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2010 HIGHLIGHTS

Financial Highlights Operational Highlights

Year ended December 31 2010 2009 Year ended December 31 2010 2009

(millions of dollars except where indicated)

Sales and operating revenues 18,178 15,074 Daily production, before royalties
(Net of royalties) Light crude oil & NGL (mbbis/day) 80.4 89.1
Cash flow from operations 3,549 2,507 Medium crude oil (mbbis/day) 254 254
Per share (doilars) - Basic/Diluted 4.16 295 Heavy crude oil & bitumen (mbbis/day) 96.8 101.7
Net earnings 1,173 1,416 Total crude oil & NGL (mbbis/day) 202.6 216.2
Per share (dollars) — Basic/Diluted 1.38 1.67 Natural gas (mmcf/day) 506.8 541.7
Dividends Total (mboe/day) 287.1 306.5
Per share (doliars) - Ordinary 1.20 1.20 Proved reserves, before royalties
Capital expenditures 3,956 2,797 Light crude oil & NGL (mmbbis) 237 243
Return on average Medium crude oil (mmbbls) 88 82
capital employed %) 7.1 9.1 Heavy crude oil (mmbbls) 110 120
Return on equity (%) 78 98 Bitumen (mmbbis 247 200
Debt to capital employed (%) 21.3 183 Natural gas (bcf) 2,395 1,725
Debt to cash flow from operations (times) 1.2 13 Total (mmboe) 1,081 933
Upgrader throughput (mbbls/day) 65.4 74.1
(1) Elxc/udes capljtalizedcos.rs related to asset retirement obligations Commodity volumes marketed (mmboe/day) 0.9 0.9
incurred during the period.
Pipeline throughput (mbblis/day) 512 514
Light oil sales (million litres/day) 8.2 7.6
Lima Refinery throughput (mbbls/day) 136.6 114.6
Toledo Refinery throughput
(mbbls/day, 50% w.i.) 64.4 64.9
Asphalt Refinery throughput (mbbls/day) 27.8 24.1
Prince George Refinery throughput (mbbls/day) 10.0 10.3
Ethanol production (thousand litres/day) 619.3 676.9

(1) 2009 proved reserves based on SEC constant prices.
(2) 2010 proved reserves based on forecasted prices in accordance to N1 51-101.

Key Achievements for 2010

Foundation
e Production stabilized e Atlantic Region
.« Announced $1.2 billion in acquisitions . First production at North Amethyst satellite field

. Purchase of natural gas properties in West Central . Total Husky production was 46,700 bbls/day

Alberta added 10,800 boe/day as of December 1, 2010 e South East Asia

. $860 million acquisition of natural gas and oil properties . Retention of assets
in Alberta and northeast British Columbia added 21,900 . Advanced Liwan development; first gas expected
boe/day to production following closing in February 2011 in late 2013
Pillars of Growth Funding the Capital
e Oil Sands . $4.86 billion capital expenditure program for 2011
« Sunrise Energy Project sanctioned . Opportunity to receive dividend in stock or cash
- First oil production expected in 2014 . $1 billion equity issue completed

2010 Highlights
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Husky's foundation is in Western Canada where the Company has extensive conventional oil and
natural gas assets, significant heavy oil production, upgrading and transportation infrastructure.
This base provides strong cash flow to develop the three pillars of growth: the Oil Sands, the

Atlantic Reglon and South East Asia.

barrels of discovered
petroleum-initially-

{1} Husky has 50 percent working interest.
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2010 REPORT TO SHAREHOLDERS

This has been a year of significant progress for Husky. In 2010, the Company announced major

acquisitions that will add flowing barrels and accelerate value for shareholders. We have a well-

defined and growth-oriented business plan, a stable foundation, and have set course to realize

value from our three mid to long-term growth pillars.

Husky undertook a rigorous review of its operations and
business during the year to ensure its course is sound. The
result is a clear strategy and five-year business plan that sets
out milestones for the Company. The plan leverages our rich
asset base of conventional and unconventional oil, natural gas
interests and extensive heavy oil holdings, while providing the
financial capacity to advance the Company’s major growth
opportunities in the Oil Sands, the Atlantic Region and

South East Asia.

HIGHLIGHTS

While substantial progress was made during the year, 2010
proved to be a challenging business environment. The
Company benefited from a strengthening in crude oil prices,
but this was offset somewhat by a number of external factors
including a slow economic recovery, low natural gas prices,
the strengthening of the Canadian dollar and disruptions to
third-party pipeline systems that serve the Company’s US.
Midwest refineries. Husky's overall production decreased
primarily as a result of White Rose's natural decline.

Husky took action to mitigate the impact of the external
factors and set a course to return production to a path of
steady growth.

Production
(m'bqe/day)

Proved Reserves
(mmboe)

4007

1,200

Efforts to accelerate near-term organic and inorganic growth
resulted in a stabilization of production in the third and fourth
quarters of 2070. Husky averaged a production rate of 287,100
barrels of oil equivalent (boe) per day for 2010 and exited the
year at a production rate of 292,500 boe per day. At year end,
the Company's total proved reserves stood at 1.08 billion boe.

Total sales and operating revenues, net of royalties, for the
year were $18.2 billion, compared to $15.1 billion 'n 2009. Net
earnings were $1.17 billion, compared to $1.42 tillion a year
earlier and cash flow from operations increased 41 percent to
$3.55 billion in 2010 compared to $2.51 billion in 2009. Our
financial position remains strong with debt to cash flow ratio at
1.2 times, below the Company's target of 1.5 to 2.5, and debt
to capital employed of 21.3 percent, also lower than the target
of 25 1o 35 percent.

Husky enhanced its financial flexibility by filing a $3 billion
universal shelf prospectus in the fourth quarter. The Company
issued $1 billion in equity and announced its intention to
establish a mechanism that allows shareholders to receive
dividends in cash or shares. Debt to cash and deot to capital
metrics are below our peers, signalling a strong balance sheet.

During 2010, Husky continued to maintain a top-tier dividend,
yielding more than four percent.

Netbacks
($/boe)

50
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THE FOUNDATION

The Company undertook a number of initiatives in 2010 to
create value and accelerate near-term production and add
reserves in core operating areas. While Husky has an excellent
portfolio of growth opportunities, the Company recognized
that action was required to stabilize the production decline.

Husky announced two acquisitions at very attractive metrics,
which will add a combined 32,700 boe per day to production.
In September, Husky signed a purchase agreement to acquire
natural gas properties in west central Alberta. The acquisition
provides more than 65 million cubic feet per day of natural
gas production, or approximately 10,800 boe per day, in a core
producing area. It also optimizes the use of the Ram River
gas plant and adds 650 square kilometres (160,000 acres) of
prospective acreage. The acquisition closed on November 30, 2010.

The Ram River asset purchase was followed by another important
acquisition in November. Husky signed a purchase agreement
to acquire oil and natural gas properties in Alberta and north-
east British Columbia, adding 21,900 boe per day to production
for $860 million. The properties are located in core operating
areas where existing infrastructure can be leveraged to create
additional value. The acquisition closed in February 2011,

The Company took further action to strengthen its foundation
with a decision to increase 2010 capital spending to $4.0 billion

Cash Flow - : /,/Retﬁrn on Average
from Operations. ” - Capital Employed
(5 billions) o ' %)

25

from a budgeted $3.1 billion. The majority of the investment
targeted near-term, organic opportunities in heavy oil,
conventional oil, liquids-rich gas rescurce plays and acquisitions.

The added investment in organic production, combined with
the utilization of proven new technologies, is expected to have
an increasingly positive impact over the next 12 to 18 months.

Husky has an extensive portfolio of assets in Western Canada and
new technologies are making it possible to economically tap
new pools and recover more production from existing reservoirs.

Enhanced development of our heavy oil portfolio is a prime
example of how advancing technolcgies are producing tangible
results. Through the use of proven new technologies such
as horizontal drilling and thermal in;ection, Husky expects to
substantially increase its recovery rate. In 2010, the Company
more than tripled the number of hcrizontal wells drilled in
heavy oil compared to 2009.

GROWTH PILLARS

Oil Sands

Husky has an extensive portfolio of oil sands leases, encompass-
ing 2,500 square kilometres in northern Alberta. The Company
took a significant step toward unlocking the potential of this
vast resource in 2010 with the sanctioning of Phase 1 of the
Sunrise Energy Project.

Debt to Cash Fiow
from Operations
(times) e

Debtto
Capital Employed
%) S

25 . 15

20 o 12

2010 Report to Shareholders | 05



06

Sunrise is a premier, in-situ oil sands development and
represents a transformational opportunity for the Company.
The first phase, representing an investment of $2.5 billion, is
expected to produce about 60,000 barrels per day beginning
in late 2014. Husky's working interest is 50 percent. Sunrise
will use proven steam-assisted gravity drainage (SAGD)
technology, keeping site disturbance to a minimum.

Sunrise marks the beginning of a new era for our Company in
developing this increasingly important source of energy. Over
time, Sunrise alone has the potential to deliver 200,000 barrels
per day net, more than half of Husky's current production.

Atlantic Region

It was a year of milestones and major achievements for our
Atlantic Region business. In May, first oil was produced at
North Amethyst, the Company's first subsea satellite tie-back
field in the White Rose project. North Amethyst was brought
on production less than four years after discovery and is
expected to reach its peak production rate in 2011 as more
wells are drilled and brought on line.

In the third quarter, Husky received approval for a two-well
pilot project at its next satellite development, West White Rose.
Production is expected to come on stream in mid-2011.

The White Rose project celebrated its 150-millionth barrel
of oil and marked five years of production with significant
potential remaining in the core White Rose area. The Atlantic
Region continues to represent a growth opportunity, with
the Company holding 20 Exploration Licences and interests
in six Production Licences and 23 Significant Discovery Areas.
Work is well under way to identify new and innovative ways
to further develop the significant resources in the basin.

South East Asia

Husky made an important decision in 2010 with respect to its
assets in South East Asia. After carefully weighing its options,
including a potential spinoff, the Company decided the assets
would remain a core component of the growth strategy. At this
stage of development, the Board has determined it is in the
best interest of shareholders to continue to build a material oil
and natural gas business in this resource-rich region.

In conjunction with that decision, we are moving forward
with plans to develop the Liwan 3-1 natural gas project
on Block 29/26 in the South China Sea. The Liwan 3-1 field,

Husky Energy Inc. 2010 Annual Report

located about 300 kilometres southeast of Hong Kong,

is an important component of our mid-term production
growth strategy and a key step in accessing the burgeoning
energy markets in Hong Kong and Mainland China. Husky
has partnered with China National Offshore Qil Corporation
(CNOOC) on the development and first gas production is
anticipated in late 2013.

Combined with the producing Wenchang oil field, further
natural gas discoveries on Block 29/26, and growth opportuni-
ties in Indonesia including the extension of the Madura Strait
Production Sharing Contract, South East Asia represents a
strong growth engine for Husky.

STRATEGIC FOCUS

Husky is a company with strong core values, founded on an
unwavering commitment to process and occupational safety,
strict financial discipline and creating value for shareholders
through responsible and sustainable growth. Our strategic
plan ensures the Company remains committed to these
values, while setting a sound course toward accelerating
value for shareholders.

The capital expenditure program approved for 2011 builds
on the momentum achieved in 2010 to increase near-term
production, while at the same time providing the investment
required to advance our mid to long-term pillars of growth.

The achievements of the past year represent the culmination
of significant effort and focus by employees and management.
On behalf of Husky's Board of Directors, we would like to offer
our sincere gratitude to them and extend our appreciation to
the shareholders for their continued support.

Victor TK. L Canning K.N. Fok
Co-Chairman Co-Chairman
Asim Ghosh

President & Chief Executive Officer

March 8, 2011
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Western Canada - Conventi Fand H

Western Canada is Husky's historic foundation. The Company is pursuing

new oil and gas resource plays and using technological innovation to realize value,
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2010 HIGHLIGHTS FOR WESTERN CANADA

Commercial construction of the heavy oil Pikes Peak South
project progressed. The facility will start up in 2012 with an
estimated production of 8,000 bbls/day.

® Husky agreed to purchase oil and natural gas properties in °
Alberta and northeast British Columbia. The acquisition adds
21,900 boe/day of production, 104 million barrels of proven

oil equivalent and nine mmboe of probable reserves, as of ® Husky advanced development of the liquids-rich Ansell
December 1, 2010. This acquisition closed in February 2011. gas resource play with production of 26 mmcf/day.
® The Company acquired 650 square kilometres (160,000 ® The Company drilled 835 exploration and development

net acres) of producing assets and land near its Ram River
gas plant. The acquisition will provide 10,800 boe/day
from 33 mmboe of proved reserves and 11 mmboe
probable reserves.

New Technology and Mature Fields

In the mature oil fields of Western Canada, Husky is turning
to innovative enhanced oil recovery (EOR) technology to
extract more production from tight reservoirs.

In the past 64 years, Husky has produced approximately
775 million barrels of heavy oil in the Lloydminster area. This
represents only about seven percent of the oil under Husky
leases in the area.

The Company can recover heavy oil in the region using
known technologies such as thermal, CHOPS (cold heavy
oil production with sand), horizontal drilling and high-
volume lifts to improve recovery factors an additional
five percentage points. Husky is evaluating additional
technologies to further increase the recovery factor.

One of the most significant innovations in heavy oil is the
extensive use of horizontal wells as a means of targeting

wells, more than double the 2009 total.

pockets of existing oil in known regions. Drilling crews can
pinpoint a location within a metre, making it easier to find
pockets of thinner beds of oil.

The total number of horizontal wells drilled in the region
increased in 2010 to 101, with up to 140 planned
for 2011.

In other parts of Western Canada, Husky plans to maximize
EOR from existing mature pools by using ASP (alkali
surfactant polymer) and CO, floods, which are the next
phase of recovery beyond water floods. This technology
is expected to unlock an incremental 10 to 15 percent
of production. At the end of 2010, EOR projects were
producing approximately 3,500 barrels per day, with plans
to grow these volumes to 5,000 barrels per day oQgr the
next two years. Crowsnest and Warner in southern Alberta
are the two most advanced fields undergoing ASP floods:.

A Solid Foundation

Ly #
Daily Production ’ Land Position x“ ,5}& %‘%
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Husky achieved first production at the North Amethyst
satellite field on May 31, 2010.

Husky and its partner were awarded a significant
discovery licence for the deepwater Mizzen field in

the Flemish Pass.

The Company increased its working interest in the
Terra Nova field from 12.51 percent to 13 percent.
Husky signed two agreements securing two mobile
drilling units.

1.6
[ ] [ ]
million
hectares of total
exploration

23

Significant
Discovery
Areas

2010 HIGHLIGHTS FOR ATLANTIC REGION

® Husky received regulatory approval for the West White Rose
pilot project.

® Husky successfully secured exploration rights to a further
169,400 hectares in the Jeanne d’Arc Basin. The new
exploration licences are adjacent to Company-held lands.

® The Company acquired more than 5,000 kilometres of
two-dimensional seismic data on exploration licences
offshore Labrador and in the Sydney Basin.

® The production vessel SeaRose FPSO achieved five years
without a lost-time incident.

Increased interest to

13%

in Terra Nova
oil field

acreage

Innovative Solutions for Complex Challenges

Optimizing production from complex oil reservoirs requires
creative solutions. Offshore Canada’s East Coast, Husky has
been employing leading-edge technologies to maximize
production from the White Rose field.

The source rocks in the White Rose area are located
thousands of metres below the surface, and the wells
can reach more than five kilometres in length. These
technologies allow the Company to access and efficiently
produce reserves across multiple production zones.

Intelligent completions, sometimes known as‘smart’' wells,
allow companies to reach multiple targets through a single
well - effectively two or more wells in one.

Husky first introduced these technologies to the region
as part of the White Rose project in 2005. At the time,

multi-zone completions were used for water injection wells.
With the North Amethyst satellite tieback, the Company
has gone to the next level - inflow control devices for
production wells.

In 2010, on the North Amethyst G-25 3 well, Husky installed
what was the second-longest string of inflow control device
screens in the world. Inflow control devices help improve
oil flow by providing an even distribution of flow along
the well bore. This maximizes the amount of oil produced
through the life of a well.

The recently drilled production well for West White Rose
is among the most complex to date in the region and is
characterized by a hairpin turn and a fong horizontal section
with a total distance of more than 5.5 kilometres. The well
will allow Husky to reach the West White Rose satellite
field from existing infrastructure in the Central Drill Centre,
resulting in significant cost savings.

Pillars of Growth
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South East Asia -~ Buildin

Husky has been active in South East Asia since 1997 and has developed a strategic growth plan

to accelerate returns from its potentially prolific assets in the region.
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2010 HIGHLIGHTS FOR SOUTH EAST ASIA

® The Company is advancing three major natural gas
developments: Liwan 3-1, Liuhua 34-2 and Liuhua 29-1.

® The estimated discovered natural gas-initially-in-place for
Block 29/26 is in the range of 2.6-3.0 tcf of gas.

® Husky completed 3-D seismic analysis that delivered
optimum well locations on Block 29/26 and Block 63/05.

® Anintegrated, multi-disciplinary team is working to
develop Liwan 3-1.

field

High-tech Teamwork Opens Deepwater Frontier

Many challenges await oil and gas companies that attempt
to unlock the energy-rich resources in the South China
Sea. Husky has found the key to success through rigorous
planning, integrated teamwork and a commitment to
best-in-class technologies.

With its landmark Liwan 3-1 field, the Company’s resource
evaluation team faced several challenges. The team is a
multi-disciplinary workforce comprised of specialists from its
Subsurface, Drilling, Logistics and Facilities departments, as
well as expertise from its partner and specialist contractors.
The assessment of the Liwan 3-1 field included applying
high-tech seismic inversion and seismic-attribute analysis
to a large, high quality 3-D seismic data set to choose
optimum well locations.

Gas PSC

® The Company received approval for a 20-year extension
to the Madura Strait Production Sharing Contract
offshore Indonesia.

® The Company identified several prospects in Indonesia
with development of the Madura BD gas field and
appraisal of the MDA gas field.

Producing First gas from
1 0 7 o 0 2 O—Yea r Liwan 3-1 expected in
’ extension to the 2 0 1 3
bbis/day Indonesian
from Wenchang Madura Strait

After many hours of technical evaluation and re-evaluation,
drilling of the first appraisal well at Liwan 3-1-2 began in 2008,
just two and a half years after the drilling of the discovery well.

The use of advanced technologies provided the team
valuable insights into the Liwan reservoir characteristics
and architecture ahead of the actual drilling, resufting in a
more complete picture and a clear path forward in further
exploiting this frontier region.

Today, Husky is laying the groundwork to begin commercial
production from its Liwan asset, the deepest natural gas
discovery offshore China to date. Teamwork, collaboration,
best practices and technology, all underpinned by a firm
commitment to process and occupational safety, have
opened up a new deepwater energy frontier for Husky in
South East Asia.

Pillars of Growth
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MANAGEMENT'S DISCUSSION AND ANALYSIS

1.0 Financial Summary

s

1.1 Financial Position

Total Assets Total Equity Total Long-term Debt to Capital Debt to Cash Flow
(8 billions) (5 billions) Debt Employed ™ from Operations "
(S biflions) %) {times}

30 30 30 1.5

20 20 20 1.0

08 09 10 ag 08 10 a8 08 10

{Refer ro Section 11.3)

Capital employed and cash flow from operations are non-GAAF measur

1.2 Financial Performance

Sales & Operating MNet Earnings Cash Flow Dividends Return
Revenues (S bitfions) (S biflions) (S per share) (%)

{$ billions)

30 4 & 2.0 32
6

20
4

10

- 2

@ Cash Provided - Operating m Capital Employed
& Cash Used - Investing m Equity

1.3 Total Shareholder Returns

The following graph shows the total shareholder returns compared with the Standard and Poor's ("S&P") and the Toronto Stock
Exchange (TSX") energy and composite indices.

Total Shareholder Returns

(%)
40
LN E
.

0
L. S N o B W s B..
(20)
140) Five Year
Pl Five Year Cumulative

06 07 08 09 10 Average Return

B Husky Common Shares B8 S&P/TSX Energy Index 88 S&P/TSX Composite Index
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1.4 Selected Annual Information

($ millions, except where indicated) 2010 2009 2008
Sales and operating revenues, net of royalties 18,178 15,074 24,701

Net earnings by sector

Upstream 1,135 1,113 3377
Midstream 182 254 470
Downstream 95 265 (299)
Corporate (192) (172) 142
Eliminations (47) (44) 61
Net earnings 1,173 1416 3,751
Net earnings per share - basic/diluted 1.38 1.67 4.42
Ordinary dividends per common share 1.20 1.20 1.70
Cash flow from operations " 3,549 2,507 5946
Total assets 29,133 26,295 26,486
Long-term debt including current portion 4,187 3,229 1,957
Cash and cash equivalents 252 392 913
Return on equity (percent) 7.8 9.8 289
Return on average capital employed  (percent) 7.1 9.1 251

o Cash flow from operations and capital employed are non-GAAP measures. (Refer to Section 11.3)

2.0 Husky Business Overview

Husky Energy is one of Canada’s largest integrated energy companies. It is headquartered in Calgary, Alberta, and is publicly
traded on the TSX under the symbol HSE. The Company operates worldwide with Upstream, Midstream and Downstream
business segments. Husky uses a combination of technological innovation, prudent investment, sound project management and
responsible resource development to deliver consistent shareholder returns.

« In the Upstream segment, the Company explores for, develops and produces crude oil and natural gas (Upstream business
segment).

« In the Midstream segment, Husky upgrades heavy crude oil (upgrading business segment), processes and transports via
pipeline heavy crude oil, as weli as markets and operates storage facilities for crude oil and natural gas (infrastructure and
marketing business segment).

« In the Downstream segment, the Company distributes motor fuel and ancillary and convenience products, manufactures and
markets asphalt products, produces ethanol and operates two regional refineries in Canada (Canadian refined products
business segment), refines crude oil through interests in two refineries in Ohio and markets refined products in the U.S. Midwest
(US. refining and marketing business segment).

3.0 The 2010 Business Environment

3.1 Business Risk Factors

Husky's results of operations are significantly influenced by the global and domestic business environment. Some risk factors are
entirely beyond the Company’s influence and others can, to some extent, be strategically managed. Husky has implemented
appropriate risk management processes to manage these risks. Salient risk factors include:

Financial and Economic Risks

An adverse change in any of the following conditions could affect the Company's ability to realize the value and quantity of

Husky's oil and natural gas reserves, achieve expected cash flow and financial performance, optimize project economics, sanction

capital projects, and negatively impact the Company's results of operations, liquidity and financial condition:

. the demand for the Company’s products and the prices the Company receives for crude oil and natural gas production and
refined petroleum products;

. the economic conditions of the markets in which Husky conducts business;

Management’s Discussion and Analysis
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the exchange rate between the Canadian and U.S. dollar;
the cost and availability of capital, including access to capital markets at acceptable rates; and
other financial risks as described in Section 8.6.

Operational Risks
An adverse change in any of the following conditions could affect the Company’s ability to gain access to the resources required
to increase oil and natural gas reserves and production, retain adequate markets for its products and services, gain access to
capital markets and complete development projects:

the ability to replace 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, refiable and safe manner:
prevailing climatic conditions in the Company’s operating locations;

the competitive actions of other companies, including increased competition from other oil and gas companies;

business interruptions because of unexpected events such as fires, blowouts, freeze-ups, equipment failures, unplanned and
extended pipeline shutdowns and other similar events affecting Husky or other parties whose operations or assets directly or

indirectly affect Husky and that may or may not be financially recoverable;

the inability to reach the Company’s estimated production levels from existing and future oil and gas development projects as a

result of technological or commercial difficulties or other risk factors; and
changes in workforce demographics.

Legislative Risks
An adverse change in any of the following conditions could affect the Company's ability to access markets, utilize its financial
resources in an efficient manner, undertake exploration, development and construction projects as well as impact the Company’s
interests in its foreign operations and future profitability:
« potential actions of governments, regulatory authorities and other stakeholders that may impose operating costs or restrictions

in the jurisdictions where the Company has operations;

changes to royalty regimes;

regulations to deal with climate change issues;

changes to government fiscal, monetary and other financial policies; and

the inability to obtain regulatory approvals to operate existing properties or develop significant growth projects.

3.2 Economic Sensitivities

Average Benchmarks 2010 2009 2008
WTl crude oil (U.S. $/bbl) 79.46 61.80 99.65
Brent crude oil (US. $/bbl) 79.42 61.54 96.99
Canadian light crude 0.3% sulphur ($/bbl) 77.75 66.19 102.84
Lioyd heavy crude oil @ Lloydminster (S/bbl) 59.87 5360 7244
NYMEX natural gas (US. $/mmbru) 4.39 3.99 9.04
NIT natural gas (5/GJ) 3.91 392 7.70
WTI/Lloyd crude blend differential (US. $/bbl) 14.48 993 20.38
New York Harbor 3:2:1 crack spread (U.S. $/bbl) 9.64 833 9.96
Chicago 3:2:1 crack spread (U.S. $/bbl) 9.20 843 1.7
U.S/Canadian dollar exchange rate (US.$) 0.971 0.880 0.937
Canadian Equivalents
WT! crude oil ($/bbl) 81.83 7023 113.24
Brent crude oil ($/bbl) 81.79 69.93 110.22
WTI/Lloyd crude blend differential ($/bbl) 14.91 11.28 21.75
NYMEX natural gas (S/mmbtu) 4.52 4.53 9.65

As an integrated producer, Husky's 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 Husky's 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 Company's control. The price for natural gas is determined more by the North America

Husky Energy Inc. 2010 Annual Report



fundamentals smce virtually all natural gas production in North America is consumed by North American customers,
oredominantly in the United States, Weather conditions also exert a dramatic effect on short-term supply and demand.

The Midstream and Downstream segments are also heavily impacted by the price of crude ofl and natural gas. The largest cost
factor in the midstream - upgrading business segment is the heavy crude o*i feedstock, thh processed into light syn[h -
crude oil. The largest cost factors in the Downstream segment are crude oil feedstock and processi mj costs. Husky's U.S. refining
operations p rocess a mix of different types of crude oil from various sources but are primarily iiq "t sweet crude oil at the L?ma
Ohio Refinery and approximately 50% heavy crude ol feedstock at the Toledo, Ohio Refinery. The mmpww refined produ
business in Canada relies primarily on purchased refined products for resale in the retail distribution n wetwork. Refined producis are
acquired fram other Canadian refiners at rack prices or exchanged with production from the Husky Prince George Refinery.

Crude Cif

WTI, Brent and Husky Average Crude Qil Prices Average WT!

(LS S/bbl 1S S/bbl

150

) Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
08 09 10

smmn (HUSKy Light  swesss Husky Medium s Husky Heavy - West Texas Intermediate

The price Husky receives for production from Western Canada is primarily driven by changes in the price of West Texas
Intermediate ("WTI") while the majority of the Cor npc. ny's production in the Atlantic Region and offshore South East Asia s
referenced to the price of Brent, an imported light sweet benchmark crude oil produced in the North Sea. The price of WTl ended
2010 at US. $91.38/bbl recovering from U.S. $79.36/bbl on December 31, 2009, and averaged U.S. $79.46/bbl in 2010 compared
with US, $61.80/bbl in 2009. The price of Brent ended 2010 at U.S. $92.55/bbl, recovering from US, $77.67/bbl on December 31,
2009, and averaged U.S. $79.42/bbl in 2010 compared with US. $61.54/bbl in 2009.

A portion of Husky's crude ol production is classified as either heavy crude oil or bitumen, which trades at a discount to light crude
ot In 2010, 48% of Husky's crude oil production was heavy crude oil or bitumen compared with 47% in 2009, The light/heavy
crude ol differential averaged U.S. $14.48/bbl or 18% of WTl in 2010 increasing from U.S. $9.93/bbl or 16% of WTtin 2009.

Natural Gas

NYMEX Natural Gas, NIT Natural Gas and Husky Average Natural Gas Prices Average NYMEX

10

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
08 09 10

e HSKY ($/MCT) o NIT(§/GJ) s NYMEX ($/mmbtu)

In 2010, 29% of Husky's total oil and gas production was natural gas. The near-month natural gas price guoted on the NYMEX
ended 2010 at US. $4.41/mmbtu compared with US. $557/mmbtu at December 31, 2009. During 2010, the NYMEX near-month
contract price of natural gas averaged U.S. $4.39/mmbtu compared with U.S. $3.99/mmbtu in 2009.

Management's Discussion and Analysis
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Foreign Exchange

Average US/Canadian Dollar Exchange Rate
(US SperCdn $)

Average US/Canadian
Dollar Exchange Rate

(US S per Cdn S)
1.00 1.00
0.90 \ = N | E
0.80 M N
0.70
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Qt Q2 Q3 Q4 08 09 10

08 09 10

The majority of the Company’s revenues from the sale of oil and gas commodities receive prices determined by reference to U.S.
benchmark prices. The majority of the Company's expenditures are in Canadian dollars. A decrease in the value of the Canadian
dollar relative to the U.S. dollar increases the revenues received from the sale of oil and gas commodities. 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. The majority of the Company’s long-term debt is denominated in U.S. dollars. A decrease in the value of the
Canadian dollar relative to the U.S. dollar increases the principal amount owing of the long-term debt at maturity and the
associated interest payments.

The Canadian dollar ended 2009 at U.S. $0.956 and subsequently strengthened during 2010, closing at U.S. $1.005 at December 31,
2010. In 2010, the Canadian dollar averaged U.S. $0.971 strengthening by 10% compared with U.S. $0.880 during 2009.

Increased U.S. crude oil prices were partially offset by the significant strengthening of the Canadian dollar against the U.S. dollar in
2010. The price of WTlin 2010 in U.S. dollars increased 29% compared with an increase of 17% in Canadian dollars when compared
to0 2009.

Refining Crack Spreads

The 3:2:1 refining crack spread is the key indicator for refining margins as refinery gasoline output is approximately twice the
distillate output. This crack spread is equal to the price of two-thirds of a barrel of gasoline plus one-third of a barrel of fuel oil
(distillate) less one barrel of crude oil. Market crack spreads are based on quoted near-month contracts for WTH and spot prices for
gasoline and diesel, and do not necessarily reflect the actual crude purchase costs or product configuration of a specific refinery.
Each refinery has a unique crack spread depending on several variables, 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 a first in first out (“"FIFQ") basis in accordance with Canacian Generally Accepted Accounting Principles ("GAAP").

The New York Harbor 3:2:1 refining crack spread benchmark is calculated as the difference between the price of a barrel of WTI
crude oil and the sum of the price of, two-thirds of a barrel of reformulated gasoline and the price of one-third of a barrel of
heating oil. The Chicago 3:2:1 refining crack spread benchmark is calculated based on WTI, reqular unleaded gasoline and ultra.
low sulphur diesel. During 2010, the New York Harbor 3:2:1 refining crack spread averaged U.S. $9.64/bbl compared with US;
$8.33/bbl in 2009. During 2010, the Chicago 3:2:1 crack spreacl averaged U.S. $9.20/bbl compared with U.S. $8.43/bbl in 2009.

During 2010, the 3:2:1 crack spreads were higher than 2009 reflecting the recovering U.S. economic environment which has
resulted in increased demand for transportation fuel, lower inventory and stronger margins..
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Chicago and New York Harbor Average Crack Spread and Husky Realized U.S. Refining Margin Average Crack Spread
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Cost xﬁ#wéﬁ“m%m@m
Trom 2003 to 2008, the oil and gas industry experienced increasing costs that rose above the general trend of inflation. is
resulted when the hi qh level of industry <:vat> precipitated by escalating ovi and gas prices, created demand for goods and
services that exceeded supply. This increased the cost of operating the Cornpany’s oll and gas properties, processing plants and
efinerias. As a result of the global economic and financial crisis, the level of drilling and completions in the Western Canada
Sechmemary Basin was significantly reduced in 2009, recovering in respect of ol well completions in 2010 while low natural gas
prices continued to depress gas well completions. In addition, prospective capital projects including ol sands developments and
major plant modifications were deferred pending cost improvements. Oif and gas prices declined rapidly in the latter half of 2008
and the first quarter of 2009 however, a <or1mspondm“ decline in costs was delayed until the latter half '>f 2009. Crude oil prices
have since recovered to the U.S. $90/bbl to U.S. $100/bbl range and industry activity, both drilling and field services, is increasing.
The cost of field services is begzm ing to rise with higher demand, particularly in new technology driven ¢ %ays&

Enbridge Line 6A/6B Shutdowns

During the third quarter of 2010, a crude oll release occurred on  both Line 6A near Romeoville, llinols and Line 6B near Marshall,
M . The pipelines in those vicinities were shut down until appropriate repairs were made. Line 6A was shut down on
September 9 and returned to service on September 17. Line 68 was shut down on July 26 and resumed service on September 27,

Since resuming service, Line 68 has continued to operate at less than full capacity

The Enbridge Line 6A/68 ‘hutd“wng caused a widening in the light/heavy crude oil differential which negatively impacted
medium and ‘hea crude oil and bitumen realized prices in the Upstream business segment. The shutdowns also reduced
throughput at th@ TO edo Refinery in the third quarter of 2010 due 1o limited heavy crude oil availability and increased feedstock
costs as heavy oil was partially replaced with light utl where available. In the fourth quarter, the widened differential resulted in
lower feedstock costs which benefited the Midstream and Downstream segments as unit margins increased for the | toydm'nster
Upgrader and Lioydminster and Toledo Refineries, wf*icl’w partially offset the negmwel\' impacted medium and heavy crude oll and
hitumen realized prices in Upstream.  The shutdowns also increased Husky's inventory volumes at the end of the year as the
Company increased storage volumes to mitigate the impact of selling medium and heavy crude ofl and bitumen at distressed
prices to third parties as a result of the widened differential. The result of the Enbridge Line 6A/68 shutdowns was an approxirmate
$53 million reduction to | Husky's net earnings ($60 million reduction in Upstream, $10 million increase in Midstream, $3 milion
reduction in Downstreamn) in 2010,

B

Global Economic and Financial Environment
During 2010 WTI spot prices fluctu aTod between U.S. $91.50/bbl and U.5. $64.80/bbt and in the first two months of 2011 averagec
5. $89.44/bbl. In the Febry uary 8, 2011 Short-term Energy Outlook’™ the Energy Information ﬁ‘dl‘}"l'ﬂ%*ra’iﬂﬂ {("EIA") indicated that it
expects markets for crude oil and liquid fue!s to tighten over the next two years. The EIA expects world oil consumption to q"ﬁw
n average of 1.5 mmbbls/day through 2012 and for supply from non-Crganization of the Petroteum Exporting Countries {"non-
Q)Ph,”) to Increase marginally. As a result the market will need to draw on inventories and increased st upply from OPEC. OPEC
spare productive capacity averaged an estimated 4.7 mmbbls/day during 2010 and is expected to average 4.7 mm bbls/day in
2011 and 4.2 *'“mbbi%/day in 2012, OPEC liquid fuel supply, which is not subject to OPEC's production policy, is expected to add
marginally 1o total OPEC supply through 2012. At its meeting on December 11, 2010, OPEC agreed to maintain its current
production policy and is scheduled to meet again on June 2, 2011, The BiA estimates that Organization for Economic Cooperation
and Development ("OECD") countries held 2.7 billion ba r'els of commercial oil inventories at the end of 2010. This represents
approximately 57 days of forward cover, The EA expects OECD oft inventories to remain ciose to the middle of the past five year
range throughout the forecast period, ending 2012 with 55 days of forward cover,

Management's Discussion and Analysis
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In the EIA’s February 8, 2011 Short-term Energy Outlook, natural gas consumption in U.S. markets is expected to remain flat
through 2012. Higher consumption in the industrial and electrical generation sectors is mostly offset by expected reductions in
the residential and commercial sectors. Natural gas production in the U.S. is expected to level off in the near term, increasing by
2% from 2010 to 2012. Imports of both pipeline natural gas and liquefied natural gas into the United States are expected to
decline over the forecast period. In its Weekly Natural Gas Storage Report? released February 3, 2011, the EIA reported that natural
gas stocks were equal to the five year average and 2.8% below the previous year. The EIA expects continued natural gas price
volatility in the near term.

There are a number of uncertainties that could result in higher or lower commodity prices. They include decisions made by OPEC
regarding their production levels, the rate of global and U.S. economic recovery, the response by governments to various fiscal
issues, the effect of China’s efforts to address its growth and inflation and the general political stability of certain key strategic areas
in the world.

Additionally, recent developments in Egypt, Libya and other North African and Middle East countries add uncertainty to oil and
natural gas supply and demand. The Company closely monitors the developments in these areas.

Note:

" Energy Information Administration, Short-Term Energy Outlook DOE/EIA - February 8, 2011 Release.
@ "Weekly Natural Gas Storage Report’, February 3, 2011, Energy Information Administration, U.S. Department of Energy.

3.3 Sensitivities by Segment for 2010 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 2010. The table below shows what the effect would have been on 2010 financial results had the indicated variable
increased by the notional amount. The analysis is based on business conditions and production volumes during 2010. 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

2010 Effect on Effect on
Average Increase Pre-tax Cash Flow @ Net Earnings ©
(S millions) ($/share}® (S milfions) (S/share)®

Upstream and Midstream

WTI benchmark crude oil price $ 79.46  US. $1.00/bbl 62 007 45 0.05

NYMEX benchmark natural gas price $ 439  US $020/mmbtu 25 003 18 0.02

WTl/Lloyd crude blend differential @ $ 1448 U.S. $1.00/bbl (10) (0.01) (9) (0.01)
Downstream

Canadian fight oil margins $ 0029  Cdns0.005/itre 14 0.02 10 0.01

Asphalt margins $ 1574 Cdn$1.00/bbl 8 0.01 6 001

New York Harbor 3:2:1 crack spread $ 964  USS$1.00/bbI 79 0.09 49 0.06
Consolidated

Exchange rate (U.S. $ per Cdn $) $ 0971 U.S. $0.01 (51) (0.06) (38) (0.04)

Interest rate 100 basis points (10) (0.01} 8) (0.01)

(!

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.

Excludes mark to market accounting impacts.

Based on 890.7 million common shares outstanding as of December 31, 2010.

i2

&

5
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4.0 Capability to Deliver Results

Husky's results are dependent on a number of factors including commodity prices, foreign exchange rates, interest rates, the
Company's continued success in exploring for oil and natural gas, efficient and safe execution of capital projects and operations,
effective marketing of crude oil and naturat gas, retention of expertise and continued access to the financial markets.

Husky Energy Inc. 2010 Annual Report



4.1 Upstream

« Large base of crude oil producing properties in Western Canada that continues to produce with existing technology and has
responded well to the application of increasingly sophisticated exploitation techniques such as horizontal drilling. Enhanced oil
recovery (“EOR") techniques including thermal in-situ recovery methods are extensively used in the mature Western Canada
Sedimentary Basin to increase recovery rates and stabilize decline rates of heavy and light crude oil. Emerging EOR techniques
are being field tested, while techniques that have been in practice for several decades continue to be optimized;

. Substantial position in the Alberta oil sands. The initial stages of the development of these assets include the Tucker oil sands
project currently in production and the Sunrise Energy Project that is in the development phase. The Sunrise Energy Project is
proceeding as a joint 50/50 partnership with BP and is an integral part of a North American oil sands business that includes the
BP-Husky Toledo Refinery;

. Harsh weather offshore exploration, development and production expertise, as demonstrated by the successful White Rose
development and further development of the North Amethyst and West White Rose satellite fields offshore Newfoundtand.
Husky also holds an interest in the Terra Nova field and a large portfolio of significant discovery and exploration licences
offshore Newfoundland and Labrador and offshore Greenland (collectively referred to as “Atlantic Region”);

« A growing position in Western Canada gas resource plays with approximately 800,000 acres associated with both liquids-rich
and dry gas positions;

« Agrowing oil resource play position with existing activities in the Viking, Bakken, Lower Shaunavon, and Cardium formations;

. Expertise and experience exploring and developing the high-impact natural gas potential in the Alberta Deep Basin, foothills,
and northwest plains of Alberta and British Columbia;

. Position offshore China that includes a production interest in the Wenchang oil field, significant natural gas discoveries at the
Liwan 3-1 and Liuhua 34-2 fields in Block 29/26 where development has commenced, significant natural gas discovery at the
Liuhua 29-1 field within Block 29/26, and a Production Sharing Contract (‘PSC") in Block 63/05; and

« Offshore Indonesia where Husky holds two exploration licences. The Madura BD natural gas and natural gas liquids discovery, in
which the Company holds a 40% interest, is the current focus for development.

4.2 Midstream

. Heavy oil upgrading facility located in the Lioydminster, Saskatchewan heavy oil producing region with a throughput capacity
of 82 mbbls/day;

. Integrated heavy oil pipeline systems in the Lioydminster producing region;

« Natural gas storage in excess of 50 bcf, owned and leased;

. Petroleum marketer balancing the needs of both customers and suppliers; and

. Supplier of crude oil, natural gas, petroleum coke, sulphur and electrical power for the Company's plants and facilities.

4.3 Downstream

. Refinery at Lima, Ohio, and a 50% interest in the BP-Husky Refinery in Toledo, Ohio each with a gross crude oil throughput
capacity of 160 mbbls/day;

« Refinery at Prince George, British Columbia with throughput of 12 mbbls/day producing low sulphur gasoline and ultra low
sulphur diesel;

. Largest marketer of paving asphalt in Western Canada with a 29 mbbls/day capacity asphalt refinery located at Lioydminster,
Alberta integrated with the local heavy oil production, transportation and upgrading infrastructure;

« Largest producer of ethanol in Western Canada with a combined 260 million litre per year capacity at plants located in
Lloydminster, Saskatchewan and Minnedosa, Manitoba; and

« Major regional motor fuel marketer with 555 retail marketing locations including bulk plants and travel centres with strategic
land positions in Western Canada and Ontario. Retail outlets include, in many cases, convenience stores, restaurants, service
bays and carwashes. At the end of 2010, Husky completed the rebranding of 98 sites in Eastern Canada acquired in late 2009.

4.4 Corporate

Husky's corporate capabilities are discussed in the following sections:
. Section 8.0 Liquidity and Capital Resources
« Section 11.5 Disclosure Controls and Procedures

Management's Discussion and Analysis
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5.0 Strategic Plan

Husky's current strategy is to continue to exploit oil and gas assets in Western Canada, while advancing its three major growth
pillars in the Oil Sands, the Atlantic Region and South East Asia. Husky is an integrated company in a specialized sense. The
Company is not integrated on a barrel-for-barrel basis and seeks to operate and maintain Midstream and Downstream assets
which provide specialized support and value to its Upstream assets. The Company's strategy is to maximize the efficiency of its
Midstream and Downstream operations and extract the greatest value from production.

Husky's strategic direction by business segment is as follows:

5.1 Upstream

Husky's current strategy is to continue to exploit oil and gas assets in Western Canada, while advancing its three major growth
pillars in the Oit Sands, the Atlantic Region and South East Asia.

Husky has an extensive portfolio of oil sands leases, encompassing 2,500 square kilometres in northern Alberta. The Company
took a significant step toward unlocking the potential of this vast resource in 2010 with the sanctioning of Phase | of the Sunrise
Energy Project. Husky will focus on Sunrise, which is a premier, in-situ oil sands development and represents a transformational
opportunity for the Company. The first phase, representing an investment of $2.5 billion, is expected to produce about 60,000
barrels per day beginning in 2014. Husky's working interest is 50%. Sunrise will use proven steam-assisted gravity drainage
("SAGD") technology, keeping site disturbance to a minimum.

The Atlantic Region stretches from Greenland to the Sydney Basin, south of Newfoundland. North Amethyst was brought on
production in May 2010 and is expected to reach its peak production rate in 2011 as more wells are drilled and brought into
production. In 2010, Husky received approval for a two-well pilot project at its next satellite development, West White Rose.
Production is expected to come on stream in mid-2011. The Atlantic Region continues to represent a growth opportunity, with
the Company holding 20 Exploration Licences and interests in six Production Licences and 23 Significant Discovery Areas. Work is
well under way to identify new and innovative ways to further develop the significant resources in the basin.

Husky made an important decision in 2010 to retain its assets in South East Asia in order to continue to build a material oil and
natural gas business in this resource-rich region. The Company is moving forward with plans to develop the Liwan 3-1 natural gas
project on Block 29/26 in the South China Sea. The Liwan 3-1 field, located approximately 300 kilometres southeast of Hong Kong,
is an important component of the Company's mid-term production growth strategy and a key step in accessing the burgeoning
energy markets in Hong Kong and Mainland China. Husky has partnered with China National Offshore Qil Corporation ("CNOOC”)
on the development and first gas production is anticipated in late 2013. Combined with the producing Wenchang ol field, further
natural gas discoveries on Block 29/26, and growth opportunities in Indonesia including the extension of the Madura Strait PSC,
South East Asia represents a strong growth engine for Husky.

5.2 Midstream

Husky's strategic plan for Midstream is focused on supporting heavy oil and oil sands production and making prudent
reinvestment. Husky is not planning major expansions in 2011. The Company's spending will be focused on maintenance and
optimizing existing infrastructure.

5.3 Downstream

Husky's strategic plan for Downstream is focused on supporting heavy il and oil sands production and making prudent
reinvestments. Husky will continue to pursue projects to optimize, integrate and reconfigure the Lima, Ohio Refinery for heavy
crude oil feedstock and is planning to reconfigure and expand the BP-Husky Toledo, Ohio Refinery to accommodate Sunrise
production as its primary feedstock. The Company will also expand terminalling and product storage opportunities.

5.4 Financial

Husky is committed to ensuring adequate liquidity and financial flexibility to fund the Company's growth and support dividend
payments. Over the business cycle, the Company's objective is to maintain a debt to cash flow from operations ratio of less than
2.5 times and a debt to capital employed target of 25% to 35%.
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The Company also aims to retain investment grade credit ratings. The Company continues to focus on the existing financial
discipline around costs and the efficiency of Husky's operations and, at the same time, emphasizing the Company’s focus on its
return on capital.

6.0 Key Growth Highlights

The 2010 capital program was established with a view of maintaining Husky's balance sheet and taking advantage of
opportunities as economic conditions improved and financial uncertainty abated. Capital expenditures continued to focus on
those projects offering the highest potential for returns and mid to long-term growth. During 2010, as a result of an ongoing
comprehensive review of the Company's operations and business strategies, Husky increased its capital program and redirected a
portion of it to focus on delivering near-term production growth. Husky's 2011 capital program has been established with a view
of enabling the Company to build on the momentum achieved in 2010 with respect to accelerating near-term production growth
as well as continuing to advance its three major growth pillars in the Oil Sands, the Atlantic Region and South East Asia.

6.1 Upstream

Atlantic Region

White Rose Development Projects

Drilling in the North Amethyst satellite subsea tie-back project continued in early 2010 with the use of the GSF Grand Banks drilling
rig. First production was achieved on May 31, 2010 with one production well and a water injection well, while a second
production well was completed in September 2010 and a second water injector completed and brought on production in January
2011. Production is tied back to the existing SeaRose FPSO infrastructure. A total of 11 wells are planned for North Amethyst,
including two to three wells in 2011.

Husky continues to progress plans for a staged development of the West White Rose field. In August 2010, the Company received
regulatory approval for a two-well pilot project to be drilled from the existing infrastructure at the White Rose field. The E-18-10
production well was drilled to total depth in 2010 and will be completed in 2011. These wells will provide additional information
on the reservoir to refine development plans for the full West White Rose field. A production licence was received in the fourth
quarter of 2010, and first production is anticipated mid-2011.

Exploration

Husky continues to evaluate its exploration opportunities offshore Newfoundland and Labrador and in January 2010 spudded the
Glenwood H-69 exploration well northwest of the White Rose field. The well was suspended in March 2010 and the well data
continues to be evaluated.

Husky, along with Suncor and Statoil Canada announced plans to enter into a second rig sharing agreement for the mobile semi-
submersible drilling rig Henry Goodrich. The agreement will keep the rig in the Atlantic Region until November 2013. Husky
intends to use its portion of rig time to pursue a combination of exploration, appraisal and development drilling opportunities.

In 2010, Husky completed a 3,000 kilometre two-dimensional (2-D") seismic acquisition survey in the Sydney Basin between
Newfoundland and Nova Scotia. Husky also acquired over 2,500 kilometres of 2-D seismic surveys on exploration acreage offshore
Labrador. Exploration rights for these areas were awarded to Husky during land sales in 2008.

In February 2010, the Canada-Newfoundland and Labrador Offshore Petroleum Board ("C-NLOPB") issued a Significant Discovery
Licence (“SDL") for the Mizzen prospect. In late 2010, Husky was successful in acquiring a new SDL for the Mizzen prospect and
exploration rights in three additional parcels of land in the C-NLOPB November land sale. The exploration properties are adjacent
to other Husky land holdings in the Jeanne d'Arc Basin and Flemish Pass. The new SDL extends the previous Mizzen SDL awarded
in February 2010. An appraisal well is planned at Mizzen in the third quarter of 2011. Husky holds a 35% working interest in the
Mizzen property.

The evaluation of a 7,000 kilometre 2-D seismic program acquired in the third quarter of 2008 on Blocks 5 and 7 offshore
Greenland is complete. Evaluation of an airbome gravity and magnetics survey that was acquired in the second quarter of 2009 is
nearing completion. In November 2009, Husky completed the acquisition of a 2,200 square kilometre 3-D seismic program over
Block 5 and Block 7. This survey is the first 3-D seismic survey conducted offshore Greenland and utilizes a new dualsensor
“Geostreamer” technology. Final processing of the 3-D seismic for Block 7 was completed in the fourth quarter of 2010. Final
processing of Block 5 data is expected to be completed in the first quarter of 2011. Preliminary evaluation of the seismic data has
identified several leads and potential drilling locations will be identified over the course of the first quarter of 2011. Husky is the
operator and holds an 87.5% interest in these two blocks. Husky also holds a 43.75% working interest in Block 6 where 3,000
kilometres of 2-D seismic was acquired in the third quarter of 2008.
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Heavy Qil

Construction of the 8,000 bbls/day South Pikes Peak project was approximately 49% complete at the end of 2010. Production is
expected to commence in the first half of 2012. Horizontal well developments progressed through 2010, targeting new
geological horizons in existing regions. A total of 101 horizontal wells were drilled in 2010.

Husky continued to operate two solvent EOR pilots through 2010 at Edam and Mervin. A CO; capture and liquefaction plant at the
Lloydminster Ethanol Plant is under construction with expected completion in the third quarter of 2011. This liquefied CO, is to be
used in the ongoing piloting program. A microbial EOR pilot in Wainwright, Alberta continued in 2010 with nine wells continuing
to show a substantial response eight months after treatment. A second pilot in Devonia Lake has commenced with two cycles of
treatments completed. The preliminary results show a 20% increase in oil production.

Oil Sands

Sunrise Energy Project

Husky and BP continue to advance the development of the Sunrise Energy Project in multiple stages and sanctioned Phase | in
November 2010. Husky reached an agreement with Enbridge, IPF, and Keyera on the movement of diluted bitumen to market and
transportation of diluent to the Sunrise oil sands site. Husky also awarded major engineering and construction contracts to
Snamprogetti Canada for the central processing facilities and to Worley Parsons for the field facilities. Husky has initiated
conceptual development engineering for subsequent phases and is expecting a comprehensive full field development plan to be
established by the end of 2011.

Bitumen production from Phase | is planned at approximately 60 mbbls/day gross and is expected to commence in the first
quarter of 2014. Regulatory approval is in place to increase total gross production to 200 mbbls/day. Husky and BP are equal
partners in the Sunrise Energy Project, with Husky operating Sunrise.

Tucker Oil Sands Project

Based on a greater understanding of the Tucker reservoir, Husky is addressing production challenges by remediating older wells
with innovative new stimulation technigues, drilling new wells and initiating new start up procedures. The results will be
evaluated over the next six to twelve months. During 2010, Husky drilled 32 wells (16 well pairs) and is planning to drill an
additional eight wells (four pairs) in 2011. Three well pairs commenced production in late September 2010 and are exceeding the
performance of well pairs previously drilled. Production at Tucker for December 2010 was 6.1 mboe/day compared to 5.0
mboe/day in December 2009. Several applications to the Energy Resources Conservation Board ("ERCB") have been approved or
are proceeding for additional drilling and field development through to 2015.

McMullen

Husky’s development of the McMullen property, which is located in the west central region of the Athabasca oil sands of northern
Alberta, involves a cold production drilling project and an air injection pilot. An additional 79 cold production wells were drilled in
2010 and up to 64 wells are scheduled for 2011. Cold production from eastern McMullen for December 2010 was 2,900 bbls/day.

Husky has submitted an application and received ERCB approval for an air injection pilot. Construction will be proceeding in the
first quarter of 2011 with ignition scheduled for late in the second quarter of 2011,

Sale of Oil Sands Leases
On January 14, 2011, the Company completed an agreement to sell 23 square miles of mining leases in Alberta for a consideration
of $200 million.

Western Canada and the United States (excluding Heavy Oil and Oil Sands)

Asset Acquisitions

In November 2010, Husky announced that a purchase and sale agreement had been signed with ExxonMobil Canada Ltd. to
acquire oil and natural gas properties in Alberta and northeast British Columbia. The acquired assets will add 16.3 mboe/day to
natural gas production, 4.8 mboe/day to oil production and 0.8 mboe/day to natural gas liquids production. Based on reserve
estimates at December 1, 2010, the acquisition will contribute 104 mmboe of proved reserves and nine mmboe of probable
reserves to a core producing area. The acquisition closed on February 4, 2011.

The purchase of natural gas properties in west central Alberta closed on November 30, 2010. The acquisition added 10.8
mboe/day of natural gas production, 32.6 mmboe of proved reserves and 10.8 mmboe of probable reserves to a core producing
area. The reserve estimates are as at December 31, 2010.
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Husky recognizes the operational results from the natural gas properties post the closing date; the operational results between the
effective date and the closing date are deducted from the purchase price.

Gas Resource Plays

Husky continues to build its gas resource play inventory. In 2010, the Company acquired over 69,000 acres of additional land in
several of its British Columbia and Alberta plays. At the end of 2010, the Company had a total of approximately 800,000 net acres of
gas resource play inventory.

Husky is accelerating exploration and development drilling in the NGL-rich Ansell area. As part of this program, a total of 20
Cardium formation development wells were drilled and a further 14 exploration wells were drilled in 2010 to test the deeper multi-
zone potential in the area. Drilling operations are continuing into 2011, with four rigs active on the property. Export capacity
expansion work proceeded through 2010 with approximately 70% of the detailed engineering completed and a majority of the
long lead equipment orders placed.

At Kakwa, the first well in a multi-well exploration program was spud in late December 2010. This program will test the multi-zone
Cretaceous potential that targets the same formations as Husky's exploration program at Ansell. In British Columbia, a partner
operated horizontal well was drilled to further evaluate the Montney formation on the Company's Cypress lands. Completion of
this well occurred in the first quarter of 2011, and the well is currently being flow tested. Also, near the end of 2010, 3-D seismic
programs were initiated in the Ansell, Komie (Horn River), and Sierra areas. Husky is also actively drilling development wells in the
Greater Bivouac area with 11 gross (nine net) wells drilled in 2010, targeting the Jean Marie formation. One rig continues to drill in
the Bivouac area in the first quarter of 2011.

Oil Resource Plays

Oil resource play evaluation and testing activity continued in Western Canada in 2010. Twenty-three Viking horizontal wells at
Redwater, Alberta and 13 Viking wells in the Dodsland/Eirose area of Saskatchewan were brought into production in 2010. Three
evaluation wells are currently under production testing to assess the Cardium zone at Lanaway, Alberta. In 2011, four Viking wells
have been drilled in the Elrose area with three more scheduled before spring break up.

Production and evaluation of the Lower Shaunavon and Bakken zones continues in southern Saskatchewan. In the Lower
Shaunavon zone, three successful horizontal wells were brought on production in 2010 with three additional wells to be drilled in
the first quarter of 2011. In the Bakken zone, four successful horizontal wells were drilled with two put into production in 2010 and
the two remaining wells expected to be put in production in the first quarter of 2011. Two additional Bakken wells are to be drilled
in the first quarter of 2011. At the end of 2010, the Company had approximately 500,000 net acres of oil resource play inventory.

Northeastern British Columbia

Husky participated in a well in the Grizzly Valley located in the foothills of northeastern British Columbia where it has a 42%
working interest. The well has been tested at a rate of 33 mmcf/day and tie-in of the well was completed in mid-January 2011,
Husky successfully acquired four additional drilling licences in the Grizzly Valley area during 2010.

Alkaline Surfactant Polymer Floods

Husky's Alkaline Surfactant Polymer ("ASP") EOR Program is underway with active projects at Warner, Crowsnest in southemn
Alberta and Gull Lake, Saskatchewan. In addition, Husky holds a 20.3% non-operating working interest in the Instow,
Saskatchewan ASP flood, in which oil response continues to increase in line with expectations. Future floods under development
include Fosterton and Bone Creek, Saskatchewan. At Fosterton, the facility design work is nearing completion and long lead
equipment orders have been placed. Facility construction is expected to commence in 2011 with an expected start up in the first
half of 2012. Husky is the operator and holds a 62.4% working interest in this project, Bone Creek, where Husky holds a 95%
working interest, is in the initial design phase with a potential start up in early 2013.

United States
Husky continues to evaluate its Columbia River Basin holdings in Washington and Oregon. The results of the Grey 31-23 well,
which was drilled in 2009, are being incorporated into this evaluation. Husky holds up to a 50% working interest in this area.

South East Asia

Offshore China Exploration, Delineation and Development

In January 2010, a significant new natural gas discovery was discovered at Liuhua 29-1, approximately 43 kilometres to the
northeast of the Liwan 3-1 field. The discovery well tested natural gas at an equipment restricted rate of 57 mmcf/day, with
indications that future well deliveries could exceed 90 mmcf/day. In February 2010, the Liuhua 34-2-2 delineation well was drilled,
which was abandoned without testing, followed by the Liwan 3-3-1 exploration well, which resulted in a non-commercial gas
discovery in April 2010.
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In May 2010, Husky successfully completed the drilling and testing of the Liuhua 29-1-2 appraisal well. This appraisal well, the first
on the Liuhua 29-1 field, tested natural gas atan equipment restricted rate of 55 mmcf/day.

Following the drilling of the Liuhua 29-1-2 appraisal well, a new exploration well was drilled at Liwan 5-2-1, which did not
encounter hydrocarbons and was plugged and abandoned. This was followed by the successful drilling of the Liuhua 34-3-1
exploration well which encountered natural gas. The well is located approximately 24 kilometres northeast of the Liwan 3-1 gas
field, the Company's first major discovery in Block 29/26. This well was later suspended pending further evaluation of the
suitability to develop this new field as part of the overall Block 29/26 deepwater gas development project.

After the Liuhua 34-3-1 exploration well, the Liwan 3-1-10 well was drilled, which is the first development well on the Liwan 3-1
field. This well was successfully cased and will be used as a future producing well. Husky then drilled the Liuhua 29-1-3 appraisal
well, the second appraisal well on the Liuhua 29-1 field. The well encountered quality reservoir sands with approximately 60
metres of gas pay and was cased for possible future re-entry and completion as a producing well. The well was drilled
approximately three kilometers north of the initial Liuhua 29-1 discovery.

In November 2010, Husky successfully drilled the Liwan 3-1-11 appraisal well with the aim of testing the eastern part of the Liwan
3-1 field. The well encountered a quality gas charged reservoir and was cased for future re-entry and completion as a producing
well. In December 2010, the Liwan 3-1-9 development well and in late January 2011 the Liwan 3-1-5 development well were
completed as part of the nine well development program for the Liwan 3-1 field. Husky is currently drilling the Liwan 3-1-8
development well.

Liwan 3-1 is the first deepwater development offshore project in China. Following field delineation of the Liwan 3-1 natural gas
field, Husky submitted the Original Gas In-Place report to the Government of China in late 2009 which was approved in 2010. In
early December 2010, Husky Oil China Ltd. (*HOCL") signed a Heads of Agreement with CNOOC which specifies key principles of
the joint venture to fund, develop and operate the Liwan 3-1 deep water gas field, shallow water and onshore gas processing
facilities. This document is a precursor to the Supplemental Development Agreement (“SDA”) which will be the definitive
agreement governing these issues. The SDA is currently in the drafting stage. Husky expects the plan of development for the
Liwan 3-1 field to be submitted in the first quarter of 20171 and is currently tendering all of the deep water equipment and
installation activity. Under the current plan, the Liwan 3-1 and Liuhua 34-2 fields on Block 29/26 will be developed in parallel, with
first gas production targeted in late 2013, The plan of development for the Liuhua 29-1 field is targeted for submission in 2012,
after appraisal drilling and evaluation work has been completed.

The Liwan 3-1 natural gas field, which is located approximately 300 kilometres southeast of Hong Kong, will use a subsea
production system connected to a central shallow water platform by flow lines. The platform will be connected by pipeline to an
onshore gas plant with access to the energy markets of Hong Kong and Mainland China. Husky and development partner, CNOOC,
have established a joint marketing group for the sale of Liwan 3-1 natural gas and associated natural gas liquids, The Liuhua 34-2
and Liuhua 29-1 discoveries will be tied into the proposed Liwan 3-1 shallow water infrastructure.,

On Block 63/05 in the Qiongdongnan Basin, 50 kilometres south of Hainan Island, processing of new 2-D and 3-D seismic data has
been completed and the data is currently being interpreted. A decision will be made in the first quarter of 2011 on the drilling of
an exploration well which is planned for later in the year. Husky holds a 100% interest in Block 63/05, for which CNOOC has the
right to participate up to 51%.

On Block 04/35 in the East China Sea, a decision was made to relinquish the block at the end of the first exploration term of the
PSC following the results of the HZ 8-1-1 exploration well which was drilled in April 2010 and did not encounter hydrocarbons.

Indonesia Exploration and Development

In October 2010, the Government of Indonesia approved the extension of the existing Madura Strait PSC that was originally
awarded in 1982. The approval provides Husky and its partner, CNOOC, a 20-year extension to the existing contract which would
have expired in 2012. This extension provides the basis for the development of the Madura BD field as the gas sales agreements
are in place and the plan of development has been approved by the Indonesian government. Front end engineering was
completed in 2010. The engineering tendering process is currently underway.

Both Husky and CNOOC agreed to sell a 10% equity stake in Husky Oil (Madura) Ltd. ("HOML") to Samudra Energy Ltd., through its
affiliate SMS Development Ltd. Following the completion of the sale in January 2011, Husky and CNOOC each hold a 40% equity
interest in HOML with the remaining 20% held by SMS Development Ltd.

In late 2009, Husky acquired 1,020 kilometres of new 2-D seismic on the North Sumbawa lI Block. Husky will use this data to define
an exploration prospect for future drilling, which is currently planned to commence in 2012. Husky holds a 100% interest in the
North Sumbawa Il Block, comprised of 5,000 square kilometres in the East Java Sea, and may seek to farm-out part of its working
interest prior to drilling.
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6.2 Midstream

in 2010, Husky commenced its pipeline commitment on the Keystone Pipeline system which ships Canadian crude oil from
Hardisty, Alberta to Patoka, lllinois. In 2010, Husky received regulatory approval to add an additional 300,000 barrel storage tank at
Hardisty. This tank will be connected to the Keystone Pipeline. Construction of the new tank is expected to be completed in 2012.

6.3 Downstream

Lima, Ohio Refinery

The Lima, Ohio Refinery successfully completed a turnaround on the fluid catalytic cracker, coker and associated units in 2010.
Several large safety, environmental, reliability, and optimization projects were completed. The refinery continues to advance short
term reliability and profitability projects and is evaluating a staged repositioning approach pending an improvement in the
light/heavy crude differential outlook. Front-end engineering design has now begun on a 20 mbbis/day kerosene hydrotreater,
which will improve distillate production capability and flexibility at the Lima Refinery. The engineering is expected to be
completed in the first quarter of 2011.

Toledo, Ohio Refinery

Husky and BP announced the sanction of the Continuous Catalyst Regeneration Reformer Project at the Toledo, Ohio Refinery in
the first quarter of 2010. This project will improve the efficiency and competitiveness of the refinery by reducing energy
consumption and lowering operating costs with the replacement of two naphtha reformers and one hydrogen plant with a 42
mbbls/day continuous catalyst regeneration reformer system plant. The project is continuing as planned and construction
formally commenced in August 2010. The refinery continues to advance a multi-year program to improve operational integrity
and plant performance and reduce operating costs and environmental impacts.

Retail

At the end of 2010, Husky completed the rebranding of all 98 sites in Eastern Canada acquired in late 2009. The Company's total
number of fuel outlets at the end of 2010 was 555.

7.0 Results of Operations
7.1 Segment Earnings

Segment Earnings
Earnings (Loss)

before Income Taxes Net Earnings {Loss) Capital Expenditures ™
(S millions) 2010 2009 2008 2010 2009 2008 2010 2009 2008
Upstream 1,597 1,560 4,757 1,135 1,113 3,377 3,171 2,326 3,580
Midstream
Upgrading 31 77 351 22 54 246 176 69 99
Infrastructure and
Marketing 219 279 321 160 200 224 40 25 94
Downstream
Canadian Refined
Products 156 198 143 115 141 104 245 81 155
US. Refining and
Marketing (32) 195 (635) (20) 124 (403) 257 260 133
Corporate, Eliminations
and Interest Expense (413) (352) 208 (239) (216) 203 67 36 47
Total 1,558 1,957 5,145 1,173 1,416 3,751 3,956 2,797 4,108

0 Excludes capitalized costs related to asset retirement obligations incurred during the period and the BP joint venture transaction.
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7.2 Summary of Quarterly Results
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Average Sales Prices Realized 2010 2009 2008
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Upstream Earnings Summary

(S millions} 2010 2009 2008
Gross revenues 5,744 5313 4,932
Royalties 978 861 2,043
Met revenues 4,766 7,889
Operating and administration expenses 1,589

Depletion, depreciation and amortization 1,572

Other {income) expense {2} - 31
Income taxes 487 447 1,380
Net earnings 1,135 1,113 3,377

Upstream eamings were $22 million higher in 2010 compared with 2009 primarily due to the higher average prices realized on
crude oil and bitumen and the settlement of redetermined participation interests for Terra Nova, partially offset by fower crude ofl
and natural gas production in 2010 compared with 2009, the impact of the Enbridge Line 6A/6B shutdowns and increased
depletion in South Fast Asia.

During 2010, the average realized price increased 17% to $66.70/bbl for crude oil, NGL and bitumen compared with $57.11/bbi
during the same period in 2009, Realized natural gas prices averaged $3.86/mcf during 2010 compared with $3.83/mcf in 2009,
Higher US. dollar crude oif and natural gas pricing was partially offset by the strengthening of the Canadian dollar against the US
dollar.

The Enbridge Line 6A/68 shutdowns caused a widening in the light/heavy crude oil differertial which negatively impacted
medium and heavy crude oil and bitumen realized prices as a result of industry wide inventory buildup in Western Canada. This
resulted in an estimated $60 million negative impact to Upstream net earnings for the year,

After Tax Earnings Variance Analysis
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Daily Gross Production 2010 2009 2008
Crude oil (mbbis/day)
Western Canada
Light crude oil & NGL 23.0 228 246
Medium crude oil 25.4 254 269
Heavy crude oil 74.5 786 84.3
Bitumen ™ 22.3 231 22.7
145.2 149.9 158.5
Atlantic Region
White Rose - light crude oil 31.2 452 73.2
North Amethyst - light crude oil 7.0 - -
Terra Nova - light crude ol 8.5 100 129
46.7 552 86.1
China
Wenchang - light crude oil & NGL 10.7 1.1 122
202.6 216.2 256.8
Natural gas (mmcf/day) 506.8 5417 5944
Total (mboe/day) 287.1 306.5 3559
A portion of the Company's heavy crude oil production meets the U.S. Securities and Exchange Commission’s definition of bitumen.
Upstream Revenue Mix
Percentage of Upstream Net Revenues 2010 2009 2008
Crude oil
Light crude oil & NGL 36% 35% 41%
Medium crude oil 11% 10% 8%
Heavy crude oil 29% 29% 24%
Bitumen 8% 9% 6%
84% 83% 79%
Natural gas 16% 17% 21%
100% 100% 100%

During 2010, crude oil, bitumen and NGL production decreased by 13.6 mbbls/day or 6% compared with 2009, primarily due to
the decline in production from White Rose as a result of declines from peak production rates post the 2009 turnaround and natural
reservoir declines, partially offset by production at North Amethyst, which commenced production on May 31, 2010. At Terra
Nova, scheduled maintenance and operational (H.S contamination) issues resulted in reduced production in 2010 relative to the

prior year.

During 2010, crude oil and NGL production from Western Canada decreased by 4.7 mbbls/day or 3% compared with 2009
primarily due to decreased heavy oil production which was impacted by extremely wet weather conditions in the third quarter
and the subsequently delayed drilling program in the fourth quarter of 2010.

Production from natural gas decreased by 34.9 mmcf/day or 6% in 2010 compared with 2009 due to lower capital expenditures on
development and natural reservoir decline, partially offset by additional production from the west central Alberta acquisition

which closed on November 30, 2010.
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2011 Production Guidance and 2010 Actual

Gross Production Year ended
Guidance December 31 Guidance
2011 2010 2010
Crude oil & NGL (mbbis/day)
Light crude oil & NGL 75-80 81 81 -84
Medium crude oil 25-30 25 25-27
Heavy crude oil & bitumen 95-105 97 94 -97
195 - 215 203 200 - 208
Natural gas (mmcf/day) 560 - 610 507 510-520
Total barrels of oil equivalent (mboe/day) 290 - 315 287 285 - 295

Husky's 2011 guidance is consistent with the Company's target of three to five percent annual growth. Recent acquisitions will
offset the base production decline and increased capital expenditures in late 2010 and early 2011 will begin to contribute to
production in late 2011. The Company's production for the year ended December 31, 2010 is within the revised production
guidance set by the Company in the second quarter of 2010.

Factors that could potentially impact Husky’s production performance for 2011 include, but are not limited to:

. Performance on recently commissioned facilities, new wells brought onto production and unanticipated reservoir response
from existing fields.

. Unplanned or extended maintenance and turnarounds at any of the Company's production, upgrading, refining, pipeline or
offshore assets.

. Business interruptions due to unexpected events such as severe weather, fires, blowouts, freeze-ups, equipment failures,
unplanned and extended pipeline shutdowns and other similar events.

« Significant declines in crude oil and natural gas commodity prices which may result in the decision to temporarily shut-in
production.

. Foreign operations and related assets which are subject to a number of political, economic and socio-economic risks.

Royalties

Royalty rates averaged 17% of gross revenue in 2010 compared with 16% in 2009. Royalty rates in Western Canada averaged 15%
compared with 13% in 2009 primarily as a result of increased commodity prices. in the Atlantic Region, the average rate was 24%
in 2010 compared with 25% in 2009. The lower rate is attributable to the North Amethyst field which is subject to a basic royalty
rate of 1%, while Terra Nova and White Rose, being mature fields, are subject to higher rates. Rates at North Amethyst will increase
and reach the same level as Terra Nova and White Rose after certain project payouts as prescribed in the royalty regulations are
met. Royalty rates in Wenchang averaged 23% compared with 17% in 2009 due to the sliding scale royalty clause in the PSC that
results in higher rates in a higher commodity price environment.

Operating Costs

{millions of dollars) 2010 2009 2008
Western Canada 1,199 1,124 1,249
Atlantic Region 176 177 157
International 24 23 22
Total 1,399 1,324 1,428
Unit operating costs (s/boe) 13.33 11.82 10.93

Total Upstream operating costs in 2010 increased to $1,399 million from $1,324 million. Total upstream unit operating costs in
2010 averaged $13.33/boe compared with $11.82/boe in 2009 due to higher costs combined with lower production. Operating
costs in Western Canada increased to $1,199 million from $1,124 million and averaged $14.42/boe in 2010 compared with
$12.83/boe in 2009 primarily as a result of increased energy, servicing, treating and maintenance costs, increased handling,
transportation and disposal of increased water and emulsion production, as well as lower production in 2010 compared with 2009.
The increase is also due to additional well work overs resulting from acquisitions, and additional perforation activity to stimulate
production at Tucker.

Operating costs in the Atlantic Region averaged $10.33/boe or $176 million in 2010 compared with $8.73/boe or $177 million in

2009 primarily as a result of lower production as well as increased vessel costs, servicing and maintenance costs at White Rose and
North Amethyst offset by lower fuel and labour costs.
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Operating costs at the South China Sea offshore operations were $24 million or $6.06/boe in 2010 compared with $23 million or
55.35/boe in 2009 primarily as a result of lower production,

Depletion, Depreciation and Amortization {"DD&A™)

DD&A under the full cost method of accounting for oil and gas activities is calculated on a country-by-country basis, The DD&A
rate Is calculated by dividing the capital costs subject to DD&/« 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 DD&A expense for the period,

o

During 2010, wtal unit DD&A was $15.00/boe compared with $12.49/boe during 2009, The higher DD&A rate in 2010 was
prsmamy due 1o a larger full cost base in China and the Atlantic Region compared with 2009 prim &my as a result of relinquished
exploration blocks and dry holes in China as well as additions related to the developrent program at North Amethyst,

At December 31, 2010, capital costs in respect of unproved properties and major development projects were $4.2 billion
compared with $4.0 billion at the end of 2009, These costs are excli J(i@d from the Company's DD&A calculation until the unproved
properties are evaluated and proved reserves are attributed to the project or the project is deemed to be impaired.

Operating Netback", Unit Operating Costs and DD&A

(S/boe}
80
60
w \
20 A
a1 Q2 Q3 Q4 Q1 Q2 Qs Q4 at Qz Q3 Q4

o8 09 10

wnmmmen. Operating Netback  sese Operating Costs

- Operating netbacks are Husky's average price less royalties and operating costs on a per unit basis.

Other ltems

In 2008, a drilling contract previously treated as an embedded derivative no longer met the criteria and the related accounting
treatment was d;%m tinued. Aloss of $101 million (S71 million after tax) was recorded in 2008, ?hts was partially offset by a gain
of $69 million on the sale of 50% of the shares of HOML to CNOOC Southeast Asia Limited in 2008,

**g::s stream Capital Expenditures
In 2010, Upstream capital expenditures were $3,171 million relative to the revised 2010 capital expenditure program of $3,1
nilhi

C.)

-

ion, Upsrream capital expenditures were 52,235 million (70%j) in West m Canada, $492 million (16%) in the Atlantic Regio
and $444 million (14%) in South East Asia. Husky's major DTOJ cts remain on schedule.

Upstream Capital Expenditures
s millions) 8102009 2008

Exploration

Western Canada 441 266 680
Atlantic Region 96 95 160
Northwest United States ~ 25 50

International 381 495
$iB 881 1,125

Development

Western Canada 1,794 923 1,881
Atlantic Region 396 510 569
International 63 12 5
2,483 1,445 2,455
3171 2,326 3,580

Excludes capitalized costs related to asset retirement obligations incurred during the period and the BP joint venture transaction.
: ( g thet

1
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Western Canada and Oil Sands Drilling 2010 2009 2008

(wells) Gross Net Gross Net Gross Net
Exploration Oil 60 51 18 9 80 70
Gas 37 31 37 22 102 79

Dry 8 8 7 6 27 3

105 90 62 37 209 172

Development Oil 815 722 315 278 685 578
Gas 73 53 122 61 435 270

Dry 10 9 7 7 36 36

898 784 444 346 1,156 884

Total 1,003 874 506 383 1,365 1,056

Waestern Canada

During 2010, Husky invested $2,235 million on exploration and development throughout the Western Canada Sedimentary Basin
compared with $1,189 million in 2009. Of this, $943 million was invested on oil exploration and development and $426 million
was invested on natural gas exploration and development compared with $408 million for oil exploration and development and
$375 million for natural gas exploration and development in 2009. The Company drilled 874 net wells in the basin resulting in 773
net oil wells and 84 net natural gas wells compared with 287 net oil wells and 83 net natural gas wells in 2009. In addition, $134
million was spent on production optimization initiatives in 2010. Capital expenditures on facilities, land acquisition and retention
and environmental protection amounted to $331 million and $401 million was primarily spent on acquisition of natural gas
properties in west central Alberta.

Husky's major gas resource and conventional high impact exploration program is conducted in various regions along the foothills
and northern plains of Alberta and British Columbia and in the deep basin region of Alberta. In 2010, $208 million of the capital
expenditures was invested for exploration in these natural gas prone areas, approximately 87% of which was invested on gas
resource plays. Capital expenditures on gas resource plays with natural gas liquids potential accounted for 65% of exploration
spending in this area. An additional $47 million of the natural gas exploration and development capital expenditures was spent
on follow-up activities in these regions during 2010 including tie-ins, facility installation and development drilling.

During 2010, capital expenditures for the Sunrise Energy Project were $66 million compared with $29 million in the same period of
2009. Capital expenditures at Tucker were $117 million compared with $11 million in the same period in 2009. This increase is
due to remediating older wells and drilling 32 new wells in 2010, compared to the drilling of three wells in 2009.

Management’s Discussion and Analysis
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The following table discloses Husky's offshore and international drilling activity during 2010:

Offshore and International Drilling Activity
Canada - Atlantic Region

Glenwood H-69 W1 100% Stratigraphic test Exploratory
North Amethyst G-25-1 W1 68.875% Water injection Development
North Amethyst G-25-2 WI168.875% Production Development
North Amethyst G-25-3 W1 68.875% Production Development
North Amethyst G-25-4 W1 68.875% Water injection Development
North Amethyst H-14 Wi 68.875% Stratigraphic test Delineation
West White Rose E-18-10 W1 68.875% Production Development
South East Asia - China
Liuhua 29-1-1 Block 29/26 W1 100% Stratigraphic test Exploratory
Liuhua 34-2-2 Block 29/26 WI100% Stratigraphic test Delineation
Liwan 3-3-1 Block 29/26 WI100% Stratigraphic test Exploratory
Liuhua 29-1-2 Block 29/26 W1 100% Stratigraphic test Delineation
Liwan 5-2-1 Block 29/26 Wi 100% ¥ Stratigraphic test Exploratory
Liuhua 34-3-1 Block 29/26 Wi 100% Stratigraphic test Exploratory
Liwan 3-1-10 Block 29/26 WI49% Production Development
Liuhua 29-1-3 Block 29/26 Wi100% Stratigraphic test Delineation
Liwan 3-1-11 Block 29/26 W1100% ¥ Stratigraphic test Delineation
Liwan 3-1-9 Block 29/26 WI 49% Production Development
Liwan 3-1-5 Block 29/26 Wi 49% Production Development
Liwan 3-1-8 Block 29/26 Wi 49% Production Development
HZ 8-1-1 Block 04/35 WI100% Stratigraphic test Exploratory

@ CNOQC has the right to participate in development of discoveries up to 51%.

Atlantic Region Development

During 2010, $396 million was invested for Atlantic Region development projects primarily for the North Amethyst and West White
Rose satellite tie-back development projects, including drilling operations at North Amethyst and completion of facilities
construction and installation. At West White Rose, capital expenditures focused on drilling, advancing engineering design and
planning.

Atlantic Region Exploration
During 2010, Husky spent $96 million primarily on the Glenwood H-69 exploration well northwest of the West White Rose field and
geological and geophysical data and studies.

Offshore China and Indonesia
During 2010, $444 million was spent on offshore China projects, the drilling of four exploration, four delineation and three

development wells on Block 29/26 in the South China Sea and one exploration well on Block 04/35 in the East China Sea.

2011 Upstream Capital Program

(S mitlions)

Western Canada - oil and gas 2450
- oil sands 415

Atlantic Region 350

International 1,180

Total Upstream capital expenditures 4,395

Note: Capital program excludes capitalized administration costs, capitalized interest and asset retirement obligations incurred.
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The 2011 capital program will enable Husky to build on the momentum achieved in accelerating near-term mrodumon and
represents an increase of over 20% from the 2010 program, including the acquisition of producing properties in Alberta and

northeast British Columbia from ExxonMobil Canada Ltd. which closed in the first quarter of 2011, The capital program enables
the Company to advance its three major growth pillars in the Ol Sands, Atlantic Region and in South East Asia.

Upstream capital spending for Western Canada is targeted at opportunities offering the highest potential returns and focuses on
the Company’s heavy ofl, oil and fiquid-rich gas resources plays. Highlights include Phase 1 of the Sunrise Energy Project, heavy ol
investment, including an increased focus on the use of horizontal wells to access producing zones, and advancement of the 8,000

bbis/day South Pikes Peak heavy oil thermal project. Spending has also been allocated to advance the Company's fiquid rich gas
resource play developments and new oil resource play exploration and development.

In the Atlantic Region, spending is concentrated on the continued development drilling at North Amethyst and West White Rose.

In South East Asia, capital spending is focused on continu 'ng the development of the deep water Liwan Gas Project and
exploration and development Jtoqrams offshore China and Indonesia.

Upstream Planned Turnarounds
The annual maintenance turaround for the SeaRose FPSO is scheduled for 16 days in July 2011, The next turnaround at Terra
Nova is scheduled to commence in July 2011

Off-station turnaround planning for the SeaRose FPSO for 2012, 1o address the maintenance of the propulsion system, is currently
being progressed. Husky continues to investigate the various ¢ DI;(.,(‘!\ available for this work,

il and Gas Reserves

The following ol and gas reserves disclosure has been prepared in accordance with Canadian Securities Administrators’ Natonal
instrument 51-101 “Standards of Disclosure for Oil and Gas Activities” ("Nt 51-101") effective December 31, 2010, In prior years
Husky applied for and was granted an exemption from certain of the provisions of NI 51-101, which permitted the Company to
present ol and gas reserves disclosures in accordance with the rules of the United States Securfties and Exchange Commission
guidelines and the United States Financial Accounting >T'amdard% Board (the "US. Rules”). This exemption is no longer available for
the Company’s reserves reporting in Canada, although the Company has received an exemption from the Canadian Securities
Administrators which allows the Company to also disclose its reserves under the US. Rules as supplementary disclosure to the
reserves and ofl and gas activities disclosure required by NI 51-101, The information in accordance with the U5, Rules Is included
in the Company's Form 40-F, which is available at www.sec.gov or on the Company's website at www huskvenergy.com .

Light Ol & NGL Medium Oil Heavy Oil Batumen Natural Gas Combined
(mmbbis) immbbls) immblils) { bch {mmboe}
600 500 600 1.500 4000 3000
3,000
400 400 g
2,000
ZQO

08
m Proved e Probable

The Company’s complete Statement of Oil and Gas Reserves Data and Other Ofl and Gas Information in acc ordance with NI 51-101
is contained in Husky's Annual Information Form available at www sedarcom or Husky's Form 40-F available at www.sec.goy or on
the Company’s 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 Husky's crude oil, natural gas and natural gas products reserves. McDaniel & Associates Consultants Ltd. issued
an audit opinion stating that Husky's 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 as
set out in the Canadian Oil and Gas Evaluation Handbook,

Management's Discussion and Analysis
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At December 31, 2010, Husky’s proved oil and gas reserves were 1,081 mmboe, up from 1,004 mmboe at the end of 2009. The net
addition to proved reserves, including acquisitions and divestitures, represents 174% of 2010 production. Major additions to
proved reserves in 2010 included:
« the extension through additional drilling and seismic interpretation of the Sunrise Energy Project that resulted in booking 56

mmbbls of bitumen to proved undeveloped reserves;
« the booking of 44 mmboe of natural gas and natural gas liquids to proved undeveloped reserves at Madura following the

extension of the PSC;

» the acquisition in the Ram River area in west central Alberte, which resulted in booking of proved natural gas reserves of 197 bcf:

and

» the extension of proved reserves at Ansell in the Alberta Deep Basin area resulting in the booking of 17 mmboe of natural gas

and natural gas liquids.

Western Canada
(mmbbls)

1,500

1,000

500

Atlantic Region China
{mmbbis} (mmbbls)
300 30
200 20

100 10

[ oy

Indonesia
(mmbbls) (bcf)
3 300

Oit & NGL Bitumen Natural Gas
& Reserves Production @ Reserves m Production m Reserves i Production
Note: Reserves are total proved plus probable.
Reconciliation of Proved Reserves
Canada International Total
Atlantic
Western Canada Region
Light Light Light Crude Equiva-
Crude Oil  Medium Heavy Natural Crude Crude Natural Oil  Natural lent
(forecast prices and costs before &NGL Crude Cil Crude Oil  Bitumen Gas Oil Oil Gas & NGL Gas Units
royalties) (mmbbls)  (mmbbls)  (mmbbls)  (mrbbls) {bch) {mmbbls) {mmbbis) (beh) (mmbbls) (bch)  {mmboe)
Proved reserves at
December 31, 2009 145 84 121 200 2,113 93 9 - 652 2,113 1,004
Revision of previous estimate an 4 ] (13) (14) 8 2 - 9 (14) n
Purchase of reserves in place 1 - - - 206 ~ - - 1 206 36
Sale of reserves in place - - - - 2) - - - - (2) -
Discoveries, extensions and
improved recovery 7 9 15 68 142 4 9 209 112 351 170
Price revision - - - - 74) - - - - (74) (13)
Production 9 9) (27) (6] (185) (17) 4) - (74) (185) (105)
Proved reserves at
December 31, 2010 133 88 110 247 2,186 88 16 209 682 2,395 1,081
Proved and probable reserves
at December 31, 2010 176 108 143 1,287 2,766 159 22 258 1,895 3,024 2,399
At December 31, 2009 191 100 152 1,294 2,638 167 24 258 1,928 2,896 241

i
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Recancitiation of Proved Developed Reserves

Canada ___International Total
Atlantic
Western Canada Region
Light Light Light Crude
Crude Off Medium Heavy Natural Crude Crude  Natural Oif - Natural Equivalent
&NGL Crude Oit Crude Ol Bitumen Gas ol Gas & NGL Gas Units
s) {mmbbls)  (mmbblsl  {mimbbls) {bct) it {mmbisis) hef) mmblls) (bt} (et
Proved developed reserves at
Decernber 31, 2009 123 79 87 67 1,667 &4 9 429 1667 707
Revision of previous estimate 8) 5 15 {(10) 46 17 2 21 46 28
Purchase of reserves in place 1 - 204 - - 1 204 35
Sale of reserves in Dlace 23 - (2}
scoveries, extensions and
improved recovery 4 4 7 2 59 17 59
Price revision - 68)
Production 9 9 27 8) 7 {4 (74} {185)
Proved developed reserves at
December 31, 2010 i1l 79 24 21 1,721 &4 7 394 3,727 [
7.4 Midstream
2010 Earnings $182 Million
Total Midstream net earnings in 2010 were $182 million, down from $254 million in 2009 The decrease is primarily due to
increased Upgrader depreciation and amortization in 2010 compared to 2009 as well as unrealized losses on natural gas storage
contracts in 2010 compared with unrealized gains in 2009, partially offset by increased upgrader and pipeline margins.
Upgrader Upgrader Pipelines
Synthetic Crude Sales Unit Margin & Operating Costs Daily Throughput
imbbis/day} 1S/bhi / bis/day)
SQ 30 600
60
o 20
40
10
20
08 09 10 08 09 10
B Unit Margin @ Operating Costs
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Upgrading Earnings Summary

(S millions, except where indicated) 2010 2009 2008
Gross revenues 1,570 1,572 2,435
Gross margin 3N 296 633
Operating and administration expenses 185 188 255
Other recoveries (5) 3) @)
Depreciation and amortization 100 34 31

Income taxes 9 23 105
Net earnings 22 54 246
Upgrader throughput (mbbls/day) 65.4 74.1 71.1

Synthetic crude oil sales (mbbls/day) 54.1 618 587
Upgrading differential (S/bb) 14.52 11.89 2877
Unit margin (5/bbl) 15.73 13.11 2948
Unit operating cost @ (s/bbi) 7.76 6.92 10.54

" Throughput includes diluent returned to the field.
' Based on throughput.

Upgrading earnings in 2010 decreased by $32 million compared with 2009 due primarily to an increase in depreciation and
amortization as a result of changes in the estimated remaining life of certain components of the Upgrader. The Enbridge Line
6A/6B shutdowns caused a widening in the upgrading differentials which resulted in an estimated $10 million increase to net
earnings in 2010. The decrease in throughput was primarily due to a 53-day major scheduled turnaround at the Upgrader that
commenced in late August and was completed on October 22, 2010.

Unlike heavy crude oil, synthetic crude oil is a higher value feedstock for many refineries in Canada and the United States. During
2010, the price of Husky's synthetic crude oil averaged $80.97/bbl (2009 - $68.92/bbl) compared with the average cost of blended
heavy crude oil from the Lloydminster area of $66.45/bbl (2009 - $57.03/bbl). This resulted in an average synthetic/heavy crude
differential of $14.52/bbl (2009 - $11.89/bbl) and a gross unit margin of $15.73/bbl (2009 - $13.11/bbl). Gross unit margin
includes secondary products. The cost of upgrading averaged $7.76/bbl compared with $6.92/bbl in 2009, which results in a net
margin for upgrading Lioydminster heavy crude of $7.97/bbl, up 29% compared with $6.19/bbl in 2009,

In early February 2011, a fire occurred at the Lloydminster Upgrader. Physical damage to the Upgrader was not extensive, but the
Upgrader will run at lower than capacity rates until required repairs and inspection are completed. The duration for which the
Upgrader will be under repair and the financial impact of the damage and resulting reduction in sales volumes cannot be
reasonably estimated at this time.

Infrastructure and Marketing Earnings Summary
(S millions, except where indicated) 2010 2009 2008
Gross revenues 7,854 6,984 13,544

Gross margin

Pipeline 124 106 120
Other 193 195 249
317 301 369

Operating and administration expenses 21 19 17
Depreciation and amortization 43 36 31
Other {income) expense 34 (33) -
Income taxes 59 79 97
Net earnings 160 200 224
Commodity volumes marketed (mboe/day) 952 912 1,103
Aggregate pipeline throughput {mbbls/day) 512 514 507

Infrastructu