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FINANCIAL AND OPERATIONAL HIGHLIGHTS

Proved plus probable ( 2P ) reserves exceeded 511 million barrels, at June 30, 2010, up 32 percent since year end 2009

10 percent present value ( PV ) of 2P reserves $2.8 billion

10 percent PV of proved plus probable plus possible ( 3P ) reserves, including 104 million barrels of possible reserves, exceeded $3.5 billion
Best estimate contingent and best estimate prospective resources of 223 million and 72 million barrels respectively, with 10 percent PV an
additional $422 million and $129 million, respectively

Algar, our second oil sands project with a rated capacity of 10,000 bbl/d, completed ahead of schedule and under budget

First full SAGD bitumen production underway at Algar following steam circulation phase

EIA application for Great Divide Development Program (to 44,000 bbl/d rated capacity) submitted to regulators

Excellent re nery results in second quarter, outlook positive

SUMMARY RESULTS

Three months ended and as at June 30 Six months ended and as at June 30
FINANCIAL ($000 except per share amounts) 2010 2009 Change 2010 2009 Change
Revenues $ 141,270 $ 100,219 41 $ 259,681 $ 161,976 60
Cash ow® $ 8,668 $ 9,570 9 $ 12,616 $ 4,878 159
Per share, basic @ $ 0.02 $ 0.04 (50)  $ 0.03 $ 0.02 50
Per share, diluted ® $ 0.02 $ 0.03 (33) $ 0.03 $ 0.02 50
Net earnings (loss) $ (33,126) $ 39,966 (183 $ (27,580) $ (6,878) 301
Per share, basic $ (0.08) s 0.15 (153) $ (0.06) $ (0.03) 100
Per share, diluted $ (0.08) s 0.14 (157  $ (0.06) $ (0.03) 100
Property and equipment additions $ 59,316 $ 40,236 47 $ 177,588 $ 104,491 70
Cash on hand $ 69,412 $ 401,160 (83) $ 69,412 $ 401,160 (83)
Working capital $ 99,834 $ 455,001 (78)  $ 99,834 $ 455,001 (78)
Long-term debt $ 888,323 $ 960,593 (8 $ 888,323 $ 960,593 (8)
Shareholders equity $ 644,166 $ 622,235 4 $ 644,166 $ 622,235 4
Total assets $1,713,121  $ 1,723,370 (1)  $1,713,121  $ 1,723,370 (1)
OPERATIONAL
Upstream daily production/sales volumes
Bitumen (bbl/d) 6,211 6,284 1) 6,572 6,227 6
Crude oil (bbl/d) 906 1,114 (19) 921 1,147 (20)
Natural gas (Mcf/d) 9,278 12,144 (24) 9,469 12,184 (24)
Equivalent (boe/d) @ 8,663 9,421 (8) 9,071 9,455 4)
Upstream pricing @
Bitumen ($/bbl) $ 43.13 $ 40.95 5 $ 47.77 $ 31.84 50
Crude oil ($/bbl) $ 61.90 $ 54.87 13 $ 66.54 $ 47.07 41
Natural gas ($/mcf) $ 3.78 $ 3.35 13 $ 4.33 $ 4.13 5
Barrels of oil equivalent ($/boe) @ $ 41.44 $ 38.11 9 $ 45.89 $ 32.13 43
Downstream
Re ning throughput and Crude charged (bbl/d) 9,373 9,145 2 9,360 8,012 17
Re nery utilization (%) 99% 96% 3 99% 84% 18
Margins (%) 12% 5% 140 4% 6% (33)

(1) Cash ow and cash ow per share do not have standardized meanings prescribed by Canadian generally accepted accounting principles ( GAAP ) and therefore
may not be comparable to similar measures used by other companies. Cash ow is calculated before changes in non-cash working capital, pension funding and asset
retirement expenditures. The most comparable measure calculated in accordance with GAAP would be cash ow from operating activities. Cash ow is reconciled with
cash ow from operating activities on the Consolidated Statement of Cash Flows and in the accompanying Management s Discussion & Analysis ( MD&A ). Commonly
used in the oil and gas industry, management uses these non-GAAP measurements for its own performance measures and to provide its shareholders and investors
with a measurement of the company s ef ciency and its ability to internally fund future growth expenditures.

All references to barrels of oil equivalent (boe) are calculated on the basis of 6 Mcf:1 bbl. This conversion is based on an energy equivalency conversion method
primarily applicable at the burner tip and does not represent a value equivalency at the wellhead. Boes may be misleading, particularly if used in isolation.

(3) Product pricing is net of transportation costs but before realized and unrealized risk management contracts gains/losses.
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LETTER TO SHAREHOLDERS

Connacher s focus for the balance of 2010 is to optimize its bitumen production from Great Divide Pod One and Algar. Our goal is to
realize bitumen production levels of 15,500 bbl/d 16,500 bbl/d by year end 2010. This will be achieved by ramping up Algar production
during the remaining months of this year, by stabilizing Pod One plant operations, by completing our planned downhole pump installation
program and by bringing on two new Pod One wells, which, until recently, have been undergoing steam circulation. Further production
increases are also expected during the early months of 2011 as Algar production ramps up towards rated or design capacity.

This combination of stable Pod One production and ramped up Algar production should afford us the possibility of achieving consistent
and successive quarter over quarter and year over year gains in production. Our focus is on delivering improved nancial results as we
strive to realize the productive plant capacities from both Pod One and Algar.

Connacher reported very positive developments during the second quarter. Primarily as a result of our effective core hole exploration
program, which was nanced by proceeds of a successful ow-through share nancing in the latter part of 2009, our bitumen reserve base
expanded considerably. The majority of the 2010 additions to 2P bitumen and crude oil reserves, which exceeded 123 million barrels and
much of the $700 million increase in the 10 percent PV of our 2P reserve base since year end 2009, were a direct consequence of our $25
million core hole drilling and seismic programs conducted earlier this year. By systematically evaluating our acreage, we stay ahead of the
regulatory and planning curve required to compete effectively in the oil sands, while replacing our growing production and expanding our
underlying per share value. This is an antidilutive method of nancing our evaluation programs and in this manner, we have added value
for our shareholders on a consistent basis for several years.

Also, as a result of this sound forward planning and the consistent upgrading of our resources to reserves and reserves to production, such
as we have accomplished at Pod One and Algar, Connacher was able to submit an application to further develop our main lease block
towards an interim goal of 44,000 bbl/d of bitumen capacity. This was accompanied by detailed environmental information to support our
Environmental Impact Assessment ( EIA ). Not surprisingly, the productive capacity of our 3P reserves (as estimated by GLJ Petroleum
Consultants Ltd., ( GLJ ), independent quali ed reserves evaluators) coincided with our planned expansion objective, while also allowing
for further expansion potential to approximately 56,000 bbl/d from our 3P reserve base. We have a well-de ned growth path ahead of us.

It will likely require 18 months to receive regulatory approval for the planned expansion of our rated productive capacity from 20,000
bbl/d to 44,000 bbl/d. This will provide adequate time to determine the pace of expansion and the preferred nancing alternatives for the
company s growth program.

We control our own timetable and destiny, as we own a 100 percent working interest in most of our leases in the Great Divide region. In
the interim, our emphasis will be on reliable production growth. Accordingly, our technical staff is determined to maximize the ef cient
distribution of steam capacity to optimize bitumen production at lowest cost. The successful introduction of electric submersible pumps,
of both the regular and high temperature variety, progressive cavity pumps and other technical innovations associated with SAGD
production, has proven to be effective in lowering SORs. SORs from Pod One wells on pumps averaged SOR of 2.9 in the rst half of
2010. Overall average SOR in the rst half of 2010 was approximately 3.7, including steam used in two new wells without yet receiving new
production. The improved ef ciency from the pumps use freed up steam volumes for these new wells.

Algar was completed ahead of schedule and under budget. Final costs are estimated to be $366 million, $9 million below the $375 million
budgeted amount. We achieved excellent ef ciency in our SAGD well pair drilling program. We initiated the steam circulation phase
after a successful and on-time commissioning and were steaming 15 of the 17 well pairs at the commencement of full SAGD production

in early August 2010. We anticipate we will gradually bring all well pairs on-stream over the ensuing six to nine months, with a view to
ramping up towards the plant s rated capacity during the rst half of 2011. This should permit reasonably consistent growth in successive
quarter over quarter and year over year production and nancial results. Hopefully, this will translate into greater stock market recognition
of our accomplishments.

Our re nery in Great Falls, Montana enjoyed much improved results in the second quarter 2010. This re ects the increase in asphalt sales
as the paving season got underway. This business is affected by the weather, which was not exceedingly cooperative during the quarter,
but regardless our business did quite well. Product margins overall compared favorably with our peers. We remain optimistic that similar or
better results will be obtained in the third quarter 2010.
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We conducted an extensive turnaround at Pod One in May 2010. The timing was accelerated to avoid having this type of signi cant event
underway when meaningful production commences at Algar later this year. As a result of the lost production due to the turnaround,
compounded by an abnormally high number of electrical outages and pump failures, which constrained production and upset our

reliability quotient, we reported lower than anticipated second quarter bitumen production levels for Pod One. We continue to believe we
can successfully increase sustainable Pod One output levels through the impact of our 2010 pump installation program and by effective
management of daily operational issues. Our cogeneration facility at Algar is scheduled for startup later this year, to be followed by the
subsequent completion of a nearby electrical substation in the spring of 2011. Activating the Algar cogeneration facility is expected improve
the stability of power supply at Pod One and help us avoid the deleterious impact on production and pump reliability of periodic shutdowns
due to power outages such as we have experienced at Pod One in the past and particularly during the second quarter 2010. Additionally, it
is anticipated that the completion of the substation will substantially improve the reliability of the power supply at Pod One.

We have successfully recruited the necessary eld personnel to effectively operate Algar and welcome our new employees at both Pod
One and Algar. We were able to capitalize on the experience gained at Pod One by transferring some key personnel to Algar. All of our
employees contributed to the very successful construction and commissioning program at Algar and their engagement is respected and
appreciated. We had a successful opening ceremony on June 22, 2010 attended by a broad cross section of individuals who played a role
in the engineering, design, construction, approval process and drilling of our SAGD well pairs at Algar. Alberta s Sustainable Resource
Minister, Mel Knight, was our guest of honor and noted in his comments that Connacher was an example of Alberta s entrepreneurial
spirit, proving smaller companies could compete effectively with large companies in the oil sands.

Recently Mr. Russ Longley resigned as Vice President, Re ning and Conventional Operations. We wish Russ well in his new endeavors.

Following our last Annual Meeting in May 2010, Mr. Richard A. Gusella assumed the role of Chairman and Chief Executive Of cer as part
of the company s succession process. Mr. Gusella indicated he intends to remain active in the company in this executive capacity until he
reaches 70 years of age, in approximately four years. In recognition of his contribution to Connacher s growth and development during the
past ve years, Mr. Peter D. Sametz was appointed President and will continue as Chief Operating Of cer.

We are fortunate in having a committed, stable management group guiding the affairs of the company and this was the rst step in
ensuring proper succession is achievable while growing the company for its shareholders.

Respectfully submitted on behalf of the Board of Directors,

R.A. Gusella P.D. Sametz
Richard A. Gusella Peter D. Sametz
Chairman and Chief Operating Of cer President and Chief Executive Of cer

August 11, 2010
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MANAGEMENT S DISCUSSION AND ANALYSIS

This Management s Discussion and Analysis ( MD&A ) is dated as of August 11, 2010 and should be read in conjunction with Connacher s
interim consolidated nancial statements for the three months ended June 30, 2010 ( Q2 2010 ) and 2009 ( Q2 2009 ) and six months
ended June 30, 2010 ( YTD 2010 ) and 2009 ( YTD 2009 ) and the MD&A and the audited consolidated nancial statements for the years
ended December 31, 2009 and 2008. The consolidated nancial statements have been prepared in accordance with Canadian generally
accepted accounting principles ( GAAP ) and are presented in Canadian dollars. MD&A provides management s view of the nancial
condition of the company and the results of its operations for the reporting periods. Additional information relating to Connacher,
including Connacher s Annual Information Form ( AIF ), can be found on SEDAR at www.sedar.com.

NON-GAAP MEASUREMENTS

The MD&A contains terms commonly used in the oil and gas industry, such as cash ow, cash ow per share, netback, bitumen netback,
conventional netback, re nery margins or netback, corporate netback and adjusted earnings before interest, taxes, depreciation and
amortization ( adjusted EBITDA ). These terms are not de ned by GAAP and should not be considered an alternative to, or more
meaningful than, cash provided by operating activities or net earnings as determined in accordance with GAAP as an indicator of
Connacher s performance. Management believes that in addition to net earnings, cash ow, netbacks and adjusted EBITDA are useful
nancial measurements which assist in demonstrating the company s ability to fund capital expenditures necessary for future growth or
to repay debt. Connacher s determination of cash ow, netbacks, margins and adjusted EBITDA may not be comparable to that reported
by other companies. All references to cash ow throughout this report are based on cash ow from operating activities before changes
in non-cash working capital, pension funding and asset retirement expenditures. The company calculates cash ow per share by dividing
cash ow by the weighted average number of common shares outstanding. Upstream netbacks, including by product, are calculated by
deducting the related diluent, transportation, eld operating costs and royalties from revenues. Downstream margins or netbacks are
calculated by deducting crude oil and operating costs from re ning sales revenues. Adjusted EBITDA is calculated as net earnings before
nance charges, taxes, depreciation, amortization and accretion, stock based compensation, foreign exchange gains/losses, unrealized
gains/losses on risk management contracts, interest/other income, equity earnings/losses and dilution gains/losses. Cash ow is reconciled
to cash ow from operating activities and netbacks and adjusted EBITDA are reconciled to net earnings herein. Additionally, future
anticipated 2010 netbacks and 2010 adjusted EBITDA are reconciled to actual results in the MD&A on a quarterly basis.
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FORWARD-LOOKING INFORMATION

This report, including the Letter to Shareholders and the updated 2010 nancial outlook contained in the MD&A, contains forward-looking
information including but not limited to estimates of reserves and resources and future net revenue associated therewith, anticipated
future operating and nancial results, forecast netbacks and margins, forecast realized gain (loss) on risk management contracts, future
corporate general and administration expenses, forecast adjusted EBITDA, future pro tability, expectations of future production in 2010,
the anticipated timing of achieving commerciality at Algar, anticipated sales volumes, , further anticipated reductions in operating costs
as a result of continued operational optimization at Great Divide Pod One and Algar, development of additional oil sands resources
(including the expansion of Algar from 10,000 bbl/d to 34,000 bbl/d of bitumen capacity and the anticipated timing of required regulatory
approvals associated therewith), expected timing for completion of the cogeneration facility at Algar and subsequent completion of

an electrical substation which is anticipated to improve the stability of power at Pod One and Algar, anticipated capital expenditures,
anticipated sources of funding for capital expenditures and current nancial obligations, future development and exploration activities,
future heavy oil differentials, expectations regarding the ful liment of xed price sales of asphalt in 2010 and anticipated improvements in
re ning netbacks during the third quarter of 2010, anticipated improvements in steam distribution and anticipated reductions in SORs as a
result, potential future steam generation levels at Pod One and Algar and associated production levels related thereto, anticipated use of
the Revolving Credit Facility, utilization of alternative nancial derivative strategies to protect the company s cash ow and the anticipated
impact of the conversion to International Financing Reporting Standards ( IFRS ) on the company s consolidated nancial statements.
Forward-looking information is based on management s expectations regarding future growth, results of operations, production, future
commodity prices and foreign exchange rates, future capital and other expenditures (including the amount, nature and sources of
funding thereof), plans for and results of drilling activity, environmental matters, business prospects and opportunities, future economic
conditions and the plans and expected impacts of adopting IFRS. Forward-looking information involves signi cant known and unknown
risks and uncertainties, which could cause actual results to differ materially from those anticipated. These risks include, but are not limited
to operational risks in development, exploration, production, construction and start-up activities; delays or changes in plans with respect
to exploration or development projects or capital expenditures; the uncertainty of reserve and resource estimates; the uncertainty of
estimates and projections relating to production, costs and expenses, and health, safety and environmental risks; the risk of commodity
price and foreign exchange rate uctuations; risks associated with the impact of general economic conditions; and risks and uncertainties
associated with securing and maintaining the necessary regulatory approvals and nancing to proceed with the continued expansion of
the Great Divide oil sands project. In addition, the recent nancial crisis has resulted in economic volatility and illiquidity in credit and
capital markets which increases the risk that actual results will vary from forward-looking expectations in this report and these variations
may be material. The 2010 nancial outlook contained in the MD&A is based on certain assumptions regarding revenue (including
production levels, re nery throughput, commodity prices, heavy oil pricing differentials, quality of bitumen produced, foreign exchange
rates and transportation costs), operating and other costs, royalties, general and administrative costs and risk management contracts which
are detailed in the notes to the tables contained in the MD&A. Actual netbacks and adjusted EBITDA realized by Connacher in 2010 could
differ materially from the estimates contained in the 2010 nancial outlook. Material risks and uncertainties that may impact achievement
of the 2010 netbacks and adjusted EBITDA are described in the MD&A. These and other risks and uncertainties are described in further
detail in Connacher s Annual Information Form for the year ended December 31, 2009, which is available at www.sedar.com.

Although Connacher believes that the expectations in such forward-looking information are reasonable, there can be no assurance that
such expectations shall prove to be correct. The forward-looking information included in this report is expressly quali ed in its entirety by
this cautionary statement, The forward-looking information included in this report is made as of August 11, 2010 and Connacher assumes
no obligation to update or revise any forward-looking information to re ect new events or circumstances, except as required by law.

Throughout the MD&A, per barrel of oil equivalent (boe) amounts have been calculated using a conversion rate of six thousand cubic feet
of natural gas to one barrel of crude oil (6:1). The conversion is based on an energy equivalency conversion method primarily applicable to
the burner tip and does not represent a value equivalency at the wellhead. Boes may be misleading, particularly if used in isolation.
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PRICING

General economic conditions and international and local supplies, together with many other uncontrollable variables, in uence the price
for crude oil (which is typically priced by reference to West Texas Intermediate or WTI , benchmark prices). Weather, domestic supplies,
restricted continental markets, inventory levels and other variables in uence the market price for natural gas.

Our revenues, cash ow and earnings are signi cantly in uenced by the volatility of crude oil and natural gas prices. The following tables
show the benchmark prices of these commodities.

Average prices for the period

Three months ended June 30 2010 2009 Change %
West Texas Intermediate (WTI) crude oil US$/barrel at Cushing $ 77.88 $ 59.69 $ 18.19 30
Natural Gas (Alberta spot) Cdn$/Mcf at AECO $ 3.90 $ 3.46 $ 0.44 13

Average prices for the period

Six months ended June 30 2010 2009 Change %
West Texas Intermediate (WTI) crude oil US$/barrel at Cushing $ 78.35 $ 51.57 $ 26.78 52
Natural Gas (Alberta spot) Cdn$/Mcf at AECO $ 4.41 $ 4.17 $ 0.24 6
Upstream

Connacher s crude oil and bitumen production slate is heavier gravity than the referenced WTI. Consequently, the market price realized by
the company is lower than the WTI reference price. This difference is commonly referred to as the heavy oil differential .

Before risk management contract gains and losses and after deducting applicable diluent and transportation costs, Connacher realized the
following commodity selling prices.

Upstream average realized prices Three months ended June 30 Six months ended June 30

2010 2009 Change % 2010 2009 Change %
Bitumen $/bbl $43.13 $ 40.95 $ 218 5 $47.77 $ 31.84 $ 15.93 50
Crude oil  $/bbl $61.90 $ 54.87 $ 7.03 13 $ 66.54 $ 47.07 $ 19.47 41
Natural gas $/Mcf $ 3.78 $ 335 $ 043 13 $ 4.33 $ 413 $ 0.20 5

Diluted bitumen ( dilbit ), crude oil and natural gas are generally sold on month-to-month sales contracts negotiated with major Canadian
or U.S. marketers, re ners, regional upgraders or other end users, at either spot reference prices or at prices based on WTI reference
prices for crude oil and AECO reference prices for natural gas. In this regard, Connacher has entered into various contracts for the supply
of dilbit to a variety of heavy oil purchasers in central and northern Alberta. In order to secure preferred diluent supplies, Connacher has
also entered into several short-term diluent purchase contracts. As a means of managing the risk of commaodity price volatility, Connacher
enters into risk management commodity sales contracts from time to time.

Connacher has ful lled a variety of short-term supply contracts for the sale of dilbit to a variety of purchasers in central and northern
Alberta. Our upstream results in the three and six months period ended June 30, 2010 were also in uenced by the following WTI crude oil
price hedging sales contracts:

Calendar year 2010 2,500 bbl/d at WTI US$78.00/bbl;

February 1, 2010 April 30, 2010 2,500 bbl/d at WTI US$79.02/bbl;

May 1, 2010 December 31,2010 2,500 bbl/d at a minimum of WTI US$75.00/bbl and a maximum of WTI US$95.00/bbl;

January 1, 2011 March 31, 2011 1,000 bbl/d at WTI US$86.10/bbl;

January 1, 2011 March 31,2011 1,000 bbl/d at WTI US$88.10/bbl; and

January 1, 2011 March 31, 2011 2,000 bbl/d at a minimum of WTI US$80.00/bbl and a maximum of WTI US$100.25/bbl.
Subsequent to June 30, 2010, the company entered into the following WTI crude oil price hedging sales contract:

April 1, 2011 June 30, 2011 2,000 bbl/d at WTI US$85.25/bbl.
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The following table shows the realized and unrealized gains and losses recorded for these contracts.

(Canadian dollar in thousands) Three months ended June 30 Six months ended June 30

2010 2009 2010 2009
Unrealized gain (loss) $ 10,436 $ (8,243) $ 9,658 $  (16,510)
Realized gain (loss) (325) (6,161) (497) (5,756)
Gain (loss) on risk management contracts $ 10,111 $  (14,404) $ 9,161 $  (22,266)
Downstream

Higher re ned petroleum product prices in Q2 2010 and YTD 2010 were consistent with higher average WTI prices. Selling prices of
re ned petroleum products are also in uenced by general economic conditions and local and international supply and demand factors.
Realized selling prices for MRCI s re ned products are noted below.

Downstream average realized prices Three months ended June 30 Six months ended June 30
US$/bbl 2010 2009 Change % 2010 2009 Change %
Gasoline $88.41 $ 70.28 $ 18.13 26 $ 86.59 $ 59.94 $ 26.65 44
Diesel $94.32 $ 69.71 $ 2461 35 $91.34 $ 6391 $ 27.43 43
Asphalt $90.22 $ 71.95 $ 18.27 25 $71.79 $ 56.72 $ 15.07 27
Jet fuel $ 96.28 $ 76.48 $ 19.80 26 $ 95.32 $ 75.27 $ 20.05 27

Sales of re ned petroleum products are generally made on monthly sales contracts negotiated with wholesalers, retailers and large
end-users for gasoline, jet fuel and diesel and with construction contractors and road builders for asphalt. Occasionally, sales contracts
are for periods in excess of one month. Higher realized re ned product selling prices in Q2 2010 and YTD 2010 were attributed to the
in uence of higher WTI pricing, re ned product pricing in our market area and the bene t of lucrative asphalt sales arrangements.
Currently, MRCI has agreements to sell approximately 400,000 additional barrels of asphalt at prices approximating US$100 /bbl.

The following risk management sales contract to hedge MRCI s gasoline revenue was outstanding as at June 30, 2010.
April 1,2010 September 30,2010 2,000 bbl/d at the calendar month average WTI price in US$/bbl plus US$9.00 /bbl.

The following table shows the realized and unrealized gains and losses recorded for this contract.

(Canadian dollar in thousands) Three months ended June 30 Six months ended June 30

2010 2009 2010 2009
Unrealized gain (loss) $ 705 3% - 91 3% -
Realized gain (loss) (767) - (767) -

Gain (loss) on risk management contracts $ 62 $ - $ (676) $ -
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FINANCIAL AND OPERATING REVIEW

UPSTREAM NETBACKS ($000)

Three months ended June 30, 2010

Three months ended June 30, 2009

Natural Natural

QOil sands  Crude oil gas Total Oilsands  Crude oil gas Total

Gross revenues @ $44,616 $ 5,132 $ 3,195 $52,943 $ 40,571 $ 5649 $ 3,697 $ 49917
Diluent purchased @ (17,067) - - (17,067) (14,669) - - (14,669)
Transportation costs (3,170) (30) - (3,200) (2,487) (88) - (2,575)
Production revenue 24,379 5,102 3,195 32,676 23,415 5,561 3,697 32,673
Royalties (965) (1,317) 128 (2,154) (89) (1,431) (111) (1,631)
Operating costs (12,770) (928) (2,473) (15,171) (8,459) (949) (2,580) (11,988)
Netbacks @ $10,644 $ 2,857 $ 1,850 $15351 $ 14,867 $ 3,181 $ 1,006 $ 19,054
Netbacks as percent of gross revenues 24% 56% 58% 29% 37% 56% 27% 38%
Six months ended June 30, 2010 Six months ended June 30, 2009

Natural Natural

Oil sands  Crude oll gas Total Oilsands Crude oil gas Total

Gross revenues @ $99,789 $11,131 $ 7,425 $118,345 $ 69,242 $ 9926 $ 9,337 $ 88,505
Diluent purchased @ (36,584) - - (36,584) (28,036) - - (28,036)
Transportation costs (6,379) (35) - (6,414) (5,324) (158) - (5,482)
Production revenue 56,826 11,096 7,425 75,347 35,882 9,768 9,337 54,987
Royalties (2,350) (2,886) 58 (5,203) (219) (2,493) (1,499) (4,211)
Operating costs (24,811) (2,041) (3,232)  (30,084) (19,790) (2,251) (5,085) (27,126)
Netbacks © $29,665 $ 6,169 $ 4,226 $40,060 $ 15873 $ 5024 $ 2,753 $ 23,650
Netbacks as percent of gross revenues 30% 55% 57% 34% 23% 51% 30% 27%

(1) No bitumen sales have yet been recognized at Algar, as all costs and incidental revenue are capitalized until such operations are considered commercial . Bitumen
produced at Pod One is mixed with purchased diluent and sold as dilbit . Diluent is a light hydrocarbon that improves the marketing and transportation quality of
bitumen. In the above tables, gross revenues represent sales of dilbit, crude oil and natural gas. In the nancial statements Upstream Revenues represent sales of
dilbit, crude oil and natural gas, net of royalties and Upstream Operating Costs include the cost of purchased diluent.

S

Diluent volumes purchased and blended into dilbit sales have been deducted in calculating production revenue and production volumes sold. Diluent purchased

includes purchases from our downstream segment. Although they have been included in these upstream netback calculations, these intercompany transactions have
been eliminated in our consolidated nancial statements.

(3) Netbacks are calculated before adding/deducting risk management contracts gains/losses. Netbacks on a per-unit basis are calculated by dividing netbacks by
production volumes. Netbacks do not have a standardized meaning prescribed by GAAP and, therefore, may not be comparable to similar measures used by other
companies. This non-GAAP measurement is widely used in the oil and gas industry as a supplemental measure of the company s ef ciency and its ability to fund

future growth through capital expenditures. Netbacks are reconciled to net earnings below.
Upstream Sales and Production Volumes

Three months ended June 30 Six months ended June 30

2010 2009 % Change 2010 2009 % Change
Dilbit sales bbl/d 8,294 8,517 (3) 8,770 8,524 3
Diluent purchased bbl/d (2,083) (2,233) (7) (2,198) (2,297) (4)
Bitumen produced and sold bbl/d 6,211 6,284 (1) 6,572 6,227 6
Crude oil produced and sold bbl/d 906 1,114 (19) 921 1,147 (20)
Natural gas produced and sold Mcf/d 9,278 12,144 (24) 9,469 12,484 (24)
Total boe/d 8,663 9,421 (8) 9,071 9,455 (4)
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Upstream Netbacks Per Unit of Production

Three months ended June 30, 2010 Three months ended June 30, 2009

Bitumen  Crude oil Natural gas Total Bitumen Crude oil Natural gas Total

($ per bbl)  ($ per bbl)  ($ per Mcf)  ($ per boe) ($ per bbl) ($ per bbl) ($ per Mcf) ($ per boe)

Production revenue $ 4313 $ 6190 $ 378 $ 4144 $ 4095 $ 5487 $ 335 $ 3811
Royalties (1.71)  (15.98) 0.15 (2.73) (0.16) (14.12) (0.10) (1.90)
Operating costs (22.59)  (11.26) (1.75)  (19.25) (14.79) (9.37) (2.33) (13.98)
Netback $ 1883 $ 3466 $ 218 $ 1946 $ 2600 $ 3138 $ 092 $ 2223
Six months ended June 30, 2010 Six months ended June 30, 2009

Bitumen  Crude oil Natural gas Total Bitumen Crude oil Natural gas Total

($ per bbl)  ($ per bbl)  ($ per Mcf)  ($ per boe) ($ per bbl) ($ per bbl) ($ per Mcf) ($ per boe)

Production revenue $ 4777 $ 6654 $ 433 $ 4589 $ 3184 $ 4707 $ 413 $ 3213
Royalties (1.98)  (17.31) 0.02 (3.17) (0.19) (12.01) (0.66) (2.46)
Operating costs (20.86)  (12.24) (1.89)  (18.32) (17.56) (10.84) (2.25) (15.85)
Netback $ 2493 $ 3699 $ 246 $ 2440 $ 1409 $ 2422 $ 122 $ 13.82

Gross upstream production revenues of $52.9 million in Q2 2010 were 6 percent higher than gross production revenues in Q2 2009. Higher
bitumen, crude oil and natural gas selling prices in Q2 2010 partially offset lower crude oil and natural gas production and sales volume

in Q2 2010. WTI averaged US$77.88/bbl in Q2 2010, a 30 percent increase over the comparative period and natural gas selling prices
increased by 13 percent to $3.90/Mcf.

YTD 2010 gross production revenues increased by 34 percent to $118.3 million, compared to $88.5 million in YTD 2009. This increase was
primarily attributable to higher bitumen and crude oil pricing, which was slightly offset by lower crude oil and natural gas production and
sales volumes in YTD 2010. Lower crude oil and natural gas production and sales volumes in YTD 2010 re ected the impact of reduced
development capital spending in 2009 and 2010 because of low selling natural gas prices as well as the impact of production declines.

Our Q2 and YTD 2010 upstream results were also impacted by realized and unrealized risk management contract gains and losses. Details
of these contracts and the gains and losses on risk management contracts are addressed in Pricing-Upstream , above.

In Q2 2010, upstream diluent purchases of $17.1 million (Q2 2009 $14.7 million) were required for our oil sands operations. YTD 2010
upstream diluent purchases were $36.6 million as compared to $28.0 million in YTD 2009. These purchases include $3.6 million and $7.6
million of diluent purchased at market prices directly from our subsidiary, MRCI, in Q2 2010 and YTD 2010, respectively (Q2 2009 and
YTD 2009 $3.0 million and $3.5 million, respectively). Although these intercompany costs were included in our netback calculations
above to accurately present bitumen netbacks, for consolidated nancial statement presentation purposes, these intercompany
purchases were eliminated.

Bitumen produced at Pod One is mixed with purchased diluent and sold as dilbit. Diluent is a light liquid hydrocarbon used in our oil
sands treating processes and enables the ef cient marketing and transportation of bitumen. Diluent purchased represented approximately
25 percent of the dilbit barrel sold in Q2 and YTD 2010, with bitumen the remaining 75 percent; in Q2 2009, these splits were 26 percent
and 74 percent, respectively whereas in YTD 2009, these splits were 27 percent and 73 percent, respectively. The price of diluent closely
tracks WTI crude oil prices. Consequently, diluent costs were higher in Q2 2010 relative to the comparative Q2 2009 periods.

Transportation costs represent costs to transport dilbit and crude oil to customers. Transportation costs were slightly higher in Q2 and YTD
2010 than Q2 2009 and YTD 2009 ($3.2 million in Q2 2010 compared to $2.6 million in Q2 2009 and $6.4 million in YTD 2010 compared to
$5.5 million in YTD 2009). These costs were reported as an expense in our consolidated statement of operations but have been deducted
in calculating average realized selling prices. The overall increase of 23 percent in Q2 2010 compared to Q2 2009 and 16 percentin YTD
2010 compared to YTD 2009 was due to higher trucking costs and an increase in dilbit sales travel distances to markets in 2010.

Royalties represent charges against production or revenue by governments and landowners. From quarter to quarter, royalties can change
based on changes in the product mix, the components of which are subject to different royalty rates. Additionally, royalty rates are applied
on a sliding scale to commodity prices. Royalties in Q2 2010 and YTD 2010 were $2.2 million and $5.2 million, respectively, as compared to
$1.6 million and $4.2 million in Q2 2009 and YTD 2010, respectively. The increase in overall royalties was primarily due to higher oil prices.
This was re ected in higher per unit royalty costs for bitumen ($1.71/bbl compared to $0.16/bbl in Q2 2009 and $1.98/bbl compared to
$0.19/bbl in YTD 2009) and crude oil ($15.98/bbl compared to $14.12/bbl in Q2 2009 and $17.31/bbl compared to $12.01/bbl in YTD 2009).
The reduction in the Q2 2010 and YTD 2010 per unit royalty cost for natural gas compared to Q2 2009 and YTD 2009 re ected Alberta gas
cost allowance recoveries associated with lower natural gas prices.
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Operating costs in Q2 2010 of $15.2 million were 27 percent higher than $12.0 million in Q2 2009. Similarly, operating costs in YTD 2010 of
$30.1 million were 11 percent higher than $27.1 million in YTD 2009. Bitumen operating costs were $12.8 million ($22.59/bbl of bitumen)

in Q2 2010 and $24.8 million ($20.86/bbl of bitumen) in YTD 2010, compared to $8.5 million ($14.79/bbl of bitumen) in Q2 2009 and $19.8
million ($17.56/bbl of bitumen) in YTD 2009, respectively. This represents an increase of 51 percent in Q2 2010 as compared to Q2 2009 and
an increase of 25 percent in YTD 2010 as compared to YTD 2009.

The increase in bitumen operating costs was partly due to the decision to advance the scheduling of annual repairs and maintenance
activities carried out at Pod One from Q3 2010 to Q2 2010. In 2009, these annual turnaround and inspection costs were performed in

Q3. Power costs, evaporator waste disposal costs (associated with evaporator issues) and initial downhole pump replacement costs were
higher in Q2 2010 and YTD 2010 than in the comparative 2009 periods. Personnel, power, chemicals, facility, workover and evaporator
waste disposal costs (primarily xed in nature) comprised $9.6 million, or 75 percent of oilsands operating costs in Q2 2010 (Q2 2009 $5.5
million, or 65 percent) and $17.1 million, or 69 percent in YTD 2010 (YTD 2009 $ 12.9 million, or 65 percent). Natural gas costs (primarily
variable in nature) comprised $3.2 million, or 25 percent, of Q2 2010 oil sands operating costs (Q2 2009 $3.0 million, or 35 percent)
whereas natural gas costs comprised $7.7 million, or 31 percent of YTD 2010 oil sands operating costs (YTD 2009 $6.9 million, or 35
percent). At our Pod One facility, in Q2 2010 we used 8,887 Mcf/d of natural gas at an average cost of $3.94/Mcf (Q2 2009 9.8 MMcf/d

at $3.39/Mcf) and in YTD 2010 we used 9,453 Mcf/d of natural gas at an average cost of $4.50/Mcf (YTD 2009 9.2 MMcf/d at $4.11/Mcf).
This equates to 1.44 Mcf of natural gas consumed to produce 1 bbl of bitumen in each of Q2 2010 and YTD 2010. The consumption of
natural gas to produce 1 bbl of bitumen in 2009 was 1.53 Mcf in Q2 2009 and 1.48 Mcf for YTD 2009. The successful introduction of electric
submersible pumps, both of the regular and high temperature variety, progressive cavity pumps and other technical innovations associated
with SAGD has recently proven to be effective in lowering steam:oil ratios ( SORs ). SORs from Pod One wells on pumps averaged 2.9 in
the rst half of 2010. Our overall average SOR in the rst half of 2010 was approximately 3.7. Overall SORs re ect the commencement of
steaming of two new SAGD well pairs at Pod One in Q2 2010 with no consequent production anticipated until August 2010.

Conventional crude oil operating costs were slightly reduced on an absolute basis ($930,000 in Q2 2010 compared to $950,000 in Q2 2009
and $2.0 million in YTD 2010 compared to $2.3 million in YTD 2009) but were slightly higher on a per unit basis ($11.26 per bbl in Q2 2010
compared to $9.37 per bbl in Q2 2009 and $12.24 per bbl in YTD 2010 compared to $10.84 per bbl in YTD 2009), primarily due to lower
production volumes in Q2 2010 and YTD 2010 (906 bbl/d in Q2 2010 compared to 1,114 bbl/d in Q2 2009 and 921 bbl/d in YTD 2010
compared to 1,147 bbl/d in YTD 2009). The majority of this crude oil production was from the Battrum area of south west Saskatchewan.
Battrum is a late-stage water ood project, the operating costs of which are primarily xed in nature.

Natural gas operating costs of $1.5 million ($1.75/Mcf) in Q2 2010 and $3.2 million ($1.89/Mcf) in YTD 2010 were lower than in Q2 2009 and
YTD 2009 when they were $2.6 million ($2.33/Mcf) and $5.1 million ($2.25/Mcf), due to improved operating ef ciencies, lower well workover
costs and lower natural gas production in 2010.

On a per unit basis, total upstream operating costs of $19.25 per boe in Q2 2010 and $18.32 in YTD 2010 were higher compared to
$13.98 per boe in Q2 2009 and $15.85 per boe in YTD 2009, primarily re ecting the repairs and maintenance activities at our Pod One oil
sands facility, noted above.

Netbacks are a widely used industry measure of a company s ef ciency and its ability to internally fund its growth. Netbacks were $15.4
million in Q2 2010 ($19.46 per boe) compared to $19.1 million ($22.23 per boe) in Q2 2009, a 20 percent decrease on an absolute basis
and 12 percent decrease on per unit basis. Although WTI prices increased by 30 percent in Q2 2010 compared to Q2 2009, the netback in
Q2 2010 decreased compared to Q2 2009, primarily because of higher operating costs as a result of repairs and maintenance activities at
Pod One.

Netbacks were $40.1 million in YTD 2010 ($24.40 per boe) compared to $23.7 million ($13.82 per boe) in Q2 2009. This re ects an increase
in YTD 2010 compared to YTD 2009 of 70 percent on an absolute basis and 77 percent on a per unit basis. This was primarily because our
realized bitumen price was 50 percent higher and our realized crude oil selling price was 41 percent higher. The higher realized bitumen
and crude oil prices were in line with the increase in WTI crude oil prices.




