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See the Exhibit Index to this Form 6-K.
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FORM 6-K EXHIBIT INDEX

Exhibit

Number Description

99.1 The Registrant’s Annual Report to Shareholders for the year ended December 31, 2010, as filed with the CSA on
March 25, 2011.

99.2 The Registrant’s President's Report for the year ended December 31, 2010, as filed with the CSA on

March 25, 2011.
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Nexen Inc. is an independent, Canadian-based global energy company, listed on the Toronto and New York stock exchanges under the symbol mm%
NXY. We are focused on three growth strategies: oil sands and shale gas in Western Canada and conventional exploration and development =
primarily in the North Sea, offshore West Africa and deep-water Gulf of Mexico. We add value for shareholders through successful full-cycle _—

oil and gas exploration and development, and leadership in ethics, integrity, governance and environmental stewardship.
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1 Rich Portfolio

Recent events have highlighted the benefits of a portfolio with choice. Few predicted
the global financial crisis and subsequent decline in oil prices, the collapse in natural
gas prices or the unfortunate Gulf of Mexico spill that brought drilling in the basin to
a temporary halt.

Our diverse portfolio sustains us through unplanned events such as these. We are

in the world’s best basins for conventional exploration and development with five
significant discoveries in hand. We are in the oil sands with significant resource and
a technological advantage that will produce a long-term cost advantage over time.
And we're in shale gas, with a massive resource and a long-term strategy to produce
it at low cost.

Solid Execution

Translating this opportunity into value requires solid execution and we made
great progress in 2010. We advanced each of our three strategies, streamlined
our portfolio by selling non-core assets at very favourable prices, and positioned
ourselves to bring on 70,000 barrels per day of high-quality production in the next
18 to 24 months. Plus, we have a portfolio of exciting appraisal and exploration
opportunities, 22 of which we plan to drill in 2011. We achieved this with safe,
secure operations, which deliver some of the highest netbacks in our industry.

1

H

s oA

ANNUAL |
|

INFORMATION FORM




Our conventional exploration and
development business forms the heart

of our current production and cash flow.
Yemen and Buzzard are two legacy assets,
with production also from Canada, the US
Gulf of Mexico and Colombia. We are
exploring in three of the world's best
basins: the North Sea, the deep-water
Gulf of Mexico, and offshore West Africa.

Nexen inc. 2010 | Annual Report

Our oil sands properties in Alberta are a
legacy asset in the making. As an early
mover, we recognized both the value of
this vast resource (the world’s second
largest) and the opportunity to use
technology to create a significant cost
advantage over time. Long Lake is just
the first phase. We have enough
resource to keep us busy for decades.

. OFFSHORE
WEST AFRICA

]

Our shale gas assets in northeast

British Columbia are in their infancy,

yet hold significant potential to transform
our company, given our huge acreage
position. In just a few short years we've
proven our ability to execute. Now we
are expanding each year to gain further
efficiencies and deliver good returns.

3




OUR PORTFOLIO

| believe we have one
of the best portfolios around.
lts quality and diversity
position us well in changing
market conditions.

Dear Shareholder:

Events of the past few years, like the global financial crisis, the
Gulf of Mexico oil spill or the collapse in natural gas prices have
highlighted the benefits of a diversified portfolio in building a
sustainable company. Here are attributes that make us resilient
and attractive:

High-margin barrels: Much of our production has low operating
costs, generating some of the highest netbacks in the industry.
We can weather low oil prices and make great returns at current
prices. New high-margin projects like Usan and the Golden Eagle
area will continue this advantage.

Early-life assets: Half of our conventional production is less than
five years old. This means we benefit from modern facilities,
plenty of remaining reserves and lower operating costs.

Running room: We have grown our assets over time. In Yemen,
we initially expected to produce less than 250 million barrels, yet
have produced well over one billion barrels to date. At Buzzard,
we've doubled our proved reserves from the time we acquired
it. Our portfolio is filled with opportunities to grow current assets
and continue exploration.

Blend of long and short cycle times: Although discoveries like
Usan and those in the deep-water Gulf of Mexico can span years
from discovery to first production, other assets such as our UK

PRESIDENT'S REPORT

Marvin Romanow, President and Chief Executive Officer

tie-back opportunities and shale gas wells can come on stream
more quickly and with minimal incremental cost.

Heavy weighting to oil: With oil currently four times more
valuable than gas on an energy equivalent basis, our 80%
weighting to oil is a clear advantage. About 80% of our current
oil production is indexed to Brent pricing, which has enjoyed a
significant premium lately, and is growing in importance as an
international benchmark. Yet, we also invested early in shale gas
because we believe in natural gas over the long term.

Building a rich portfolio of legacy assets takes time. Our activities
in any one year are geared toward advancing our long-term
strategies and | believe we made great progress in 2010.

Nexen Inc. | 2010 | Our Portfolio i
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EXECUTING WELL
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In 2010, we met our
production guidance and
made solid progress in
each of our three strategies.

In our conventional business, we added a new discovery at
Appomattox, bringing our total to five significant conventional
discoveries. We began commissioning the fourth platform at
Buzzard, progressed development plans for the Golden Eagle
area, and advanced the Usan development, which is on track
for first oil in 2012. Our successful 2010 appraisal drilling in the
UK generated up to four potential tie-back opportunities and we
anticipate more discoveries from exciting exploration prospects
(see page iv).

Long Lake has delivered at a slower pace than expected. Yet
we've made good progress since our 2009 turnaround, roughly
doubling our bitumen production. See page vi for more about
how we plan to fill the upgrader and develop our next oil sands
phase at Kinosis.

In shale gas, we are executing extremely well. We reduced
our capital costs per frac by 65% over one drilling season and
significantly expanded our acreage position (see page viii).

Corporately, we streamlined our portfolio by selling non-core
assets for excellent value. We sold part of our marketing
business that was adding volatility to our earnings and also
sold our conventional heavy oil business at market premiums.
In early 2011, we also sold our interest in Canexus.

We reduced net debt by approximately $1.5 billion in 2010, primarily
from asset dispositions. And our capital program added more
reserves than we produced, primarily high-netback barrels in the UK.

2010 Highlights

L1

Allin all, it was a year of solid execution that positions us for
significant future growth.

Challenges Build Strength

We also faced challenges. In each case we learned important
lessons and took steps to enhance how we work.

In addition to our lower-than-expected production at Long Lake,
the unfortunate Macondo blow-out and oil spill shut down drilling
in the Gulf of Mexico and delayed our programs. And although
we recorded our lowest injury rate ever, we experienced a
contractor fatality in Yemen which deeply impacted people
throughout Nexen.

These last two events highlight an important point: how we work
is critical to our success. Safety, environmental stewardship and
corporate governance are not just corporate ideologies. They

are part of our core values. That is why they are integral to our
everyday lives at Nexen.

Our culture and commitment were recognized in 2010. Once
again, we were named one of the Global 100 Most Sustainable
Corporations by Corporate Knights magazine. | view this as a
vote of confidence in our people and the choices we make about
how we work.

| admire our employees who tackle challenges and deliver the
kind of success we've had this year. | continue to appreciate the
support of my management team and board, who believe in our
people and see the opportunity in our assets.

| look forward to sharing an exciting 2011 with you.

Production before Royalties (mboe/d)

Production after Royalties (mboe/d)

Cash Flow from Operations "2 ($ millions)

Cash Flow per Share ($/share}

Net Income ($ millions)

Net Income per Share ($/share)

Cash Netbacks from Qil and Gas Operations 3 ($/boe)

Capital Expenditures, Including Acquisitions ($ millions)

Proved Reserves ¢ (mmboe)

Proved + Probable Reserves * (mmboe)

2009 2008
243 250

213 210

2,215 4,229

4.25 8.04

536 1,715

1.03 3.26

38.55 60.64

3,578 3,203

1,011 988

2120 2,228 2,036

1 Defined as cash flow from operating activities before changes in non-cash working capital and other. 2 For reconciliation of this non-GAAP measure, please see our year-end press
release dated February 16, 2011 or our Management's Discussion and Analysis. 3 Defined as average sales price less royalties and other, operating costs and Yemen in-country taxes.
4 After dispositions; represents our working interest before royalties using SEC rules. For more information on our reserves, see our 2010 Annual Information Form at

WWW.Nexenine.com or www.sedar.com.

Nexen inc. | 2010
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STRATEGIES IN PROGRESS
CONVENTIONAL
EXPLORATION

DEVELOPMENT

We have exceptionally
strong assets, tangible
production coming and a
pipeline of appraisal and
exploration opportunities.

High-Grading Over Time

Our portfolio of conventional opportunities is the best it has

ever been. Not only are we finding more oil and gas, the size

and quality of our discoveries have increased. We did this by
upgrading our global portfolio, expanding our land base, adding
talent and, most importantly, displaying patience and persistence.

For example, we drilled our first well in the eastern Gulf of
Mexico in 2003. It was a modest success. But we persisted
and after several exploration wells, we drilled Appomattox with
our partner Shell in 2009. | believe this is our best discovery
ever in the Gulf, and there's more to come. We look forward to
appraising Appomattox and drilling up to three key appraisal and
exploration wells in the region in 2011 and 2012.

In the UK, many thought we were making a moderate advance
in a mature basin when we acquired Buzzard in 2004. Six years
later, we have significantly increased our reserves and are now
the second largest oil producer in the UK North Sea.

We built on that success with the Golden Eagle area discovery.
Estimated at about 140 million boe of reserves, it's the largest oil
discovery in the UK North Sea in the past 10 years, behind only
Buzzard. It also highlights our competitive strength in discovering
new stratigraphic traps, which are difficult to see on seismic.
In the UK, we have high-margin tie-back opportunities to existing
infrastructure, some of which we plan to complete in 2011.

Wi Nexen inc. ‘ 2010 | Annual Report

["] Offshore West Africa, Usan is another long-term project that

is poised to become a legacy asset after it comes on stream
in 2012. We are in a high-quality basin. At full production rates,
it will provide a step-change in cash flow. We see plenty of
exploration upside in this region, so Usan provides a great
platform for future growth.

After almost 20 years of uninterrupted operations, Yemen
continues to impress me. Our operations are world class and
our commitment to working closely with governments and
communities creates real value for stakeholders. In 2011, we're
focused on securing a contract extension at Masila and looking
to expand our Yemen presence with new exploration blocks.

2011 Plans

We have an exciting capital program planned for 2011.

We expect to spend approximately $600 to $650 million on
drilling 22 appraisal and exploration wells. Our plans include
sanctioning of Golden Eagle and a return to our appraisal and
exploration programs in the deep-water Gulf of Mexico now
that the moratorium has been lifted.

[ believe deep-water drilling in the Gulf of Mexico is safer than
ever, because of the lessons learned and new practices put in
place following the Macondo incident. At Nexen, we took the
opportunity to work with our contractors, regulators and peers
to reinforce environmental and safety measures across our
offshore operations. We are also managing the financial impact
of our rig exposure during the downtime.
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STRATEGIES IN PROGRESS

OIL SANDS

e

th low exploration risk,
a massive resource and
decades of cash flow
coming, we are just
beginning in the oil sands.

Making Progress at Long Lake

Long Lake's integrated SAGD and upgrading technology will
provide an advantage over time. In retrospect, we underestimated
the time it would take to ramp up Long Lake given the complexities
in the reservoir, integrating SAGD and the upgrader, and employing
ground-breaking technologies on a large scale. We've had
challenges, found solutions and are now on the ramp-up curve.

Since our turnaround in the fall of 2009, we've roughly doubled
Long Lake production to approximately 30,000 bbls/d gross. We
did this by providing more steam to our mature wells, bringing on
new well pairs and installing electronic submersible pumps.

As ramp-up of steam continues, we are working our way through
high water saturation zones in some parts of the reservoir. This
can cause bitumen volumes and steam-oil ratios to vary. Based
on our pilot project and subsequent experience, we have found
that injecting consistent steam into these zones allows us to
progress through them faster. We expect bitumen rates and
steam-oil ratios to improve once these zones are heated.

These lean zones are found throughout the oil sands region. As we
work our way through them, we are acquiring early and valuable
knowledge about how to manage these features, while also
looking forward to future phases with higher-quality reservoirs.

Over the next two years, we plan to invest between $400

and $500 million on new well pads, more steam capacity and
infrastructure to isolate SAGD from the upgrader, while keeping
the benefits of integration. This will allow us to isolate portions
of the plant for maintenance with reduced operational impacts.

available at www.nexeninc.com.

vili  Nexen inc. | 2010 | Annual Report

1 For additional information about our resource estimates, please refer to our November 15, 2010 news release

["1To me, thisis money well invested, considering the long-term

cash flow our oil sands assets will generate.

The Big Picture

Long Lake represents just 10% of our overall reserves and
contingent recoverable oil sands resource, now estimated
at three to six billion boe'. The resource is there and the
technological advantage we've established will grow over
time, particularly as natural gas prices increase and heavy
oil differentials widen.

We are wiser for having built Long Lake, and will integrate

our learnings into future phases. We understand reservoir
characteristics and optimizing well performance. We see

the benefits of building our oil sands business with smaller
incremental projects while still achieving integrated project
advantages in the long term. And we understand how to do
this while providing isolation between SAGD and the upgrader
for operating flexibility and maintenance.

For every problem we've encountered, we've developed a
solution. And we've never faced the same problem twice,
which is a sign we're on the right track.

Higher-Quality Reservoir at Kinosis

Building on our Long Lake learnings, we plan to stage our capital
differently for our second phase. Kinosis will begin as two
35,000-40,000 bbl/d SAGD projects and will be initially fired with
natural gas. As Kinosis gets to full ramp-up, and differentials
widen according to their traditional long-term cycle, we plan to
add an upgrader. Kinosis is a thick, superior quality reservoir with
little shale. We will continue core-hole drilling and engineering in
2011 and we expect to be sanction-ready in late 2012.
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STRATEGIES IN PROGRESS

SHALE GAS

In just a few short
years, we've done all the
right things to build a
successful, sustainable
shale gas business.

In northeast BC, we've inventoried significant resource potential
at pennies per mcf, we're well positioned in a high-quality basin,
we've grown our knowledge quickly, and we are executing
extremely well. Now we are also looking to take our shale

gas expertise to new basins globally and are making modest
investments in Colombia and elsewhere.

While gas prices are highly uncertain for the next few years,
being a low-cost producer means we can generate decent
returns at low prices.

As the chart on the opposite page shows, our execution keeps
getting better. Our cost reductions and industry-setting frac
pace give us confidence we can make a decent return at
US$4/mcf natural gas and a great return at US$6/mcf.

That's why we continued to expand our shale gas position in 2010.
We now have more than 300,000 acres in the Horn River, Cordova
and Liard basins of northeast BC. We estimate we have between
4 and 15 tcf of contingent recoverable resource at Horn River and
Cordova, and 5 to 23 tcf of prospective resource at Liard'.

Working with Our Stakeholders

Executing well also means working constructively with our
stakeholders, including local First Nations. Through the Horn
River Basin Producers Group, our industry is taking a coordinated

available at www.nexeninc.com.

X Nexen inc. } 2010 | Annual Report

1 For additional information about our resource estimates, please refer to our November 15, 2010 news release

[} approach to reducing land impacts, improving water use and
generating local economic benefits. This approach has served us
well in other areas such as Yemen, and | believe it is an essential
foundation for building a successful shale gas business.

Our Plans

We're bringing on stream an eight-well pad in the Horn River
area that we finished drilling last summer. We've started drilling
a nine-well pad that will come on stream in late 2011, and we're
planning an 18-well pad for mid 2011, which we expect on
stream in late 2012. With 100% interest in our acreage, we are
evaluating joint venture options to enable us to realize the value
of a portion of this asset.

Longer term, this acreage is potentially an attractive option for
liguefied natural gas (LNG) export, given its proximity to the west
coast and large, secure resource base. This potential opportunity
cannot be ignored, and we will continue to explore it as a long-
term option.

Building on Our Expertise

As we look to other emerging unconventional opportunities
such as tight oil development in Alberta, we will build on the
expertise we've developed in shale gas including horizontal
drilling and hydraulic fracturing techniques. | am confident we
can apply some of what we've learned in shale gas to continue
to grow our unconventional business.
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FUTURE GROWTH

We have both near-term
catalysts and longer-term
growth. And we are
executing well to bring
these together.

Here are our near-term priorities:

e Continue Long Lake ramp-up

e Progress Usan toward first oil in 2012

e Advance and sanction discoveries

® Advance shale gas program

®  Secure Yemen contract extension

e Resume exploration and appraisal in Gulf of Mexico
e Continue global exploration

2011 Guidance

In 2011, we plan to invest between $2.4 and $2.7 billion in
capital projects. The three largest investments in our plan are
approximately $500 million for Usan, $425 million for oil sands
and $600 to $650 million for exploration.

We expect production before royalties in the range of 230,000 to
270,000 boe/d. The range is driven by the pace of the Long Lake
ramp up, run-times at Buzzard and Scott/Telford, and the timing of
new volumes from our North Sea tie-backs and Horn River shale
gas program.

At the mid-point of this range, production after royalties would
grow by as much as 7%. This continues the robust growth of
about 6% on a compound annual basis we have realized over
the past five years, after considering the sale of our heavy oil
properties. We've also more than replaced our production

EXPECTED 2011 CAPITAL

EXPECTED 2011 PRODUCTION

{1 over this time period with new reserves. Overall, our growing
production, solid reserve replacement and strong balance sheet
are signs of real progress.

Growth in Hand

Our 2011 plans take us a step closer to delivering more than
70,000 boe/d of new production in the next 18 to 24 months—a
step change for our company. Some of this would replace Yemen
production in the event we do not receive a contract extension.
And with oil being four times more valuable than natural gas, we
grow our cash flow faster with an oil-weighted production profile.

Consider alone the cash flow expected from Usan and

Long Lake, once at design rates. Together we expect them

to generate around $1.4 billion annually at $80/bbl WTI. To put
this figure in perspective, that’s more than half of the total
cash flow we generated in 2010. So, patience pays off.

In the long term, we are well positioned. As the chart on the
opposite page shows, we have a solid base of non-declining
assets for the next four or five years. This makes it easier to
grow our company. A key advantage for Nexen is that we have
several growth opportunities already in hand. We have significant
oil sands and shale gas resource, and high-quality conventional
discoveries to develop.

We know what we need to do to translate these opportunities
into value, and we're making good progress. And we are always
on the lookout for more, leveraging off of what we already know
and do well. This is how we build a sustainable company.

EXPECTED 2011 CASH FLOW

xil  Nexeninc. | 2010 | Annual Report

before royalties; up to 7%
growth at range midpoint

$2.1 1 $2.8
billion
assuming US$75/bbl
to US$90/bbl oil
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and offloading unitis due to set sail
for offshore West Africa in 2011,
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OUR PEOPLE

| am continually impressed

by the ability of our people
to build on our success
and create further value.

With the world's easy oil gone, the remaining resources require
more specialized knowledge, technologies and equipment. So
building and retaining our talent is a top priority. We focused on
talent acquisition and development during the recession as other
companies were laying off people, and we're focused on it now.

For example, we've added expertise at all levels at Long Lake,
from operations through to senior management. The knowledge
we are building as we solve our challenges is priceless, not only
for Long Lake, but future phases.

The same goes for shale gas. We've built our own knowledge
base and brought in outside talent in specialty areas such as
microseismic. Our industry-leading results speak for themselves.

In our conventional business, the UK expertise with stratigraphic
traps is proving its worth again and again—first with Buzzard and
then the Golden Eagle area. And having team members who were
instrumental in building Buzzard contribute to the development of
the Golden Eagle area gives me great confidence.

Equally impressive is the depth and breadth of expertise on our US
deep-water drilling team, who collectively have broken in six new

deep-water drill ships and drilled almost 30 sub-salt wells. No one
in the company is as excited to get drilling again as they are.

Our talent goes beyond operations. Our marketing group
works efficiently to ensure our production always has a home.
This proved to be very valuable when Canadian export pipeline
disruptions surfaced in 2010.

Xiv  Nexen Inc. i 2010 | Annual Report
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Our corporate teams completed dispositions of non-core assets
at prices well above expectations. Knowing the value of our

people, we redeployed talent from these areas to our core assets.

And across our company, our employees are paying attention

to the way we work by advancing our safety culture, working
with integrity and building good relationships in the communities
where we operate.

These are just some examples of the people at Nexen working
together to grow this company. And | know we can continue
this success. After all, our employees are shareholders too.

Marvin Romanow, President and Chief Executive Officer
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AWARDS AND RECOGNITION

We were pleased to be recognized in 2010 for the way we work. These awards reflec
of the things that matter to us: good governance practices, transparent disclosure, eff
stakeholder relations and a dynamic workplace that attracts and engages talented pec
Above all, these awards recognize the accomplishments of our employees and remint

of the value we create through the way we work.

Canada’s Top 100 Employers
from MediaCorp Canada for Best
Employer for New Canadians and
Best Diversity Employer

Corporate Reporting Award
of Excellence

from the Canadian Institute of
Chartered Accountants (CICA)
for top governance disclosure
across all sectors

Corporate Reporting Award
of Excellence

from the CICA for top financial,
governance, electronic and
sustainability disclosures in

oil and gas

Best Annual Report

Financial Disclosure

from Oilweek Magazine/ATB Financial
for best financial statements and
analysis in senior oil and gas

Goldman Sachs SUSTAIN Report
ranked first among upstream oil and
gas companies for environmental,

social and governance management

Corporate Governance 10 out
of 10 global ranking

from GovernanceMetrics
International for governance
disclosures and practices

Report on Business Corporate
Governance
ranked 5th, scoring 89 out of 100

Canadian Coalition for
Good Governance

2010 Proxy Circular Disclos
Best Practices

Global 100 Most Sustain:
Corporations
from Corporate Knights me

Top 50 Corporate Citizens
from Corporate Knights me

Carbon Disclosure Projec
2010 Carbon Disclosure Le

CAPP Stewardship Awart
from CAPP for the collabor
multi-stakeholder approact
the Horn River Basin Produ

For additional information on Nexen, please refer to our
Sustainability Report or Management Proxy Circular. These report:
are available in the investor toolkit at www.nexeninc.com/investor
and hard copies can be ordered online or by calling 403.699.4354.

Nexen Inc. | 2010 I An
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OARD OF DIRECTORS

Francis Saville, Q.C. Marvin Romanew  William Berry Robert Bertram Dennis Flanagan

Board Chair of Nexen

Barry Jackson Kevin Jenkins Anne McLeltan, PC., 0.C. Eric Newell, 0.C. Thomas 0'Neill

See our Management Proxy Circular
for director and executive
officer biographies.

John Willson Victor Zaleschuk

NEXEN'S BOARD - Undergoes a performance evaluation to ensure
Good governance fosters better decision-making. board composition is appropriate, comprises the
Our board: right expertise and is committed to continuous

- Consists of all independent, non-executive directors improvement,

{except the CEO) under Canadian and US security - Is committed to continuing education of its
requirements; members through extensive orientation and ongoing
- Attended 99% of board meetings in 2010; director education programs; and

- Is chosen based on the skills, competencies + Meets required share ownership guidelines to

and experience needed to guide Nexen's strategy demonstrate commitment to Nexen's success.

and global businesses;

Nexen inc. 2010 | Annual Report



EXECUTIVE OFFICERS

Marvin Romanow Kevin Reinhart Gary Nieuwenburg Matt Fox Brian Reinshorough
President and Chief Executive Vice President Executive Vice President, Executive Vice President, Senior Vice President,
Executive Officer and Chief Financial Officer Canada International United States Oil and Gas

Jim Arnold Una Power Eric Miller Kevin McLachlan Catherine Hughes

Senior Vice President, Senior Vice President, ~ Senior Vice President, Vice President, Vice President, Operational

Synthetic Crude Corporate Planning and General Counsel Global Exploration Services, Technology and
Business Development and Secretary Human Resources

Kim McKenzie Brendon Muller Mike Backus

Vice President and Controller Treasurer
Chief Information Officer -

GOVERNANCE PRACTICES « Clear, easy-to-understand disclosure about corporate
Nexen has been recognized for our commitment to governance practices; and

transparent disclosure and progressive corporate . Annual governance roadshows to engage directly
governance. Our practices include: with shareholders, regulators and governance experts.

— + Compensation for directors and management that is

. , . : - : See page xv for a summary of our 2010 governance
linked to Nexen's strategic business objectives with a P g ¥ ' 9
. recognition and awards, and view our 2011 Management
........... focus on creating long-term shareholder value; ' .
) Proxy Circular at www.nexeninc.com for more
< An advisory vote for shareholders on our approach ) ) _
) . information about our corporate governance practices.
to executive compensation;
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(Cdn$ millions, except as noted) 2009 2008 2007 2006
Highlights
Average WTI Oil Price (US$/bb) 61.80 99.65 72.31 66.22
Net Sales ' 4,203 6,576 5,583 3,936
Cash Flow from Operations #* 2,215 4,229 3,458 2,669
Per Common Share ($/share) 4.25 8.04 656 5.09
Net Income 536 1,715 1,086w S 601
Per Common Share ($/share) 1.03 3.26 2.06 1.15
Capital Expenditures, Including Acquisitions 3,578 3,203 3,524 3,536
Proceeds from Dispositions 17 6 4 27
Production *°
Production Before Royalties (mboe/d) 243 250 254 212
Production After Royalties (mboe/d) 213 210 207 156
Financial Position
Working Capital 2,398 2,503 412 476
Property, Plant and Equipment, Net 15,492 14,922 12,498 11,739
Total Assets 22,900 22,155 18,075 17,156
Net Debt® 5,551 4,575 4,404 4,730
Long-Term Debt 7,251 6,578 4,610 4,673
Equity’ 7,646 7,191 5,610 4,636
Shares and Dividends
Common Shares Outstanding (millions) 522.9 519.4 528.3 525.0
Number of Registered Common Shareholders 1,725 1,624 1,569 1,454
Closing Common Share Price (TSX) (Cdn$/share) 25.22 21.45 3210 32.10
Dividends Declared per Common Share (Cdn$/share) 0.20 0.175 0.10 0.10
Cash Flow from Operations 2°
Qil and Gas
United Kingdom 2,159 3,308 2,101 477
_Canada 130 389 179 229
Syncrude 192 400 319 240
United States 140 508 480 573
Yemen?® 345 638 664 877
Other Countries 31 133 87 94
2,997 5,376 3,830 2,490
Marketing 256 (356) 73 432
Chemicals 102 85 90 83
3,355 5,105 3,993 3,005
Interest and Other Corporate ltems (512) (292) (350) {254}
income Taxes ' (628) {584) (185) {82}
Total Cash Flow from Operations 2,215 4,229 3,458 2,669

Represents net sales from continuing operations.

DN, ON

Includes in-country cash taxes in Yemen.

Naxern ne. 1 2010 | Annual Report

Cash flow from operations is defined as cash generated from operating activities before changes in non-cash working capital and other.

For reconciliation of this non-GAAP measure, please see our year-end press release dated February 16, 2011 or our Management's Discussion and Analysis.
Production is Nexen's working interest share and includes our share of production from Syncrude.

Natural gas is converted at 6 mcf per equivalent barrel of oil.

Net debt is defined as long-term debt and short-term borrowings less cash and cash equivalents.

Effective 2008, Canexus non-controlling interests are included in Equity.
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2009 2008 2007 2006
Production Before Royalties
Crude Oil and NGLs (mbbls/d)
United Kingdom 98.0 99.7 81.2 16.9
Canada 14.6 16.2 17.1 20.0
Long Lake Bitumen 7.9 3.9 - -
Syncrude 20.2 20.9 22.1 18.7
United States 10.5 9.3 16.4 17.0
Yemen 49.9 56.6 71.8 92.9
Other Countries 35 5.8 6.2 6.3
204.6 212.4 214.6 171.8
Natural Gas (mmci/d)
United Kingdom 24 18 16 20
Canada 139 131 118 108
United States 65 78 101 111
228 227 235 239
Total Production Before Royalties (mboe/d) 243 250 254 212
Production After Royalties
Crude Oil and NGLs {mbbls/d)
United Kingdom 98.0 99.7 81.2 16.9
~ Canada 11.4 123 13.4 15.8
Long Lake Bitumen 7.9 3.9 - -
Syncrude 18.6 18.2 18.8 16.9
United States 9.5 8.1 14.5 15.0
Yemen 29.8 30.6 39.8 51.8
Other Countries 3.2 5.3 5.7 5.7
178.4 178.1 173.4 122.1
Natural Gas (mmcf/d)
United Kingdom 24 18 16 20
Canada 128 109 98 91
United States 57 66 86 94
209 193 200 205
Total Production After Royalties {mboe/d) 213 210 207 156
Oil and Gas Cash Netback Before Royalties' ($/boe)
Producing Assets
United Kingdom 59.06 87.70 67.85 55.53
Canada 16.07 32.97 20.07 22.87
Long Lake - - - -
Syncrude 29.00 53.83 41.94 37.86
United States 28.80 56.42 42.28 40.42
Yemen 20.55 31.11 25.52 26.35
Other Countries 48.50 86.58 61.94 57.71
Company-Wide Oil and Gas 38.55 60.64 43.22 32.75

1 Defined as average sales price less royalties and other, operating costs and Yemen in-country taxes. Calculation details can be found in the Statistical Supplement on our website.
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2010 RESERVES CONTINUITY

We had a successful 2010 capital investment program. We invested $2.5 billion in our oil and gas activities and added
101 million boe of proved reserves. These additions replaced 114% of our production and the conventional reserves
replacement ratio of 105% was our best in four years.

Canada
Insitu
North Sea Yemen Other Intl United States Other Qil Sands Syncrude Total

{mmboe) Qil Gas Oil Oil Oil Gas Qil Gas Synthetic Synthetic | Oil and Gas |
Proved Reserves’
December 2009 169 3 23 43 22 28 37 318
Extensions & Discoveries 35 5 - 1 - -
Acquisitions 1 - - - - -

Divestments - - - _ - _

Revisions 26 5 6 m 1 -
NetAdgiions = & e 8 4
Production (38) (2) (16) (1) (4) (6)
Dééér’hbérZ’OiO - - 192 oon 13 o 19 2

Probable Reserves'’

December 2009 159 10 4 45 7 17
Extensions & Discoveries 3 3 - - - -
Acquisitions 4 - - - - _

Divestments - - - - - -

Revisions (1) 2 1 (5) 1 (2)
NetAdewions . 00 6 5 v e , o )
Conversions (57) (5) (3) (1) (1) (2) - - (3) ® 180

39 g g - T 882 46 1,133 :

Proved + Probable Reserves'

December 2009 328 13 27 88 29 45 64 58 1,206 370 2,228
Extensions & Discoveries 38 8 - 1 - - - 33 3 16 : 99
Acquisitions 5 - - - - - - - o
Divestments - - - - - - (61) (4)

Revisions 2 7 7 (6) 2 (2) - (5)

NetAddiwions | es s 5 e 6o e

Conversions (57) (5) (3) (1) (1) (2) - -

Production (38} (2) (16} (1) (4) (6) (7)

December2010 = 31 21 15 8 3% 3 15

1 We internally evaluate all of our reserves and have at least 80% of our proved and probable reserves assessed by independent qualified consultants each year;
99% of which were assessed this year. Our reserves are also reviewed and approved by our Board of Directors. Reserves represent our working interest before
royalties using SEC rules which are based on average 2010 prices held constant. Gas is converted to equivalent oil at a 6:1 ratio. For more information on our reserves,
see our 2010 Annual Information Form at www.nexeninc.com or www.sedar.com.

XX Nexen inc. | 2010 [ Annual Report



Certain statements in this report constitute “forward-looking statements” (within the
meaning of the United States Private Securities Litigation Reform Act of 1995, as
amended) or "forward-looking information” {within the meaning of applicable Canadian
securities legislation). Such statements or information (together “forward-looking
statements”) are generally identifiable by the forward-looking terminology used such as
“anticipate”, "believe”, “intend”, “plan”, “expect”, “estimate”, "budget”, “outlook”,
“forecast” or other similar words and include statements relating to or associated with
individual wells, regions or projects. Any statements as to possible future crude oil or
natural gas prices; future production levels; future royalties and tax levels; future capital
expenditures, their timing and their allocation to exploration and development activities;
future earnings; future asset acquisitions or dispositions; future sources of funding

for our capital program; future debt levels; availability of committed credit facilities;
possible commerciality of our projects; development plans or capacity expansions; the
expectation that we have the ability to substantially grow production at our oil sands
facilities through controlied expansions; the expectation of achieving the production
design rates from our oil sands facilities; the expectation that our oil sands production
facilities continue to develop better and more sustainable practices; the expectation

of cheaper and more technologically advanced operations; the expected design size

of our operations; the expected timing and associated production impact of facilities
turnarounds and maintenance; the expectation that we can continue to operate our
offshore exploration, development and production facilities safely and profitably; future
ability to execute dispositions of assets or businesses; future sources of liguidity, cash
flows and their uses; future drilling of new wells; ultimate recoverability of current and
long-term assets; ultimate recoverability of reserves or resources; expected finding and
development costs; expected operating costs, future cost recovery oil revenues from
our Yemen operations; the expectation of negotiating of an extension to certain of our
production sharing agreements; the expectation of our ability to comply with the new
safety and environmental rules enacted in the US at a minimal incremental cost, and of
receiving necessary drilling permits for our US offshore operations; future demand for
chemicals products; estimates on a per share basis; future foreign currency exchange
rates, future expenditures and future allowances relating to environmental matters and
our ability to comply therewith; dates by which certain areas will be developed, come
on stream or reach expected operating capacity; and changes in any of the foregoing
are forward-looking statements. Statements relating to “reserves” or “resources”

are forward-looking statements, as they involve the implied assessment, based on
estimates and assumptions that the reserves and resources described exist in the
quantities predicted or estimated, and can be profitably produced in the future.

All of the forward-looking statements in this report are qualified by the assumptions
that are stated or inherent in such forward-looking statements. Although we believe
that these assumptions are reasonabile, this list is not exhaustive of the factors that
may affect any of the forward-looking statements and the reader should not place an
undue reliance on these assumptions and such forward-looking statements. The key
assumptions that have been made in connection with the forward-looking statements
include the following: that we will conduct our operations and achieve results of
operations as anticipated; that our development plans will achieve the expected results;
the general continuance of current or, where applicable, assumed industry conditions;
the continuation of assumed tax, royalty and regulatory regimes; the accuracy of

the estimates of our reserve volumes; commodity price and cost assumptions; the
continued availability of adequate cash flow and debt and/or equity financing to fund
our capital and operating requirements as needed; and the extent of our liabilities. We
believe the material factors, expectations and assumptions reflected in the forward-
looking statements are reasonable, but no assurance can be given that these factors,
expectations and assumptions will prove to be correct.

The forward-looking statements are subject to known and unknown risks and
uncertainties and other factors which may cause actual results, levels of activity and
achievements to differ materially from those expressed or implied by such statements.
Such factors include, among others: market prices for oil and gas; our ability to explore,
develop, produce, upgrade and transport crude oil and natural gas to markets; ultimate
effectiveness of design or design modifications to facilities; the results of exploration
and development drilling and related activities; the cumulative impact of oil sands
development on the environment; the impact of technology on operations and
procaesses and how new complex technology may not perform as expected; the
availability of pipeline and global refining capacity; risks inherent to the operations of any
large, complex refinery units, especially the integration between production operations
and an upgrader facility; availability of third-party bitumen for use in our oil sands

production facilities; labour and material shortages; risks related to accidents, blowouts
and spills in connection with our offshore exploration, development and production
activities, particularly our deepwater activities; direct and indirect risks related to the
imposition of moratoriums, suspensions or cancellations of our offshore exploration,
development and production operations, particularly our deepwater activities; the
impact of severe weather on our offshore exploration, development and production
activities, particularly our deepwater activities; the effectiveness and reliability of our
technology in harsh and unpredictable environments; risks related to the actions and
financial circumstances of our agents, counterparties, contractors, and joint venture
parties; volatility in energy trading markets; foreign currency exchange rates; economic
conditions in the countries and regions in which we carry on business; governmental
actions including changes to taxes or royalties, changes in environmental and other laws
and regulations including without limitation, those related to our offshore exploration,
development and production activities; renegotiations of contracts; results of litigation,
arbitration or regulatory proceedings; political uncertainty, including actions by terrorists,
insurgent or other groups, or other armed conflict, including conflict between states;
and other factors, many of which are beyond our control. The impact of any one risk,
uncertainty or factor on a particular forward-looking statement is not determinable
with certainty as these factors are interdependent, and management's future course
of action would depend on our assessment of all information at that time. Although
we believe that the expectations conveyed by the forward-looking statements are
reasonable based on information available to us on the date such forward-looking
statements were made, no assurances can be given as to future results, levels of
activity and achievements. Undue reliance should not be placed on the forward-looking
statements contained herein, which are made as of the date hereof and, except as
required by law, Nexen undertakes no obligation tc update publicly or revise any
forward-looking statements, whether as a result of new information, future events or
otherwise. The forward-looking statements contained herein are expressly qualified by
this cautionary statement. Readers should also refer to the section titled “Risk Factors
in our 2010 Annual Information Form available at www.nexeninc.com or under our
profile on SEDAR at www.sedar.com.

Cautionary Note to US Investors

In this report, we may refer to “recoverable reserves”,
“recoverable contingent resources” and "prospective resources” which are inherently
more uncertain than proved reserves or probable reserves. These terms are not used in
our filings with the SEC. Our reserves and related performance measures represent our
working interest before royalties, unless otherwise indicated.

recoverable resources”,

Cautionary Note to Canadian Investors

Nexen has received an exemption from the securities regulatory authorities in the
various provinces of Canada from certain requirements of National Instrument 51-

101 Standards of Disclosure for Oil and Gas Activities ("NI 51-101") that permits us

to disclose reserves estimates and related disclosures that have been prepared in
accordance with SEC requirements. As a result of this exemption, Nexen's disclosures
may differ from other Canadian companies. The differences between SEC requirements
and NI 51-101 may be material for certain properties.

For more information on our reserves, our basis for reserves estimates and our
exemption please refer to our 2010 Annual Information Form avaitable at www.
nexeninc.com or under our profile on SEDAR at www.sedar.com. Please also note:

* we use oil equivalents (boe) to express quantities of natural gas and crude oil in a
common unit. A conversion ratio of 6 mcf of natural gas to 1 barrel of oil is used. Boe
may be misleading, particularly if used in isolation. The conversion ratio is based on an
energy equivalency conversion method primarily applicable at the burner tip and does
not represent a value equivalency at the wellhead; and

* because reserves data are based on judgments regarding future events actual results
will vary and the variations may be material. Variations as a result of future events are
expected to be consistent with the fact that reserves are categorized according to the
probability of their recovery.

Cautionary statement: In the case of discovered resources or a subcategory

of discovered resources other than reserves, there is no certainty that it will

be commercially viable to produce any portion of the resources. In the case of
undiscovered resources or a subcategory of undiscovered resources, there is no
certainty that any portion of the resources will be discovered. If discovered, there is
no certainty that it will be commercially viable to produce any portion of the resources.

~)
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ANNUAL INFORMATION FORM (AlF)

Below is a list of terms specific to the oil and gas industry. They are used throughout this AIF.

/d = per day boe = barrel of oil equivalent

bbl = barrel mboe = thousand barrels of oil equivalent

mbbls = thousand barrels mmboe = million barrels of oil equivalent -
mmbbls = million barrels mcf = thousand cubic feet

mmbtu = million British thermal units mmcf N million cubic feet

km = kilometre bef = billion cubic feet B
MW N megawatt WTI = West Texas Intermediate o
GWh N gigawatt hours Brent = Dated Brent

GJ N Gigajoules NGL = natural gas liquid

pPSC™ = Premium Synthetic Crude™ NYMEX = New York Mercantile Exchange

In this AIF, we refer to oil and gas in common units called barrel of oil equivalent (boe). A boe is derived by converting 6,000

cubic feet of gas to one barrel of oil (6 mcf/1 bbl). This conversion may be misleading, particularly if used in isolation, as the 6

mcf/1 bbl ratio is based on an energy equivalency at the burner tip and does not represent the value equivalency at the wellhead.

The noon-day Canadian to US dollar exchange rates for Cdn$1.00, as reported by the Bank of Canada, were:

(US$) December 31 Average High Low
2006 0.8581 0.8818 0.9099 0.8528
2007 1.0120 0.9304 1.0905 0.8437
2008 0.8166 0.9381 1.0289 0.7711
2009 0.9555 0.8757 09716 07692
2010 1.0054 0.9709 1.0054 0.9278

On January 31, 2011, the noon-day exchange rate was US$0.9978 for Cdn$1.00.

FORWARD-LOOKING STATEMENTS

Certain statements in this AIF constitute “forward-looking
statements” (within the meaning of the United States
Private Securities Litigation Reform Act of 1995, as
amended) or “forward-looking information” (within the
meaning of applicable Canadian securities legislation).
Such statements or information (together “forward-looking
statements”) are generally identifiable by the forward-
looking terminology used such as “arfticipate”, “believe”,

"o " on "wou "o

“intend”, "plan”, “expect”, “estimate”, “budget”, “outlook”,
“forecast” or other similar words and include statements
relating to, or associated with, individual wells, regions or
projects. Any statements as to possible future crude oil or
natural gas prices; future production levels; future royalties
and tax levels; future capital expenditures, their timing and
their allocation to exploration and development activities;

future earnings; future asset acquisitions or dispositions;

future sources of funding for our capital program; future
debt levels; availability of committed credit facilities;
possible commerciality of our projects; development plans
or capacity expansions; the expectation that we have

the ability to substantially grow production at our oil sands
facilities through controlled expansions; the expectation of
achieving the production design rates from our oil sands
facilities; the expectation that our oil sands production
facilities continue to develop better and more sustainable
practices; the expectation of cheaper and more
technologically advanced operations; the expected design
size of our facilities; the expected timing and associated
production impact of facilities turnarounds and maintenance;
the expectation that we can continue to operate our
offshore exploration, development and production facilities
safely and profitably; future ability to execute dispositions

. of assets or businesses; future sources of liquidity, cash

Nexen nc. | 2010 | General Information
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flows and their uses; future drilling of new wells; ultimate
recoverability of current and long-term assets; ultimate
recoverability of reserves or resources; expected finding
and development costs; expected operating costs; future
cost recovery oil revenues from our Yemen operations; the
expectation of negotiating of an extension to certain of our
production sharing agreements; the expectation of our ability
to comply with the new safety and environmental rules
enacted in the US at a minimal incremental cost, and of
receiving necessary drilling permits for our US offshore
operations; estimates on a per share basis; future foreign
currency exchange rates; future expenditures and future
allowances relating to environmental matters and our ability
to comply therewith; dates by which certain areas will be
developed, come on-stream or reach expected operating
capacity; and changes in any of the foregoing are forward-
looking statements.

Statements relating to “reserves” are forward-looking
statements, as they involve the implied assessment, based
on estimates and assumptions that the reserves described
exist in the quantities predicted or estimated and can be
profitably produced in the future.

All of the forward-looking statements in this AIF are qualified
by the assumptions that are stated or inherent in such
forward-looking statements. Although we believe that these
assumptions are reasonable, this list is not exhaustive of the
factors that may affect any of the forward-looking statements
and the reader should not place an undue reliance on these
assumptions and such forward-looking statements. The key
assumptions that have been made in connection with the
forward-looking statements include the following: that we
will conduct our operations and achieve results of operations
as anticipated; that our development plans will achieve the
expected results; the general continuance of current or, where
applicable, assumed industry conditions; the continuation of
assumed tax, royalty and regulatory regimes; the accuracy of
the estimates of our reserve volumes; commodity price and
cost assumptions; the continued availability of adequate cash
flow and debt and/or equity financing to fund our capital and
operating requirements as needed; and the extent of our
liabilities. We believe the material factors, expectations and
assumptions reflected in the forward-looking statements are
reasonable, but no assurance can be given that these factors,
expectations and assumptions will prove to be correct.

Nexen Inc. \ 2010 | Annual Information Form

Forward-looking statements are subject to known and
unknown risks and uncertainties and other factors which
may cause actual results, levels of activity and achievements
to differ materially from those expressed or implied by such
statements. Such factors include, among others: market
prices for oil and gas; our ability to explore, develop,
produce, upgrade and transport crude oil and natural gas

to markets; ultimate effectiveness of design or design
modifications to facilities; the results of exploration and
development drilling and related activities; the cumulative
impact of oil sands development on the environment; the
impact of technology on operations and processes and how
new complex technology may not perform as expected;
the availability of pipeline and global refining capacity; risks
inherent to the operations of any large, complex refinery
units, especially the integration between production
operations and an upgrader facility; availability of third-party
bitumen for use in our oil sands production facilities; labour
and material shortages; risks related to accidents, blowouts
and spills in connection with our offshore exploration,
development and production activities, particularly our
deep-water activities; direct and indirect risks related to

the imposition of moratoriums, suspensions or cancellations
of our offshore exploration, development and production
operations, particularly our deep-water activities; the impact
of severe weather on our offshore exploration, development
and production activities, particularly our deep-water
activities; the effectiveness and reliability of our technology
in harsh and unpredictable environments; risks related

to the actions and financial circumstances of our agents,
contractors, counterparties and joint-venture partners;
volatility in energy trading markets; foreign currency
exchange rates; economic conditions in the countries

and regions in which we carry on business; governmental
actions including changes to taxes or royalties, changes

in environmental and other laws and regulations including
without limitation, those related to our offshore exploration,
development and prodtiction activities; renegotiations

of contracts; results of litigation, arbitration or regulatory
proceedings; political uncertainty, including actions by
terrorists, insurgent or other groups, or other armed confiict,
including conflict between states; and other factors, many
of which are beyond our control. These risks, uncertainties
and other factors and their possible impact are discussed
more fully in the sections titled “Risk Factors” in this AIF
and “Quantitative Disclosures About Market Risk” in our



management’s discussion and analysis. The impact of any
one risk, uncertainty or factor on a particular forward-looking
statement is not determinable with certainty as these
factors are interdependent, and management’s future
course of action would depend on our assessment of

all information at that time. Although we believe that the
expectations conveyed by the forward-looking statements
are reasonable based on information available to us on

the date such forward-looking statements were made,

no assurances can be given as to future results, levels of
activity and achievements. Undue reliance should not be
placed on the forward-looking statements contained herein,
which are made as of the date hereof and, except as
required by law, Nexen undertakes no obligation to update
publicly or revise any forward-looking statements, whether
as a result of new information, future events or otherwise.
Included herein is information that may be considered
financial outlook and/or future-oriented financial information
(FOF)). Its purpose is to indicate the potential results of our
intentions and may not be appropriate for other purposes.
The forward-looking statements contained herein are
expressly gualified by this cautionary statement.

. PRESENTATION OF INFORMATION

"o "

In this Annual Information Form, references to “we”, “our”,
“us”, "Nexen” or the “Company” mean Nexen Inc., our
subsidiaries and partnerships.

Unless we indicate otherwise, all dollar amounts ($) are

in Canadian dollars, and oil and gas volumes, reserves

and related performance measures are presented on a
working interest before-royalties basis. Where appropriate,
information on an after-royalties basis is provided in tabular
format. The information contained in this AlF is dated
December 31, 2010, unless otherwise indicated.

Explanatory Note on Filing Changes

Nexen is listed on the Toronto Stock Exchange {TSX) and
the New York Stock Exchange (NYSE). Commencing in 2011
with our 2010 year-end disclosures, our annual disclosures
will be in accordance with Canadian requirements and filed
with the Securities and Exchange Commission {SEC) on
Form 40-F through the Multi-Jurisdictional Disclosure
System available to Canadian reporting issuers. In previous

years, we voluntarily used the Form 10-K (and related forms)
to report our annual disclosures. Although the differences
are substantively minor, we believe that basing our quarterly
and annual disclosures on Canadian standards will enhance
comparability of our information with that of our Canadian
peers who generally report on this basis.

Until 2010, we had been relying on an exemption by
Canadian securities regulators which allowed us to prepare
and disclose reserves and related information in accordance
with SEC requirements rather than National Instrument
51-101- Standards of Disclosure for Oil and Gas

Activities (N1 51-101). Under a new exemption, granted

in December 2010, we are now permitted to prepare and
disclose reserves and related information in accordance with
SEC requirements in addition to NI 51-101 requirements.
We have chosen to continue to report our reserves and
related information in accordance with SEC requirements
in our AIF, management's discussion and analysis (MD&A)
and Consolidated Financial Statements. Reserves and
related information prepared in accordance with Ni 51-101
is separately filed on the system for Electronic Document
Analysis and Retrieval (SEDAR) at www.sedar.com under
our profile. Canadian investors should read the “Special
Note to Canadian Investors” on page 34.

Non-GAAP Measures

Certain financial measures referred to in this AIF, namely
“cash flow from operations” and “net debt” do not have
a standardized meaning prescribed by Canadian generally
accepted accounting principles (GAAP) and are therefore
unlikely to be comparable to similar measures presented
by others. These non-GAAP measures are included to assist
investors in analyzing Nexen’s operating performance,
leverage and liquidity. Reconciliations of these non-GAAP
measures to their nearest GAAP equivalent are presented
in our MD&A.

Accounting Matters

In February 2008, the Canadian Institute of Chartered
Accountants announced that publicly accountable
enterprises must adopt International Financial Reporting
Standards (IFRS) by January 1, 2011. For information
regarding our adoption of IFRS, refer to the “New
Accounting Pronouncements” section of our MD&A.
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i CORPORATE STRUCTURE

Nexen Inc. is incorporated under the Canada Business Corporations Act. Our registered and head office is located at

801-7th Avenue S.W., Calgary, Alberta, Canada T2P 3P7.

Our material operating subsidiaries owned directly or indirectly, their jurisdictions of incorporation and the percentage of

securities beneficially owned, controlled or directed by us as at December 31, 2010 are as follows:

Jurisdiction of Incorporation/

Percentage of Securities Owned,

Name of Subsidiary Formation/Continuation” Controlled or Directed
Nexen Petroleum U.K. Limited England & Wales 100%
Nexen Petroleum Nigeria Limited Nigeria 100% S
Nexen Petroleum Offshore USA Inc. Delaware 100%
Nexen Marketing Alberta 100%
Canadian Nexen Petroleum Yemen Yemen 100%
Nexen Oil Sands Partnership Alberta 00%

: BUSINESS OVERVIEW

Nexen Inc. is an independent, Canadian-based, global energy company. We were formed in Canada in 1971 as Canadian —

Occidental Petroleum Ltd. when Occidental Petroleum Corporation combined their Canadian crude oil, natural gas, suiphur

and chemical operations into one company.

STRATEGY

Choice—it's what companies and investors value. Whether it's how we allocate capital, fund -

our growth, or invest in projects that make the most sense over the long term, choice is key.

Our strategy is to build a sustainable energy company focused on delivering on execution and —
exploiting our existing three key growth areas: i) conventional exploration and development;

ii) oil sands; and iii) unconventional gas.

Conventional Exploration and Development

Our conventional exploration and development assets

are comprised of large acreage positions in select basins
including the North Sea, deep-water Gulf of Mexico and
offshore West Africa. Strategically, we focus on these basins
due to: i) past successes; ii) existing infrastructure in place;
iii} significant potential in remaining resource; and iv)
attractive fiscal terms. Our global exploration team prioritizes
investments in prospects that we expect will generate

the highest value in our selected basins of choice.

In the North Sea, we are a significant regional player with
concentrated assets, infrastructure and exploration potential
for future growth. In addition to other producing properties,
we operate the Buzzard field and platform, which is the
largest discovery in the UK North Sea in over a decade.

We have since made several other discoveries including the

4 Nexen Inc. I 2010 l Annual Information Form

Golden Eagle area, Blackbird and Rochelle. We are actively
exploring the basin including relatively under-explored areas
such as west of the Shetland Islands and offshore Norway.

In the deep-water Gulf of Mexico, we made several R
significant discoveries including Gunnison, Aspen, Knotty

Head, Wrigley and Longhorn. More recently, we made

significant discoveries at Appomattox and Vicksburg.

We are a large leaseholder in the Gulf. The deep-water

Guif is near infrastructure and continental US markets. R

We have several significant discoveries offshore West
Africa, including Usan, Usan West and Ukot, as well as at
Owowo, offshore Nigeria. Development of the Usan field

" is progressing with construction of a floating production

and storage offloading (FPSO) vessel and subsea facilities
for expected first production in 2012.



Oil Sands

Our oil sands investments include interests in the Long Lake project, the Syncrude joint venture and 675,000 undeveloped acres
(gross) in the Athabasca oil sands in northern Alberta. Our oil sands strategy is to generate steady and predictable cash flow
for decades. While the cost to produce from the Athabasca oil sands is higher relative to conventional oil deposits, the significant
discovered resource base and stable fiscal jurisdiction make this a key source of future oil development.

We first entered the oil sands by acquiring an interest in the Syncrude joint venture. Syncrude develops and produces synthetic

crude oil from mining bitumen-saturated sands.

In 2001, we formed a 50/50 joint venture with OPTI Canada Inc. (OPTI) to develop, produce and upgrade bitumen on joint lands
in the Athabasca oil sands. Production here utilizes our patented OrCrude™ technology, which we expect will ultimately result

in a significant margin advantage over conventional oil sands extraction and upgrading. Construction of the Long Lake project
was completed in 2008 and we began producing PSC™ oil in 2009. In early 2009, we acquired an additional 15% interest in the
Long Lake project and joint venture lands from OPTI, increasing our ownership level to 65%. Following this acquisition, we are

now responsible for operating both the steam-assisted-gravity-drainage (SAGD) bitumen extraction.process and the upgrader

for Phase 1 as well as for future phases.

Unconventional Gas

Our unconventional gas strategy is focused primarily on the Horn River Basin in northeast British Columbia. The Horn River
Basin is a significant shale gas play with high resource density and strong well productivity. We have over 300,000 acres of shale
gas lands in the Horn River, Cordova and Liard shale gas basins in northeast British Columbia, with a 100% working interest in
each. We have a substantial land position in the Horn River Basin, with approximately 90,000 acres in the Dilly Creek area.

Shale gas balances our corporate portfolio, which consists predominantly of large-scale, capital-intensive and long cycle-time
projects. It provides natural gas exposure and short cycle-time projects where we control the scale and pace of development.

Three-Year Look Back

2008 « Achieved record financial results, generating cash flow from operations of $4.2 billion and net income of $1.7 billion
+ Received government approval for the Usan development, offshore West Africa
« Started bitumen operations at Long Lake
« Acquired a significant land position in the Horn River shale gas play

2009 + Generated cash flow from operations of $2.2 billion and net income of $536 million
- Discovered the Hobby field in the UK North Sea, the first discovery of our Golden Eagle area
» Acquired an additional 15% working interest in the Long Lake project and completed first major turnaround to address steam
reliability issues
« Produced first PSC™ from Long Lake
« Issued $1 billion of 10-year and 30-year senior notes
+ Discovered Owowo field, offshore West Africa

2010 - Generated strong cash flow from operations of $2.1 billion and net income of $1.2 billion
« Discovered the Appomattox field in the deep-water Gulf of Mexico
« Disposed of non-core, heavy oil properties in Western Canada for $939 million
- Divested of non-core marketing businesses including North American natural gas marketing
+ Doubled bitumen production at Long Lake with improved steam reliability
« More than doubled our British Columbia shale gas acreage, adding lands in the Cordova and Liard basins

Nexen Inc. | 2010 | Business Overview



In early 2011, we disposed of our investment in Canexus for net proceeds of $458 million.

During the remainder of 2011, we expect the following changes to our businesses:

* UK North Sea—sanctioning development of our discoveries in the Golden Eagle area, Blackbird and Rochelle, as well

as continuing to explore the North Sea.

¢ US Gulf of Mexico—resuming exploration activity once drilling permits are received.

* Offshore West Africa—advancing construction and commissioning of the Usan project and exploring additional

offshore acreage.

* Yemen-—negotiating a potential five—year extension of the Masila block production sharing agreement.

¢ Long Lake—continuing to ramp-up bitumen production at Long Lake and assessing development plans of future

oil sands phases.

* Shale Gas—bringing a nine-well pad on stream and initiating construction of an 18-well pad.

Our goal is to grow long-term value for our shareholders responsibly. Key drivers to grow value are

increasing reserves, production, cash flow and net income on a cost-effective basis over the long term.

Success in our three strategic growth areas and existing producing properties delivers this growth.
Today, we are building sustainable businesses in the North Sea, Western Canada, Gulf of Mexico,

and offshore West Africa, capitalizing on the following corporate strengths:

RESOURCE INVENTORY

* Diversification—our assets are geographically diverse
and we produce oil and gas, onshore and offshore.
We have large conventional and unconventional legacy
assets in our portfolio, which allows us to pursue value
opportunities in varying economic environments.

¢ Significant captured resource—we have key resource
plays with a low cost of entry. Our Long Lake project
is developing only 10% of our oil sands leases in the
Athabasca oil sands; we are an early player in the Horn
River Basin shale gas play in northeast British Columbia:
and we hold significant unexplored acreage in the Gulf
of Mexico, the North Sea and offshore West Africa.

¢ Production weighted to crude oil—current production
is approximately 85% and proved reserves are
approximately 92% weighted to crude oil, respectively.
The majority of our crude oil production is priced relative
to international benchmarks such as Brent.
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STRUCTURAL GROWTH

* Focus on growth—significant production growth is

expected to come from identified projects currently
under development. We are successful explorers with
undeveloped discoveries at Knotty Head and Appomattox
in the Gulf of Mexico, the Golden Eagle area in the

UK North Sea, and Usan and Owowo, offshore Nigeria.
We are ramping up production at Long Lake and
continue to advance our shale gas play in the Horn River
Basin. We expect to add about 70,000 boe/d of new
production over the next 24 months as we bring on
Usan, UK tiebacks, shale gas and ramp up at Long

Lake. We expect further upside from a successful
Yemen contract extension and development of our
existing discoveries.



FINANCIAL STRENGTH

e Strong financial position—we have access 1o
approximately $4 billion of liquidity through cash
and undrawn committed credit facilities that allow
us to proceed with investments at our pace and
to take advantage of opportunities as they arise.

¢ Industry-leading cash netbacks—position us well
to withstand lower commodity prices.

SUPERIOR TALENT

 International expertise—we are an international operator
with a proven track record of successful business
ventures in Yemen, Canada, the United States, the United
Kingdom, Nigeria and Colombia.

e Employer of choice—proven ability to attract and retain
talent (Top 100 Employer for 2011 in the annual Media
Corp ranking survey).

e Skilled workforce—we significantly enhanced our
technical skills over the last few years by hiring highly
experienced employees for our oil sands, shale gas
and Gulf of Mexico businesses.

HOW WE DO BUSINESS

e Sustainable business practices—Ileveraging our strength
in business practices such as health, safety, environment
and social responsibility (HSE&SR) to access opportunities
and responsibly create and demonstrate both long-term
benefits and value growth for our investors, for the
communities in which we operate and for other
stakeholders. This makes us a desired business partner
and/or joint venture operator and welcome in the
communities in which we operate.

e | eadership—industry leader in governance, community
relations and environmental stewardship. We received
several external recognition and awards for our
governance practices and disclosures.

: OIL AND GAS

We have oil and gas operations in the UK North Sea,

US Gulf of Mexico, western Canada, Yemen, offshore
West Africa, Colombia, and Norway. We also have
operations in Canada’s Athabasca oil sands which produce
synthetic crude oil. We operate most of our production
and continue to develop new growth opportunities in
each area by actively exploring and applying technology.

In this AIF. we provide estimates of remaining quantities

of proved and probable oil, synthetic oil and natural gas
reserves (oil and gas reserves) for our various properties
as at December 31, 2010. These reserves estimates and
related disclosures have been prepared in accordance with
the definitions and disclosure requirements prescribed by
the SEC. We have also prepared reserves estimates in
accordance with NI 51-101. Our Statement of Reserves
Data and Other Oil and Gas Information on Form 51-101F1
has been filed at the same time as this AlF on SEDAR at
www.sedar.com. Reserve estimates and disclosures
prepared in accordance with SEC requirements differ from
reserves estimates prepared in accordance with NI 561-101.
Significant qualitative differences between SEC and NI
51-101 reserves estimates and disclosures are described
in the section entitled “Special Note to Canadian Investors”
on page 34.

Our proved and probable reserve estimates have been
internally prepared. For our reserves estimates prepared
in accordance with SEC requirements, we had 99% of
our proved reserves before royalties (99% after royalties)
assessed (either evaluated or audited as described on
pages 31 to 34) by independent reserves consultants.
Their assessment of the proved reserves are performed
at varying levels of property aggregation, and we work
with them to reconcile any difference on the portfolio

of properties to within 10% in the aggregate. Estimates
pertaining to individual properties within the portfolio may
differ by more than 10% either positively or negatively,
however, we believe such differences are not material

relative to our total proved reserves.
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We also had 99% of our proved plus probable oil and gas
reserves before royalties (99% after royalties) assessed by
independent reserves consultants. By definition, probable
reserves must be determined together with proved reserves
{see definition on page 30). As such, the independent
reserves consultants’ assessments are prepared on a
combined proved plus probable basis. Like proved reserves,
their assessment of the proved plus probable reserves are
performed at varying levels of property aggregation, and we
work with them to reconcile any difference on the portfolio
of properties to within 10% in the aggregate. Estimates
pertaining to individual properties within the portfolio may
differ by more than 10% either positively or negatively,
however, we believe such differences are not material
relative to our total proved plus probable reserves.

Refer to the section on Basis of Reserves Estimates on
pages 31 to 34 for a description of our internal reserves
process and the nature and scope of the independent
assessments performed on our proved and probable
reserves estimates and the results thereof.

UNDERSTANDING THE
: OIL AND GAS INDUSTRY

The oil and gas industry is highly competitive. With

strong global demand for energy and limited exploration
opportunities, there is intense competition to find and
develop new sources of supply. Yet, barrels from different
reservoirs around the world do not have equal value.
Their value depends on the costs to find, develop and
produce the oil or gas, the fiscal terms of the host regime
and the price that products attract based on guality, location
and marketing efforts. We have captured an inventory

of significant opportunities in our core growth areas,

and our goal is to extract the maximum value from each
barrel of oil equivalent so that every dollar of capital we
invest generates an attractive return.

Nexen Inc. | 2070 | Annual Information Form

Numerous factors can affect this. Changes in crude oil and
natural gas prices can significantly affect our net income
and cash flow generated from operations. Consequently,
these prices may also affect the carrying value of our oil
and gas properties and how much we invest in oil and gas
exploration and development. We attempt to reduce these
impacts by investing in projects we believe will generate
positive returns at relatively low commodity prices, and we
maintain liquidity that provides us with the ability to sustain
capital investment in high-quality projects during periods
of low commodity prices.

The prices we receive for our oil and gas products are
determined by global crude oil and natural gas markets and
regional dynamics, all of which can be volatile. With many
alternative customers, the loss of any one customer is not
expected to have a significantly adverse effect on the price
of our products or revenues. Oil and gas producing
operations are generally not seasonal. However, demand
for some of our products such as natural gas can fluctuate
season to season, which impacts price. We manage our
operations on a country-by-country basis, reflecting
differences in the regulatory regime and competitive

environments and risk factors associated with each country.

Our oil and gas operations are broken down geographically
into the UK North Sea, Canada, Syncrude, US Gulf of
Mexico, Yemen and Other International (currently Colombia,
offshore West Africa and Norway). Results from our Long
Lake project and shale gas are included in Canada. We also
report on our energy marketing operations.

Production, revenues, net income, capital expenditures and
identifiable assets for these segments appear in Note 23

to the Consolidated Financial Statements and in our MD&A.
Reserves and related information for our oil and gas
operations are prepared in accordance with SEC disclosure
standards in this AIF. Reserves prepared in accordance with
Canadian disclosure standards as set out in NI 51-101 are
available on Form 51-101F1, filed in Canada on SEDAR at
www.sedar.com.
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: NEXEN CONSOLIDATED RESERVES AND PRODUCT!ON

In the charts below, our consolidated proved and probable reserves as at Decembe'r 31 2010 are préSénted “alor{g Withf our
oil and gas production for the year ended December 31, 2010. Further mformatlon on our reserves related information is found -
on page 25 of this AlF. : :

2010 Total Nexen ResServes ffter Royalties)

Proved Probable
918 mmboe 995 mmboe

987 before Royalties 1,133 before Royalties
B long Lake & Syncrude 18 United Kingdom B8 Other
B Canada & United States B Yemen

. CONVENTIONAL EXPLORATION AND DEVELOPMENT

United Kingdom (UK)
* \We are the second largest oil producer in the UK North Sea.

* We are progressing our significant discovéry in the Golden Eagle area; with development sanctioning
targeted in 2011.

® \We continue to actively explore the North Sea, with six exploration and appraisal wells
planned for 2011.

2010 Share of Nexen Reserves (after Royaties) 2010 Share of Nexen Production

Proved Probable
204 mmbog:(204 before Royalties) : 118 mmboe (778 before Foyalties)

Before Royaliies After-Royalties
110.7 mboe/d 110.6 mboe/d

22% 12% 45% 50%
United Kingdom United Kingdom United Kingdom United Kingdom
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The UK North Sea is a key producing area for Nexen.

Our primary assets, which we operate, include a 43.2%
interest in the Buzzard field and facilities, a 41.9% interest
in the Scott field and production platform, an 80.4% interest
in the Telford field and a 79.7% interest in the Ettrick field,
along with interests in several undeveloped discoveries
and more than 954,000 net undeveloped exploration acres.
We are a significant regional player with concentrated
assets, infrastructure and exploration potential for future
growth. Our UK North Sea operations complement our
global portfolio with significant cash flow generation and
the opportunity for short cycle-time production growth.

Our UK strategy is to grow our existing North Sea
production and identify new production sources. To do this,
we identify exploration and exploitation opportunities near
existing infrastructure that can be tied-in:economically

in a short-time period.
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BUZZARD

Buzzard is the largest discovery in the UK North Sea in over
a decade. It was discovered in 2001 and came on stream
in early 2007.

The Buzzard field is located about 60 miles northeast

of Aberdeen in the Outer Moray Firth, central North Sea,

in 317 feet of water. The Buzzard development was initially
comprised of three platforms capable of processing at least
200,000 bbls/d of oil and 60 mmcf/d of gas. In late 2010,

a fourth platform with production-sweetening facilities

to handle higher levels of hydrogen sulphide was brought
on line. Qil from Buzzard is exported via the Forties pipeline
to the Kinneil Terminal in Scotland. Gas is‘exported via

the Frigg system to the St. Fergus Gas Terminal in
northeast Scotland.

We expect to produce the Buzzard field through 36
production wells and maintain reservoir pressure with an
active water-flood program.-We have drilled 26 of these
wells to date and 16 of these wells are now available for
production. A further six wells will be available for
production in early 2011 due to the additional production-
sweetening facilities. Our share of production in 2010
was 80,500 boe/d. We expect to drill four additional
development wells in 2011.

SCOTT/TELFORD

Scott and Telford are producing fields with additional
exploitation opportunities. Scott was discovered in 1987
and began producing in September 1993, while Telford

was discovered in 1991, tied back to the Scott platform

and came on stream in 1996. Most of our oil and gas from
the fields is produced through subsea wells tied back to

the Scott platform. Qil is delivered to the third-party Kinneil
Terminal in Scotland via the Forties pipeline, while gas is
exported via the SAGE pipeline to the St. Fergus Gas
Terminal in northeast Scotland. In recent years, the Scott
platform has undergone severa! significant maintenance
turnarounds and facilities upgrades to improve refiability and
extend facility life. Recently, successful extension drilling of
the Telford field exceeded our expectations and extended
the field's proved reserves. Late in 2010, we acquired an
additional 8.7% interest in the Telford field. The nearby
Rochelle discovery is planned to be tied back to the Scott
platform by early 2012. Scott/Telford produced 13,900 boe/d
(net to us) in 2010.
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Discovery/Appraising Producing Nexen Acreage

EXPLORATION AND UNDEVELOPED ASSETS

ETTRICK

Ettrick is a producing field, originally discovered in 1981

and brought on stream in 2009. Oil and gas is produced
from the fields through subsea wells tied back to an FPSO.
During 2010, production from the field was ramped up to
full rates. The FPSO is designed to handle 30,000 bbls/d of
oil and 35 mmcf/d of gas and to re-inject 55,000 bbls/d of
water. Production from the nearby Blackbird field is planned
to be tied back to the Ettrick FPSO in 2012. Our 2010 share
of production was 14,500 boe/d.

OTHER

We have interests in two smaller non-operated fields in the
UK North Sea,/Th/e Farragon field was brought on-stream in
late 2005. In 2007, the Duart field began producing oil from
a single well tiéd back to a third-party platform.

We continue to actively explore in.the UK North Sea and hold several undeveloped discoveries on operated blocks near Scott,

Buzzard:and Ettrick as follows:

Operator Status

Field ; Interest (%) Comments

Blackbird 80 operated discovery near Ettrick; tie back to Ettrick FPSO by 2012

Polecat : 40 operated discovery near Buzzard; evaluating development alternatives
Golden‘Eagle 37 operated discovery near Buzzard; development sanctioning in 2011

Hobby 37 ‘ operated discovery near Golden Eagle; development sanctioning in 2011

Pink o 37 operated discovery near Golden Eagle; development sanctioning in 2011
Kildare : : " 50 : ; ~ . operated discovery near Scott; evaluating development alternatives

Rochelle’ i 044 ~ non-operated discovery near Scott; tie back to Scott platform by 2012

West Rochelle ©TBD non-operated discovery near Scott, evaluating development alternatives

In 2007, we discovered hydrocarbons at Golden Eagle,
followed by Pink in 2008, and early in 2009 we made a
discovery at Ho,bby. We refer to these three discoveries
as'the 'Golden Eagle area: During: 2009, we successfully
completed a comprehensive appraisal program of these
discoveries, which included drilling nine appraisal wells,
two drill-stem tests and one injection test. In 2010, we
expanded our acreage in this area and progressed
development plans of the discoveries. In 2011, we plan
to complete appraisal work, explore additional acreage
and sanction the development plan. With the success
achieved to date, we expect the Golden Eagle area will
become a significant asset over the next few years.

In the UK North Sea, we plan to drill a total of four
exploration wells and two appraisal wells in 2011.

FISCAL TERMS

In the UK, new discoveries pay no royalties and result in
cash netbacks that are higher than our company average.
The Scott field is subject to Petroleum Revenue Tax (PRT),
although no PRT is payable until available oil allowances
have been fully utilized, which is expected to occur in 2011.
Once payable, PRT is levied at 50% of cash flow after capital
expenditures, operating costs and an oil allowance for the
field. PRT is applicable to fields receiving development
consent prior to March 1993. Our other fields in the UK North
Sea are not subject to PRT. PRT is deductible for corporate
income tax purposes. The UK corporate income tax rate on
oil and gas activities is 30% of taxable income, and oil and
gas activity is subject to a 20% supplemental charge.

Nexen inc. | 2010 | Conventional Exploration and Development
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United States (US) — Gulf of Mexico

e We are a significant leaseholder in the deep-water Gulf of Mexico, a world-class basin

with excellent potential.

° We are appraising our Appomattox discovery in the emerging Norphlet play. .

* We are advancing our Knotty Head discovery towards projéct sanction.

2010 Share of Nexen Reserves pter Royaties)

Proved Probable

36 mmboe (41 before Royalties) 17 mmboe (20 before Royalties)

4% 2%
United States United States

The Gulf of Mexico is an integral part of our growth strategy.
Existing production infrastructure, the potential for material
discoveries, and attractive fiscal terms make the deep-water
Gulf of Mexico one of the world’s most prospective sources
for oit and gas. While costs of deep-water exploration are
typically higher, prospects generally have multiple sands and
higher production rates—factors that enhance economics.
The technology to find, drill and develop discoveries is
rapidly progressing. The deep-water Gulf is near
infrastructure and continental US markets, so discoveries
can be brought on stream in reasonable time frames relative
to less developed or more remote areas of the world.

We focus our exploration program on Miocene sub-salt
plays and Norphlet targets in the Central Gulf of Mexico.

Over the past few years, we have built our resources and
capabilities to explore in the deep water by accumulating

a large inventory of acreage to high-grade prospects, hired
new employees with significant Gulf of Mexico oil and gas
experience and gained access to two new-build deep-water
drilling rigs. These activities have yielded major discoveries
in both plays and a high quality prospect portfolio to fuel
further exploration.

Our current Gulf production and reserves are primarily
concentrated in five deep-water and five shallow-water
(shelf) areas.

12 Nexeninc. | 2010 | Annual Information Form

20?0 Share of Nexen Production

Before Rovyalties Afrer Rovaities
26.5 mboe/d 24.7 mboe/d

1% 1%
United States United States
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@Discovery/Appraising @ Deep water Prodiction L) Prospect & Nexen Acreage

DEEP WATER

Most of our deep-water production comes from our 25%
non-operated Longhorn field, our 50% non-operated Wrigley
field, our 100% operated Aspen field, and our 30% non-
operated Gunnison field. Our share of 2010 deep-water
production before royalties was 18,200 boe/d (16,400

after royalties).




Our Longhorn property is on Mississippi Canyon Blocks 502 and 546 in 2,400 feet of water. The project is a non-operated four-
well subsea tie-back to the Corral platform located 19 miles north of the field. Longhorn came on stream in late 2009 and
achieved production of approximately 200 mmcf/d gross (60 net to us} in 2010. )

Wrigley is on Mississippi Canyon Block 506 in 3,300 feet of water. The project began gas production in 2007 and consists of a
single subsea well tied back to the Shell-operated Cognac platform 17 miles away.

Aspen is on Green Canyon Block 243 in 3,150 feet of water. The project was developed using subsea wells tied back to the
third-party operated Bullwinkle platform 16 miles away and began producing in late 2002.

Gunnison is in 3,100 feet of water and includes Garden Banks Blocks 667, 668 and 669. Gunnison began production in late 2003
through a truss SPAR platform that can handle 40,000 bbls/d of il and 200 mmcf/d of gas. We achieved payout on Gunnison in
December 2005, just two years after first production.

In 2007, we acquired three deep-water fields: i) Garden Banks Block 205; ii} Green Canyon 137; and iii) Green Canyon 6/50.
These fields are in water depths between 700 and 1,100 feet. Production from Green Canyon 6/50/137 has been suspended as
the third-party platform that processed our oil and gas was destroyed by Hurricane lke in September 2008. During 2010, the
lease on Green Canyon 137 expired. We are assessing our options to restore field production from Green Canyon 6/50, which
may include building our own processing platform, a tie-back to a third-party platform or potentially divesting the asset.

SHELF

Our shelf producing assets are offshore Louisiana, primarily in four 100%-owned field areas: Eugene Island 255/257/258/259,
Eugene Island 295, Vermilion 76 (consisting of Blocks 65, 66 and 67) and West Delta. Given the mature nature of these assets
and our focus on deep-water exploration, our 2011 capital investment on these assets is expected to be minimal.

EXPLORATION AND UNDEVELOPED ASSETS

We hold approximately 207 blocks in the Guif of Mexico and expect this acreage and future exploration opportunities to position
us well for continued growth. Our undeveloped deep-water discoveries inciude:

Well Interest (%) Operator Status Comments

Appomattox 20 non-operated discovery; further appraisal required

Knotty Head 25 non-operated discovery; currently evaluating development options
Vicksburg 25 non-operated discovery; further appraisal required

In 2010, we completed a successful exploration well and sidetrack at Appomattox, approximately six miles west of our
Vicksburg discovery. Results of these activities indicated a significant oil discovery. Additional appraisal wells are planned to
further delineate this discovery throughout 2011 once the US regulatory agencies issue necessary drilling permits. Elsewhere in
2010, we completed drilling a second appraisal well at Knotty Head and signed a letter of intent to jointly develop our discovery
with the third-party Pony discovery on the offsetting block to the north. We plan to have an integrated project team in place in
early 2011 to work on a joint development plan for both blocks.

In 2011, we plan to drill up to three exploration wells in the deep-water Gulf of Mexico, focusing on the Miocene sub-salt play.

Nexen Inc. | 2010 | Conventional Exploration and Development
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The BP Macondo oil spill and the subsequent drilling moratorium did not impact our production in 2010, however, our exploration

drilling programs are delayed as US regulatory agencies have not yet issued new Gulf of Mexico drilling permits. Subsequent
to the drilling moratorium, new rules have been enacted in the US regarding improving the safety of offshore operations,
safeguarding the environment, strengthening oil spill response, planning and capacity, advancing well containment capabilities,
deep-water drilling procedures, wellbore integrity and blowout prevention. We expect to be able to comply with the new rules
at a minimal incremental cost. We expect that drilling permits will be granted at a slower pace in tHe future than before

the moratorium. We believe our drilling practices comply with the new regulatory requirements and expect to resume
exploration drilling in 2011 once appropriate drilling permits are received.

FISCAL TERMS

In 2010, royalty rates on our US production averaged 17% for shelf volumes and 3% for deep-water volumes. The US
government increased royalty rates from 12.5 to 18% for new deep-water leases awarded after July 2007. Our Aspen and
Gunnison fields are not subject to royalties on the first 87.5 mmboe of production. Our Wrigley and Longhorn fields are not
subject to royalties on the first @ mmboe of production if realized prices do not exceed certain price thresholds as determined
by the regulators. Natural gas prices did not exceed the threshold in 2010 and, therefore, no royalties were due on these
properties. US taxable income is subject to federal income tax of 35% and state taxes ranging from 0 to 12%.

Other International

* Our entry into Yemen kicked off our international expansion in the early 1990s, which provided
us with other significant international opportunities.

¢ Development of the Usan field, offshore Nigeria is currently under construction. We have several
discoveries and additional exploration prospects beyond Usan.

» We are leveraging international exploration and operating success with experience to pursue
unconventional resources abroad.

YEMEN

Yemen has been a significant international region for us since we first began production at Masila in 1993. We operate the
country’s largest oil project and have developed strong relationships with the government and local communities. Qur strategy
in Yemen is to maximize the value from our two existing producing blocks: Masila (Block 14) and East Al Hajr (Block 51).

We are also reviewing our opportunities in Yemen for potential future exploration activities.

2010 Share of Nexen Reserves orer Roysities) 2010 Share of Nexen Production
Proved Probable Before Royalties After Royalties
8 mmboe (73 before Royalties) 1 mmboe {2 before Royalties) 41.3 mboe/d 23.1 mboe/d

1% 0% 17% 1%
Yemen Yemen Yemen Yemen
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East Al
Hajr Block .. .“Masila Block

138 km .
Export Pipeline

Ash Shilr Terminal

Masila Block (Block 14)

We operate the Masila project with a 52% working interest.
The Masila fields are mature but still hold significant value,
generating cash flow in excess of capital requirements.
Under the Masila Production Sharing Agreement (PSA)
between the Government of Yemen and the Masila joint
venture partners (Masila Partners), we have the right to
produce oil from Masila to December 17, 2011. We are

currently negotiating a five-year extension of the Masila
PSA with the Yemen Government. There is no assurance

— that this extension will be received.

The first successful Masila exploratory well was drilled at

at Heijah and Camaal. Initial production began in July 1993.
Masila crude oil averages 32° API at very low gas-oil ratios.

but we also produce from deeper formations, including the
Lower Qishn, Upper Saar, Saar, Madbi, Basal Sand and
Basement formations. Production is collected at our central
processing facility (CPF), where water is separated for

R reinjection and oil is pumped to the Ash Shihr export
terminal on the Indian Ocean and shipped to customers,

primarily in Asia.

¢
pr—

Sunah in 1990, with additional discoveries quickly following

Most of the oil is produced from the Upper Qishn formation,

Production is divided into cost-recovery oil and profit oil.
Cost-recovery oil provides for the recovery of all exploration,
development and operating costs that are funded by the
Masila Partners. Costs are recovered from a maximum of
40% of production each year, as follows:

Costs Recovery
Operating 100% in year incurred
Exploration 25% per year for fggr years

Development 16.7% per year for six years

The remaining production is profit oil that is shared between
the Masila Partners and the government and is calculated
on a sliding scale based on prz)duction. The Masila Partners’
share of profit oil ranges from 20 to 33%. The structure

of the agreement moderates the impact on the Masila
Partners’ cash flows during periods of low prices, as we
recover our costs first and then share any remaining profit
oil with the government. The government's share of profit
oil includes a component for Yemen income taxes paid by
the Masila Partners at a rate of 35%. In 2010, the Masila
Partners’ share of production, including recovery of costs,
was approximately 43%.

East Al Hajr Block (Block 51}

The first successful exploratory well was drilled in 2003 and
development of the block began:in 2004, which:included a:
CPF, gathering system and a 22 km tie-back to our Masila
export pipeline. Production commenced in November 2004.

We operate Block 51, which is governed by the Block 51
PSA between the Government of Yemen and the East Al
Haijr partners (EAH Partners): The Yemen Company (TYCO)
(12.5'% carried working interest) and Nexen (87.5% working
interest): Under the PSA; TYCVO has’ no obligatioh to-fund
capital or operatlng expendltures and therefore our
effective interest is 100% and for purposes of accountmg
and reserves recogmtlon We treat TYCO's 12. 5% T
participating interest as- a royalty mterest We recogmze ;
both the govemment/s,shgre and TYCO s sharej of profit oil
under the Block 51 PSA ééfr’dyélties and téxes/The PSA
expires:in 2023 and We have the right to negotlate afive
year extension: Under the Block 51 PSA the EAH Partners
pay a royalty ranging from 3 to 10% to the government
depending on production volumes. The remaining production
is divided into cost-recovery oil and profit oil. Cost-recovery
oil provides for the recovery of all of the project’s exploration,
development and operating costs, funded solely by Nexen.
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Costs are recovered from a maximum of 50% of production
each year after royalties, as follows:

Costs Recovery

Operating 100% in year incurred

Exploration 75% in year one, 25% in year two

Development 75% in year one, 25% in year two

The remaining production is profit oil that is shared between
the EAH Partners and the government on a sliding scale
based on production rates. The EAH Partners’ share of profit
oil ranges from 20 to 30%. The government's share of profit
oil includes a component for Yemen income taxes paid by
the EAH Partners at a rate of 35%. In 2010, the EAH
Partners’ share of Block 51 production, including recovery
of past costs, was approximately 44%.

NIGERIA

Offshore West Africa is a core area where we have several
discoveries. It offers prolific reservoirs and multiple
opportunities to invest in this oil-rich region. Our strategy
here is to complete development of the Usan discovery
and continue to explore our portfolio to provide medium

to long-term growth.

Xploration and Appraisal Wells

Discovery

& Exploration Blocks
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In 1998, we acquired a 20% non-operated interestin Block
OPL~222;:which covers 448,000 acres approximately 80 km

offshore in water depths ranging from 600 to 3,500 feet.

In:1998, we discovered the Ukot field and encountered

three oil-bearing intervals. This was followed up by a

successful appraisal well in 2003. In 2002, the Usan field S—
was discovered and seven more successful wells confirmed

that significant hydrocarbons exist on the block:

Devélopment of the Usan field is progresfsi’ngwell andis
expected to come on stream in 2012, ’r’émbinQ up to peak
production rates of 180,000 bbls/d (36,000 bbls/d, net

to us). Construction of the'FPSO ﬁul} éndfsubééa fa/c'izlities’
continued in' 2010 and the major tobéidé ’mq:dul’eé were -
successfully installed onto the FPSO deck. The FPSQ is
now over 90% CO'mpléte’ and i//v/iifl be cébéble{ ,of:st/oring o

up to two million barrels of oil. We expect that our total
investment in the Usan development will be approximately
$2 billion (net to us).

In 2008, we acquired an 18% non-operated interest in Block
OPL-223, covering 230,000 acres, which provides us with ,
future exploration potential on the adjacent block. In 2009, o
we completed drilling an exploration well in the southern ;
portion of Block OPL-223. The Owowo South B-1 wellwas ... i
drilled in a water depth of 670 metres and is located 20 km
northeast of the Usan field. Under the Production Sharing
Contract governing OPL~223, the Nigerian National
Petroleurn Corporation is the concessionaire of the licence,
which is operated by Total Exploration & Production Nigeria
Ltd. We continue to explore offshore West Africa for
potential prospects.

As is typical in many jurisdictions, the Nigerian government

is reviewing its existing petroleum fiscal terms, including

those applicable to our interests, the impact of which could —
negatively affect the economics of our project.



COLOMBIA

In 2000, we made a discovery at Guando on our 20% non-operated Boqueron Block, and production from Guando began in
2001. Bogueron is in the Upper Magdalena Basin of central Colombia, approximately 100 km southwest of Bogota. Under terms
of our licence, our working interest in Guando decreased from 20 to 10% during the second quarter of 2009, as cumulative oil
production from the field reached 60 million barrels.

Production from Guando is subject to a royalty between 5 and 25% depending on daily production. In 2010, the royalty payable

to the Colombian government averaged 8%. Colombian taxable income is subject to federal income tax of 33%.

We currently hold interests in one development block, three exploration and production blocks and two technical evaluation
agreements in the Upper Magdalena Basin and the Eastern Cordillera area. In the Upper Magdalena Basin, we hold a 10%
interest in the Boqueron block and a 50% non-operating interest in the Villarrica Norte Block. In the Eastern Cordillera area,
we hold a 100% interest in the Chiquenquira and Sueva exploration and production blocks, and a 100% interest in the
Fomeque and Lower Villetta technical evaluation agreements.

NORWAY

Norway is a natural extension of our conventional offshore growth strategy in the North Sea given our geological experience
with the UK. The Norwegian continental shelf is characterized by well-developed infrastructure and potentially significant
hydrocarbon resources. The Norwegian government incentivized the oil and gas industry to explore this area by providing a
78% cash tax refund on qualifying exploration expenditures to companies that are not taxable.

We hold working interests in nine exploration licences in the Norwegian North Sea. In 2010, we acquired additional seismic
and drilled an unsuccessful exploration well. In 2011, we expect to drill at least one exploration well and continue to add to

our portfolio through participation in annual licensing rounds and farm-ins. Norwegian oil and gas income is subject to a general
corporate income tax rate of 28% plus an additional 50% special petroleum tax.

* | ong Lake production and upgrading capacity continued to ramp up during the year.

¢ \We have significant undeveloped acreage in the Athabasca oil sands, totaling over
675,000 acres (gross).

e Syncrude has been operating for over 30 years and provides steady predictable cash flows.

The Athabasca oil sands deposit in northeast Alberta is a key growth area for us. Our strategy is to economically develop our
bitumen resource in phases to provide low-risk, stable, future growth over the long-term. Our Long Lake project involves ‘
integrating SAGD bitumen production with field-upgrading technology to produce PSC™ for sale, and synthetic gas, which
significantly reduces our need to purchase natural gas for operations. We also have a 7.23% investment in the Syncrude oil
sands mining and upgrading operation as well as significant undeveloped acreage.

Nexen Inc. | 2010 | Oil Sands
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In 2001, we formed a 50/50 joint venture with OPTI to develop the Long Lake lease using SAGD for bitumen production and
proprietary OrCrude™ technology for the first stage of upgrading. OPTI has the exclusive Canadian licence for the OrCrude™
technology. We acquired the exclusive right to use this technology with OPT! within approximately 160 km of Long Lake, and

the right to use the technology elsewhere in Canada and the rest of the world (excluding Israel) subject to certain rights of
OPTI to participate.

SAGD bitumen operations started mid 2008 and we began producing PSC™ from the upgrader in 2009. Early in 2009, we a—
acquired an additional 15% interest in the Long Lake project and the joint venture lands from OPTI, increasing our ownership

level to 65%. Following this acquisition, we are now responsible for operating both the SAGD bitumen extraction process

and the upgrader for Phase 1 and future phases.

2010 Total Nexen Beserves (fer Royalties) 2010 Total Nexen Production
Proved Probable Before Rovyalties After Royalties
291 mmboe (374 before Royalties) 762 mmboe (882 before Royalties) 15.9 mboe/d 15.1 mboe/d

32% 1% 6% 7%
Long Lake Long Lake Long Lake Long Lake

SAGD AND UPGRADER INTEGRATION

The SAGD process involves drilling two parallel horizontal
wells, with horizontal portions generally between 2,300 and
3,300 feet long, with about 16 feet of vertical separation.
Steam is injected into the shallower well, where it heats the . - Egifum
bitumen that then flows by gravity to the deeper producing
well. The OrCrude™ technology, using conventional
distillation, solvent de-asphalting and thermal cracking, ‘ »
separates the produced bitumen into partially upgraded sour Kinosis
crude oil and liquid asphaltenes. By coupling the OrCrude™ Flitiie Phase

process with commercially available hydrocracking and |
gasification technologies, sour crude oil is upgraded to light
(39° API) PSC™, and the asphaltenes are converted to a low-
energy, synthetic fuel gas. This gas is available as a low-cost
fuel for generating steam and as a source of hydrogen for L
the hydrocracking process. The gas is also consumed in a
cogeneration plant to produce electricity for on-site use and
sale to the provincial electricity grid. The energy conversion
efficiency for our Long Lake upgrader is about 90%,

oy

compared to 75% for a typical bitumen-fed coker based

hase | Acteage & Kin

plant, which we expect will provide us with a significant
margin advantage in the long term.
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OUR STRATEGIC ADVANTAGE

Our integrated SAGD and upgrading process addresses
three main economic hurdles of SAGD bitumen production:
i) the potentially high cost of natural gas; ii) the cost and
availability of diluent; and iii} the typically lower realized price
of bitumen. Using synthetic gas from the asphaltenes as
fuel, we expect to purchase considerably less natural gas.
With the upgrading facilities on site, diluent is not required
to transport the bitumen to market. By upgrading the
bitumen into a highly desirable refinery feedstock or diluent
supply, the end product commands the same premium price
as light, sweet crude oil.

LONG LAKE PROJECT

The Long Lake project received regulatory approval in 2003
and was sanctioned in 2004. In 2007, we began injecting
steam into the well pairs. We continued to steam the SAGD
well pairs and began turning wells over to SAGD production
in 2008. In 2009, we improved steam reliability and
operability. We also installed electric submersible pumps
(ESPs) in a number of our SAGD wells throughout 2009 and
2010. This allows us to improve pressure control in the wells
and should ultimately reduce our overall steam-to-oil ratio
(SOR). The first several months of steam injection in a well
pair largely involve heating the reservoir, followed by a
ramp-up of bitumen production to peak rates over 12 to 24
months. Our ramp-up has been slower than initially
anticipated but still within industry experience. At the start
of production, SORs are high but is expected to decline

as bitumen production ramps up to our target rates.

We expect the SOR to be in the range of three to four

over the long term.

Our share of SAGD bitumen production in 2010 averaged
24,400 bbls/d {15,900 net to us). We are currently producing
approximately 27,000 bbls/d of bitumen (17,600 net to us).

We completed construction of the upgrader in 2008 and
began commissioning for commercial operations shortly
thereafter. Initial production of PSC™ oil from the upgrader
began in 2009. As the upgrader ramps up to capacity, we
expect periods of downtime as we work through the various
stages of commissioning and ramp-up. This periodic
downtime is normal following initial facility start-up and
consistent with industry experience, especially when dealing
with new technologies. We are also progressing projects
that will increase the operating independence between our

SAGD facilities and the upgrader while maintaining the
benefits of integration. During the bitumen ramp-up period,
we have purchased third-party bitumen to assist with
upgrader start-up. Production design capacity for Long Lake
is approximately 60,000 bbls/d (39,000 net to us at a

65% working interest) of PSC™. We expect to maintain
production over the project’s life, estimated at 40 years,

by periodically drilling additional SAGD well pairs.

In 2010, we processed about 29,200 bbls/d gross of
bitumen through the upgrader, producing 19,400 bbls/d
gross of PSC™, Combined SAGD, cogeneration and
upgrading operating costs are expected to average about
$30/bbl once we reach design capacities, which are
substantially lower than coking or other upgrading processes
as a result of the reduced energy input costs. We expect
ongoing capital costs to average between $5/bbl and $10/bbl
depending on well spacing, well length and recovery factor.
The full-cycle capital costs of producing and upgrading
bitumen using this technology are comparable to those for
surface mining and coking upgrading on a barrel-of-daily
production basis.

FUTURE PROJECTS

We have approximately 290,000 net acres of bitumen-
prone lands in the Athabasca region. We plan to continue
developing our bitumen lands in phases. In 2010, we
invested $30 million on additional drilling, seismic and
engineering to develop our leases and advance regulatory
applications for future phases. Long Lake is expected to

be followed by additional phases with each project
leveraging knowledge and experience from previous phases.
We currently have regulatory approval for up to 140,000
bbls/d at our second phase of Long Lake, called Kinosis.

Kinosis is expected to be similar in design but will have two
smaller SAGD stages feeding the upgrader. The upgrader
will be constructed after bitumen production from the first
SAGD stage ramps up, provided economics of upgrading are
favorable. By keeping the core team in place, and repeating
and improving on existing designs and implementation
plans, we expect to gain efficiencies in engineering, modular
fabrication and on-site construction. We also anticipate
enhanced operating efficiencies as we can train and move

people easily between the various plants.

Nexen Inc. I 2010 | QOil Sands
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Syncrude

We hold a 7.23% participating interest in the Syncrude joint venture. This joint venture was established in 1975 to mine shallow

oil sand deposits using open-pit mining methods, extract the bitumen and upgrade it to a high-quality, light (32° API), sweet,

synthetic crude oil. Syncrude’s operating strategy is to develop this resource, focusing on safe, reliable and profitable operations.

2010 Share of Nexen Reserves efer Royalties)

Proved Probable
43 mmboe (46 before Royalties)

296 mmboe (324 before Royalties)

32% 4%
Syncrude Syncrude

2010 Share of Nexen Production

Before Royalties After Royalties
21.2 mboe/d ~19:6 mboe/d

9% 9%
Syncrude Syncrude

Syncrude exploits a portion of the Athabasca oil sands

that contains bitumen'in the unconsolidated sands of the
McMurray formation. Ore bodies are buried beneath 50 to
150 feet of over-burden, have bitumen grades ranging from
410 14% by weight and ore-bearing sand thickness of

100 to 160 feet. Syncrude’s operations are on eight leases
(10,12, 17, 22, 29, 30, 31 and 34) covering 248,300 acres,
40 km north of Fort McMurray in northeast Alberta.
Syncrude currently mines oil sands at two mines: Mildred
Lake North and Aurora North. These locations are readi!y
accessible by public road. Trucks and shovels are used 10
collect the oil sands in the open-pit mines.. The oil sands are
transferred for processing using a hydro-transport system.

The extraction facilities, which.separate bitumen from:oil
sands; are capable of processing more:than:310:million
tons of oil sands per year and between 140 and 160 million
barrels of bitumen per year depending on the average
bitumen ore grade. To extract bitumen, the oil sands are
mixed with water to form a slurry. Air and chemicals are
added to separate bitumen from the sand grains. The
process at the Mildred Lake North Mine uses hot water,
steam and caustic soda to create a slurry, while at the
Aurora North Mine, the oil sands are mixed with warm
water. Close to 90% of the water used in operations is
recycled from the upgrader and mine sites. Incremental
water is drawn from the Athabasca River in accordance

with existing licences.
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o Upgrade

The extracted bitumen:is fed into a-vacuum distillation
tower and three cokers for primary upgrading. The resulting
products are then separated into naphtha; light gas-oil-and
heavy gas-oil streams. These streams are hydrotreated to
remove sulphur and nitrogen impurities to form light, sweet,
synthetic crude oil. Sulphur and coke, which are by-products
of the process, are stockpiled for possible future sale.
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The high quality of Syncrude's synthetic crude oil allows it
10 be sold at prices approximating WTL. In 2010, about 45%
of the synthetic crude oil was sold to refineries in Eastern
Canada, 40% to those in the mid-western United States and
the remaining 15% was sold to refineries in the Edmonton
area. Electricity is provided to Syncrude from two generating
plants on site: a 270 MW plant and an 80 MW plant.

Since operations started in 1978, Syncrude has shipped
more than two billion barrels of synthetic crude oil to
Edmonton by Alberta Oil Sands Pipeline Ltd. The pipeline
was expanded in 2004 and 2009 to accommodate increased
Syncrude production.

In 1999, the Alberta Energy and Utilities Board (AEUB)
extended Syncrude’s operating licence for the eight oil
sands leases through to 2035. The licence permits Syncrude
to mine oil sands and produce synthetic crude oil from
approved development areas on the oil sands leases.

The leases are automatically renewable as long as oil sands
operations are ongoing or the leases are part of an approved
development plan. All eight leases are included in a
development plan approved by the AEUB. There were

no known commercial operations on these leases prior

to the start-up of operations in 1978. .

in 1999, the AEUB approved an increase in Syncrude's
production capacity to 465,700 bbls/d. At the end of 2001,
Syncrude increased its synthetic crude oil capacity to
246,500 bbls/d with the development of the Aurora North
Mine, which involved extending mining operations to a
neW location about 40 km north of the main Syncrude s'ite.
The next expansion of Syncrude came on stream in 2006, -
increasing capacity to.360,000 bbls/d with the completion

of the Stage 3 project.

Syncrude pays royalties to the Alberta government.

As of January 2002, this royalty was equal to the greater
of 1% of gross revenue or 25% of net synthetic-based profit
after deducting bitumen related operating expenses and
new capital expenditures. In connection with the provincial
government's review of Alberta royalty rates in 2007, the
Syncrude owners negotiated revised royalty terms at the
request of the government. Effective January 1, 2009, and
consistent with other oil sands producers, Syncrude began
paying royalties based on bitumen, rather than paying
royalties calculated on fully upgraded synthetic crude oil.
As a part of this conversion, the Alberta government will
recapture royalties related to upgrader capital expenses

of about $5 billion (gross) that were deducted against prior
royalties from future production. The $5 billion royalty
deductions previously received by the Syncrude owners
will be recaptured by the Alberta government over a 25-year
period. In addition, the Province of Alberta and Syncrude
reached an agreement to establish new transitional

royalty terms. Under the terms of the agreement, until
December 31, 2015, Syncrude will continue to pay base
royalty rates (being the greater of 25% of net bitumen-based
revenues, or 1% of gross bitumen-based revenues) plus
an incremental royalty of up to $975 million (our share
$70.5 million). The incremental royalty is subject to certain
minimum bitumen production thresholds and is to be paid
in six annual payments. This agreement is in lieu of the
Syncrude owners converting to the Province of Alberta’s
new royalty framework announced in October 2007, that
became effective January 1, 2009. After January 1, 2016,
the rates under the new Alberta royalty framework will
apply to the Syncrude project. See Fiscal Terms

on page 24.
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: UNCONVENTIONAL GAS

Canada

* We doubled our prospective shale gas acreage in northeast British Columbia in the Horn River,

Cordova and Liard basins in 2010.

* We drilled, fraced and completed our recent eight-well pad in the Horn River Basin at an industry-leading

pace during the year.

2010 Share of Nexen Reserves e Royatties)

Proved Probable
25 mmboe (26 before Royalties)

48 mmboe (49 before Royalties)

5% 2%
Canada Canada

2010 Share of Nexen Production

Before Royalties After Royallies
28.5 mboe/d 25.1 mboe/d

1% 11%

Canada Cariada

As part of our growth strategy in unconventional Canadian
resource plays, we have accumulated over 300,000 acres

of highly prospective shale gas-lands in northeast British
Columbia. Shale gas.is natural gas produced from reservoirs
composed of organic shale. The gas'is stored.in pore spaces
and fractures, or absorbed into organic matter.

Our shale gas resource will allow us to take advantage

of emerging markets such as growing oil sands demand
and potential liquid natural gas (LNG) export opportunities.
Shale gas complements our corporate oil and gas portfolio
with natural gas exposure and relatively short cycle-time
projects where we control the scale and pace of
development of the resource. Once our commercial

well design is established, we can match the pace

of drilling to forecasted economic conditions.

22 Nexen inc. | 2010 | Annual Information Form

Fort McMurray.
‘ : i

Edmonton @

@ Begina

]

e

st

[r—

—



Our Canadian production (excluding the Athabasca oil sands)
is comprised of unconventional shale gas assets in northeast
British Columbia and conventional producing natural gas and
coalbed methane (CBM) assets in Alberta and Saskatchewan.
Prior to the sale of our heavy oil assets in July 2010,
Canadian production included heavy oil volumes from east-
central Alberta and west-central Saskatchewan. Proceeds
from the sale were $939 million and the properties were
producing approximately 15,000 boe/d. Proved reserves
associated with the sold properties were approximately

36 mmboe (30 after royalties).

In addition to our development of the Athabasca oil

sands, our strategy for Canada is three-fold: i) significantly
expand our shale gas reserves and production; ii} generate
new material resource play opportunities; and iii) continue
to optimize value from our conventional and CBM
producing assets.

SHALE GAS

Approximately 25% of our current Canadian production
(excluding Athabasca oil sands) is from our shale gas
properties in the Horn River. This basin is a significant shale
gas play in northeast British Columbia with high resource
density and excellent well productivity. Although historically
the United States has been the largest producer of shale
gas, new drilling technologies have allowed us to take
advantage of vast resource potential in emerging gas

plays in Canada.

In 2010, we invested $476 million progressing development
of our shale gas assets at Horn River. We drilled and
completed an eight-well pad with an average of 18 fracs
per well during the year. These wells were completed at an
industry-leading pace of 3.5 fracs per day and we achieved
a 100% success rate on our fracs. Substantial cost savings
and productivity improvements were realized as we
leveraged learnings from prior activities to improve
equipment utilization, drill longer wells and initiate more
fracs per well. We recently started producing these wells
and are experiencing initial production rates of 8 to 15
mmcf/d per well. We also commenced drilling a nine-well
pad late in 2010 that is expected to be on stream in

late 2011.

Following our success at the June 2010 land sale, we
increased our position from 128,000 to over 300,000 acres
of highly prospective shale gas lands in northeast British
Columbia. This includes additional acreage at Cordova

and a new position in the Liard basin. We have a 100%
operated interest in all of our shale gas properties.

To date, we have invested in land, infrastructure and wells
in the Horn River Basin to progress our shale gas strategy
toward development and reserve recognition. We have
recognized proved undeveloped reserves relating to our

existing area of operations.

Primary tenure in the Horn River Basin is four years and
drilling activity and extensions can increase this up to 18
years. Our drilling activity to date has secured tenure for ten
years on the majority of our Horn River lands at Dilly Creek
with drilling currently underway to secure the remainder.
With the tenure secured, we are able to control the pace

of field development during periods of low gas prices.

Limited gas pipeline infrastructure and processing capacity
in the Horn River Basin could potentially constrain early
development of the play. To ensure sufficient gathering,
processing and transportation capacity for our development
programs, we contracted gas pipeline capacity and
associated treating capacity at the Spectra-operated Fort
Nelson plant. We entered into additional agreements that
will allow us to participate in regional infrastructure
expansion projects.

OTHER

Conventional natural gas properties in Alberta and
Saskatchewan account for 50% of our current Canadian
production {excluding Athabasca oil sands). Canadian
production includes minimal volumes from sour gas
reservoirs near Calgary. Sour gas is natural gas that contains
hydrogen sulphide and requires additional processing.

This gas is processed through our operated Balzac plant
which we plan to decommission in 2011. Remaining

gas production from the Balzac field is expected to be
processed by third-party gas plants.

Nexen Inc. | 2010 | Unconventional Gas
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Approximately 26% of our current Canadian production is
from our CBM developments in the Fort Assiniboine area

of central Alberta. We began commercial operations in the
Upper Mannville coals in 2005 and progressively developed
opportunities on our land base with horizontal well technology.
We have limited activity planned here currently as a result of
lower natural gas prices.

FISCAL TERMS

In Canada, we pay two types of royalties to federal and
provincial governments on production from lands where
they own the petroleum and natural gas rights. The first type
of royalty, Net Profits Interest (NPI), applies to our oil sands
projects and our Horn River shale gas project. The second
type is a Gross Royalty system whereby we pay royalties
ranging from nil to 50% depending upon drilling date,
production rate and product sales price.

The NPI royalty rates for oil sands projects range from

1 to 9% of gross revenue for projects that are pre-payout of
costs, and 25 to 40% of net profit for projects that are post-
payout. These royalty rates vary depending on the Canadian
dollar equivalent of WTI. Royalty rates remain at their floor
until Cdn$55/bbl and reach their maximum at Cdn$120/bbl.

In British Columbia, within a designated area, a 2% royalty
on project gross revenue is payable to the provincial
government until our Horn River shale gas project reaches
payout or 10 years pass, whichever is sooner. After that
point, royalties are calculated on project net revenue as
defined by the province using progressive rates of 15%,
20% and 35%, with a minimum royalty payable of 5%

on project gross revenue.

The Gross Royalty system has an upper royalty rate limit to
50% and lower [imit to nil, for conventional oil, depending on
production rates and sales price. Most of our conventional
Alberta production qualifies for lower rates and we expect
royalties on our production to range between 5 and 10%.
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In 2009, the Alberta government commissioned a
Competitiveness Review, which included a review of the
provincial royalty system. As a result of this review, the
price sensitivity of the royalty curves for natural gas and
conventional oil were reduced along with the maximum
royalty rates payable from 50% to 36% for natural gas

and from 50% to 40% for conventional oil effective

January 1, 2011. In addition, any new wells drilled in Alberta
pay a maximum royalty of 5% for the first year of production
or 500 mmcf of gas or 50,000 bbls of oil, whichever comes
first. New CBM wells receive a longer 5% maximum royalty
holiday of 3 years or 750 mmcf of production. The result of
this review had a small positive impact for the royalties paid
on our CBM and conventional gas properties in Alberta.

In addition to royalties, some provinces impose taxes on
production from lands where they do not own the mineral
rights. The Saskatchewan government assesses a resource
surcharge on gross Saskatchewan resource sales that are
subject to Crown royalties, ranging from 1.7 t0 3.0%.

In Alberta, we are subject to a freehold mineral tax of
approximately 4% on production from freehold lands.

Profits earned in Canada from resource properties are
subject to federal and provincial income taxes. In 2010,
federal taxable income is taxed at 18% and will be taxed
at 16.5% in 2011 and 156% in 2012. Provincial income
tax rates vary from approximately 10 to 16%.

: ENERGY MARKETING

Our energy marketing group’s primary focus is to market
proprietary crude oil production from North America, the
North Sea and Yemen. We also buy and sell third-party
production which provides us with additional market
intelligence and opportunities in order to obtain competitive
pricing. Our team also leverages regional knowledge,
capacity on key North American infrastructure, and solid
customer relationships. In addition to physical marketing,
we take advantage of quality, time and location spreads

to generate returns. We use financial contracts, including

futures, forwards, swaps and options for hedging purposes.



In addition to global crude oil marketing activities, we have a
North American natural gas and power marketing business.
The North American natural gas team'’s activities are located
primarily in western Canada to support our proprietary needs
as well as those of other regional producers. The power
team is responsible for optimizing and selling power from
our Alberta assets including our 50% interest in the Balzac
power generation facility; our 50% interest in the Soderglen
wind power operation; and surplus power from our
cogeneration facility at Long Lake. We also market power
to larger commercial, industrial and municipal clients.

During 2010, we concluded the sale of our North American
natural gas trading operations, our North Dakota and
Montana crude oil lease gathering, pipeline and stbrage
assets, and our European gas and power business.

. CHEMICALS

In 2005, we monetized part of our chemicals business
through an initial public offering of the Canexus Income
Fund. During 2010, we held a 63.9% interest in our

chemicals business.

Our chemicals business manufactures sodium chlorate and
chlor-alkali products (chlorine, caustic soda and muriatic acid)
in Canada and Brazil. This production is sold in North and
South America, with some sodium chlorate distributed in
Asia. Our manufacturing system is reliable, low-cost and
strategically located to capitalize on competitive electricity
costs and transportation infrastructure to minimize
production and delivery costs.

In 2010, the technology conversion process (TCP) at the
North Vancouver chlor-alkali facility was successfully
commissioned. The TCP replaced the diaphragm technology
with newer, proven membrane technology that is expected
to be more cost-effective and expanded productive capacity
by 35%.

in early 2011, we sold our interest in this business

for net proceeds of $458 million. The sale closed in

early February 2011 and we will have no involvement

in Canexus after such time. The operations have been
presented as discontinued operations in our Consolidated
Financial Statements.

RESERVES, PRODUCTION
: AND RELATED INFORMATION

The following reserves estimates have been prepared

in accordance with SEC requirements. In addition to the
information below, we refer to the Supplementary Data

on page 173 of our 2010 Consolidated Financial Statements
for information on our oil and gas producing activities.
Nexen has not filed with nor included in reports to any
Canadian or United States federal authority or agency, any
estimates of its total proved oil or gas reserves since the
beginning of the last fiscal year.

We have also prepared estimates of reserves and related

disclosures in accordance with NI 51-101. This information

is contained in the following documents:

e Form 51-101F1—Statement of Reserves Data and Other
Oil and Gas Information

e Form 51-101F2—Report on Reserves Data by Intemnal
Qualified Reserves Evaluator

e Form 51-101F3—-Report of Management and Directors
on QOil and Gas Disclosure

These documents are available on SEDAR at www.sedar.

com and are incorporated by reference herein.

Oil and Gas Reserves

The process of estimating reserves requires complex
judgments and decision-making. Reserves are categorized
by the confidence that they will be economically recoverable.
Probable reserves are less certain to be recovered than
proved reserves. Refer to the Basis of Reserves Estimates
on page 31 for a description of probable reserves and our
process for estimating proved and probable reserves.

At December 31, 2010, we had 987 mmboe of proved
reserves (918 after royalties) and 1,133 mmboe of probable
reserves (995 after royalties).
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The following is @ summary of our proved and probable reserves as at December 31, 2010:

Reserves
Before Royalties After Royalties
Synthetic Synthetic
Oil Oil Gas Oil Oil Gas
{mmbbl) {mmbbl) (bef) (mmbbi) {mmbbl) (bef)
Developed 249 167 367 229 161 337
Undeveloped 389 100 127 358 94 122
Total Proved 638 267 494 587 255 459
Developed 21 66 147 17 65 133
Undeveloped 907 90 151 788 79 146
Total Probable 928 156 298 805 144 279

Proved Reserves

In 2010, we added 101 mmboe of proved reserves (107 after royalties), sold 36 mmboe (30 after royalties) associated with
our heavy oil properties and produced 89 mmboe (79 after royalties).

The 