for approximately 385 active employees in the United States This

pension plan was established effective July 2007 in conjunction with the acquisition of the Lima Refinery Husky also assumed

post-retirement welfare plan covering the employees at the Lima Refinery See Note 20 to the Consolidated Financial Statements

Husky has an obligation to fund contribution payable of U.S $1.4 billion to the BP-Husky Toledo Refinery LLC refer to Note 10
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to the Consolidated Financial Statements which is payable between December 31 2008 and December 31 2015 with the final

balance due and payable by December 31 2015 The timing of payments during this period will be determined by the capital

expenditures made at the refinery during this same period

Other Obligations

Husky is also subject to various contingent obligations that become payable only if certain events or rulings were to occur The

inherent uncertainty surrounding the timing and financial impact of these events or rulings prevents any meaningful measurement

which is necessary to assess impact on future liquidity Such obligations include environmental contingencies contingent consideration

and potential settlements resulting from litigation

The Company has number of contingent environmental liabilities which individually have been estimated to be immaterial and

have not been reflected in the Companys financial statements beyond the associated asset retirement obligations These contingent

environmental liabilities are primarily related to the migration of contamination at fuel outlets and certain legacy sites where Husky

had previously conducted operations The contingent environmental liabilities involved have been considered in aggregate and

based on reasonable estimates the Company does not believe they will result in aggregate in material adverse effect on its

financial position results of operations or liquidity UJ

8.4 OFF-BALANCE SHEET ARRANGEMENTS

Accounts Receivable Securitization Program

In the ordinary course of business Husky engages in the securitization of accounts receivable The securitization program permits

the sale of maximum of $350 million of accounts receivable on revolving basis At December 31 2008 there were no accounts

receivable sold under the program The securitization agreement expires on March 31 2009 The accounts receivable are sold to an

unrelated third party and in accordance with the agreement the Company must provide loss reserve to replace defaulted receivables

The securitization program provides Husky with cost-effective short-term funding for general corporate use These are accounted

for as asset sales In the event the program is terminated Huskys liquidity would not be substantially reduced

Standby Letters of Credit

In addition from time to time Husky issues letters of credit in connection with transactions in which the counterparty requires such

security

Derivative Instruments

Husky utilizes derivative financial instruments in order to manage unacceptable risk The derivative financial instruments currently

outstanding are listed and discussed in Section 8.6 Financial Risk and Risk Management
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8.5 TRANSACTIONS WITH RELATED PARTIES AND MAJOR CUSTOMERS

TransAlta Power L.R is an indirect subsidiary of Cheung Kong Infrastructure Holdings Ltd which is majority owned by Hutchison

Whampoa Limited which owns 100% of U.F Investments Barbados Ltd 34.58% shareholder in Husky TransAlta Power L.P is

49.99% owner of TransAlta Cogeneration L.P the Companys partner in the Meridian cogeneration plant in Lloydminster

Saskatchewan Husky sells natural gas to the Meridian cogeneration plant and other cogeneration plants owned by TransAlta Power

L.R The Company received the market price or negotiated medium-term contracts based on market-related terms for these

commodities During 2008 Husky sold $125 million of natural gas to TransAlta Power L.P

Husky did not have any customers that constituted more than 10% of total sales and operating revenues during 2008

8.6 FINANCIAL RISK AND RISK MANAGEMENT

Husky is exposed to market risks related to the volatility of commodity prices foreign exchange rates interest rates credit risk and

changes in fiscal monetary and other financial policies related to royalties taxes and others Refer to Section The 2008
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Business Environment From time to time the Company will use derivative instruments to manage its exposure to these risks

The global financial and economic crisis which developed in 2008 has increased the risk associated with timely access to debt

capital and banking markets and the current market instability may have an impact on Huskys ability to borrow in the capital

markets at acceptable rates

Commodity Price Risk Management

Husky uses derivative commodity instruments from time to time to manage exposure to price volatility on portion of its oil and

gas production and firm commitments for the purchase or sale of crude oil and natural gas

Foreign Currency Risk Management

At December 31 2008 Husky had the following cross currency debt swaps in place

U.S $150 million at 6.25% swapped at $1.41 to $211 million at 7.41% until June 15 2012

U.S $75 million at 6.25% swapped at $1.19 to $89 million at 5.65% until June 15 2012

U.S $50 million at 6.25% swapped at $1.17 to $59 million at 5.67% until June15 2012

U.S $75 million at 6.25% swapped at $1.17 to $88 million at 5.61% until June15 2012

At December 31 2008 Husky had the following freestanding derivatives in place where it had entered into forward purchases of

U.S dollars refer to Note 22 to the Consolidated Financial Statements

U.S $98 million bought at $09860 for $97 million from January 2008 to June 2011

U.S $98 million bought at $09777 for $96 million from January 2008 to June 2011

At December 31 2008 the cost of U.S dollar in Canadian currency was $1.22

change in the value of the Canadian dollar against the U.S dollar will result in an increase or decrease in Huskys U.S dollar

denominated debt as expressed in Canadian dollars as well as in the related interest expense At December 31 2008 100% or

$2.0 billion of Huskys long-term debt was denominated in U.S dollars The percentage of the Companys long-term debt exposed

to the U.S/Canadian exchange rate decreases to 78% when cross currency swaps are considered
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Effective July 2007 Huskys U.S $1.5 billion of debt financing related to the Lima acquisition was designated as hedge of the

net investment in the U.S refining operations which are considered self-sustaining During the second quarter of 2008 the

Company repaid bridge financing of U.S $750 million In the third quarter of 2008 Husky repurchased U.S $43 million of bonds

that were classified as net investment hedge In October an additional U.S $20 million were repurchased As result the net

investment hedge is limited to the remaining U.S $687 million As at December 31 2008 foreign exchange losses arising from the

translation of the debt were $165 million net of tax of $27 million which was recorded in Other Comprehensive Income

Interest Rate Risk Management

In 2008 interest rate risk management activities resulted in decrease to interest expense of less than $1 million

Husky has interest rate swaps on $200 million of long-term debt effective February 2002 whereby 6.95% was swapped for

CDOR 175 bps until July14 2009 During 2008 these swaps resulted in an offset to interest expense amounting to $1 million The

interest rate swaps were discontinued as fair value hedge on August 29 2008 given the $200 million medium-term notes were

redeemed For the remainder of 2008 the fair value changes were included in other expenses
67

The amortization of previous interest rate swap terminations resulted in an additional $5 million offset to interest expense in 2008

Cross currency swaps resulted in an addition to interest expense of $6 million in 2008

Credit and Contract Risk

Husky actively manages its exposure to credit and contract execution risk from both customer and supplier perspective

8.7 OUTSTANDING SHARE DATA

Authorized

unlimited number of common shares

unlimited number of preferred shares

Issued and outstanding February 12 2009

common shares 849361278

preferred shares none

stock options 30557694

stock options exercisable 7179605

At February 12 2009 50.4 million common shares were reserved for issuance under the stock option plan Options awarded

under the stock option plan have maximum term of five years and vest evenly over the first three years
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9.0 Application of Critical Accounting Estimates

Huskys Consolidated Financial Statements have been prepared in accordance with Canadian Generally Accepted Accounting

Principles GAAP Significant accounting policies are disclosed in Note to the Consolidated Financial Statements Certain of the

Companys accounting policies require subjective judgment about uncertain circumstances The following discussion highlights the

nature and potential effect of these estimates The emergence of new information and changed circumstances may result in actual

results or changes to estimated amounts that differ materially from current estimates

FULL COST ACCOUNTING FOR OIL AND GAS ACTIVITIES

The indicated change in the following estimates will result in corresponding increase in the amount of DDA expense charged to

income in given period

An increase in
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estimated costs to develop the proved undeveloped reserves

estimated fair value of the ARC related to the oil and gas properties and

estimated impairment of costs excluded from the DDA calculation

decrease in

previously estimated proved oil and gas reserves and

estimated proved reserves added compared to capital invested

DEPLETION EXPENSE

All costs associated with exploration and development are capitalized on country-by-country basis The aggregate of capitalized

costs net of accumulated DDA plus the estimated costs required to develop the proved undeveloped reserves less estimated

salvage values is charged to income over the life of the proved reserves using the unit of production method

rJ

WITHHELD COSTS

Costs related to unproved properties and major development projects are excluded from costs subject to depletion until proved

reserves have been determined or their value is impaired Impairment is transferred to costs being depleted or if the properties are

located in cost centre where there is no reserve base the impairment is charged directly to earnings

CEILING TEST

Each cost centres capitalized costs are tested for recoverability at least yearly The test compares the estimated undiscounted

future net cash flows from proved oil and gas reserves based on forecast prices and costs to the carrying amount of cost centre

If the future cash flows are lower than the carrying costs the cost centre is written down to its fair value Fair value is estimated

using present value techniques which incorporate risks and other uncertainties as well as the future value of reserves when

determining estimated cash flows

IMPAIRMENT OF LONG-LIVED ASSETS

Impairment is indicated if the carrying value of the long-lived asset or oil and gas cost centre is not recoverable by the future

undiscounted cash flows If impairment is indicated the amount by which the carrying value exceeds the estimated fair value of the

long-lived asset is charged to earnings

FAIR VALUE OF DERIVATIVE INSTRUMENTS

Periodically Husky utilizes financial derivatives to manage market risk Effective January 2007 Husky adopted CICA section 3855

Financial Instruments Recognition and Measurement section 3865 Hedges section 1530 Comprehensive Income and

section 3861 Financial Instruments Disclosure and Presentation These standards provide the recognition measurement and

disclosure requirements for financial instruments and hedge accounting Refer to Note 19 in the Consolidated Financial Statements
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The estimation of the fair value of commodity derivatives incorporates forward prices and adjustments for quality or location

The estimate of fair value for interest rate and foreign currency hedges is determined primarily through forward market prices and

compared with quotes from financial institutions The estimation of fair value for the Companys embedded derivative and the

forward purchases of U.S dollars to partially offset the fluctuations in foreign exchange related to the embedded derivative is

determined using forward market prices

ASSET RETIREMENT OBLIGATION

Husky has significant obligations to remove tangible assets and restore land after operations cease and Husky retires or relinquishes

the asset The Companys ARO primarily relates to the upstream business The retirement of upstream assets consists primarily of

plugging and abandoning wells removing and disposing of surface and subsea equipment and facilities and restoration of land to

state required by regulation or contract Estimating the ARO requires us to estimate costs that are many years in the future Restoration

technologies and costs are constantly changing as are regulatory political environmental safety and public relations considerations

Inherent in the calculation of the ARO are numerous assumptions and judgments including the ultimate settlement amounts 69

future third-party pricing inflation factors credit adjusted discount rates timing of settlement and changes in the legal regulatory

environmental and political environments Future revisions to these assumptions result in changes to the ARO

EMPLOYEE FUTURE BENEFITS

The determination of the cost of the post-retirement health and dental care plan and defined benefit pension plan reflects number

of assumptions that affect the expected future benefit payments These assumptions include but are not limited to attrition

mortality the rate of return on pension plan assets and salary escalations for the defined benefit pension plan and expected health

care cost trends for the post-retirement health and dental care plan The fair value of the plan assets are used for the purposes of

calculating the expected return on plan assets

Ui

LEGAL ENVIRONMENTAL REMEDIATION AND OTHER CONTINGENT MATTERS

Husky is required to both determine whether loss is probable based on judgment and interpretation of laws and regulations and

determine that the loss can reasonably be estimated When the loss is determined it is charged to earnings Husky must continually

monitor known and potential contingent matters and make appropriate provisions by charges to earnings when warranted by LJ

circumstances

INCOME TAX ACCOUNTING

The determination of the Companys income and other tax liabilities requires interpretation of complex laws and regulations often

involving multiple jurisdictions All tax filings are subject to audit and potential reassessment after the lapse of considerable time

Accordingly the actual income tax liability may differ significantly from that estimated and recorded by management

BUSINESS COMBINATIONS

Under the purchase method the acquiring company includes the fair value of the various assets and liabilities of the acquired entity

on its balance sheet The determination of fair value necessarily involves many assumptions In some circumstances the fair value

of an asset is determined by estimating the amount and timing of future cash flow associated with that asset The actual amounts

and timing of cash flow may differ materially and may possibly lead to an impairment charged to earnings

GOODWILL

In combination with purchase accounting any excess of the purchase price over fair value is recorded as goodwill Since goodwill

results from the culmination of purchase accounting described above it too is inherently imprecise Goodwill must be assessed

annually for impairment and necessarily requires the judgmental determination of the fair value of assets and liabilities
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10.0 New and Pending Accounting Standards

NEW

Inventories

Effective January 2008 the Company adopted the Canadian Institute of Chartered Accountants CICA section 3031

Inventories which replaced CICA section 3030 of the same name The new guidance provides additional measurement and

disclosure requirements and requires the Company to reverse previous impairment write-downs The transitional provisions of

section 3031 provided entities with the option of applying this guidance retrospectively and restating prior periods in accordance

with section 1506 Accounting Changes or adjusting opening retained earnings and not restating prior periods The adoption of

this standard did not have an impact on the Companys financial statements

Financial Instruments Disclosure and Presentation

Effective January 2008 the Company adopted CICA section 3862 Financial Instruments Disclosures and CICA section 3863
70

Financial Instruments Presentation which replaced CICA section 3861 Financial Instruments Disclosure and Presentation

Section 3862 outlines the disclosure requirements for financial instruments and non-financial derivatives This guidance prescribes

an increased importance on risk disclosures associated with recognized and unrecognized financial instruments and how such risks

are managed Specifically section 3862 requires disclosure of the significance of financial instruments on the Companys financial

position In addition the guidance outlines revised requirements for the disclosure of qualitative and quantitative information

regarding exposure to risks arising from financial instruments

The presentation requirements under section 3863 are relatively unchanged from section 3861
-J

Capital Disclosures

Effective January 2008 the Company adopted CICA section 1535 Capital Disclosures This new guidance requires disclosure

about the Companys objectives policies and processes for managing capital These disclosures include description of what the

Company manages as capital the nature of externally imposed capital requirements how the requirements are incorporated into

the Companys management of capital whether the requirements have been complied with or consequence of non-compliance and

an explanation of how the Company is meeting its objectives for managing capital In addition quantitative disclosures regarding

capital are required

PENDING

Goodwill and Intangible Assets

In February 2008 the CICA issued CICA section 3064 Goodwill and Intangible Assets which will replace CICA section 3062 of

the same name As result of issuing this guidance CICA section 3450 Research and Development Costs and Emerging Issues

Committee Abstract No 27 Revenues and Expenditures during the Pre-Operating Period will be withdrawn This new guidance

requires recognizing all goodwill and intangible assets in accordance with CICA section 1000 Financial Statement Concepts

Section 3064 will eliminate the current practice of recognizing items as assets that do not meet the section 1000 definition and

recognition criteria

As of January 2009 the Company will retroactively adopt CICA section 3064 This adoption will result in reduction of

retained earnings at January 12007 of $9 million reduction of earnings after tax of $3 million and $13 million for the years ended

December 31 2008 and 2007 respectively and reduction to assets of $36 million and $31 million as at December 31 2008 and

2007 respectively
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Business Combinations

In December 2008 the CICA issued section 1582 Business Combinations which will replace CICA section 1581 of the same name

Under this guidance the purchase price used in business combination is based on the fair value of shares exchanged at their market

price at the date of the exchange Currently the purchase price used is based on the market price of the shares for reasonable

period before and after the date the acquisition is agreed upon and announced This new guidance generally requires all acquisition

costs to be expensed which currently are capitalized as part of the purchase price Contingent liabilities are to be recognized at fair

value at the acquisition date and remeasured at fair value through earnings each period until settled Currently only contingent

liabilities that are resolved and payable are included in the cost to acquire the business In addition negative goodwill is required

to be recognized immediately in earnings unlike the current requirement to eliminate it by deducting it from non-current assets in
lii

the purchase price allocation Section 1582 will be effective for Husky on January 2011 with prospective application

International Financial Reporting Standards

In January 2006 the Canadian Accounting Standards Board AcSB adopted strategic plan for the direction of accounting
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standards in Canada In February 2008 as part of its strategic plan the AcSB confirmed that Canadian publicly accountable entities

will be required to report under International Financial Reporting Standards IFRS which will replace Canadian GAAP for years

beginning on or after January 2011 An omnibus exposure draft was issued by the AcSB in the second quarter of 2008 which

incorporates IFRS into the CICA Handbook and prescribes the transitional provisions for adopting IFRS

The Company commenced its IFRS transition project in 2008 which includes four key phases

Project awareness and engagement This phase includes identifying and engaging the appropriate members for the core IFRS

transition team steering committee and other representatives as required In addition this phase includes communicating the

key project requirements and objectives to the areas of the organization that will be impacted by IFRS conversion including the

Companys senior executive management team Board of Directors and Audit Committee

Diagnostic This phase includes an assessment of the differences between current Canadian GAAP and IFRS focussing on the

areas which will have the most significant impact to Husky preliminary conversion roadmap has been prepared as part of this

phase

Design planning and solution development This phase focuses on determining the specific impacts to the Company based on

the application of the IFRS requirements This includes the design and development of detailed solutions and work plans by each F-

key area to address implementation requirements In addition impact analysis will be performed on all areas of the business

including tax and information technology systems Accounting policies will be finalized first-time adoption exemptions will be

considered draft financial statements and disclosures will be prepared and detailed implementation plan and timeline will be

developed This phase also includes the development of training plan

Implementation This phase includes implementing the required changes necessary for IFRS compliance The focus of this

phase is the finalization of IFRS conversion impacts approval and implementation of accounting and tax policies implementation

and testing of new processes systems and controls execution of customized training programs and preparation of opening IFRS

balances

Corporate governance over the project has been established and steering committee and project team have been formed This

committee is comprised of members of senior executive management and is responsible for final approval of project recommendations

and deliverables to the Audit Committee and Board Due to the scope of the IFRS project the Company ensured that the appropriate

stakeholders have been engaged by establishing project advisory committee which includes representatives from each area of the

organization that will be significantly impacted Husky has also engaged an external advisor to assist with the IFRS conversion process
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The Company has completed the diagnostic assessment phase by performing comparisons of the differences between Canadian

GAAP and IFRS The Company has determined that the most significant impact of IFRS conversion is to property plant and

equipment IFRS does not prescribe specific oil and gas accounting guidance other than for costs associated with the exploration

and evaluation phase The Company currently follows full cost accounting as prescribed in Accounting Guideline AcG 16 Oil and

Gas Accounting Full Cost Conversion to IFRS may have significant impact on how the Company accounts for costs pertaining

to oil and gas activities in particular those related to the pre-exploration and development phases In addition the level at which

impairment tests are performed and the impairment testing methodology will differ under IFRS IFRS conversion will also result in

other impacts some of which may be significant in nature These impacts continue to be assessed by the Company At this time the

impact on the Companys financial position and results of operations is not reasonably determinable or estimable for any of the

IFRS conversion impacts identified

The Company is currently completing the design planning and solution development phase Project team members have been

working in conjunction with representatives from the various operational areas to evaluate the specific impacts of IFRS conversion

72
to Husky and to develop recommendations and accounting policies Communication training and education are critical aspect of

the Companys IFRS conversion project therefore training and education sessions will continue throughout each phase of the project

In September 2008 the International Accounting Standards Board IASB issued an exposure draft which proposes additional

exemptions for entities adopting IFRS for the first-time One of these proposed exemptions relates to companies using the full cost

method of accounting If the exposure draft is finalized this exemption will allow entities to allocate their oil and gas asset balance

as determined under full cost accounting to the IFRS categories of exploration and evaluation assets and development and

producing properties This exemption would relieve entities from significant adjustments resulting from retrospective adoption of

IFRS The Company intends to utilize this exemption if it is approved and finalized as part of IFRS Husky is also evaluating other

first-time adoption exemptions available upon initial transition which give relief from retrospective application of IFRS

In addition the Company is monitoring the IASBs active projects and all changes to IFRS prior to January 2011 will be

incorporated as required

11.0 Reader Advisories

11.1 FORWARD-LOOKING STATEMENTS

Certain statements in this document are forward-looking statements or information collectively forward-looking statements

within the meaning of the applicable Canadian securities legislation Section 21E of the United States Securities Exchange Act of

1934 as amended and Section 27A of the United States Securities Act of 1933 as amended The Company is hereby providing

cautionary statements identifying important factors that could cause the Companys actual results to differ materially from those

projected in these forward-looking statements Any statements that express or involve discussions as to expectations beliefs

plans objectives assumptions or future events or performance often but not always through the use of words or phrases such as

will likely result are expected to will continue is anticipated estimatedintend plan projection could vision

goals objective and outlook are not historical facts and may be forward-looking and may involve estimates assumptions and

uncertainties which could cause actual results or outcomes to differ materially from those expressed in the forward-looking

statements In particular forward-looking statements include the Companys general strategic plans the Companys response to

the current global economic environment the Companys integrated oil sands joint development including the Sunrise oil sands

project schedule and phased development and Toledo refinery modifications Huskys White Rose oil field drilling development and

production plans and East Coast exploration programs the schedule of Huskys offshore China drilling programs the schedule for

the Liwan projects facility design the Companys development plans for the Madura BD field in Indonesia East Bawean II drilling

programs the Gull Lake project startup date the planned total depth for the Gray 31-23 well and the Toledo operational integrity
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and plant performance program Accordingly any such forward-looking statements are qualified in their entirety by reference to and

are accompanied by the factors discussed throughout this document Among the key factors that have direct bearing on Huskys

results of operations are the nature of the Companys involvement in the business of exploration for and development and production

of crude oil and natural gas reserves and the fluctuation of the exchange rates between the Canadian and United States dollar

Although the Company believes that the expectations reflected by the forward-looking statements presented in this document

are reasonable the Companys forward-looking statements have been based on assumptions and factors concerning future events

that may prove to be inaccurate Those assumptions and factors are based on information currently available to the Company about

itself and the businesses in which it operates Information used in developing forward-looking statements has been acquired from

various sources including third party consultants suppliers regulators and other sources

The Companys Annual Report to shareholders and other documents filed with securities regulatory authorities accessible through

the SEDAR website www.sedar.com and the EDGAR website www.sec.gov describe the risks material assumptions and other factors

that could influence actual results and which are incorporated herein by reference

Further any forward-looking statement speaks only as of the date on which such statement is made and except as required by

applicable law the Company undertakes no obligation to update any forward-looking statement to reflect events or circumstances

after the date on which such statement is made or to reflect the occurrence of unanticipated events New factors emerge from time

to time and it is not possible for management to predict all of such factors and to assess in advance the impact of each such factor

on the Companys business or the extent to which any factor or combination of factors may cause actual results to differ materially

from those contained in any forward-looking statement

11.2 OIL AND GAS RESERVE REPORTING

Disclosure of Proved Oil and Gas Reserves and Other Oil and Gas Information

Huskys disclosure of proved oil and gas reserves and other information about its oil and gas activities has been made based on

reliance of an exemption granted by Canadian Securities Administrators The exemption permits Husky to make these disclosures

in accordance with requirements in the United States These requirements and consequently the information presented may differ

from Canadian requirements under National Instrument 51-101 Standards of Disclosure for Oil and Gas Activities The proved oil

and gas reserves disclosed in this document have been evaluated using the United States standards contained in Rule 4-10 of

Regulation S-X of the Securities Exchange Act of 1934 and Guide of the Securities Act Industry Guides The probable oil and gas

reserves disclosed in this document have been evaluated in accordance with the Canadian Oil and Gas Evaluation Handbook and

National Instrument 51-101 Please refer to Disclosure of Exemption under National Instrument 51-101 in the Annual Information

Form for the year ended December 31 2008 filed with securities regulatory authorities for further information

The Company uses the terms barrels of oil equivalent boe and thousand cubic feet of gas equivalent mcfge which are

calculated on an energy equivalence basis whereby one barrel of crude oil is equivalent to six thousand cubic feet of natural gas

Readers are cautioned that the terms boe and mcfge may be misleading particularly if used in isolation This measure is primarily

applicable at the burner tip and does not represent value equivalence at the well head

Cautionary Note to U.S Investors

The United States Securities and Exchange Commission SEC permits U.S oil and gas companies in their filings with the SEC to

disclose only proved reserves that is reserves that geological and engineering data demonstrate with reasonable certainty to be

recoverable in future years from known reservoirs under existing economic and operating conditions i.e prices and costs as of the

date the estimate is made Husky uses certain terms in this document such as probable reserves that the SECs guidelines strictly

prohibit in filings with the SEC by U.S oil and gas companies U.S investors should refer to Huskys Annual Report on Form 40-F

available from the Company or the SEC for further reserve disclosure
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11.3 NON-GAAP MEASURES

Disclosure of nonGAAP Measurements

Husky uses measurements primarily based on GAAP and also on secondary non-GAAP measurements The non-GAAP measurements

included in this report are Cash flow from operations Operating netback Return on equity Return on capital employed Debt to

capitalization and Corporate reinvestment ratio None of these measurements is used to enhance the Companys reported financial

performance or position These are useful complementary measurements in assessing Huskys financial performance efficiency

and liquidity They are common in the reports of other companies but may differ by definition and application Except as described

below the definitions of these measurements are found in Section 11.4 Additional Reader Advisories

Disclosure of Cash Flow from Operations

Husky uses the term cash flow from operations which should not be considered an alternative to or more meaningful than cash

flow operating activities as determined in accordance with generally accepted accounting principles as an indicator of financial

74 performance Cash flow from operations or earnings is presented in the Companys financial reports to assist management and investors

in analyzing operating performance by business in the stated period Huskys determination of cash flow from operations may not

be comparable to that reported by other companies Cash flow from operations equals net earnings plus items not affecting cash

which include accretion depletion depreciation and amortization future income taxes foreign exchange and other non-cash items

The following table shows the reconciliation of cash flow from operations to cash flow operating activities for the years ended

December 31

millions 2008 2007 2006

Non-GAAP Cash flow from operations 5970 5426 4501

Settlement of asset retirement obligations 56 51 36
Change in non-cash working capital 888 718 544

GAAP Cash flow operating activities 6802 4657 5009

Disclosure of Operating Netback

Operating netback is common non-GAAP metric used in the oil and gas industry This measurement helps management and

investors to evaluate the specific operating performance by product at the oil and gas lease level It is equal to product revenue less

transportation costs royalties and lease operating costs divided by either barrel of oil equivalent or mcf of gas equivalent



Reader Advisories

11.0

11.4 ADDITIONAL READER ADVISORIES

Intention of Managements Discussion and Analysis

This MDA is intended to provide an explanation of financial and operational performance compared with prior periods and the

Companys prospects and plans It provides additional information that is not contained in the Companys financial statements

Review by the Audit Committee

This MDA was reviewed by the Audit Committee and approved by Huskys Board of Directors on February 17 2009 Any events

subsequent to that date could conceivably materially alter the veracity and usefulness of the information contained in this document

Add itional Husky Documents Filed with Securities Commissions

This MDA should be read in conjunction with the Consolidated Financial Statements and related Notes The readers are also

encouraged to refer to Huskys interim reports filed in 2008 which contain MDA and Consolidated Financial Statements and

Huskys Annual Information Form filed separately with Canadian regulatory agencies and Form 40-F filed with the SEC the U.S

regulatory agency These documents are available at www.sedar.com at www.sec.gov and www.huskyenergy.com

Use of Pronouns and Other Terms

Husky and the Company refer to Husky Energy Inc on consolidated basis

Standard Comparisons in this Document

Unless otherwise indicated comparisons of results are for the years ended December 31 2008 and 2007 and Huskys financial

position as at December 31 2008 and at December 31 2007

Reclassifications and Materiality for Disclosures

Certain prior year amounts have been reclassified to conform to current year presentation Materiality for disclosures is determined

on the basis of whether the information omitted or misstated would cause reasonable investor to change their decision to buy

sell or hold the securities of Husky

Additional Reader Guidance

Unless otherwise indicated

Financial information is presented in accordance with GAAP in Canada Significant differences between Canadian and United

States GAAP are disclosed in the U.S GAAP reconciliation contained in Form 40-F and available at www.sedar.com

Currency is presented in millions of Canadian dollars CS
Gross production and reserves are Huskys working interest prior to deduction of royalty volume

Prices are presented before the effect of hedging

Light crude oil is 30 API and above

Medium crude oil is 21 API and above but below 30 API

Heavy crude oil is above 10 API but below 21 API

Bitumen is 10 API and below
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naturally occurring viscous mixture

consisting mainly of pentanes and

heavier hydrocarbons It is more viscous

than 10 degrees API

Prices which are dated less than 15 days

prior to loading for delivery

Short and long-term debt and

shareholders equity

Includes capitalized administrative

expenses and capitalized interest but

does not include proceeds or other

assets

Capital expenditures not including

capitalized administrative expenses or

capitalized interest

Earnings from operations plus non-cash

charges before settlement of asset

retirement obligations and change in

non-cash working capital

Methane CH4 the principal component

of natural gas is adsorbed in the pores

of coal seams

Net capital expenditures capital

expenditures net of proceeds from asset

sales plus corporate acquisitions net

assets acquired divided by cash flow

from operations

Total debt divided by total debt and

shareholders equity

Maximum continuous rated output of

plant based on its design

Implicit or explicit terms in contract

that affects some or all of the cash flows

or the value of other exchanges required

by the contract

Raw materials which are processed into

petroleum products

Preliminary engineering and design

planning which among other things

identifies project objectives scope

alternatives specifications risks costs

schedule and economics

An excavation in the seabed where the

wellheads and other equipment are

situated to protect them from scouring

icebergs

Gross refers to the total number of

acres/wells in which an interest is owned

Net refers to the sum of the fractional

working interests owned by company

companys working interest share of

reserves/production before deduction

of royalties

calculation of companys ability

to pay to meet its interest payment

obligation It is equal to earnings before

income taxes and interest divided by

interest paid before deduction of

capitalized interest

Exchange or transfer of title of gas

that has been received into the NOVA

pipeline system but not yet delivered

to connecting pipeline

substance which has molecular

structure built up mainly or entirely of

many similar units bonded together

Net earnings plus after tax interest

expense divided by average capital

employed

Net earnings divided by average

shareholders equity

method by which the physical

attributes in the outer rock shell of the

earth are determined by measuring with

seismograph the rate of transmission

of shock waves through the various rock

formations

Shares retained earnings and accumulated

other comprehensive income

Long-term debt including current portion

and bank operating loans

lii

In

76

5-

LU

-J

TERMS

Bitumen

Brent Crude Oil

Capital Employed

Capital Expenditures

Capital Program

Cash Flow from Operations

Coal Bed Methane

Corporate Reinvestment Ratio

Debt to Capitalization

Design Rate Capacity

Embedded Derivative

Feedstock

Front End Engineering Design

Glory Hole

Gross/Net Acres/Wells

Gross Reserves/Production

Interest Coverage Ratio

NOVA Inventory Transfer

Polymer

Return on Capital Employed

Return on Shareholders Equity

Seismic

Shareholders Equity

Total Debt
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Proved reserves have been estimated in accordance with the SEC definition set out in Rule 4-10a of Regulation S-X under the Securities Exchange Act of 1934

as follows Proved oil and gas reserves are the estimated quantities of crude oil natural gas and natural gas liquids which geological and engineering
data

demonstrate with reasonable certainty to be recoverable in future years
from known reservoirs under existing economic and operating conditions Prices include

consideration of changes in existing prices provided only by contractual arrangements but not on escalations based upon future conditions

Proved Developed reserves are those reserves that can be expected to be recovered through existing wells with existing equipment and operating methods

Additional oil and gas expected to be obtained through the application of fluid injection or other improved recovery techniques for supplementing the natural forces

and mechanisms of primary recovery are included as proved developed reserves only after testing by pilot project or after the operation of an installed pro gram

has confirmed through production response that increased recovery will be achieved

Proved Undeveloped reserves are those reserves that are expected to be recovered from new wells on undrilled acreage or from existing wells for which

relatively major expenditure is required for recompletion Inclusion of reserves on undrilled acreage is limited to those drilling units offsetting productive units that

are reasonably certain of production when drilled Proved reserves for other undrilled units are included only if it can be demonstrated with certainty that there is

continuity of production from the existing productive formation Estimates for proved undeveloped reserves are not attributed to any acreage for which an

application of fluid injection or other improved recovery technique is contemplated unless such techniques have been proved effective by actual tests in the area

and in the same reservoir

Probable reserves are those additional reserves that are less certain to be recovered than proved reserves It is equally likely that the actual remaining quantities

recovered will be greater or less than the sum of the estimated proved and probable reserves
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bbls barrels mmbtu million British Thermal Units

bps basis points
mmlt million long tons

mbbls thousand barrels MW megawatt

mbbls/day thousand barrels per day NGL natural gas liquids

mmbbls million barrels WTI West Texas Intermediate

mcf thousand cubic feet NYMEX New York Mercantile Exchange

mmcf million cubic feet NIT NOVA Inventory Transfer

mmcf/day million cubic feet per day LIBOR London Interbank Offered Rate

bcf billion cubic feet CDOR Certificate of Deposit Offered Rate

tcf trillion cubic feet SEDAR System for Electronic Document Analysis and Retrieval

boe barrels of oil equivalent
FPSO Floating production storage and offloading vessel

mboe thousand barrels of oil equivalent FEED Front-end engineering design

mboe/day thousand barrels of oil equivalent per day OPEC Organization of Petroleum Exporting Countries

mmboe million barrels of oil equivalent
SAGD Steam-assisted gravity drainage

mcfge thousand cubic feet of gas equivalent MDA Managements Discussion and Analysis

GAAP Generally Accepted Accounting Principles CNLOPB Canada-Newfoundland and Labrador Offshore Petroleum Board

GJ gigajoule
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11.5 CONTROLS AND PROCEDURES

Disclosure Controls and Procedures

Huskys management with the participation of the Chief Executive Officer and the Chief Financial Officer have evaluated the

effectiveness of Huskys disclosure controls and procedures as defined in the rules of the SEC and the Canadian Securities

Administrators CSA as at December 31 2008 and have concluded that such disclosure controls and procedures are effective

to ensure that information required to be disclosed by Husky in reports that it files or submits under the Securities Exchange Act

of 1934 and Canadian securities laws is recorded processed summarized and reported within the time periods specified in SEC

rules and forms and Canadian securities laws and accumulated and communicated to Huskys management including its

principal executive officer and principal financial officer to allow timely decisions regarding required disclosure

Managements Annual Report on Internal Control over Financial Reporting

The following report is provided by management in respect of Huskys internal controls over financial reporting as defined in the

78 rules of the SEC and the CSA

Huskys management is responsible for establishing and maintaining adequate internal control over financial reporting for Husky

All internal control systems no matter how well designed have inherent limitations Therefore even those systems determined

to be effective can provide only reasonable assurance with respect to financial statement preparation and presentation

Huskys management has used the Committee of Sponsoring Organizations of the Treadway Commission COSO framework

to evaluate the effectiveness of Huskys internal control over financial reporting

As at December 31 2008 management assessed the effectiveness of Huskys internal control over financial reporting and

concluded that such internal control over financial reporting is effective and that there are no material weaknesses in

Huskys internal control over financial reporting that have been identified by management

KPMG LLP who has audited the Consolidated Financial Statements of Husky for the year ended December 31 2008 has also

issued report on internal controls under Auditing Standard No of the Public Company Accounting Oversight Board

United States

Changes in Internal Control over Financial Reporting

There have been no changes in Huskys internal control over financial reporting during the year ended December 31 2008 that

have materially affected or are reasonably likely to materially affect its internal control over financial reporting
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SEGMENTED OPERATIONAL INFORMATION

Upstream

Daily production before royalties

Light crude oil NGL mbbls/day

Medium crude oil mbbls/day

Heavy crude oil bitumen mbbls/day

Natural gas mmcf/day

Total production mboe/day

Average sales prices

Light crude oil NGL $/bbl

Medium crude oil $/bbl

Heavy crude oil bitumen $/bbl

Natural gas $/mcf

Operating costs $/boe

Operating netbacks

Light crude oil $/boe

Medium crude oil $/boe

Heavy crude oil bitumen $/boe

Natural
gas $/mcfge

Total $/boe

Net wells drilled

Exploration Oil

Gas

Dry

Development Oil

Gas

Dry

Success ratio
percent

Midstream

Synthetic crude oil sales mbbls/day

Upgrading differential $/bbl

Pipeline throughput mbbls/day

Canadian Refined Products

Refined products sales volumes

Light oil products million litres/day

Asphalt products mbbls/day

Refinery throughput

Lloydminster refinery mbbls/day

Prince George refinery mbblo/day

Refinery utilization percent

23

49

19

2008

04 03 02 01

125.9 121.7 123.6 120.5

26.6 26.9 27.0 26.9

110.7 107.6 105.5 104.3

263.2 256.2 256.1 251.7

571.1 598.3 618.0 590.4

358.4 355.9 359.1 350.1

58.43 114.85 121.71 95.20

47.02 103.60 101.87 74.30

38.83 95.55 89.35 63.91

6.84 8.66 9.14 7.04

10.84 11.20 10.91 10.75

39.42 76.03 79.73 65.39

23.95 67.32 65.34 44.88

18.09 62.22 60.66 40.33

3.94 5.33 6.23 4.50

27.31 58.99 60.85 45.43

34 10

15 11

I.1

79

-j

LJ

LU

2007

04 03 02 01

129.7 133.3 144.3 147.8

27.0 26.7 26.8 27.5

107.8 106.5 105.4 108.0

264.5 266.5 276.5 283.3

617.8 620.1 615.7 640.0

367.5 369.9 379.1 390.0

83.43 76.00 72.28 64.88

55.37 54.55 48.15 46.40

41.13 43.64 38.19 37.63

5.72 5.18 6.91 6.94

9.61 9.60 8.84 8.34

61.39 53.66 59.13 56.14

29.99 28.81 26.95 24.67

21.56 25.11 20.37 21.11

3.60 3.05 4.32 4.24

36.01 33.68 36.91 35.70

23 23 13 20

20 13 56

43 38 17 85

143 203 54 130

56 54 137

10 10

209 264 60 277

252 302 77 362

96 97 96 95

66.5 55.1 32.9 57.8

36.74 30.41 30.41 24.11

497 506 506 493

8.5 9.0 8.6 8.9

24.5 25.9 19.5 17.3

28.8 29.0 18.5 24.7

11.6 10.8 8.4 11.1

101 100 67 90

51 23 91

190 211 73 104

78 88 17 87

20 13

288 312 90 194

339 335 97 285

94 96 100 92

58.2 69.1 51.6 55.6

27.48 26.09 30.12 28.53

493 494 539 504

7.5 8.3 7.9 7.9

21.4 33.9 23.0 17.8

28.8 27.3 26.4 22.0

10.7 7.9 10.5 11.4

99 88 92 84

Operating setbacks are Huskys average prices less royalties and operating costs on per unit basis

Includes associated co-products converted to boe

Includes associated co-products converted to mcfge

Western Canada
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SEGMENTED FINANCIAL INFORMATION

2008

Sales and operating revenues

net of royalties

Costs and expenses

Operating cost of sales

selling and general

Depletion depreciation and

Earnings loss before

income taxes

Current income taxes

Future income taxes

Net earnings loss

Capital expenditures

Goodwill additions

Total assets

2007

Sales and operating revenues

net of royalties

Costs and expenses

Operating cost of sales

selling and general

Depletion depreciation and

amortization

Interest net

Foreign exchange

Earnings loss before

income taxes

Current income taxes

Future income taxes

Net earnings loss

Capital expenditures

Goodwill additions

Total assets

Upstream Midstream

849 800 680 803 382 770 553 380

446 1541 1744 1026 63 89 95 103

123 197 99 166 21 27 14 22

19 265 406 143 14

342 1079 1239 717 44 62 67 72

1174 983 625 798 23 26 28 22S-ssS-s-sS-S
$15653 $14724 $14708 $13114 1349 1481 1497 1434

754 745 702 722

814 751 891 843

41 56 22

91 179 252 241

864 516 636 580

706 545 520 617

14395 14085 13974 14168

366 312 190 284

164 94 39 75

22 25 10 23

137 65 29 51

44 51 74 48

1405 1354 1193 1177

Infrastructure and Marketing

04 03 02 01

2456 4077 3909 3102

2408 4014 3779 2991

2416 4022 3786 2999

40 55 123 103

37 31 28 30

1251 141

28 38 86 72

58 21 10

1486 1802 1300 1322

2617 2524 2521 2555

2509 2423 2445 2461

2516 2430 2452 2468

101 94 69 87

18 29 16

25 11

81 64 48 60

15 36 36

1134 1016 1147 1057

millions

hi

lii

04 03 02 01 04 03 02 01

Upgrading

1295 2341 $2424 1829 445 859

amortization

80
Interest net

Foreign exchange

648 483

455 431 328 413 373 761 546 374

394 369 352 390

cc

LJ

cc

-J

1568 1496 1593 1565 530 406 229 359

358 332 295 323 358 305 186 278

396 413 407 399

Eliminations relate to sales and operatisg revenues between segments recorded at transfer prices based on current market prices and to unrealized intersegment profits in inventories

Excludes capitalized costs related to asset retirement obligations incsrred during the period and the Lima acquisition and the BP joint venture transaction
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Downstream Corporate and Eliminations Total

12.0

hi

Id

3-

vs

-J

Canadian Refined Products

04 03 02 01

673 1187 982 722

636 1130 912 659

20 21 20 20

656 1151 932 679

17 36 50 43

16 25 35 30

63 45 28 19

1381 1562 1630 1396

758 831 709 618

699 717 620 572

19 16 15 16

718 733 635 588

40 98 74 30

16 33 14

52 67 53 20

52 77 43 40

1335 1212 1304 1180

81

U.S Refining and Marketing

04 03 02 01 04 03 02 01 04 03 02 01

1474 2446 2553 1329 1642 3195 3317 2379 4701 7715 7199 5086

2263 2456 2262 1296 1788 3323 3050 2419 4347 5469 4777 3314

50 42 43 19 489 457 436 450

30 28 41 45 31 29 41 46

275 76 10 275 76 10

2314 2499 2305 1316 2025 3363 2996 2357 4592 5879 5260 3820

840 53 248 13 383 168 321 22 109 1836 1939 1266

33 28 59 22 20 32 27 23 176 266 234 225

273 30 27 27 34 125 33 299 298 342 154

534 34 159 336 102 223 12 232 1272 1363 887

70 22 34 14 14 12 1402 1104 734 868

-S-S -$ -SSSs-S-S-S-S
5383 5507 5404 6574 1270 1216 757 551 26522 26292 25296 24391

1340 1043 2053 1949 1889 1853 4760 4351 3163 3244

1234 933 1982 1969 1801 1790 3176 2741 1745 1844

25 22 462 471 440 433

40 46 22 21 40 47 22 21

20 36 20 36

1259 956 1929 1937 1808 1765 3684 3239 2171 2297

81 87 124 12 81 88 1076 1112 992 947

14 14 28 22 27 25 110 99 66 72

16 19 41 37 63 52 108 244 205 225

51 54 111 45 61 1074 769 721 650

S16$ 5$-S-S 20$ 8$ 11$ 5S8535722$653$746
-$5005 -S-SSS-S-s $500$

$3058 $2915 370 136 351 199 $21697 $20718 $17969 $17781
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SEGMENTED CAPITAL EXPENDITURES

millions

2008

04 03 02 01

815

237

10

112

574 497 675

306 93 93

50

53

Upstream

Western Canada

East Coast Canada and Frontier

Northwest United States

International

Midstream

Upgrader

Infrastructure and Marketing

Downstream

Canadian Refined Products

U.S Refining and Marketing

Corporate

35 30
lii

lii

82

LJ

-J

1174 983 625 798

23 26 28 22

58 21 10

81 47 33 32

63 45 28 19

70 22 34

133 67 62 26

14 14 12

1402 1104 734 868

2007

04 03 02 01

594 451 433 553

87 73 62 59

25 21 25

706 545 520 617

44 51 74 48

15 36 36

59 87 79 84

52 77 43 40

16

68 82 43 40

20 11

853 722 653 746

Note Excludes capitalized costs related to asset retirement obligations incurred during the period and the Lima acquisition and the BP joint venture transaction
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ConsoUdated Statements of Changes Sharehoders Equity

2008 07

3551 3533 3523

17 18 10

3568 3551 3533

8176 6087 3997

3754 3214 2726

1469 917 636

212

10461 8176 6081

77
18

607 1.75

165 102

14

436 59

End of year 359

Shameholdems equity 14388 11650

The accompany not to the onsohdo ted to ic statements are an into rai pat of them statements

9620



Consolidated Statements of Cash Flows

Ycoa area Derrer be 31 ml of of/ar 2008

Operating activities

Net earnings 3754 3214 726

Items not affecting cash

Accretion rote/C 54 47 45

Depletion depreciation and amortization 1832 1806 599

Future income taxes 495 566 102

Foreign exchange 94 1a5 3i

Other 71 72 32

Settlement of asset retirement obligations note /6 56 16

Change in non cash working capital in 888 718 544

Cash flow operating activities 68O2 4657 6009

Financing activities

Lonqterm debt issue 949 7222 1226

long term debt repayment 22O5 3722 1493

Settlement of cross currency swap
47

Debt issue costs

Proceeds from exercise of stock options

Proceeds from monetization of financial instruments 12

Dividends on common shares 1469 1129 636

Other

Change in non cash working capital are 146 60 678

Cash flow financing activities 2559 433 1626

Available foi investing 4243 5090 3383

Investing activitics

cupital expenditures 4O6O 2931 31 71

Corporate acguisition note 2589

Joint venture ai rangeme Thote /0 127

Asset sales 37 333 34

Other 13 44

Change in non cast working capital inc 371 93 40

Cash flow investing activities 3538 5324 3109

Increase decrease in cash and rush equivalents 705 234 274

Cash and cash equivalents at beginning year 208 44 168

Cdsh aiid cash equivalents dt end of year 913 $208 44

The 3C Ofl5dfl ig
no/ac are daied elements the cc i/c rd/p ut of iSaac at te ret
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Note Nature of OperaUons and Orqanzaton

Hussy Fnergy Inc cussy or the Company is puol cry traded integrated energy ann energrelatea company neadquartered

in Calgary Alberta Canada

Management has segmented the Companys business based on differences in products and services and management

responsibility The Companys business is conducted predominantly through three major business seg nents upstream midstream

and downstream

Upstream includes exploration for devclopment and production of crude oil natural gas and natural gas liquids the Companys

upstream operations are lorated primarily in Western Canada offshore Eastern Canada offshore Greenland offshore China and

offshore Indonesia

Midstream includes upgrading of heavy crude oil feedstock into synthetic rude oil upgrading marketing of the Company sand

other producers crude oil natural gas natural gas liquids sulphur and petroleum coke and pipeline trarrsportatron and processing

of heavy crude oil storage of crude oil diluont and natural gas and cogeneration of electrical and thermal energy infrastructure

and marketing

Downstream includes refining in Canada of crude oil and mai keting of efined petroleum pi oducts including gasoline diesel

ethanol blended fuels asphalt and ancillary products and production of ethanol Canadian refined products and refining in the US

of primarily crude oil to produce and market gasoline let fuel and diesel fuels that meet U.S clean fuels standards U.S efining

and marketing

Note Signiflcant Accountnq PoUcies

Principles of Consolidation and the Preparation of Financial Statements

These financial statements are prepared in accordance with Canadian generally accepted accounting principles GAAP which in

the case of the Company differ in certain respects from those in the United States These differences are described in the section

Reconciliation to Accourrting Principles Generally Accepted in the United States contained in Form 40 filed with the United States

Securities and Exchange Commission and available at www.sec.gov

The consolidated financial staterrrents include the accounts of Husky Energy Inc and its subsidiaries after the elimination of

intercompany balances and transactions The Company consolidates all investments in which it has either direct or rrrdirect voting

ownership in excess of 50% In addition Gre Company consolidates variable interest entities when it is deemed to be the primary

benefciary and proportionately consolidates joint venture entities

Substantially all of the Companys upstream activities are conducted jointly with third parties and accordingly the accounts

reflect the Companys proportionate share of the assets liabilities revenues expenses and cash flow from these activities

Use of Estimates

The preparation of financial statements in conforrrrity with Canadian GAAP requires management to make istimates and

assumptions that affect the reported amounts of assets and liabilities and disclosures of contingencies if any as at the date of the

financial statements and the reported amounts of revenues and expenses during the period Specifically amocrnts recorded for

depletion deprecraton amortization of accretion expense asset retirement obligations fair value measurements management

contracts employee future benefits and amounts used in impairment tests for intangble assets goodwill inventory and operty

plant and equipment are based on estimates these estimates include petroleum and natural gas reserves future petroleum and

natural gas prices future interest rates and future costs required to develop those reserves as well as other fair value assumptions

By their nature these estimates are subject to measurement uncertainty and changes in such estimates in future yers could

require material rhange on the financial strtements

Cash and Cash Equivalents

Cash and cash equivalents consist of cash on hand less outstanding cheques and deposits with maturity of less than three months

at the time of purchase When outstanding cheques are in excess of cash on hand the excess is reported in bank operating loans



Inventories

Crude of natural gas refined petroleum products and purchasnd sulphur inventories are valued it the rower of coct net realwehle

value Costs determined using average cost or on first in first out basis as appropriate Materials parts and supplies arc valued

at thc lowcr of average cost or net realizable value Cost consists of raw material labour rect overhead and transpoi tation Previous

impairment write downs are reversed when there is change in the situation that caused the impairment lntersegment profits arc

eliminated

Precious Metals

Thu Company uses procous metals in conjunction with catalyst as part of the do vnstream U.S refining process These prec ous

metals remain intact however there is loss during the reclamat on process The estimated loss is amortizcd to operatng cxpensos

over he pci od that the precious mstal is in use which is approximately two to five years After the reclamation process thc actual

loa is coriparcd to tc cstknated loss and any difcrence recgnized in earning

ft Property Plant and Equipment

Oil and Gas

the ompany employs the full cost method of accounting for oil and gas interests whereby all costs of acguisition exp oration for

and development of oil and gas reserves are capitalized and accumulated within cost centies on countryby country basis Such

costs include land acquisition geological arid geophysical activity drilling of productive and non productive wells carrying costs

directly related to unproved properties and administrative costs directly related to exploration and development activities

Depletion of oil and gas properties and depreciation of associated product on facilities are calculated using the unit of production

method based on gross piovcd oil arid gas rcscrves as estimated by the Companys engineers for each cost centre Depreciation

of gas plants and cnrtamn other oil and gas far ilities provided using tmlm rtraigbtiine mcthocl basert or the ectirrmated ecefei live

Costs subject to depletion and depreciation include both the ctimated costs roguerd to develop proved undevlopeo reserves arid

the associated addition to the asset retrement obligations In the normal course of operations retirements of oil and gas interests

re iccounted for by charging the asset cost net of any proceeds to accumulated depletion or depreciation Gains or losses on the

disposition of oil and gas properties are not recognized unless the gain or loss changes the depletion rate by O% or more

Costs of acquiring and evaluating significant unproved oil arid gas interests are excluded from costs subject to depletion and

depreciation until it is determined that proved oi and gas reserves are attributable to such nterests or until impairment occurs

Costs of major development protests are excluded from costs subjmt to depletion and depreciation until proved dcvelopcd resErves

hive been attributed to portion of the property or the property is determined to be impaired

Impairment losses are recognized when the car rying amou it of cost centre exceeds the sum of

ttro undscounted cash flow expected to result from product on from proved mess yes ascd on forec ast oil and oas prices id

costs

the costs of unproved properties less impairmerit and

the costs of major development projects less impairment

The amount of impairrrrent loss is determined to be thu amount by which thc carrying amcunt of the cost centre cx cods the

sum of

the fair value of proved arid probable reservcs calculated us rig prcsent valcie tec hnique that uses the cash flows cxoccted to

result fr ore product on of the proved reserves and portior of the probable reserves discounted using risk free atc and

the ost less impairment of unproved properties and major development Pr Ole .ts that cto not have probab reserves

atb ibutnd to them

ii Ofher Plant and Lquipmenf

Depreciatr for substantially all other plant and equipment except upgrading assets is provided cising the straight line method

baseo on estimated useful lives of assets which range from five to th rty five years epr eciation for upgrading assets is provided

using the unit of production method bascd on the plants estimated productive life Repars and mauitenarrce costs other than

erajor turnaround costs are charged to earnings as incurred Ce tarn turnaround costs are deferred to other assets when incurred

and amortized over the estimated period of time to the next scheduled turnaround At the time of dispos tion of pant arid equipment

accounts are relieved of the asset values and accumulated depreciation and any resulting gain or loss is reflected in eirnrngs
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Foreign exchange for the years ended December 31 was as fofows

2008 2007 2006

Gain loss on translation of US dollar denominated longterm debt 217 197
Cross cun ency swaps 83
Contribi tion receivable 228
Other gans losses 241 84 21

335 51 24

Other gains and losses include realized and unrealzed foreign exchange gains and losses on working capital

Credit F8cilrties

The revolving syndicated credit facility allows the Company to borrow up to 51.25 billion in either Canadian or U.S ourrenry from

group of banks on an unsex ured basis The facility is strurtured as five year committed revolving credit facility Interest rates vary

based on Canadian prime Bankers Acceptanre U.S BOB or U.S base rate depending on the borrow ng option selected and credit

ratings assigned by certain credit rating agencies to the Companys rated se xor unsecured debt

The Companys $150 million revolving bilatei al credit facilities have substantially thc same terms as the syndicated ciedit facility

In July 2007 the Company obtained U.S $1.5 billion of shorCterm bridge financing at an interest rate based on U.S LIBOR

maturing June 26 2008 to facilitate closing the acguisition of the Lima Ohio refinery On September 11 2007 the Company

refinanced U.S $750 million with long4erm notes The remaining budge financing of U.S $750 million was repaid in June 200$

As at Decerriber 31 2008 there were no borrowings under the syndical ed credit facility or the bilateral credit facilities See

Note 23 for debt covenants

Notes and Debentures

On September 21 2006 Husky filed shelf prospectus which enabled the Company to offer up to U.S $1.0 billion of debt securities

in the United States until October 21 2008 During the 25 month period that the prospectus remained effective debt securities

could be offered in amounts at prices and on terms to be determined based on market conditions at the time of sale and 5y forth

in an accompanying prospectus suppleme In 2007 U.S $750 million of debt securities wore issued under this shelf prospectus

The 6.25% and the 6.15% notes represent unsecured securities undcr trust indenture dated Juno 14 2002 Interest is payable

semi annually

the 7.5% debentures represent unsecured securities unde trust indenture dated October .31 1996 Interest is payable

semi annually

The 6.20% and the 6.80% notes represent unsecured securities under trust indenture dated September 2007 During 2008

the Company repurchased U.S $63 million of the 6.80% notes Interest is payable semtannually

he 8.90% capital securities represented unsecured securities under an indenture dated August 10 1998 On June 12 2008 the

Company initiatcd cash tender offer to purchase any and all of the 8.90% capital securities the tender offer expired on July 11

2008 at whk date U.S $214 million or 95% of the capital securities had been tendered The settlement date occurred July 11

2008 The remaining capital securities weie redeemed on August14 2008

The 6.95% medium term notes Series represented unsecurxd securities under trust indenture dated May 1999 and were

redeemed in August 2008 at redemption price including accrued interest of $208 million

The 6.85% medium term notes Series represented unsecured securities under trust indenture dated Febi uary .3 1997 and

matured in 2007

The 7.125% notes represented unsecured securities under trust indenture dated October 31 1996 and matured in 2006

The 845% sen or secured bonds represented securities under trust indenture dated July 201999 that were redeemed in full

on February 200s



the notes and debentures disclosed above are redeemable unless otherwise stated at the option of the Company at ny time

at redemption price equai to the qisator of the par value of the cecurities and the som of the present values tb remaining

scheduled payments discounted at rate calculated using comparable U.S Treasury Bond rate for U.S dollar denominated

secuoties or Covernment of Canada Boi rate for Canadian dollar denominated securities plus an applicable spread

he ompanys notes debentures credit facilities and short term lines of credit rank equally

Commencing in 2007 debt issue co ts have been reclassified to long term debt with the adoption of CICA section 3855

nancial Instruments Recognition and Measurement Previously these deferred costs weie included in other assets As at

December 31 2006 other assets included $12 million of deferred debt issue costs

the unamortized portion of tIe gain on previously unwound interest rate swaps that would be designated as fai value hedges

is included in thc carrying value of long term debt with the adoption of Canadian Financial Instruments Standards in 2007

Note 16 Other Lonqterm Liabifities

2008 20cc

Asset retirement obligations
711 662 62

Cross currency swaps
ri 19 107 40

Interest rate swaps
37

mployee future benefits note 20 81 69 30

Capital lease obligations
44 36

Stock based compensation note IC
13

Other
43 31 23

898 918

efct Ic 22 tinac Intumi ent ok t0ctcr

Asset Retirement Obligations

At December .31 2008 the estimated total undiscounted inflation adjusted amount required to settle the asset retirement

obligations was $5.4 billion These obligations will be settled based on the useful lives of the underlying assets which currently

extend an average of 30 years into the future This amount has been discounted using credit adjusted risk free rates rang nq from

6.2% to 9.6%

Changes to the asset retirement obligations were as follows

2008 2007

Asset retirement obligatiors at beginning of year
662 622 baT

Liabilities incurred/acquired
56 57 35

liabilities disposed
13

Liabilities settled 56 51 36

Revisions
/2

Accretion 54 47 45

Asset retirement obligations at end of year
711 $66 $622

Accreto rck Jed in oct of sIes end cpe tnq ecpn Cs
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Stock Options

At Decomber 31 2008 50.5 million comrron shares were reserved for issuance under the Company stock option plan The stock

option pla is tandem plan that provides the stock option holder with the right to exercise the option or surrender the option for

cash payment The exercise price of the option is equal to the weighted average trading price of the Companys common shares

during the five trading days prior to the date of the award When the option is surrendered for cash the cash payment is the

difference between the weighted average trading price of the Companys common shares on the trading day prior to the surrender

date and the exercise price of fhe option

Under the terms of the original stock option plan the options awarded have maximum term of five years and vest ovei thiee

years on the basis of oneThird per yeac Effective February 26 2007 the Board of Directors approved amendments to the

Companys stock option plan to also provide for performance vesting of stock options Shareholder iatification was obtained at the

Annual and Specia Meeting of Shateholdrrs on April 19 2001 Performance options granted may vest in up to one third increments

if the Companys annual total shareholder return stock price appreciation and cumulative dividends on reirtvested basis falls

within certain percentile ranks relative to its industry peer group The ultimate number of performance options that vest will depend

upon the Companys performance moasuied over three calendar years If the Companys performance is below the specified level

compared with its industry peer group the performance options awarded will be forfeited If the Companys performance is at or

above the specified level compared with its industry peer group the number of performance options exercisable shall be

determined by the Companys relative ranking Stock compensation expense related to the performance options is accrued based

on the price of the common shares at the end of the period and the anticipated performance factor This expense is recognized ovr

the threeyear vesting period of the performance options

As result of the special $0.25 per share dividend that was declared in February 2007 downwaid adjustment of $0175 was

made to the exercise price of all outstanding stock options effective February 28 2007 in acLordance with the tsr ms of the stock

option plan under which the options were issued

The following options to purchase common shares have been awarded to officers and certain other employees

wcrqhted Werqhtsd

Numbci Average Avnrxig Options

of Optr rs Exercise cant actu ri rcivable

rhousan is Pr iccs ifs yeai trrousancIs

December 31 2005 14570 12.91 3066

Granted 1804 35 71

Exercised for common shares 287 1115

Surrendered for cash 3902 11.97

Forfeited 529 21.41

Decembei 31 2006 11656 16 40 4463

Granted 26926 41 65

Exercised for common shares 423 11.84

Surrendered for cash 5147 13 40

Forfeited 2881 40 41

December 31 2007 30131 3118 4494

Granted 7596 41.18

Exercised for common shares 395 13.65

Surrendereo foi cash 14132 22.50

Forfeited 23 41.58

December 31 2008 30827 4010 7239



.uttand Option Oons xci xi-As at Dacember 31 2008

We ttOd ht.d i5eii fri

Numbs A\erw Ascii NuiTLe Ax isj

tic Cxc cr151 Contixctuai cf Opt cx xc

miii jc xcrc xc Pi Lb is mdc PH us de cr1151 thousan ccx

$11.67$11.99 1138 11.74 1138 11 74

$1200 $17.99 52 15.46 52 15.46

$1800 $2799 224 2643 224 2643

$2800 $3699 2124 3240 314 3543

$3700 $3999 833 39.49 133 3820

$40.00 $40.99 2417 40 88 289 40 85

$41.00 $45.02 24039 42.24 5093 .11.58

30827 40.10 7239 36 95

Dividends

During 2008 the Company declared dividends of $1 73 pci common share 2007 $1.33 pcr common share 2006 $075 per

common shaie including special dividend of $0.25 per common share ri 2007

Note 2O Employee Future Benefits

Canada

The Compary currently ptosides defined contrbution pension pian for all qualified opioye Tho Company also maintains

defined benefit pension plan which is closed to new entrants and all current participants are vestcd The Company also provides

cci tam health and dental coverage to its retirees which is accrueo over the expected averagc remaining sei vice life of the employees

Defined Benefit Pension Plan

Weighted average long term assumptions aie based on indepndent historical and projected references and are noted below

2LO

Discount rate pc cent

ongterm rate of increase in compensation levels prrcni

Long1erm rate of return on plan assets ccent

The discount rate used at the end of 2008 to determine the accrued benefit obligation was 6.3%

The long term rate of return on the assets was determined based on management best estimate and the historical rates of

isturn adjusted pci iodically The rate at the end of 2008 was 70%

The status of the defined benefit pension plan at December 31 was as follows

Benefit Obligation 20 mi

Benefit obligation beginning of year 150 149 138

Curtent service cost

lntei est cost

Benefits paid

Actuarial gains losses

Benefit obligation end of year

2008 2007

63

50

7.0

50

5.0

5.0

50

75

2008 200

19

132 150 149
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PosLretirement Health and Dental Care Plan

the discount mte used the calculation of the benebt obagotion aias 66% The average health cam cost trend used was 907o

which reduced by 050% until 2016 fhc average dental care cost trend used was 4% which remains constant

ito status of the posPrebrement health and dental care plan at December31 was as follows

Bene fit Obligation 2008

Benefit obhgation beginmng of year 54 49 33

Current service cost

Interest cost

Benefits pard

Actuarral game losses 12

Berefit oblicratron end of year 53 564 49

Funded Status of Plan 2008

Beneft obligation 53 54 49
Unrecognrzed losses 10 17 19

Arc ued benefit Irabirty 43 37 30

he assumed health care cost trend can have srgnifie mt effect on the amounts reported for Huskys post etiremr it health

and dental care plan one percent increase and decrease icr the assumed trend rate wou have th followrnq effect

ffect on total servce and nterest cost components LB 14
Ltfect on post retirement benefit obligation 114 89

Pension Expense and Posbretirement Health and Dental Care Expense

he expenses for the yea ended December 31 were as follows

Perrsior Expense 2008

Defned benefrt pension plan

mployer current service cost

ntorest cost

xpcc ted return on plan aeta 10 10
Amortzatmon of net actuarial losses

Defined contributmora pens on plan 20 18 16

Total expense 23 20 $21
Pnsf retirement Health anid tenful Care EXpernse 2008 20

Employer current ser vice cost

lntcrest cost

Amortzatiori of act actuarial losses

Total expense $8 $1



Future Benefit Payments

inc rollowing table discioses the cur renc stirriate of future benefit payments

trw Benefit Post tin rns ti

ncror POn nec Dental us inn

2009

2010

2011 10

2012 10

2013

2014 2018 53 12

United States

Defined Benefit Pension Plan

As at December31 2008 the benefit obhgahon was $5 million 2007 $1 million and the fair value of the plan assets was $4 mdlion

2007 $1 million the cflscoont rate used at the end of 2008 fo determine the accrued benefit obligation was 60% 2007 61%

Doring 2008 Husky contriboted $2 million to the dehned benefit pension plan assets and corrently plans to contribute $3 million

in 2009

Pc wion expense for 2008 was $2 million six months ended December 31 2001 $1 million

Defined Contribution Pension Plan

The Companys contribution to the 09 401k plan was $26 million in 2008 007 $0.9 million

Postretirement Welfare Plan

As at December 31 2008 the benefit obligation was $13 million 2007 $33 million The discount rate used at the end of 2008 to

determine the accrued benefit obligation was 610% 2007 629%
Post retirement welfare expense for 2008 was $3 million six months ended December 31 200/ $1 million

Note 21 Related Party Transactions

IransAlta Power .P IAPLP is under the indirect control of Huskys principal shareholders TAPLP is 4999% owriei in

TransAlta Cogoneration L.P TACLP which is the Companys joint venture partner for the Meridian cogeneration facility at

Lloydminster The Company sells natural gas to the Meridian cogeneration faility and other cogoneration facilities owned by TACLP

These natural gas sales are related party tiansactiens and have been measured at the exchange amount For 2008 the total value

of natural gas sales to the Meridian and ether cogeneratio facilities owned by JACI was $129 million 2007 $104 mi lien At

December 31 2008 the total value of accounts ieceivahles related to these transactions was rril 200/ $10 million

Note 22 Financi nstruments and Risk Factors

Details of the Companys significant accounting policies for the recognition and measijrement of financial insti uments and the basis

for which income and expense are recognized are disclosed in Note significant Accounting Policies

Risk Management Overview

Tire Cur rrpany is exposed to market risks related to the volatility of commodity prices foreign exchange rates and nterest rates In

certain instances the Company uses derivative instrumc rits to manage Crc Companys exposure to these sks The Company

employs risk management strategies and policies to ensure that any exposures to risk are in compliance with the Companys

business objectives and risk tolerance levels Risk management is ultimately established by the Companys Board of Directors and

is im lemented and monitored by senior management within the Company



Fair Value of Financial Instruments

Tim Companys ancial nb urnents at Decemher 31 2108 included cash and cash equivalents arTnuunts ecaivahle conb ibuton

receivable bank operating loans accounts payable and accrued habilities contribution payable long term debt the der ivatve

porbon of cash flow hedges and freestanding derivatives

The carrying value of cash and cash equivalents accounts receivable bank operating loans accounts payable and accrued

lisbilities approximates their fair value due to the short1errn maturity of these investments

At December 31 2008 the carrying value of the contribution receivable and contribution payable was $1.5 billion and $1.7 billion

respectively The fair value of these financial instruments is nof read ly determinable due to uncertainties regarding timinq of the

cash flows Refer to Note 10 Joint Ventures

The estimation of the taP value of commodity derivatives incorporates foi ward prices and adjustments for quality or locotion

The estimation of the fair value of interest rate and foreign currency derivatives incorporates forward market prces which are

compared to quotes received from financial institutions to ensure reasonability

he fair value of long term oebt is thc present value of future cash flows assocrsted with the debt Market information such as

tre msury rates and credit spreads is used to determine the appropriate discount ates These fa value determinations are compared

to quotes received from financial institutions to ensure reasonab lity The estimated fair value of longterm debt at Deccinber 31 was

as follows

2008 2001 200

Carryinq Fair car ymp 1a /nq

Value Value vaiur aSic Vaiuo

Longderm debt 1957 1739 2814 2903 1611 1611

Market Risk

Market risk is the risk that the fair value of future cast flows of financial instrument will uctuate because of changes in market prices

Market risk is comprised of foreign currency risk interest rate risk and other price risk for example commodity price risk The object ivc

of market risk management is to manage and control niarket once exposures within acceptable limits while maximizing returns

In certair instances the Company uses derivative commodity instruments to manage exposure to price volatil ty on portion of

its oil and gas production and firm commitments fur the purchase or sale of rude oil and natural gas

The Companys results will also be impacted by decrease in he price of crude oil The Company holds crude oil inventories that

arc feedstock or part of the rn process inventories at its refrnc ries Those inventories arc subject to lower of cost or net realizable

value test on monthly basis and the Corrrpany is exposed to declnrng crude prices

The Company results are affected by the exchange rate between the Canadian and U.S dollar The major ity of the Companys

revenues are received in U.S dollars or from the sale of oil and gas commodities that receive prices determined by reference to US

benchmark prices An increase in the value of the Canadiar do ar relative to the II dollar will deeceae the revenues received

from the sale of oil and gas commodities CorrEspondingly decrease in the value of the Cana lion dollar relative to the dollar

will increase the revenues received from the sale of oil and gas commodities the majority of thc Companys expenditures are in

Canadian dollars

change in he value of the Canadian dollar against the U.S dollar will also result in an increase or decrease in the Companys

U.S dollar denominated debt as expressed in Canadian doll rs as well as the related interest expense In ordr to mitigate the

Companys exposcrre to long1erm debt affected by the U.S/Canadian dollar exchange rate the Company has entered into cast flow

hedges using cross currency debt swaps In addition port ion of the Companys U.S dollar denominated debt has been designated

as herige of net investment in self sustaining foreign operation and the unrealized foreign exchange gain is recorded in other

comprehensive income

To mitigate risk related to interest rates the Company may enter into fair value hedges using interest rate swaps The Company

objectives processes arid policies for managing market risk have not changed from the previous year
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the Company is exposed to commodity price risk on its natural gas storage contracts As at December 31 2008 had the forward

price been $020/mmbtu higher the impact to earnings before tax would have been $7 million lower Had the forward price been

$020/mmhtu lower the impart to earnings before tax would have been $7 million higher

Liqurdi Ri Ic

Liquidity risk is th ri that th Company will not he abl to meet fine al oblig ition th come du Th Comp ny

proc for naging liquidity ri include ensuring to the cx ent pos ibIs it will hay ufficicnt liquidity to liabiliti

whn th become du ftc Comp ny pr re nnual capital xpenditur budgets which monitor lnd re updated rs

guir In addi ion the Comp ny require uthori tion for xp nditurc on proj to as with th nagement of capital

mc th Comp ny op rat in th up tr arri oil and ga indu try it requir uf nt to fund pital program ncr ry
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me ulf th omp ny

fr gu ntly evalu to th option av ii ble with re to source of long and hort term pital resources Ocr ion Ily th

omp ny will hedg por ion of it produ tion to piotect cash flow in the cv nt of commodity price declines In ddition the

ompany to revolving yndic it redit facility which lows thc Company to borrow money from group of banks on

nune ur db ci

th following ar th ontr ctual maturitie of financial liabilities as at December 31 2008

cs Usr FS San

man IL bilify Yca Years Yeas rc 9r

unts pay ble nd ci Ii biliti 2896

Cios ci en ps 447

Long rm deb nd nt re ton fix ts ebt 127 127 822 2478

Total 3023 127 1269 2478

he Companys conti ibution payable to the joint venture with BP
Ii

efer to Note 10 is payable between Dccci lbei 31 2008 and

December 3f 2015 with the final balance due and payable by December 31 2015

The Companys objectives processes and policies for managing liquidity risk have not changed from the previnus yeail

Credit Risk

Credit risk represents the financial loss that the Company would suffer if the Companys counterparties to financial instrument

in owing an amount to the Company fail to meet or discharge their obligation to the Company The Companys accounts receivables

are broad based with customers in the energy industiy midstream and end user segment and are subject to normal inc ustiy icks

the Companys policy to mitigate credit risk inc Iucfes granting credit limits consistent will the financial strength of the countei paitics

and customers requiring financial reassuiances as deemed necessary reducing the amount and duration of credit exposures ald

close rnoritoring of all accounts The Company did not have any customers that constituted more than 10% of total sales

operating revenues during 2008

The Companys objectives processes and policies for managing credit risc have not changed from the previous yeai

Cash and cash equivalents include cash bank balances and shoit term deposits maturing in less than 90 days The Ccimpany

manages the credit exposure related to short term investments by monitoring exposures daily on per issuer basis relative to

predefined investment limits

The carrying amount of accounts receivable and cash and cash equivalents repiesents the maximum credit exposure



The Companys accounts receivable excluding income taxes receivable and doubtful accounts was aged as follows

Aju
Dec 31 2008

Cunent 1445

Past due 30 days
75

Past due 31 60 days
17

Past due Pt 90 days

Past due more than 90 days 19

iota

he movement in the Companys sllowance for doubtful acerunts for 2008 was as folk we

Bslanm at Januay 2008 10

Provisions and revisions 12

Baance at December 31 2008 22

For 008 the Company wrote off $3 million of uncollectible receivables

Helfor-Tradinq Financial Liabilities

The Companys cross currency swaps have been designated as cash flow hedge and the derivative component of the hedge meets

the definition of held for trading financial hability The cross cur ency swap counterpar ties redt profiles have not mate ally

changed since the past year or since inception As result the amount of rhange during the period and cumulatively the fair

value of the cross currency swaps has not been materially rrrpacted by changes resulting from credit risk At December31 2008

the amount the Company would be contractually reguirod to pay under the cross currency swaps at maturity was $414 million

higher December 31 2007 $341 million higher than their carrying amount

Embedded Derivative

During the fourth guarter of 2008 drilling contract pi eviously treated as an embedded derivative no longer met the ci iteria and

the related accounting treatment was discontinued oss of $71 nillion after tax was recorded in 2008 compared with gain of

$71 million after tax for ttre sane period in 2007

Note 23 Capit DscIosures

ne Compinys objectives when managing capital or cti to rrrairitorr flcxrble iapita sO ucture whu optimrcs the Cust of spital

at acceptable risk and to maintain nvestor creditor aid narket confidence to sustain the future de velopmerrt of the bu rires

Ttre Company manages its capital structure and mskes adustnients to it in light of changes economic conditions and the risk

cf aracter sties of its underlying assets The Company considers its capital structure to include shareholders eguity and debt to

maintain or adjust the capital sti ucture the Company may from time to time issue shares raise debt and/or adjust its capital

spending to manage its current and projected debt levels

TIre Company monitors capital based on the current and rejected ratios of debt to cash flow freer operations defined as total

debt divided by earnings from operations plus noncash cher ges before settlement of asset retirement obligations and hangc in

non cash working capital and debt to capital empleyed defined as total debt divided by total debt ard shareholders egurty The

Companys objective is to mantain debt to cash flow from operations ratio of less than two times At December 31 DD8 debt to

cash flow from operations was 03 trrnes the ratio may ri rease at certain times as result of acgoisrtions to facilitate the

managemcrr of this ratio the Company prepares annual budgets whirh are updated depending err varying factors suctr as general

narket conditions and successful capital deployment the annual budget is approved by th Board of Directors

The Companys share capital is not ubject to external rstrictrons however the blatera credit tacil ties and the syndicated

credit facility include debt to cash flow covenant the Cornpsny was fully compliant with this cow narrt at December 31 008

there were no changes in the Comparrys appreacfr to capital management from the prevroers year
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Downstream Corporate and Eliminations

dl dl Cc Fr CM iCC

2008 700 004 2008 CC 2008 00 2006

23 24

24 31 127

6647 5121 359

cmi

Total

20 2008 00

$3564 $2916 $2575 $2345 $0797

3331 2608 2381 2169 1694

81 66 48 154

3418 74 2479 2216 1732 8434

$7802 2383 $10533 $7 744 $16 971 $5338 $3 611 $24701 $0 58 $12664 $10 745 8440

mrs

or

51

La

8217 216 10580 7542 47 5145 43 17907 9506 7490

146

28

12

106

24

33

192

46

19

21

106

30

144

335

10741

208

102

97

203

129

51

7439

Or

102

193

20

12 63 632 18

11 24 28

50 13 207 35

82 41 401 105

$1381 $1335 $1113 834 625

774

13

075

157

717 82

49

02 431

98 17

5150

901

495

$3754

412

47

566

$3214

3506

68

102

26

2812

797

502

2073

405

307

447

$0006

$5383 $3058 1270 30 $58$ 285 129 $26522 $21697 $17933 51 16 1233



Upstream Operatinq Information

2008 200 2006 2004

Daly production before royalbes

ight crude 04 NOt uo do 122.9 138.7 111.0 646 66.2

Medium ode 04 nO /iay 26.9 271 28.5 31.1 15.0

Heacy ude oil bAumen rbt s/do/
107.0 1069 108.1 106.0 1089

256.8 27 2476 20t.7 2101

Natural gas Corn 5944 623.3 672.3 680.0 689.2

Total production ib cii 355.9 376.6 359.7 31o0 3250

Average sals prices

ight ude ml NOL 9728 73.54 6906 61 o6 48.34

Medium crude oil lit 81.79 51.12 49.48 0344 36.13

Heavy ode oil bitumen ico 71.61 4019 3992 3109 28.66

Natural gas rr 7.94 619 .47 796 6.25

Opts ating costs boo 1093 909 871 8.12 732

Operatin netbacks

Light crude oi i/boo 65.03 57.o2 57.06 47.76 354

Medium crude oil i/Co 50.40 2761 2127 2493 2003

Heavy crude oil bitumen 45.07 2207 23.65 1757 16.02

Natwal gas $zo for $5.02 380 4.10 o22 3.92

ocrs inn atrd OC cts Oh ft

IC fc iso nod 00 od Inc rorntcd

Western Canada Wells Drilled

2008 207 2006 0O 2034

Gross Net Net Gi uos in oss Gre

Euploration Oil 80 70 79 101 93 89 85 45 39

has 102 79 114 92 330 192 392 196 234 180

Dry 27 23 14 26 24 36 36 34

209 172 207 183 47 517 337 313 252

Development Oil 685 578 571 530 590 o43 466 433 552 493

Gas 435 270 343 251 065 490 60 551 807 740

Dry 36 36 31 29 25 22 42 39 57 53

1156 884 945 810 1180 1035 1118 1023 1416 1292

1365 1056 1152 993 1637 1370 1630 1340 1729 1544

95 94 96 96 97 97 95 94 90 94Success rat pci



Seected Tenyear F1nancia and Operatnq Summary

2008 2007 706 207 2004 001 01 000 779

Financiu Kighhqhts

Sales and operating revenues

no of royalt97s 24701 15 58 12 64 210245 2440 7658 384 598 5066 78

Net air ng 3754 321 2003 1006 1370 96 629 398 91

97
rungs per nba

442 321 236 .19 .9 0.6 06

Diluted 442 379 236 119 16 0.9o 76 17

Capital expend tacos 4108 94 3201 099 376 190 707 144 803 06

Total debt 1957 2814 161 1886 2204 094 2740 257 27 25

Debt to can tal crnp oyed pr 12 19 14 27 36 38 43

lenlvestrnent ratro 66 86 80 110 91 78 59 142

Ritun ru 00 average capital

emnloyed Iv 250 25.7 20 278 13.0 189 121 108 11.9 .3

R1nr no equi lit 28.8 302 318 292 1/0 24 179 163 27.2

Upstream

Da produtron before royalties

g8t ide oil NGL Ia 122.9 1387 1110 646 56. 73.6 54 464 42.8

Medunr ude od as 269 21 28.5 311 5.0 39.2 44.8 208 42

Reav\ Ci ude od

tL lx 1070 1069 108 106.0 1089 99 951 42.1

2568 27 246 20 210 210.7 2051 286

Natural 115
594 63 62 68 689 611 63 2s1

Total production as 355.9 3766 359.7 315.0 371 7125 00.2 1204

lotvl proved reserves

oetore royalt es 896 1014 1004 985 791 887 98 92 82 430

Midstream

Synt ixtic crude 03 sales mhb 587 53.1 25 575 53 636 91 95 60.6

Upgrading drttcrentilx bb 2877 20 /3 IbIs 20 20 1/11 loon O.du 179

Pipehne throughput lb 507 501 475 424 49 424 45 53 oo8 394

Canadian Refined Products

right or oducts

SlitS 7.9 8.7 8.7 8.9 84 82 7.7 .6

Asphalt products sales rn us 24.0 218 23.4 22.5 228 220 20.8 .4 702

Refinery throughput

ince Gcorge refinery 10.1 105 90 97 98 no.3 01 92 02

Ic 3dminster refinery
26 25.1 71 25 253 220 23 23.4

5etrn7 rt atrun 91 90 17l 88

cv Ia cc Ic tcd Cd vi Ic 117 Ii

eta 1110 at pta xp
/ts te 17i 77 cur Pr its

0./P
711 1/ te 7.

U71 It Ir
cC qt 11 30 coo at ar ur .0
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Board of Directors
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nnn Fck rn Shorn in Cnn

Victor TK Li CoChairman

resdent of Hong Kong has been

rector of Husky Energy Inc since 2000

is Managing Director and Deputy

Lhae mar of Cher ng Kong Hold ngs

rmitr Ho Depufy Chair man an

Exc utive Director of Hutc hison Whampoa

rmited Ch rirman and xec utive Direcfor

of Cheung Kong lnfrastr uc tore Holdings

Limited and of CK Fife Sciences Intl

holdings Inc Mr is an Executive

Director of Hnngkong Electric Holdings

Limifec and Non executive Drectoi of

The Ho rgkong and Shangh Banking

Corporation Limited

Canning Fok CmChairman

resident of Hong Kong has been

rector of usky Lnergy no since 2000

Mr Fok is Group Managing Director and

xec utive Director of Hutc bison

ampoa outed He is Chair man and

Director of Hutc bison Harbou ng

imrted Hutc son Telecommunications

International muted Hutchison

Telecomrnuncaf ions Austra un ted

Haiti er Communeatioris Lonpany Ltd

and Hon kong Flectr Holdings limited

Mr Eok is the Deputy Cli airman irid

Director of Cheing Kong lrufrasfrLcture

Holdings irted ud Director of Cheung

Kong Hold ngs Limited

William Shurniak Deputy Chairman

resr lent of Finer ct Saskatchew an

has been Dire tor of Husky Lrrercy Inc

since 2000 Mr Shurrri uk is Dire for

of Hutchison Whampoa Limited and

Director and Chairmarr of Northem Gas

Networks Limited

Donald Fullerton mu Director

esidenf of Toronto has beer

Dir.cto of Husky Energy rue since 2003

Mr Fuller tori serves as corporate rrirectoi

en number of private con panics arid is

Director of the Ka Slung Canada

oundatiorm

Martin Glynn
i3i

Director

iesident of Vancouver British Columbia

has been Director of Husky Energy ic

sri 2000 Mm
ynrr

is dir ecto of

tfathor Exploration Limited the rnaCapital

Vietnam Opportunity Fund ltd and

ME Lloba Ltd

Holgem Kluqe ii 4i Director

resident of to onto has been Direc fcc

of Husky Energy hmnc since 2000 Mc Kluge

Director of Horugkong LIec tric Holdings

limited Hutchrsemn Whamnpea Lii it rid

Shoppers Drug Mart Co per ation

cOr

Cora illerton



Poh Clian Kod Director

re dent of Hor Kong has been

Li of Flu .j nergy in sce

000 Miss Koh the inanco Director

ct Harbo ir Ha hotel Management

Irtonitional Ltd

Eve Kwok Director

sidont of Vancouver has been

rector of Husky nergy Inc since 2000

Mrs Kwok is Deer tor ai man and Ch of

Esecuti Off cer of Am ira International

Ii vi aaent Co She is Director of ide

Bank of Montreal Group of Conp nres CK

iv oeienc htV nuldigsr bc CF euflQ

Kong fr astructure Holdings Li nitc and

ti Ka Oh rg Ca adat found ition

Stanley Kwok i4i Director

resdent of Vancouver Iris boon

Disc for of Husky Lnergy lie since 2000

Mr Ky Ok is the Presdent arid Dir ector of

Stanley Kwok Consultants He is Pies dent

Director of Amara Inter aational

lrrvestoront Corp md Direcfor of

sung Kong Ff01 fir gs Limited

John C.S Lau Prosident Chief

Executive Officer Drector

ins nt CInary has been Drec ti

of Hurky Lnergy Inc nec 2000 oi to

jc rung Husky in 102 Lau so vod in

nun her of scrroi execut ye roles witfai

tie lsei.iri Kong Holdings Lire ited and

Hut elision Who aapoa Limited group of

corsrpanes

Cohn Russel Director

reside rat Cf ttrc dnited King tom Fi as

bel ii Drec for of frisky nergy Inc

nec 20DB Mi Ruscel the founder and

Maunuing Oiretc of mm sing ir etc

Advisory Services Ltd Mr Russel is

Dire tor of heui Kong lnfrastructui

ildir gs Lin fe Cd life Sc ion ms nt

Holdings lire in ARA As et

Manage mont Pte LtI

Wayne Shaw Director

esident of Torc ito has been Dnioctor

of fusky Energy Inc since 2000 Mr Slaiw

is Sri ioi Part rae Stikeman oft

Bar ristors Solici oi md Dir octo of

inc ca Slung mriaua ruunnuation

Frank Sixt Director

oside it of Hong Kong ha hoe

Dirertar of Hii kv Liar ro nc since 2000

Mr Sist is Group inane Director and

Exccutve Director Hutu si WIra if ii

Limited he is lie No executive hairmar

Director of TOM Cci uo Li sited arid

xecutiv ectnr of aeung Kong

Infrastruefuri Sdrngs Limited md

ngkorar cc holdings imite and

Dir ccfoi of Cheung sisg Ho lings

Liraiitc Hotels or fobecomrsiu ac or

Inter natio iii Li raitel Hutebsison

Telocoinn unicatieris Australia ma ted

arsnei Curnuiiu ii ii onaipdi iy

an the Li Ka SIng Ca uila Courrm icr

he Miii igornent aforrsiat on cubar and the Aniaual Irifor hat io xi nsa cc ntair sddit onaal inforrra atiora re an di ag the Dire tor

iii crc 00 be
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HUSKY ENERGY INC HUSKY OIL OPERATIONS LIMITED

John Lau President

Chief Executive Off cer

John Lou President Chef

Exec utive Offrcer is esporrsiblc for

Husky corporate drrectrorr vision

strategr planning corporate policies

and rs also member of the Companys

Boar ci of Directors Before joining Husky

he served in number of senror executive

ro cc within thc Chcung Kong Holdings

Lrmitecf and Hutchison Whampoa Lrmrted

group of coxrpanies Mr Lao isa tel ow

rio her of tire rrtr ute ol Cl rar ter

Accour tants the Australran Society of

Accor ntarrts the Hr ng Kong Scciety of

Accountants the Taxatron lnstrtute of

Hong Kong and the Institute of thor tered

Se rctarres of Admirr strators of ttre

United Kirrgdom

Robert Peabody Chief Operating

Officer Operations Refining

Appornted in 2006 Robert Peabody rs

responsible for leadrng Husky Energys

upstrearrr operations nc udrng Western

Canada conventional productron eavy

on oil sands engineering and procurement

ast Least operatior frontier and

intern strorral exploration and development

and refr ong arrd upgrading Prior to

jO ng Husky he led four nrajor businesses

for British Petroleum in Europe and the

United States Mr Peabody is member of

ttre Association of Protessronal Engrneers

Geologrsts snd Geophysicists of Alberta

Alister Cowan ice President

Chief Financial Officer

Al ster Cowan was appointed Vcc

President Ch of Financial Officer

Husky nergy Inc in Jo 2000 Je was

previously xecutve Vice President and

Chief Financial Offcer Br tih Columbia

Hydi Power Autfroi ity He joirred the

Institute of Chartered Accoi ntants of

Scotland in 198B and is member of the

board of Finarnelal Executivs lrrtcrnationa

Canad and Past Chair oil El Canada

Committee on Corporate Reporting

James Girgulis Vice President

Legal Corporate Secretary

James Gin
gulis was appointn Vice

Presidc nt Legal Corporate Secretary of

Husky Encrgy in 2000 He was previously

General Counsel and Corporate ci etai

of Husky Oil limited Prior to joining

Husky he held positions with Alhcrta and

Southern Gas Co and Albei ta Natural Gas

Company Mr Girgulis was called to the

Alberta Bar 19B2 and was appointed

Queens Counsel 2005

Bob Baird Vice President

Upgrading Refining for Canada

Bob Baird was appointcd Vice Presrclcnt

Upgrading Refining for Canada in 200B

with responsibilities for the operations of

the Ioydnrinster Refinery loydmmnster

Iipgrader Lloydmnnrstc Mc ridian

Cogeneraticmn Eacrlty Prince George

Refinery and the loydininster and

Mirrnedosa ethanol ants Prior to joining

Husky Mr Ba rd worked in several senior

refrnng and strategy rolis or Royal Dutch

Shell in Canada ano Europe

Ronald Butler Vice President

Corporate Administration

Ron Butler is responsible for Human

Resources Health Safety Envrromenit

Real Estate Risk Management Diversify

and or porate Serv ces Mr Butler is an

exper enced human iesourcs prictitioner

and leader with extensive el and gas

experiencc Prior to joining Husky

Mr Butler was Vice President Human

Resources wit In BP Canad and formerly

Manarjer Huma Rn sources of Amoco

tU.K Fxploratiorr Company Mr Bu or is

past president and urrent nre nber of the

Human Resources Assocratic of Calgary

and past director of the Human

Resources Institute of Alberta

Ldwxrd Lor nolly
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Edward Corinolly Vice President

Heavy Oil

Edward ConnOlly joined Husky as

Vice President Heavy Oil in 2006 and has

responsibility for increasing both heavy

oil reserves and producton Mr Connolly

was previously Msnager Drilling Well

Completions and Facil ties Construction

with Talisman Energy Canada and

Facilities Construction Prole Manager

with BP Canada Ltd

Michael DAguiar Vice President

flnance

Mr DAguiar mined Husky as Treasurer in

2002 In 2007 he was promoted to Vice

Piesident Finance responsible for the

Treasury taxation and Credit departments

He has extensive financial experience in

the international upstream oil industi

and has served in financial management

positions with major oil and gas companies

Prior to joining Husky he was Chief

Financial Officei of Ranger Oil

Terrance Kutryk Vice President

Midstream Refined Products

lerrance Kutryk was appointed Vice

President Midstream Refined Products

in 2008 He has more than 25 years of

experience with Husky and was foi merly

General Manager Facilities New

Ventures and was Vice President Refined

Products New Ventures with Husky

Marketing Supply Company He is

member of the American Society of

Mechanical Engineers Canad an Institute

of Mining Metallurgy arid Petiuleuiri

Canadian Heavy Oil Association and the

Calgary Society of Financial Analysts

Terry Manning Vice President

Engineering Procurement Management

Terry Manning was appointed Vice

President Engineering Procurement

Management in January 2009 with

responsibilities
for procurement material

and services management prolect

management and technical services for

Husky He was previously Vice President

Engineer ing Prolect Management and

prior to that was Vice President Capital

Prolects with Barriek Gold Corporation

General Manager Prolect Management

Office with Suncor Energy Inc and

Director of Projects at Agrium

Roy Warnock Vice President

Upgrading Refining

Mr Warnock was appointed Vice

President Upgrading Refining Lima

Refining Company in 2007 Previously he

served as Vice President Upgrading

Refining and as Manager of Huskys

Prince George Refinery and Lloydrninsfer

Upgrader Prior to joining the Company

in 1983 he held number of engineering

and operations positions with Imperia

Oil Mr Warnock is member of the

Assouiation of Profess enal Engineers

Geologists and Geophysicists of Alberta

and Association of Professional Lngineers

and Geoscientists of Saskatchewan

Bill Watson Chief Operating Officer

South East Asia

Bill Watson was appointed Chief Operating

Officer South East Asia in 2008 He is

responsible for managing Husky Energys

South Last Asia assets including China

and Indonesia operations South East Asia

exploration new business dnvclopment

commercia activity and the Liwan and

Madura projects Formerly Vice President

Engineering Project Management he

joined Husky in 2004 after serving as Vice

President of Amerada Hess wholly owned

subsidiary Triton Equatorial Guinea Inc

Prior to that he was President of Marathon

Canada Limited having spent 16 years in

senior positions with Maiathon Oil Company

Trrance Kutryk

Terry Manning II Watson



INVESTOR INFORMATION

Common Share Information

Toronto Stock Exchange Listing HSE

Outstanding Shares

The number of common shares outstanding

at December 31 2008 was 849354810

Transfer Agent and Registrar

Huskys transfer agent and registrar is

Computershare Trust Company of Canada

In the United States the transfer agent

and registrar is Computershare Trust

Company Inc Share certificates may be

transferred at Computershares principal

offices in Calgary Toronto Montreal and

Vancouver and at Computershares

principal office in Denver Colorado in the

United States

Queries regarding share certificates

dividends and estate transfers should

be directed to Computershare Trust

Company at 1-888-267-6555 toll free

in North America

Corporate Office

Husky Energy Inc

P.O Box 6525 Station

707 Eighth Avenue S.W

Calgary Alberta T2P 3G7

Telephone 403 298-6111

Fax 403 298-7464

Investor Relations

Telephone 403 298-6171

Fax 403 298-6515

E-mail investor.relations@huskyenergy.com

Corporate Communications

Telephone 403 298-6111

Fax 403 298-6515

E-mail corp_comhuskyenergy.com

Website

Visit Husky Energys home pages at

www.huskyenergy.com

Auditors

KPMG LLP

2700 205 Fifth Avenue S.W

Calgary Alberta T2P 4B9

Annual Meeting

The annual meeting of shareholders will

be held at 1030 a.m on Tuesday April 21

2009 in the Palomino Room at the

Round Up Centre Twelfth Avenue and

Third Street S.E Calgary Alberta

Additional Publications

The following publications are available on

our website or from our Investor Relations

department

Annual Information Form filed with

Canadian securities regulators

Form 40-F filed with the U.S Securities

and Exchange Commission

Quarterly Reports

Dividends

Huskys Board of Directors has approved

dividend policy that pays quarterly

dividends

The following table is restated for the two-

for-one split of the common shares that

occurred in July 2007

Quarter Special

Declaration Date Dividend Dividend

Year ended December 31 2008 2007 2006

Share price High 54.24 46.65 41.50

Low 26.50 35.01 29.00

Close at December31 30.87 44.59 39.02

Average daily trading volumes thousands 1391 1063 1210

Number of common shares outstanding December 31 thousands 849355 848960 848538

Weighted average number of common shares outstanding thousands

849170 848777 848412

849170 848777 848412

Trading in the common shares of Husky Energy Inc HSE commenced on the Toronto Stock Eschange on August 28 2000 The Company is represented in the

SP/TSX Composite SP/TSX Canadian Energy Sector and in the SP/TSX 60 indices

Basic

Diluted

Id

Id
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February 2009

October 2008

July 2008

April 2008

February 2008

October 2007

August 2007

May 2007

February 2007

October 2006

July 2006

April 2006

February 2006

October 2005

July 2005

April 2005

February 2005

November 2004

July 2004

April 2004

February 2004

0.300

0.500

0.500

0.400

0.330

0.330

0.250

0.250

0.250

0.250

0.250

0.125

0.125

0.125

0.070

0.070

0.060

0.060

0.060

0.060

0.050

0.250

0.500

0.270



TERMS AND ADVISORIES

bbls barrels mmboe million barrels of oil equivalent

bcf billion cubic feet mmbtu million British Thermal Units

boe barrels of oil equivalent mmcf million cubic feet

bps basis points mmcf/day million cubic feet per day

CDOR Certificate of Deposit Offered Rate mmlt million long tons

GJ gigajoule MW megawatt

hectare hectare is equal to 2.47 acres MWh megawatt-hour

km kilometre NGL natural gas liquids

LIBOR London Interbank Offered Rate NIT NOVA Inventory Transfer

mbbls thousand barrels NYMEX New York Mercantile Exchange

mbbls/day thousand barrels per day PIIP petroleum-initially-in-place

mboe thousand barrels of oil equivalent tcf trillion cubic feet

mboe/day thousand barrels of oil equivalent per day w.i working interest

mcf thousand cubic feet WTI West Texas Intermediate

mcfge thousand cubic feet of gas equivalent
NOVA Inventory Transfer is an exchange or transfer of title of gas

mmbbls million barrels
that has been received into the NOVA pipeline system but not

delivered to connecting pipeline

The Company has disclosed contingent resources of natural gas in this Annual Report Contingent resources are those quantities of petroleum

estimated as of given date to be potentially recoverable from known accumulations using established technology or technology under

development but which are not currently considered to be commercially recoverable due to one or more contingencies It is also appropriate to

classify as contingent resources the estimated discovered recoverable quantities associated with project in the early evaluation stage

The contingent resources disclosed refer to the Liwan natural gas discovery in the South China Sea on Block 29/26 These contingent resources

were estimated following the drilling of the Liwan 3-1-1 discovery well in June 2006 Delineation of Liwan commenced in late 2008 Completion

of delineation drilling will provide data necessary to assign reserves and advance development plans CNOOC has the right to participate in up

to 51% in the development of any discoveries Other contingencies may include factors such as adequate economic and market considerations

and commitment to develop these resources as well as other factors such as legal environmental political and regulatory issues There is no

certainty that it will be commercially viable to produce any portion of these resources

Contingent resources for the MDA fields in Madura Strait PSC are based on 3-D seismic mapping and information from the logging coring and

testing of the discovery and two delineation wells drilled into the MDA hydrocarbon bearing structure during the 198Os These resources are not

classified as reserves due to contingencies such as adequate economic and market considerations and commitment to develop these resources

as well as other factors such as legal environmental political and regulatory issues There is no certainty that it will be commercially viable to

produce any portion of the contingent resources

The Company has disclosed discovered petroleum initially-in-place PIIP in this Report in respect of heavy oil and bitumen Discovered

petroleum initially-in-place is that quantity of petroleum that is estimated as of given date to be contained in known accumulations prior to

production The recoverable portion of discovered petroleum initially-in-place includes production reserves and contingent resources the

remainder is unrecoverable

The Company has also disclosed possible reserves in this Annual Report Possible reserves are those additional reserves that are less certain to

be recovered than probable reserves It is unlikely that the quantities actually recovered will exceed the sum of the proved plus probable plus

possible reserves There is at least 10% probability that the quantities actually recovered will equal or exceed the sum of proved plus probable

plus possible reserves

The probable and possible reserves for the Sunrise project set out at page 19 of this Report use annual average pricing see also pages 51 to 54

of this Report regarding oil and gas reserves disclosure pertaining to the use of average pricing

Please refer to page 73 Disclosure of Proved Oil and Gas Reserves and Other Oil and Gas Information for further information regarding the

Companys disclosure of reserve information in this Report including proved probable and possible reserves and of contingent resources and

discovered petroleum initially-in-place and cautions regarding the use of the terms boe and mcfge We also use certain terms in this Report

such as probable reserves possible reserves contingent resources and discovered petroleum initially-in-place that the guidelines of the

United States Securities and Exchange Commission SEC strictly prohibit in filings with the SEC by U.S oil and gas companies please also

refer to Cautionary Note to U.S Investors at page 73

This Report contains forward looking statements or information For description of these forward looking statements or information please

refer to page 72 of this Report and also to Huskys February 18 2009 Annual Information Form The material assumptions risks and other

factors that could influence actual result are described in Huskys Annual Information Form and other documents with securities regulatory

authorities and are incorporated herein by reference

In this report the terms Husky Energy Inc Husky or the Company mean Husky Energy Inc and its subsidiaries and partnership interests

on consolidated basis




