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In some areas, such as climate change and water, we have not
set targets. However, we are improving our ability to track, report
and verify air, water and waste data to quantify our impacts and
identify opportunities for improvement. We recognize the impor-
tance some stakeholders place on targets. We will work towards
developing operations-level environmental targets where we think
they will help us manage performance. Setting greenhouse gas
targets poses additional challenges, which are outlined below.

Nexen also sees the value in benchmarking our performance. This
year's report includes benchmarking data for safety, shareholder
return and voluntary turnover. Finding reliable external data is
sometimes difficult, but we will continue to work with industry asso-
ciations and peer companies to develop meaningful benchmarks.

Annually expand use of the GRI standard and applicable
performance indicators. Nexen closely monitors external
reporting guidelines and best practices. This year, we expanded
our disclosure to achieve a GRI B* reporting level. Nexen will
continue to review the GRI Guidelines, including a planned oil
and gas sector supplement, and apply those guidelines to our
reporting where they add value.

Include a performance scorecard to summarize the company’s
performance and progress against goals and targets. This
year's report includes a performance summary table on page 3,
showing a three-year performance trend for nine key indicators.
Where targets exist, we have reported those. We will continue
to review the performance scorecard indicators to ensure they
provide a meaningful measure of our progress.

Take a more strategic approach to disclosure, including
discussing the intersection between sustainability and
business strategy. The leaders’ message outlines Nexen's
sustainability commitment and the rationale for our approach. It
also discusses the connection between sustainability and business
strategy in an economic downturn. To supplement this discus-
sion, this year's report includes a new section called “Integrating
Sustainability,” which describes the tools and processes we use
to incorporate sustainability into our business. We also included
a special feature on the oil sands to provide context around the
social, environmental and economic factors at play.

Clearly identify Nexen’s material issues and the process used
to prioritize them. Discuss these issues in greater depth. \We
have provided additional information on water, land and climate
change—three of our material issues. In response to stakeholder
feedback, this year's report includes a special feature on the oil
sands to reflect the growing global importance of this resource.
We have not formally assessed and prioritized our material issues
but will consider formalizing this process for future reports.

Provide more facility-specific data as it becomes available.

Our environmental approvals from regulators spell out the facility-
specific data and reports we are required to provide. These reports
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are publicly available. In Alberta, for example, all our environmental
approvals can be found at www.environment.alberta.ca. Our
reports range from air emissions to wetlands management to
sulphur handling. We also communicate directly with stakeholders
such as the Balzac Community Advisory Panel, the Hamlet of
Anzac and the Regional Municipality of Wood Buffalo on the local
and regional impacts of our operations. Given the widespread and
extensive nature of our operations, we believe direct review with
the most affected stakeholders is more effective than detailed
disclosure in our sustainability report. Readers looking for specific
data are welcome to contact Nexen directly.

Expand coverage of stakeholder engagement. This year's
report includes a new section on page 13 that summarizes our
approach to engaging stakeholders. We added new data related to
public complaints in our Canadian Oil and Gas division and provide
examples of our stakeholder engagement approach and outcomes
at Balzac, Yemen and Long Lake. Nexen has reported in detail on
our stakeholder engagement approach in previous sustainability
reports, which are available at www.nexeninc.com.

Improve climate change reporting with a stronger statement
about the impact of Nexen'’s operations and articulate a clear
long-term strategy. Set reduction targets and articulate your
public policy position related to climate change. Nexen's
long-term climate change strategy will be driven by the evolving
regulatory environment. For instance, we first need to understand
how carbon capture and storage will be treated in Canada, how
carbon will be priced and what incentives will be provided for
investments in technology.

In this year’s report we outline what we feel are the main compo-
nents of sound climate change policy. We also provide more
information about what is required to make carbon capture and
storage a viable option for Nexen, and how we are engaging on
the low carbon fuels issue.

Nexen already has regulated greenhouse gas targets in Alberta
and the UK. In other jurisdictions, there is a lack of clarity around
future regulation. We need clear direction before setting targets
or making significant investments in new technologies. In the
past, Nexen has invested shareholders’ dollars to take action on
climate change but has not received credit from regulators for
those early efforts.

Quantify end-use emissions from Nexen’s products and
identify actions to reduce these emissions. \Ve are working
to develop reliable data on greenhouse gas emissions from the
production phase of the life cycle of fossil fuels. As an upstream
producer, Nexen has no direct interface with the end user of fossil
fuel products so our ability to influence consumer behaviour is
limited. However, we are active in public policy discussions around
energy production and use, and we believe consumers, as well
as energy producers, must be part of a society-wide approach to
managing climate change.



Address the long- and short-term context around water,
strengthen disclosure of water use data and draw linkages
between water and climate change. \We have included new
information on our water management strategy on page 22, along
with a discussion of why water is a material issue for Nexen.
Last year's data review by PricewaterhouseCoopers (PwC) helped
improve our data collection systems and further enhancements
are planned as part of our new water strategy.

Provide more information about Nexen’s approach to biodi-
versity. We have outlined Nexen's most recent efforts related
to integrated land management, biodiversity offsets and mitiga-
tion. We have not yet developed a set of biodiversity indicators,
although we included new abandonment and reclamation data
from our Canadian Oil and Gas division.

Expand human rights reporting to focus on impacts and
outcomes. Measuring human rights performance is a challenge.
Nexen is monitoring work by both the Global Reporting Initiative
and the Voluntary Principles on Security and Human Rights to
support improved human rights reporting. In the meantime, we
have outlined how we manage third-party security providers in
developing countries.

Report on performance as it relates to Nexen'’s new Aboriginal
policy. Nexen is waiting for direction from provincial governments
on Aboriginal consultation before we roll out a formal Aboriginal
Partnerships policy. In the meantime, we continue to be guided
by Nexen'’s draft policy on Aboriginal Partnerships. We describe
how we are applying that policy on page 29.

MANAGEMENT SYSTEMS AND AUDITS

Nexen's HSE&SR Management System is an important tool for
managing risk, demonstrating due diligence and supporting contin-
uous improvement across the company. This system outlines the
company’s commitments and minimum requirements in each of
12 elements:

Leadership and Commitment

Regulatory Compliance

Safety and Occupational Health Management

Social Responsibility

Environmental Management

Supply Chain Management

Documentation and Procedure Management

Training and Awareness

Process Safety Management

Emergency Preparedness

Event Reporting, Investigation and Follow-up

Continuous Improvement

Assessing our Management Systems

Nexen's HSE&SR Management System is regularly assessed by
external auditors. The most recent assessment was completed
in 2008 by PwC. This high-level assessment looked at how
well HSE&SR systems are applied and understood across the
company. PwC concluded that Nexen's HSE&SR management
systems are, in general, effectively aligned with the company's
business objectives and that there is strong company-wide
commitment to HSE&SR principles. PwC identified a number of
areas for improvement, including the need to better define social
responsibility at the operational level and the need to develop a
process to determine when HSE&SR programs and procedures
should be standardized across the company.

The PwC report was presented to the HSE&SR Committee of the
Board and progress against the auditors’ 21 recommendations is
reported to the board quarterly.

Nexen also conducts internal management system audits of our
operating divisions every three to five years to verify compliance
with the corporate management system and standards, assess
the effectiveness of our systems and identify areas for improve-
ment. We conducted two such audits in 2008—one at Long Lake
and one of our U.S. division. The audit teams provided a list of
recommendations as well as recognition for areas of best practice.
Progress against the recommendations is reported quarterly to
the HSE&SR Committee of the Board.

We plan to conduct up to three divisional audits in 2009 and
also plan to introduce a process safety management baseline
audit program.

ASSOCIATIONS AND PROGRAMS

To supplement our auditing and review processes, Nexen also
participates in a number of industry associations and multi-sector
initiatives. These groups help us understand and contribute to
industry best practices.

Canadian Boreal Initiative

Canadian Association of Petroleum Producers
Stewardship Initiative

Carbon Disclosure Project

Dow Jones Sustainability Index

Imagine Canada

International Association of Oil & Gas Producers

International Petroleum Industry Environmental
Conservation Association

Jantzi Social Index
Oil & Gas UK
Responsible Care

United Nations Global Compact
« World Petroleum Council

EXTERNAL REVIEWS
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TO THE BOARD OF DIRECTORS AND

MANAGEMENT OF NEXEN INC. (“NEXEN")

We have reviewed selected quantitative performance indicators
presented in Nexen'’s Sustainability Report (the “Report”) for the
year ended December 31, 2008. We did not review all informa-
tion included in the Report. Nexen management is responsible
for collection and presentation of the indicators and information
set out in the Report. A review does not constitute an audit and,
consequently, we do not express an audit opinion on the selected
quantitative performance indicators.

Scope
We reviewed the following consolidated 2008 quantitative perfor-
mance indicators set out in the Report:

CO,-equivalent emissions

production carbon intensity

fresh water diverted under provincial licence (Canada only)

number of reportable environmental incidents
(spills and exceedances)

employee total recordable injury frequency

contractor total recordable injury frequency

percentage of Yemeni national employees

employee engagement score

voluntary turnover rate

community investment

number of designated employees and contractors
who have completed annual Statement of Compliance

active workforce attending improper payments workshop

active workforce attending integrity training

alleged integrity incidents raised.

Nexen Inc. asked us to review management’s assertions
regarding the Company’s sustainability performance
and to provide a report setting out our conclusion. Our
review team comprised individuals with backgrounds
and experience in environment, health and safety, social,
economic and financial assurance.

During our review, we obtained, examined, and evalu-

ated evidence using a variety of procedures, including:

« interviewing relevant Nexen management and staff
responsible for data collection and reporting

» obtaining an understanding of the management
systems, processes and the relevant controls used to
generate, aggregate and report the data at Nexen's
regional operations and head office
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The selected quantitative performance indicators were chosen
by Nexen primarily on the basis of perceived external stake-
holder interest. We did not review the narrative sections of the
Report, except where they incorporated the selected quantitative
performance indicators. The Report contains a statement from
the Expert/Stakeholder Advisory Group describing the results of
their evaluation; this evaluation was conducted separately and
independently from our review.

Methodology

We conducted our review in accordance with the International
Standard on Assurance Engagements (ISAE) 3000 developed by
the International Federation of Accountants. As such, we planned
and performed our work in order to provide limited assurance with
respect to the selected quantitative performance indicators that we
reviewed. Our review criteria were based on the Global Reporting
Initiative Sustainability Reporting Guidelines, relevant regulations,
Nexen management definitions and accepted industry standards.
Our procedures included obtaining and evaluating evidence related
to the selected quantitative performance indicators. Our process
is further described in the sidebar on this page.

Conclusion

Based on our review, nothing has come to our attention that
causes us to believe that the selected quantitative performance
indicators listed above are not, in all material respects, reported
in accordance with the relevant criteria.

%mfwwwﬁ-fw LLP

PricewaterhouseCoopers LLP
Calgary, Alberta, Canada
May 8, 2009

examining relevant documents and records on a
sample basis

testing and re-calculating quantitative information
related to the selected performance indicators on a
sample basis

assessing the information for consistency with our
knowledge of Nexen’s operations, including comparing
the Company’s assertions to publicly available third-
party information.

We carried out our review work at Nexen’s offices in
Calgary, Canada; Fort McMurray, Canada; and Lafayette,
USA. We did not visit all of Nexen'’s international loca-
tions. Information relating to these operations was

collected and reviewed at the Calgary head office.




Nexen was recognized by a number of external organiza-
tions in 2008 for our sustainability efforts. These external
rankings help Nexen understand how we perform against
our peers and identify opportunities for improvement.

Nexen'’s 2008 awards and recognition include:

« Dow Jones Sustainability World Index

» Jantzi Social Index

» Global 100 List for Sustainability by Corporate Knights
magazine and Innovest Strategic Value Advisors

» 10 out of 10 rating for corporate governance from

GovernanceMetrics International

GLOSSARY

Barrels of oil equivalent (boe) — A boe is derived by converting
six thousand cubic feet of gas to one barrel of oil (6 mcf/bbl). Mboe
is a thousand boe and mmboe is a million boe.

Bitumen — A highly viscous, tarry, black hydrocarbon composed
of carbon, hydrogen, sulphur and nitrogen.

Carbon capture and storage (CCS) — Capturing large volumes
of CO, at the source (e.g., industrial facility) and safely storing it
underground in geological formations.

Carbon dioxide equivalent (CO,e) - Measure used to compare
emissions from greenhouse gases based on their global warming
potential (GWP). For example, the GWP for methane is 21 times
greater than that for CO,,.

Coalbed methane (CBM) — Natural gas deposits adsorbed onto
the surface of coal; extracted by easing pressure in the formation
by dewatering or fracturing.

Environmental incident/exceedance — Events detrimental
to the environment, such as oil and water spills, unauthorized
emissions and unapproved cutting of forested areas. The threshold
for reporting an incident or exceedance to a regulator varies
by jurisdiction.

Gasification — A key process at Long Lake in which asphaltenes
are converted to synthetic gas for use as fuel (as an alternative
to natural gas) and hydrogen.

Greenhouse gases (GHGs) — Gaseous components of the atmo-
sphere that contribute to the greenhouse effect. GHGs enter the
atmosphere by natural and man-made processes. Common GHGs
include water vapour, carbon dioxide, nitrous oxide, methane,
hydrofluorocarbons, perfluorocarbons and sulphur hexafluoride.

HSE&SR - A Nexen-wide approach supporting enhanced occu-
pational health, safety, environmental and social responsibility
(HSE&SR) performance.

e The Sunday Times 100 Best Companies to Work For
(United Kingdom)

» Canada’s Best 50 Corporate Citizens by Corporate Knights
magazine
Chartered Accountants of Canada 2008 Award of
Excellence in corporate reporting for the oil and gas sector
ATB/Oilweek Magazine award for sustainability reporting
Conference Board of Canada’s 2008 Climate Disclosure
Leaders Index
Fort McMurray Chamber of Commerce Environmental
Leadership Award for the Long Lake Project

Lost-time injury rate — A measure of safety performance calcu-
lated as the number of incidents that caused an employee to lose
time from work, multiplied by 200,000, and then is divided by the
total number of hours worked.

Oil sands (a.k.a. tar sands) — Sand deposits containing a heavy
hydrocarbon (bitumen) in the pore space of sands and fine-
grained particles.

Premium synthetic crude (PSC™) oil — The light-sweet crude oil
produced at Long Lake. It has a specific gravity of 39° API.

Produced water — \Water extracted from a petroleum formation
along with other oil and gas production fluids.

Responsible Care — A global voluntary initiative to improve safety
and environmental management of chemicals throughout their life
cycle, which we have adapted for the oil and gas industry.

Shale gas — Shale gas is natural gas contained within shale
sequences. Most gas shales have very low permeability and may
require fracture stimulation to achieve economic recovery.

Steam-assisted gravity drainage (SAGD) - An in situ bitumen
extraction technology. It involves drilling two parallel horizontal
wells and injecting steam into the shallower well, where it heats the
bitumen that then flows by gravity to the deeper producing well.

Synthetic gas - Fuel artificially made as opposed to natural gas,
which is found in nature. At Long Lake, asphaltenes are converted
into synthetic gas for use in steam generation and as a hydrogen
source for the upgrader.

Total recordable injury frequency (TRIF) — A common standard
for benchmarking safety performance. TRIF is calculated as the
number of fatalities, lost-time injuries, medical treatment cases,
and modified work cases multiplied by 200,000, and then is
divided by the number of hours worked.
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This report has been prepared using the Global Reporting Initiative's (GRI) G3 Sustainability Reporting Guidelines. We self-
declare this report as achieving Application Level B*. For more information on the GRI, please visit www.globalreporting.org.

GRI Document/
Category Indicator Description Location Page #
Strategy & Analysis 1.1 CEO statement SR 4-5

1.2 Key impacts, risks and opportunities SR 3,5,89
Organizational Profile 2.1 Company name SR 1

2.2 Primary brands, products, and/or services SR 6

2.3 Operational structure SR 6-7, 11

2.4 Location of headquarters SR 48

25 Countries where Nexen operates SR 7

2.6 Nature of ownership and legal form SR 1

2.7 Nature of markets served 10-K 22-26

2.8 Scale of the company SR 6, 35

2.9 Significant changes during reporting period SR 6, 38

2.10 Awards received SR 49
Report Parameters 3.1 Reporting period SR 42

3.2 Date of most recent previous report SR 42

3.3 Reporting cycle SR 42

3.4 Contact point for questions SR 52

35 Process for defining report content SR 42

3.6 Boundary of report SR 42

3.7 Limitations on report scope or boundary SR 43-47

3.8 Basis for reporting on non-wholly owned operations SR 42

Techniques for data measurement, calculations 13, 15, 21-23,

3.9 and estimates SR 37-40, 49

3.10 Explanation of information restatements SR 22

3.11 Significant changes in measurement SR NA

3.12 List of GRI indicators addressed SR 50-51

3.13 Policy and current practice on external assurance of report SR 43-46, 48
Governance, Commitments
& Engagement 4.1 Governance structure, including major board committees SR 11

MPC 27-38

4.2 Independence of board chair SR 11

4.3 Independent, non-executive directors on board SR 1

4.4 Mechanisms for shareholder and employee participation MPC 4-5

Link between compensation and Nexen’s performance
45 (including social and environmental performance) MPC 41-43, 59-60

4.6 Processes for the board to avoid conflicts of interest MPC 73

Process for determining qualifications and
expertise of board members for guiding Nexen'’s

4.7 sustainability strategy MPC 19

Mission and values statements, internally developed
4.8 codes of conduct or principles and policies SR 22,29, 47
4.9 Board procedures for sustainability management MPC 36-37

SR 1

Processes for evaluating board performance, including
4.10 on economic, environmental, and social performance MPC 77
4.11 Application of the precautionary principle SR’ 10, 16-17, 19-20, 30

Externally developed economic, environmental, and
4.12 social principles or other initiatives endorsed by Nexen SR 10, 17, 30
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GRI Document/
Category Indicator Description Location Page #
4.13 Association memberships SR 47
9, 13, 24-25,
4.14 Stakeholder groups engaged SR 27-33, 40-41
Basis for identification and selection of stakeholders
4.15 with whom to engage SR 13
4.16 Approaches to stakeholder engagement SR 13, 28-29, 40-41
Key topics raised through stakeholder engagement, 9, 28-29, 41,
4.17 and response SR 44-46
Economic Disclosure on management approach 10-K 2
EC1 Direct economic value generated and distributed SR, Web 31, 37-40
Financial implications and other risks and opportunities
EC2 due to climate change 10-K 27, 34-35
EC3 Coverage of defined benefit plan obligations 10-K 106
Policy, practices, and proportion of spending on locally
EC6 based suppliers at significant locations of operation SR 40-41
Environmental Disclosure on management approach Web
EN3 Direct energy consumption by primary energy source Web
ENS8 Total water withdrawal by source SR 22-23
EN13 Habitats protected or restored SR 25
Strategies, current actions, and future plans for
EN14 managing biodiversity impacts SR 24-25
EN16 Total direct and indirect greenhouse gas emissions SR 3,19, 21
EN18 Initiatives to reduce greenhouse gas emissions SR 9, 19-21
EN20 NO, SO, and other significant emissions Web
EN23 Number and volume of significant spills SR 23-24
EN28 Environmental non-compliance and fines Web
EN30 Environmental protection expenditures 10-K 27-28
Social Disclosure on management approach Web
LA1 Workforce profile SR, Web 35
LA2 Employee turnover SR 34
LA4 Employees covered by collective bargaining agreements SR 35
LA7 Standard injury and lost day rates and fatalities SR 2,3,15
LA13 Diversity Web
HR4 Incidents of discrimination SR? 12
SO3 Employees trained in anti-corruption SR 12
SO5 Participation in public policy development SR 31
SO6 Political contributions SR 31
Product Responsibility PR1 Health and safety impacts of products and services SR 17

1 Nexen has not formally adopted the precautionary approach as outlined in the Rio Principles; however, we have several management tools that enable us to identify
and prevent or mitigate environmental impacts. Our wind power investments and CO, mitigation efforts are also consistent with the precautionary approach.
2 In 2008, a former Nexen employee commenced legal proceedings alleging discrimination during employment. Nexen believes the allegations are without

foundation and is presenting a legal defence.
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10-K
MPC
NA
SR
Web

Form 10-K

Management Proxy Circular

not applicable

Sustainability Report
www.nexeninc.com/sustainability
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Forward-looking Statements. Certain statements in this
report constitute “forward-looking statements” (within the
meaning of the United States Private Securities Litigation
Reform Act of 1995), 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 “antici-
pate”, “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 capital expenditures, development plans or capacity
expansions, expected operating costs, future expenditures
and future allowances relating to environmental matters and
dates by which certain areas will be developed or will come
on stream, 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 assump-
tions that the reserves and resources described exist in
the quantities predicted or estimated, and can be profitably
produced in the future. 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.

Tell us what you think We welcome feedback
on our sustainability report and performance.
Please send questions or comments to:

Manager, Sustainability Reporting & Assurance
Nexen Inc.

801 - 7th Avenue SW

Calgary, Alberta

Canada T2P 3P7

Or email us at sustainability@nexeninc.com

You can find additional information about Nexen
at our company website: www.nexeninc.com.
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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 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.
The forward-looking statements contained herein are
expressly qualified by this cautionary statement. Readers
should also refer to Items 1A and 7A, and the note regarding
forward looking statements on pages 78 and 79 in our 2008
Annual Report on Form 10-K for a full discussion of the risks
and uncertainties associated with our business.

Reserves Disclosures. Nexen is required to disclose oil
and gas activities in accordance with Canadian securities
requirements, however, Nexen has received certain exemp-
tions allowing it to follow States Securities and Exchange
Commission (SEC) disclosure requirements. As a result,
disclosures of oil and gas activities herein may differ from
those of other Canadian companies. Please refer to the
‘Special Note to Canadian Investors’ in Item 7A on page 79
of our 2008 Annual Report on Form 10-K for a summary of
the exemptions granted and the major differences between
SEC and Canadian requirements.
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