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Executive Summary 
 
Figuring out the best royalty policy is one of  the most important decisions any Alberta government has to 
make.  
 
Petroleum resources are the foundation of  Alberta’s prosperity, and these resources are owned by the 
people of  Alberta. On behalf  of  Albertans, our government must make decisions about royalty rates in a 
manner that maximizes benefit to the people.  
 
The Alberta Federation of  Labour is the largest labour organization in the province, representing more 
than 170,000 unionized workers. Tens of  thousands of  our members work directly or indirectly in the 
energy sector, and all of  our members benefit from a strong energy sector. As such we have become a 
leading voice in advocating for energy policies that are in the interest of  the people of  Alberta.  
 
In this report, the Alberta Federation of  Labour makes 20 observations about royalties, oil prices, and 
Alberta energy policy. Based on these observations, we make key recommendations about how the 
Government of  Alberta should proceed in setting energy royalty and energy policy, in order to ensure that 
Albertans get the most benefit from our natural resources.  
 
The report’s observations are:   

1. Alberta governments have no control over the price of  oil.  

2. Albertans have not been getting their fair share from the development and sale of  their collectively-

owned energy resources. Our system provides for extremely low royalties when prices are low 

(which can be seen as justifiable), but fails miserably to collect a fair share for the public when 

prices are high.  

3. Oil companies have successfully used periods of  low oil prices to convince successive Alberta 

governments to reduce royalties and increase subsidies 

4. The global price of  oil has dropped dramatically, but the sky is not falling 

5. Prospects for investment are rosier than some might expect 

6. Oil and gas companies are telling the public one thing and telling investors another 

7. The fact that many companies are recording losses or reduced profits is not proof  that they need 

more subsidies and assistance from the government in the form of  lower royalties and taxes 
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8. The Alberta Government’s multi-billion dollar deficits are not the result of  over spending on public 

services and public-sector infrastructure 

9. The high cost of  energy development in Alberta is caused by previous governments failing to set a 

reasonable pace of  development  

10. The revenue-minus cost (r-c) approach used in the oil sands is not in the public interest 

11. A lower world price for oil could actually become a competitive advantage for Alberta 

12. Pursuing more value-added development makes sense for business, government, and individual 

Albertans 

13. The share of  Alberta bitumen being upgraded in the province is plummeting 

14. Policymakers and citizens don’t have the information they need to understand Alberta’s energy 

sector and to make good decisions about how to most effectively develop our province’s 

collectively-owned resource assets in the public interest 

15. Royalties are not the only way that resource owners can get their fair share of  value from the 

development of  their assets 

16. The Norwegians figured out how to use public ownership as a tool to guide development in the 

public interest and to keep private oil companies honest 

17. Canadians have developed a special kind of  organization that is particularly well-suited for the job 

of  defending and advancing the public interest in Alberta’s energy sector. It’s called the Crown 

Corporation.  

18. Building refineries to upgrade Alberta bitumen into high-value products like diesel, gasoline, jet 

fuel, plastics and petrochemicals is an economically viable and socially desirable undertaking.  

19. Good jobs in the energy sector are disappearing – not only because of  low oil prices, but also 

because of  the introduction of  new technologies 

20. The current pipeline debate is crowding out all other discussion and distracting us from considering 

constructive alternatives to Alberta’s energy future 

Based on these observations, the report recommends that the government engage in a four-pronged 
approach to energy policy: 

 Return to Lougheed-era royalty targets under which his government attempted to collect royalties 

equivalent to 30 per cent of  the market value of  the resources 

 Educate Albertans about royalties, energy resource pricing, and energy policy 

 The promotion of  in-province upgrading and refining to maximize the economic benefit of  

resource ownership 

 The creation of  an Alberta crown energy corporation for direct investment and equity participation 

in the industry.  

What is needed is a clear public policy framework ensuring that our resources are developed responsibly 
and in the broad public interest.  
 
It’s time for Albertans to think like owners.  
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Introduction 
 
Following through on a promise made during the spring 2015 election campaign, the new Government of 
Alberta struck the Royalty Review Panel in June. Since that time, a four-member panel – with, 
unfortunately, no labour representation and no panel member or stakeholder focus on value-added 
opportunities – was assembled to address the following related objectives (in order): 
 

 To provide optimal returns to Albertans as owners of the resource; 
 To continue to encourage industry investment; 
 To encourage diversification opportunities such as value-added processing, innovation or other 

forms of investment in Alberta; and 
 To support responsible development of the resource. 

 
Alberta’s natural resources are among Canada’s most important public resources. The AFL is encouraged 
by the objectives aimed to provide increased returns to the owners of the resource and create new value-
added opportunities in Alberta. 
 
However, Alberta’s history reveals that its abundant natural resources have not been developed in the 
public interest. We have collected fewer royalties than other energy producing jurisdictions. We have failed 
to save what little we have collected. And we have missed out on opportunities to generate greater profits 
and more jobs by “moving up the value ladder.”  
 
What’s needed is a clear public policy framework ensuring that our resources are developed responsibly 
and in the broad public interest.  
 
The AFL firmly believes that smart owners do not give away their assets at bargain basement prices. We 
also believe that Albertans will never truly maximize the value of their resources – in terms of both profits 
and jobs – until they “move up the value chain” to produce and sell more high-value products like diesel, 
gasoline, and petrochemicals.1 
 
The current royalty review process provides an opportunity for the new Alberta government to do what 
previous governments have failed to do:  Put the broad public interest ahead of narrow private interests 
when it comes to the development of our valuable public resources. 

 

Royalty policy:  One of the most important decisions any Alberta government has 

to make 
 
Alberta is one of the richest provinces in one of the richest countries in the world. 
 
By population, we’re the fourth largest province in Canada; but by the size of our economy, we’re second 
(we passed BC in 2007 and Quebec last year). 
 

                                                 
1 World renowned energy expert Pedro van Meurs famously told the Calgary Herald in 2008 that the Alberta government is 

“not capturing the proper economic rent… You leave a bundle (of money) on the table. It is just unbelievable,” due to a lack of 

appreciation of the importance of adding value to the resource in Alberta. 

http://www.canada.com/story_print.html?id=fb33aec4-f790-4cc2-9454-7686b50d6869&sponsor 

http://www.canada.com/story_print.html?id=fb33aec4-f790-4cc2-9454-7686b50d6869&sponsor
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Over the past 15 years, Alberta’s per capita GDP has been between 20 and 30 per cent larger than that of 
any other province. We have the highest wages, the highest profits and the highest levels of investment in 
the country. 
  
Petroleum resources are the foundation of our prosperity. Unlike many other oil-rich jurisdictions, Alberta 
is blessed with a full range of carbon resources; from coal and conventional oil, to natural gas and high-
value liquids. 
 
Then, of course, there are the oil sands. The oil sands represent the third-largest proven oil reserve in the 
world – valued in the trillions of dollars. 
 
All of these resources are owned by the citizens of Alberta – and the government of Alberta, on behalf the 
citizens it represents, makes decisions about how these resources should developed. 
 
One of the key responsibilities of any Alberta government is to set royalty policy for the energy sector. 
This policy determines how much Albertans get for the sale of their resources. 
 
But that’s not all royalty policy does. 
 
It also has a bearing on how much we can spend on public services and how much we have to ask our 
citizens to pay in taxes; it has a bearing on how much we can save for future generations; it has a bearing 
on investment and job creation in the energy sector; it has a bearing on wages and the cost of living for 
Albertans; it even has a bearing on what happens in other sectors of the economy, which – in both good 
and bad ways – are affected by the energy sector. 
 
For all of these reasons, figuring out the best royalty policy is one of the most important decisions any 
Alberta government has to make. 

 

Key Definition #1:  What are royalties? 
 
Royalties are not taxes. They are the price that companies pay to purchase – or earn the right to develop – 
resource assets that are owned by someone else. 
 
Royalties are a cost for companies. Paying royalties is the way they pay for a key input. Oil companies 
buying access to a property with underground reserves is like an auto manufacturer buying steel. 
 
But, while royalties are a cost for companies, they represent an asset (or more accurately, earnings 
generated from the sale of an asset) for the people who own the resource – in the case of Alberta, that 
means the citizens of the province. 
 
In some countries, such as the United States, royalties are normally calculated as a share of gross revenue 
generated by a resource project. In Alberta’s oil sands, on the other hand, royalties are normally only paid 
out after the company developing a resources has covered its costs plus a “normal” rate or return (between 
10-15 per cent).  
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Key Definition #2:  What is economic rent? 
 
Any money left over after companies have covered their costs and collected a normal rate of return (which, 
here in Alberta, is considered a part of the costs) is considered “economic rent.” Some people call this 
excess profits or windfall profits. 
 
Royalties are mechanisms that allow the asset owners (in our case, the citizens of Alberta) to collect 
economic rent from the sale of the resource. Some would argue that all of the economic rent or windfall 
profit rightly belongs to the asset owner, because the companies helping to develop the resources have 
already collected a normal rate of return. 
 
Some resource-rich jurisdictions do just this:  They keep almost all of the economic rent for themselves. In 
most jurisdictions however, the economic rent, or windfall profits, are shared between the asset owner and 
the asset developer. 
 
The big battle is usually over how the economic rent or windfall profits are divided between the asset 
owner and the asset developer. 
 
For the asset owner, one of the key issues is having a clear handle on costs – because they determine how 
big the economic rent pie is. 
 
If costs are too high, then the economic pie will be smaller – and the asset owner will get less. The asset 
developer will also get less, but at least they’ll still be entitled to a “normal return” or profit (which, once 
again, is considered to be part of the cost). 
 
The asset owners also suffers if they don’t have clear knowledge of what the true costs of development are. 
This could be the result of lack of transparency on the part of the asset developer, inadequate institutional 
arrangements to collect and publish reliable data, or even outright deception or fraud. 
 
Importantly, royalties are only one way that the public can collect its share of economic rent. 
 
Other mechanisms include taxation, fees and outright ownership of energy projects (either full-ownership 
through nationalization or partial ownership through partnerships with the private sector involving 
government taking equity positions in specific projects). 
 
In Norway, the government collects a much bigger share of economic rent, but the royalties are not their 
primary vehicle. Instead it relies on equity participation and a special “oil tax” to collect its share. 

 

Key Definition #3:  What is rent-seeking behaviour? 
 
Rent-seeking behaviour is any action taken by an individual (or company) to scoop up a share of windfall 
or excess profits that they (or it) didn’t really earn.2 

                                                 
2 Economic rent and rent-seeking behaviour was discussed in detail in the 2007 Our Fair Share Royalty Review “methodology 

appendix.” The panel examined several ways that economic rents can be dissipated, such as by rent-seeking itself as well as by 

problems associated with the “rate of extraction of the resource”. 

http://www.energy.alberta.ca/Org/pdfs/RRPfinal_report_methodology_appendix.pdf 

 

http://www.energy.alberta.ca/Org/pdfs/RRPfinal_report_methodology_appendix.pdf
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Examples of rent-seeking behaviour – actions taken to grab a bigger portion of the pie – include violence 
or threats of violence, bribery, and political action and/or lobbying to enact rules that are more favourable 
to an individual, company or group of companies. 
 
What all of these actions have in common is that they don’t add any value to what is being produced or sold – they’re 
simply strategies aimed at securing a bigger share of the economic rent. 
 
In Alberta, companies obviously don’t engage in the more extreme forms of rent-seeking behaviour like 
violence or bribery (at least not that we know of). But they have certainly employed softer tactics like 
political action (i.e. exerting influence on political parties through donations and other means) and public 
relations campaigns (i.e. campaigns saying “the sky will fall” if royalties increase) aimed at enacting rules 
that are more advantageous to them (as opposed to rules that would be more advantageous for the 
owners).  
 
Energy companies in Alberta always contest the need for periodic royalty reviews, even though history 
shows that royalty reviews have tended to make Alberta’s royalty system even more favourable to 
developers and worse for the owners. 
 
Governments acting as stewards of resource assets cannot afford to ignore or be naïve about rent-seeking 
behaviour. The reality is that if there’s money on the table, oil companies will try to grab it, even if it’s 
unearned. 
 
Given this reality, the proper response of government to rent-seeking behaviour is not to stick its head in 
the sand. Rather, it is to find a way to monitor and regulate the rent-seeking behaviour we know people will 
engage in – and make sure that the broad public interest wins out over narrow private interests. 

 

Key Definition #4:  What is rent dissipation? 
 
Rent dissipation occurs when one factor or a number of factors result in there being less economic rent 
available for owners and developers to divide. 
 
The most obvious factor that can reduce the amount of economic rent available is cost (including costs of 
capital and operating costs). 
 
Even if the price of oil is high, the amount of economic rent available to be taken by government (in the 
form of royalties) or companies (in the form of excess or windfall profits) may be small or non-existent if 
costs are high. 
 
In Alberta, high costs have resulted in rent dissipation, and it is in everyone’s best interest to stop this from 
happening. 
 
In many ways, both the owner and the developers have an interest in keeping costs under control. 
However, in Alberta, the impacts of high costs have not been borne equally by the government (the owner) 
and the developers (oil companies). 
 
The reason for this is twofold. 
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First, “normal profits” are considered “allowable costs” that can be deducted from the economic rent that 
is available for the assessment of royalties. So if low prices or high costs (or a combination of the two) 
conspire to reduce economic rent to zero, the owner (government) could be left with zero royalties, while 
at the same time the developers (oil companies) could still make a profit (albeit a smaller one that hasn’t 
been padded by windfall profits that take an undue economic rent.) 
 
Second, rent dissipation can hurt the government – especially here in Alberta – because it doesn’t always 
(or often) have reliable information about the real costs of production. Most of the detailed information 
about costs is in the hands of oil companies. In essence, Albertans have to “trust” oil companies when it 
comes recording costs for the purposes of calculating economic rent and royalties. 
 
In this way, Albertans may end up paying for oil industry cost overruns in the form of dissipated rents and 
foregone royalties. With this in mind, it could be said that the citizens of Alberta are the real “risk takers” 
in the energy sector, not the oil companies.  
 
Companies actually have an economic incentive to not control their costs. The more costs they claim, the 
smaller the economic rent and the smaller the amount they have to pay the owners (government and the 
public in the form of royalties). 
 
Evan Chrapko, a prominent Alberta businessman and one of the members of Alberta’s last royalty panel, 
made a similar point when he said oil companies in the Alberta have little incentive to decrease costs in the 
oil sands because they say “the higher costs of construction and operating…the longer we forgo 
royalties.”3  

 

Observation #1:  Alberta governments — whether it’s the current NDP 

government or previous Progressive Conservative governments — have no control 

over the price of oil.  
 
Persistently low oil prices are clearly hurting Alberta’s energy sector and ordinary Albertans. But, contrary 
to the politically motivated arguments of some right-wing critics, these low prices are not the fault of the 
Alberta NDP government. Instead, they are the result of global forces outside the control of any Canadian 
government. 
 
There are four main, interrelated, factors that explain why the global price of oil has collapsed – and why it 
will likely remain low for some time: 
 

New technologies:  Global oil markets have been transformed by new technologies – especially 

fracking. These technologies have allowed producers to flood the market with vast amounts of oil. 
They have also turned the world’s largest importer of oil (the United States) into an oil exporter. 
Technological transformations have led to an unprecedented and persistent oil glut, which – in turn 
– has driven down prices. 
 

                                                 
3 Chrapko quoted in Sheila Pratt, “Klein’s ‘don’t worry, be happy’ royalty ideology doesn’t cut it,” Edmonton Journal, 23 

September 2007. http://www.canada.com/edmontonjournal/columnists/story.html?id=1f5c1e03-6c8b-4c66-adb8-

ea2da80f42f5 

http://www.canada.com/edmontonjournal/columnists/story.html?id=1f5c1e03-6c8b-4c66-adb8-ea2da80f42f5
http://www.canada.com/edmontonjournal/columnists/story.html?id=1f5c1e03-6c8b-4c66-adb8-ea2da80f42f5
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Stagnating demand:  At the same time that the world has been flooded with new oil production, 

demand for fossil fuels has been slowing or dropping in all major markets. Demand had been 
waning in western nations for years (largely due to low rates of economic growth). But, now that 
large developing nations like China, India and Brazil are experiencing much lower rates of growth, 
the growth demand for oil has slowed to a snail’s pace. This is a basic lesson in supply and demand 
economics: when rising supply meets declining demand, prices fall. 
 

Geopolitical forces:  The global oil glut has also been exacerbated by geopolitical forces outside 

the control of Canadian governments. Most notably, Saudi Arabia and several other OPEC nations 
have been engaging in a price war with higher-cost oil producers like the United States. During 
previous periods of gluts and low prices, Saudi Arabia – the world biggest oil producer – has 
reduced production in order to boost prices. This time around, however, the Saudis have 
maintained production levels in an effort to maintain their market share by squeezing their higher-
cost competitors out of the market. As long as the Saudis continue to pursue this strategy, prices 
are likely to languish. 
 

Climate Change:  The final major geopolitical factor affecting oil prices has to do with global 

warming and climate change. Governments around the world are starting to realize that a looming 
climate crisis can only be averted if they begin the painful process of weaning their businesses and 
citizens off fossil fuels and start making the transition to cleaner forms of energy. As a result of 
these policies – and the public’s increasing interest in doing their part to address climate change – 
demand for oil (especially in industrialized countries) is likely to remain flat or declining, even if 
prices remain low. 
 

All of these factors suggest that the days of $120/barrel oil are gone – at least for the medium term, and 
likely for the long term.  
 
So, it’s complete rubbish to suggest – as many right-wing pundits and politicians have – that Alberta’s new 
NDP government is responsible for the collapse in global oil prices and the drop in investment and activity 
in the province’s energy sector. 
 
To the contrary, the Alberta government (and the ordinary Albertans they represent) have arguably done 
more than their fair share to prop up oil companies and protect jobs and investment. For example, at 
current prices, oil sands companies are literally paying nothing for the publicly-owned bitumen they are 
extracting from projects that are in what is described as the “pre-payout phase.” 
 
For oil and gas wells being drilled outside the oil sands sector, companies are paying royalties of between 
zero and three per cent, even as overall production levels from Alberta’s energy sector continues to 
increase, despite declining prices (Alberta produces more than three million barrels per day of oil, and that 
is slated to increase by 700,000 barrels per day when oil sands projects currently under construction come 
on line over the next year and a half). 
 
What all of this means is that Albertans – as the owner of the resource – are already providing staggering 
subsidies to the oil and gas industry by essentially asking them to pay nothing for the privilege of selling 
huge volumes of energy assets owned by someone else (in this case, the citizens of Alberta).  
 



 

 
Jan., 2016 Advice on AB energy & royalty policy   9 

With all of this in mind, we at the Alberta Federation of Labour think it’s about time for Kevin O’Leary, 
and others who say the Alberta government isn’t doing enough to help the energy industry, to shut the hell 
up! 

 
Recommendation:  The Alberta government should launch an information campaign aimed at educating 

Albertans about how energy markets work and explaining why oil prices are lower than they have been in 
years. 

 
Recommendation:  The government’s new energy information campaign should make it clear that 

individual Albertans are helping oil companies during these tough economic times by giving them literally 
billions and billions of dollars’ worth of publicly-owned assets for free (or, at least, very close to free). 

 

Observation #2:  Albertans have not been getting their fair share from the 

development and sale of their collectively-owned energy resources. 
 
In his submission to the royalty panel, resource economist Mark Anielski points out that resource owners 
in “free market” jurisdictions around the world have traditionally collected about 30 per cent of the gross 
revenue generated by the development and sale of their assets, while resource extraction companies have 
typically taken 70 per cent of gross revenue to cover their costs and provide themselves with profits. He 
writes:  “The province brings the oil and gas resource assets to the table; industry brings the human and 
financial capital necessary to develop the resource.”4 
 
This helps explain why a 30 per cent share became the official target for the Alberta government when 
Peter Lougheed took over as Premier in 1971. 
 
In jurisdictions like Alberta, it’s important to recognize that citizens (as the resource owners) are 
participants in the market, not just spectators. As Anielski points out, the revenue generated by royalties is, 
therefore, most properly understood as a Return on Equity (ROE) for the owners, even though it’s seen as 
a cost for oil companies. 
 
So, how has Alberta performed when it comes to getting its’ fair share? The short answer is:  Not well, at 
all. 
 
According to Anielski, between 1971 and 2014, the average share of gross revenue that came back to 
Albertans after the development their of province’s energy resources was 18.3 per cent. But that figure only 
tells part of the story. The record of revenue collection has varied between different political 
administrations – and the trend has been relentlessly downward. 
 
For example, the Lougheed government (1971-1985) collected revenue equivalent to 27.8 per cent of the 
value of gross sales from all Alberta’s various petroleum resources (oil, oil sands, natural gas and natural 
gas liquids, etc.). The Getty government (1985-1992) averaged 14.9 per cent, while the Klein government 
averaged 15.5 per cent. 
 

                                                 
4 Mark Anielski submission to royalty review panel, “Historical Analysis of Alberta’s Oil and Gas Royalties,” 2015. 

https://letstalkroyalties.ca/wp-content/uploads/2015/11/11-11-2015_Historical-Analysis-of-Albertas-Oil-and-Gas-

Royalties.pdf 

https://letstalkroyalties.ca/wp-content/uploads/2015/11/11-11-2015_Historical-Analysis-of-Albertas-Oil-and-Gas-Royalties.pdf
https://letstalkroyalties.ca/wp-content/uploads/2015/11/11-11-2015_Historical-Analysis-of-Albertas-Oil-and-Gas-Royalties.pdf
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If earning half of Lougheed’s target under the Getty and Klein administrations wasn’t bad enough, things 
have gotten even worse over the past decade. As it stands today, the Alberta government is collecting only 3.6 
per cent of the gross revenue generated by the energy sector. 
 

 
 

Figure 1:  Return on Equity: Royalties paid by Alberta's oil and gas industry as per cent of value of petroleum product sales 

1970-2015 (forecast). Source:  Anielski, p.13. 
 
That’s not a typo. Albertans are getting just 3.6 per cent. This is the lowest share collected in Alberta 
history – and it is lower than any other oil-producing jurisdiction in the world. 
 
Significantly, the collapse in the Alberta public’s share of revenue preceded the drop in global oil prices. It’s 
also important to point out that the industry managed to pay much higher royalties even when the price of 
oil was lower than it is today. 
 
For example, in 2000 the public share was 21 per cent, while oil was selling for $30/bbl. Contrast that with 
the situation in 2014, when the average price of oil was $93/bbl, but the public share was only 7.7 per cent. 
 
The drop in the public share has also been inversely proportional to the rise in production. Since 1971, the 
volume of oil and gas produced in Alberta has more than quadrupled; while the share of gross revenues 
coming back to the public has fallen from a high of 41.2 per cent in 1978 under Lougheed to virtually 
nothing today. Oil companies are extracting more and more of the public’s resources, but the public is 
getting a smaller and smaller share of the proceeds.  
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Figure 2:  Alberta royalties per $1 of oil and gas production vs. total petroleum production. Source:  Anielski, p. 6. 
 
Alberta’s royalty revenues used to be highly correlated to the price of oil – the higher the price, the more 
revenue was generated for the public.  
 
But ever since Ralph Klein introduced the now infamous one per cent “generic royalty” on the oil sands, 
that correlation has disappeared. Between 1997, when the new oil sands royalty regime was introduced, and 
2014 the value of Alberta oil and gas sales skyrocketed by 345 per cent (fueled by both high prices and 
production increases). But, during the same period, royalty revenue for the public increased at less than 
half that rate.  
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Figure 3:  Value of Alberta petroleum sales and resource revenues collected by Alberta as per cent of sales value. Source:  

Anielski, p. 7. 

 
Because of Alberta’s complex royalty formulas – which vary dramatically between the various kinds of 
resources and even between different wells – there are many projects that are effectively paying no royalties 
at all. This is not hyperbole:  In Alberta today, some oil companies are extracting literally tens of thousands 
of barrels of publicly-owned oil and gas resources – and not paying a cent for the privilege. Alberta has had 
low oil prices before, but we’ve never had a situation where the public’s share dropped to such depths. 
 
The unprecedented decline in the public share is not just a problem in the oil sands; the same kind of thing 
is happening across the whole spectrum of energy resources. For example, the Alberta government’s 2015-
16 budget forecasts that the public share from natural gas sales will fall to 2.6 per cent and 4.1 per cent for 
conventional crude oil. 
 
Anielski makes clear the scope and scale of what has been lost: 
 

Had Alberta maintained a 30 per cent royalty rate on the share of the value of the oil and gas 
produced between 1971-2014, Albertans would have generated $471.4 billion in oil and gas 
royalties. Had 50 per cent of these royalties been invested in the Alberta Heritage Savings 
and Trust Fund with annual average return of 5 per cent per annum we would now have an 
investment account worth over $481 billion. 

 
In addition to billions more in savings, had the Alberta government stuck with and achieved Lougheed’s 
targets, they would also have had billions more to spend on public sector services, economic 
diversification, and infrastructure. The painful austerity initiatives and “infrastructure deficits” of the past 
20 years would probably never have happened.  
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So, how did successive Progressive Conservative governments respond to the collapse of the public’s share 
and the ongoing failure to come even close to meeting revenue collection targets? 
 
They changed the targets, that’s how. 
 
Getty dropped the government’s target for public share to 25 per cent (which he failed to meet). Then, 
Klein dropped the target to 20 per cent (which he also failed to meet). In 2010, Stelmach got rid of targets 
altogether – replacing them with a policy that says that Alberta will strive to be the “most competitive” 
jurisdiction in North America for energy investment. 
 
In other words, the Alberta government’s official policy is not to maximize value for the citizens who own 
our province’s resources. Instead, the explicit policy goal is to get less for the sale of our resources than 
citizens in other oil-producing jurisdictions. 
 
This new policy came from Stelmach’s so-called “competitiveness review,” which was an effort by the 
Progressive Conservative government to appease the oil industry after the Stelmach’s aborted royalty 
review of 2007. After the new policy on “competitive” royalties was enacted (without any public 
consultation), the public’s share continued its long and precipitous decline. 
 
Most Albertans know that the 2007 royalty panel concluded that “Albertans are not getting their fair share” 
from the development of  their collectively owned resources. What they likely don’t realize is that after the 
industry’s backlash and Stelmach’s competitiveness review, Albertan’s ended up getting even less than when 
the 2007 panel reached its famous conclusion. So much for fixing the problem of  an unfair share! 
 
Energy economist Barry Rodgers, who held senior positions in the Alberta government’s Department of 
Energy, says that Alberta’s royalty system is broken and needs to be fixed. He writes: 
 

The period 2010-2014 was a period of high oil prices. Even for this period, royalty rates in 
Alberta were lower than the lowest rates in the United States…Alberta’s royalty formula 
does not work effectively, particularly when prices are high. This was not the intent when the 
royalty formulas were designed. It is, therefore, an unintended consequence that ought to be 
corrected.5 

 
Rodgers, when worked on royalty policy for the Alberta government, says that Alberta’s current system 
provides for extremely low royalties when oil prices are low (which can be seen as justifiable), but fails 
miserably to collect a fair share for the public when prices are high. 
 
Rodgers estimates that if Alberta collected royalties at rates comparable to the United States, an additional 
$8-20 billion in revenue would have been generated for the people of Alberta between 2010 and 2015.  
 

                                                 
5 Barry Rodgers, “Alberta’s Royalty Review: Status of the Industry and Implications for Fair Share,” 2015, p. 26. 

http://www.bgrodgers.com/wp-content/uploads/2015/12/AB-IndustryStatusSustainability15.12.21.pdf 

http://www.bgrodgers.com/wp-content/uploads/2015/12/AB-IndustryStatusSustainability15.12.21.pdf
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Figure 4:  Alberta royalty rates compared to U.S. Source: Rodgers, p.16. 
 

Recommendation:  The Alberta government should re-establish Lougheed-era royalty targets. The 

citizens of Alberta should get revenue for the sale of their collectively-owned resources that is at least 
comparable to the revenue being collected in oil and gas producing states in the United States. 
 

Recommendation:  The Alberta government should replace Alberta’s complicated royalty formulas with a 

system that recognizes that royalties are not a tax, but rather a price that resource companies must pay to 
gain access to an asset that is owned by someone else – in this case, the citizens of Alberta.   
 

Recommendation:  The Alberta government should launch an information campaign aimed at educating 

Albertans about who owns Alberta’s resources and how much they’re getting for the development of those 
resources. The campaign should be aimed at improving “energy literacy” in the province. 

 

Observation #3:  Oil companies have successfully used periods of low oil prices 

to convince successive Alberta governments to reduce royalties and increase 

subsidies. 
 
Over the past three decades, oil companies have successfully used what author Naomi Klein calls “disaster 
capitalism” techniques to convince the Alberta government to continually lower royalty rates. In fact, these 
techniques have been used to set off a race to the bottom between Canada’s three western-most provinces 
– with oil companies playing one province against another in a self-defeating battle to see who can be the 
most “competitive.” 
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The disaster capitalism argument asserts that corporate interests regularly use catastrophic world events as 
new opportunities to raid the public interest (including economic rent) and then make those changes 
permanent. 
 
As they did after the 2007 royalty review, oil companies use the ups and downs of the oil price to help 
advance and improve their own interests.  
 
When the price of oil is high, they argue that there is no need to risk the good times by increasing royalty 
rates. However, when the price of oil is down, companies claim that the uncertainty and job losses caused 
by low oil prices should not be enflamed with royalty hikes by revenue-hungry governments.  
 
While there is little proof that royalty reviews have any dramatic effect on market certainty and the 
international price of oil, it doesn’t stop oil lobbies from using anti-government and anti-regulatory rhetoric 
to win support from a panicky public that fears more job losses. 
 
Unfortunately, the tactics of disaster capitalists interfere with the Government of Alberta making necessary 
adjustments to its royalty policy on behalf of the resource owners. 
 
The result speak for themselves – Albertans have been receiving less and less for the sale of their 
resources. 
 
Energy economist Barry Rodgers points out that “royalty in the U.S. is to levy a fixed flat rate, with no, or 
minimal consideration of well size, global commodity prices or costs. This is contrasted with Alberta where 
the rate is intended to graduate based on a complex formula from a low of 0-5 per cent to highs that could 
reach 40 per cent when commodity prices are high.” (p. 26). He continues: 
 

Royalty policy since Lougheed has essentially been company-centered when it should have 
been industry centered. By gauging industry needs through lobby groups and associations 
that tend to reflect company-specific concerns and positions, successive Conservative 
governments have failed to realize that what is good for an individual company, even all 
companies, is not necessarily good for the industry. The response to each succeeding crisis since 
Lougheed has been to come to the industry’s rescue…after each royalty reduction, companies proceeded happily 
until the next crisis, when royalties were again called upon to prop up sagging short-term company profits. 
Not surprisingly, when prices and investment conditions improved, the lobbyists resisted with great force even 
the mention of a reciprocating royalty increase (Emphasis added, p. 27). 

 
Rodgers also explains well how this race to the royalty bottom not only affects the people and government 
of Alberta, but all of western Canada as well: 
 

Alberta has always bench-marked itself relative to British Columbia and Saskatchewan, who 
both keep introducing new royalty rates and programs to undercut Alberta. The result is that 
none of these jurisdictions get as large a share as they could and should. All three provinces are losing…these 
provinces stand out as jurisdictions with world class oil and gas resources and yet easily 
charge the world’s lowest prices for access to these public resources (Emphasis added, p. 
13). 
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Figure 5:  2011 Combined Royalty and Tax attained through Freedom of Information request 2013-G-0021. 

 
One of the most dramatic examples of “disaster capitalism”  and blatant “rent-seeking behaviour” (see 
definitions) in the Alberta context was the introduction of the so-called New Well Royalty Regulation 
(NWRR) that was introduced by the Stelmach government in response to the vehement industry backlash 
against the royalty review of 2007.  
 
In this case, the industry – led by groups like the Canadian Association of Petroleum Producers (CAPP) – 
launched a multi-front campaign against the government that included a media strategy (reporters were fed 
a steady stream of anti-royalty and anti-government information), an “inside political strategy” (industry 
people lobbied PC MLAs and party insiders aggressively), and an “outside political strategy” (industry 
players gave money and support to an alternative business-friendly party, the Wildrose party, in a bid to 
weaken the premier and destabilize the PC party). 
 
This was a classic example of “disaster capitalism.” The oil industry used a “disaster” (the short-term drop 
in oil prices that followed the global financial crisis of 2008) to achieve a policy objective (lower royalties 
and increased subsidies) that were in the industry’s interest, but not the public’s best interest. 
 
Just how bad is the NWRR? Very bad, actually. It stipulates that oil companies will pay a paltry royalty of 
no more than five per cent on new horizontal wells. Higher rates don’t start kicking in until production 
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from the well has begun to fall off dramatically – meaning that the oil companies have already made off 
with most of the resource (and most of the economic rent and windfall profits) before being required to 
pay a fair share to the owners of the resource (the citizens of Alberta).  
 
Albertans may take some small comfort in the fact that the oil and gas industry didn’t get everything it 
wanted in terms of royalty reductions. According to internal documents the AFL obtained, the Canadian 
Association of Petroleum Producers (CAPP) and the Small Energy Producers Association of Canada 
(SEPAC) proposed royalty reductions that would have been up to three times the cost of the government’s 
reductions. 
 

 
Figure 6: Freedom of Information request 2011-G-0054, Part 2, p. 1643 

 
In any case, the NWRR – a signature product of “disaster capitalism” – has resulted in literally tens of 
billions of dollars of foregone revenue for the people of Alberta. But it is only one example of how 
industry has used these techniques to seize the lion’s share of windfall profits. Sadly, Alberta royalty history 
is littered with many such examples. 
 
The most important thing for Alberta policy makers to remember is that investment in the energy sector 
has not been driven by royalty cuts and incentives – it has been driven by the price of oil. When the price 
of oil is high, companies invest more; when the price of oil is low, they invest less. It really is that simple. 
To illustrate this point just consider the history of investment in the oil sands over the past 25 years. The 
industry narrative is that Ralph Klein’s royalty cuts led to increased investment. But while the industry was 
undoubtedly happy to pay less, the record clearly shows that investment didn’t really take off until the price 
of oil spiked, several years after Klein’s royalty changes were introduced. 
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Figure 7:  Did Ralph Klein’s royalty cuts lead to the explosion in oil sands investment, as we’re often told? The record suggests 

that the more important factor was the price of oil. Source:  AFL research using CAPP and Government of Alberta data.  

What does this tell us? It tells us that the industry is very adept at convincing politicians that sweetheart 
deals are needed to spur investment and job creation – when, in fact, those investments would have been 
made anyway, as long as the price of oil suggested that profits could be made. 
 

Recommendation:  The Alberta government should explicitly recognize the threat to the public interest 

posed by “disaster capitalism” techniques. 
 

Recommendation:  The Alberta government should work with the governments of other energy 

producing provinces – especially Saskatchewan and British Columbia – to develop formal mechanisms for 
cooperating and collaborating on royalty policy. The goal should be to make it more difficult for the 
industry to play provinces against each other and avoid a destructive race to the bottom in terms of 
royalties and other resource development policies. 
 

Recommendation:  The Alberta government should move quickly to abolish the New Well Royalty 

Regulations (NWRR). The NWRR amounts to little more than politically sanctioned theft of public assets. 
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Observation #4:  The global price of oil has dropped dramatically, but the sky is 

not falling.  
 
Low international oil prices have clearly hurt the Alberta economy, but there is no reason to participate in 
another round of disaster capitalism. 
 
The most troubling result of the persistent low-price environment is that it has led to the loss of more than 
65,000 jobs in Alberta – concentrated in upstream branches of the energy sector like drilling, oil field 
service, exploration, and engineering for upstream projects.  
 
The loss of so many jobs is painful, but not entirely surprising. The upstream energy industry is notorious 
for shedding and adding jobs quickly (and ruthlessly) based on fluctuations in the price of oil. 
 
The better news is that employment in the downstream energy sector (upgrading, refining and 
petrochemicals) has remained stable, as it always does during periodic downturns in the price of oil. This is 
one reason why the AFL advocates for more value-added development in the energy sector:  Because the 
value-added portion of the energy sector tends to ride out recessions and periods of low oil prices more 
successfully than the extraction portion of the energy sector. It is the duty of the Alberta government to 
protect Albertans against market instability. 
 

 
Figure 8:  Source:  AFL Research and Statistics Canada, Cansim Table 281-0047. 
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Figure 9:  Oil Sands Construction and Operations Workforce Projections to 2023. Source:  Petroleum Human Resources 

Council. 
 
Employment in oil sands-related construction has also weathered the storm, fairly well – largely due to the 
fact that oil companies have decided to complete major oil sands construction projects that were started 
before the price of oil began its rapid descent in late 2014. 
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Figure 10:  Inventory of New Oil Sands Construction Projects. Source:  Forrest. 
 
Oil-related construction employment has also remained robust because big oil companies have just entered 
a major “shutdown/turn-around” season (in which major downstream facilities like upgraders and 
refineries employ thousands of construction tradespeople for regularly scheduled maintenance). 
 
The importance of construction employment related to regular maintenance of large industrial facilities, 
like existing upgraders and refineries, cannot be emphasized enough. In an average year, these projects 
create between 15,000-20,000 jobs – even when the price of oil is low. These construction/maintenance 
positions are over and above the thousands of jobs created and sustained by the day-to-day operations of 
these facilities.  
 
This is another major reason why the AFL advocates for more value-added production in the oil sands:  If 
we’re not building new upgraders, refineries and petrochemical plants, we’re not just losing jobs in 
operations, up-front construction and business spinoffs; we’re also losing thousands and thousands of 
high-paying jobs in on-going maintenance. These are some of the best jobs in our economy. They’re jobs 
that are predictable, pay well and act as “stabilizers and shock absorbers” during times of price volatility in 
oil prices. We cannot be cavalier about allowing them to be “shipped down the pipeline” along with our 
raw bitumen. 
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Figure 11:  Oil sands construction projects will continue to employ many thousands of Albertans for the coming years. As many 

as 20,000 tradespeople are employed in maintenance of upgraders, ref. Source:  Construction Owners Association of Canada 

and the Government of Alberta, October 2014. 
 
Overall construction employment has also been buoyed by a boom in major commercial and public-sector 
infrastructure projects which — through a mixture of good planning and good luck — are ramping up 
exactly as energy-sector construction has been ramping down. 
 
So are low oil prices hurting Albertans?  
 
Yes, obviously they are. But, for the moment at least, the pain is concentrated in the upstream portion of 
the energy industry. Even that pain is likely to lessen as oil prices gradually increase over the next few years, 
and as innovations and new technologies allow drillers to squeeze out profits, even in a lower-price 
environment. 

A final point that needs to be made in any discussion about the impact of low oil prices on Alberta’s energy 
sector has to do with currency fluctuations and the value of the Canadian dollar. Because the Canadian 
economy has been so reliant on the energy sector over the past 20 years, the loonie has essentially become 
a “petro-dollar.” As a result, the loonie soars when the price of oil is high and it crashes when the price of 
oil drops. 

This is bad news for Canadians travelling abroad and for anyone wanting to buy imports. However, there’s 
a big silver lining for Canadian oil industry because they sell their product in American dollars while paying 
their costs (especially labour) in Canadian dollars. With the Canadian dollar now trading at 70 cents 
compared to the American dollar, this means that Canadian energy companies are experiencing a huge 
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drop in their effective costs. These currency-related saving don’t come close to compensating for the losses 
caused by the collapse in oil prices. But they ease the pain significantly. 
 

Recommendation:  The Alberta government should continue investing in needed public-sector 

infrastructure projects to address service needs and keep people working who have lost their jobs in the 
energy and energy-related construction sectors. 

 

Recommendation:  The Alberta government should circulate information about the nuances in recent 

labour market changes in order to highlight the importance of building value-added energy infrastructure 
that keeps Albertans working even when the price of oil is low. Specifically, they should highlight the fact 
that employment in value-added branches of the energy sector tends to remain stable during periods of low 
oil prices. 

 

Observation #5:  Prospects for investment are also rosier than some might expect.  
 
In the same way that Alberta’s labour market is not quite as bad as some doomsayers would have us 
believe, the situation with investment is not as bad either. Most observers – including the IMF, the World 
Bank, the International Energy Agency, and the US Energy Information Agency – are forecasting a gradual 
increase in oil prices over the next five years. This gradual return to higher prices should lead to an increase 
in energy investment – as it always has in the past. 
 

 
 

Figure 12:  West Texas Intermediate Spot. Source:  U.S. Energy Information annual projections to 2040. Annual Energy 

Outlook 2015. 
 
It’s also important to note that the current low-price environment has not led to a complete collapse in 
investment in Alberta’s energy sector. 
 
Companies employing new technologies such as horizontal drilling and multi-stage horizontal fracking 
have made it clear that they will invest billions of dollars in new unconventional oil and gas plays, even if 
the prices remain low. In fact, low oil prices have prompted many oil companies to do what they were 



 

 
Jan., 2016 Advice on AB energy & royalty policy   24 

sometimes sluggish about doing when the price of oil was high:  They have started to innovate and focus 
on improving efficiency.  
 
At the same time, billions more will be spent on major oil sands projects that were approved before the 
price of oil fell and on “sustaining” capital projects in the oil sands over the next five years, even while low 
prices put a damper on new projects.6 
 
In fact, spending on sustaining capital is slated to go up, not down in the coming years, even if the price of 
oil remains low. 
 

 
 

Figure 13:  Investment in oil and gas is down dramatically in Alberta. But it’s down by similar amounts in other oil and gas 

producing provinces, suggesting that the decline has more to do with low prices than it has to do with anything that’s unique to 

Alberta. Source:  Petroleum Labour Market Information, 2014. 
 
This point about “sustaining investment” cannot be made strongly enough. As Jackie Forrest from ARC 
Energy pointed out in a recent analytical bulletin, oil sands companies spend between $8-12 per barrel of 

                                                 
6 Petroleum Labour Market Information, “HR Trends and Insights: Falling Oil Prices and Decreased Industry Spending – 

Employment Impacts,” May 2015. http://www.careersinoilandgas.com/media/243731/hr-trends-falling-oil-prices-and-

decreased-spending-employment-impacts-web-.pdf 

http://www.careersinoilandgas.com/media/243731/hr-trends-falling-oil-prices-and-decreased-spending-employment-impacts-web-.pdf
http://www.careersinoilandgas.com/media/243731/hr-trends-falling-oil-prices-and-decreased-spending-employment-impacts-web-.pdf
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production to sustain the production levels of existing facilities.7 Examples of sustaining capital include 
replacing worn out equipment, drilling new in-situ wells to offset declines in production from older ones, 
or moving mining equipment closer to the ever-moving mine face.  
 
As Forrest writes:  
 

Considering that the oil sands industry produced 2.1 MMB/d in 2014, sustaining capital 
expenses could be as high as $9 billion or equal to a quarter of all capital spending that 
year…by the end of the decade, oil sands production is projected to reach 3 MMB/day, an 
output level that warrants as much as $13 billion per year of sustaining capital spending. 
While this is a markdown from recent (overall) spending levels (which average $28 billion 
over the last five years), it is still a considerable sum and greater than all of the oil and gas 
capital spending in British Columbia and Saskatchewan combined.  
 

Taken together, these investments in high-tech drilling, energy sector maintenance, turnarounds and 
sustaining capital will allow Alberta to maintain its position as one of Canada’s most dynamic provinces in 
terms of business investment – even if oil prices remain below $50 per barrel. 
 
The drop in investment also has to be put in context: it has dropped by nearly 50 per cent since last year, 
but it fell from $82 billion to $45 billion. 
 
The amount that was spent in the energy sector in 2013 and 2014 far outstripped even the industry’s 
rosiest expectations. 
 
We’re still spending more on capital construction than BC and Saskatchewan combined. A report by 
Ernest Young argued that: 
 

Most oil sands projects now underway…have economics that rival the best plays elsewhere 
in North America, with the benefit of very long, minimal decline reserve lives. Capital will 
continue to flow to these projects.8 
 

As well, TORYS, the international law firm specializing in oil and gas mergers and acquisitions, has written 
that: “Despite price-related concerns, confidence is high for the industry in 2015…the Canadian energy 
sector abounds in investment and merger opportunities.”9 
 
The point is that many in the industry see opportunity, not doom and gloom. Again, from Rodgers: “That 
companies are being bought and sold signals that current uncertainty in Alberta is company-related, having 
little to do with the nature of Alberta’s resources, except to confirm their fundamental attractiveness.”10 
 
Consolidation under the industries top performers and weeding out the “weak sisters,” who only could 
manage with unusually high prices and unusually low royalties, is not necessarily a bad thing. 
 

                                                 
7 Jackie Forrest, “Room for Optimism (and spending) in the Oil Sands, September 1, 2015, ARC Energy Ideas, p. 1-2. 

http://www.arcenergyideas.com/?p=465 
8 Ernest Young, “Global oil and gas transactions review 2014,” p. 32. http://www.ey.com/Publication/vwLUAssets/EY-

global-oil-and-gas-transactions-review-2014/$FILE/EY-global-oil-and-gas-transactions-review-2014.pdf 
9 TORYS, “Canadian Oil And Gas 2015 Outlook,” http://www.torys.com/insights/publications/2015/02/2015-canadian-

oil-and-gas-outlook 
10 Rodgers, p.11. 

http://www.arcenergyideas.com/?p=465
http://www.ey.com/Publication/vwLUAssets/EY-global-oil-and-gas-transactions-review-2014/$FILE/EY-global-oil-and-gas-transactions-review-2014.pdf
http://www.ey.com/Publication/vwLUAssets/EY-global-oil-and-gas-transactions-review-2014/$FILE/EY-global-oil-and-gas-transactions-review-2014.pdf
http://www.torys.com/insights/publications/2015/02/2015-canadian-oil-and-gas-outlook
http://www.torys.com/insights/publications/2015/02/2015-canadian-oil-and-gas-outlook
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Finally, much has been said about how U.S. tight oil projects are more attractive for investors than Alberta 
oil sands projects because the costs are lower and the projects reach pay-out more quickly. However, this 
often ignores the fact that oil sands projects are more attractive on other measures: lower exploration costs, 
lower depletions rates, and more reliable long-term production levels. 
 

Recommendation:  The Alberta government needs to challenge the notion – currently being repeated by 

many people in the energy industry – that the decline in investment in Alberta has something to do with 
the nature of our resources, the amount we pay our workers, or the details of our tax and royalty policies. 
Investment is down because of low oil prices. It’s as simple as that. Investment in other jurisdictions is 
down by similar proportions. 

 

Observation #6:  Oil and gas companies are telling the public one thing (“The 

sky is falling!”) and investors another (“There’s still lots of money to be made!”). 
 
Companies often tell one story to government (who they’re trying to convince to charge lower royalties) 
and another story to investors (who they’re trying to convince to invest more cash). 
 
Contrary to the gloom and doom being painted in the media and in government, industry reports to 
investors tell a very optimistic story. For example, Barry Rodgers points to the following summary from 
Encana as being particularly informative. 
 

 
 

Figure 14:  Canada-US Well Economics Comparison. Source:  Rodgers Oil & Gas Consulting. 
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As Rodgers states: “…the rates of return for U.S. plays range from 20 per cent to 50 per cent. The RORs 
for the Canadian (Alberta and British Columbia) plays range from 40 per cent to over 100 per cent. 
Associated U.S. royalty rates range from 18 per cent to 25 per cent. The range for the Canadian plays is 5 
per cent to 15 per cent.” (p. 16) 
 
Peter Tertzakian’s own ARC Resources describes the Montney (straddling Alberta and B.C.) as a “world 
class resource” and a “cash flow machine” with RORs in the range of 35 per cent to 95 per cent.11 
 
Trilogy Energy report their Montney IRR at 58 per cent.12 
 
Crescent Point Energy says its properties will have rates of return ranging from 13 per cent to 192 per cent, 
with the majority reaching payout in less than two years.13 
 
Whitecap Resources says the returns for their projects range from 50 per cent to more than 400 per cent.14 
 
As Rodgers says: “Internal Rates of Return (IRRs) in the low 20s are considered highly profitable in most 
any sector, in most any jurisdiction. IRRs above 29 per cent are rarely seen anywhere, for any substantive, 
risk-adjusted project.”15 
 
The lesson that can be drawn from these examples is simple:  Governments should beware of arguments 
being made by industry spokespeople who have an agenda. Chances are, they’re more interested in 
advancing their own interests than protecting the public interest. 
 

Recommendation:  The Alberta government should seek out independent information and analysis about 

what’s really happening in the energy sector rather than relying on reports and analysis from energy 
companies (or consultants who do the bulk of their business with those companies). 

 

Observation #7:  The fact that many companies are recording losses or reduced 

profits is not proof that they need more subsidies and assistance from the 

government in the form of lower royalties and taxes. 
 
It’s a natural human tendency to focus on the personal and the here and now. Tales of disaster and woe 
move us.  
 
But when it comes to setting energy and royalty policy, the government of Alberta should focus on the 
long-term well-being of the energy industry as a whole, not the short-term profits and losses of individual 
companies. 
 

                                                 
11 ARC Resources, Ltd., Credit Suisse 20th Annual Energy Summit, 25 February 2015. 

http://www.arcresources.com/assets/pdfs/presentations/2015/February/ARC_-_Credit_Suisse_Final.pdf 
12 Trilogy Energy Corp., Corporate Presentation, June 2015, p. 11. 

http://www.trilogyenergy.com/upload/media_element/3/73/trilogy-energy-june-2015-corporate-presentation.pdf 
13 Crescent Point Energy, Corporate Update and Business Strategy, Fall 2015, p. 8. 

http://www.crescentpointenergy.com/files/18767.CPG-Corporate-Update-and-Strategy-Presentation.pdf 
14 Whitecap Resources, Presentation, November 2015, p. 16. 
15 Rodgers, p.17. 

http://www.arcresources.com/assets/pdfs/presentations/2015/February/ARC_-_Credit_Suisse_Final.pdf
http://www.trilogyenergy.com/upload/media_element/3/73/trilogy-energy-june-2015-corporate-presentation.pdf
http://www.crescentpointenergy.com/files/18767.CPG-Corporate-Update-and-Strategy-Presentation.pdf
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When viewed in the here-and-now, what’s happening in Alberta’s energy sector may seem like an 
unprecedented disaster – and we may be moved to “do something, anything” to bring comfort to the 
people who have been affected. 
 
But when viewed in the historical context, what we’re seeing in terms of industry profitability is actually not 
that unusual. 
 
As Barry Rodgers points out, over the past 50 years the global oil and gas industry has experienced 
significant volatility. Some years, returns have been as high as 25 or 35 per cent and in other years returns 
have been close to or slightly below zero. But over that same period, returns for the oil and gas industry 
developers have averaged 12 per cent. 
 
Rodgers’ point is that snapshots can be misleading and this is particularly important in the current context. 
A snapshot of industry at this moment is misleading because low oil prices (which are expected to recover 
to $70-80 level within four years) are likely temporary. 
 
A snapshot at this moment is also misleading because it caught industry at a moment when high prices had 
been leading to record levels of investment. Companies were taking on debt to take advantage of high 
prices, low interest rates, and increasing demand, which actually made good business sense. Rodgers writes: 
 

The concern for the oil sands is not with the fundamental economics, as current low price 
levels are not seen as representing the longer term. Rather, the concern is company-specific 
– with those companies that have taken advantage of previously high prices, low interest 
rates, and a low rate royalty policy designed to encourage investment, in order to expand, but 
may not now have deep enough pockets to wait until prices return to more normal levels. 
These companies are obvious targets for takeovers. It is imperative for these small- and 
medium-sized companies to learn from the top performers and implement effective cost 
reduction and efficiency improvements. It does no good for the government to protect them 
with low royalty subsidies (p. 9). 

 
In times like these, big oil and gas companies focus on buying smaller ones. As the international law firm 
TORYS reported in a recent survey of Canadian companies, the top goal of both senior and junior E&P 
companies over the next 12 months is to grow through acquisitions. Rodgers points out that, in this 
context:  
 

…any companies pursuing this goal would see royalty relief, not as a policy program to 
enhance Alberta’s oil and gas production, but rather, as a direct increase in the value of their 
personal (shareholder’s) assets. In this case, the potential result of lower Alberta royalties is a 
direct wealth transfer to the owners/managers of these companies at the expense of the 
resource owners (the citizens of Alberta) (p. 11). 

 
The evidence suggests that this is exactly what many small- and medium-sized companies want to happen: 
 

For the Juniors and Intermediates the ratio of (earnings relative to total equity) tends to be 
close to zero and for the Exploration Juniors it is apparent they are operating with large and 
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growing losses (even when oil prices were high). This would suggest that the key objective of 
Exploration Juniors is, on average, to survive long enough to be acquired by larger firms.16 

 
The job of government should not be to help these kinds of companies with their casino capitalism 
strategy… but that’s exactly what reducing royalties during a period of low prices would do. 
 
Sadly, the history of Alberta’s energy sector is replete with examples of how successive PC governments 
have used subsidies and royalty policy to help specific companies (many with strong political ties) rather 
than defend the broader interests of the sector and the overall provincial economy. 
 
One particularly egregious recent example is the so-called Drilling Stimulus which provided royalty credits 
to oil companies in 2009 and 2010 and cost the government $3 billion. Ostensibly, the program was 
designed to keep drilling and oil-field service companies working during a period of low oil prices. Market 
purists would likely object to this kind of initiative because it used public money (in the form of billions in 
foregone royalty revenue) in an effort to incentivize investment and activity that wasn’t justified by the 
prevailing market/price environment. However, even if you’re comfortable with this kind of intervention, 
the Drilling Stimulus program was a bust because there was no evidence that oil companies used the 
credits to create or save any jobs. Instead, they simply used the credits to reduce their royalty obligations 
on the smaller number of wells they were drilling during that period of low oil prices. 
 
The Drilling Stimulus was a boondoggle. It was also a concrete example of the folly of governments using 
royalty policy to prop up individual firms, as opposed to focusing on the broader interests of the public 
and the overall economy. It also brought about lots of red ink for Alberta’s budgetary process. 

When it comes to the non-oil sands side of our energy sector, we have to be honest with ourselves:  For at 
least the past 30 years, our system has been designed to shore up the drilling and oil field service industries 
because the people who own those companies are politically well-connected and because these companies 
create a lot of jobs in many communities around the province. Because of the preferential treatment given 
to these firms, at one point more wells were drilled in Alberta in one year than the rest of the world 
combined. 

What’s important to understand is that the programs and approaches that created this level of activity have 
a cost – in the form of foregone royalty revenue. As the owners of the resource, Albertans should know 
how much these approaches actually cost them and they should decide whether or not they feel 
comfortable with the tradeoffs (lower royalties for more drilling and oil field service jobs). Perhaps 
Albertans would decide to support the current bargain; or, perhaps, they’d choose higher royalties and use 
the revenue to help create jobs in other sectors (health care, education, upgraders etc.). The point is that 
Albertans have never been given the information they need to understand the tradeoffs and they have 
never been given the choice between alternative approaches. 
 

Recommendation:  When setting royalty policy, the Government of Alberta should focus on what’s best 

for the public and the industry as whole, as opposed to trying to shore up individual firms. 
 

                                                 
16 R.L. Mansell, J. Winter, M. Krzepkowski, M.C. Moore, “Size, Role and Performance of the Oil and Gas Sector,” School of 

Public Policy, University of Calgary, Volume 5, Issue 23, July 2012. http://policyschool.ucalgary.ca/?q=content/size-role-and-

performance-oil-and-gas-sector 

http://policyschool.ucalgary.ca/?q=content/size-role-and-performance-oil-and-gas-sector
http://policyschool.ucalgary.ca/?q=content/size-role-and-performance-oil-and-gas-sector
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Recommendation:  The Drilling Stimulus program is currently inactive, but the regulations that would 

allow it to be re-activated it are still on the books. The Alberta government should abolish these regulations 
and formally renounce the program. 
 

Recommendation:  The Alberta government should launch an information campaign aimed at improving 

the level of “energy literacy” in the province. This campaign should highlight the trade-offs that are being 
made when the government implements royalty subsidy programs aimed at increasing drilling activity 
(especially during periods of low energy prices). 

 

Observation #8:  The Alberta government’s multi-billion dollar deficits are not the 

result of over-spending on public services and public-sector infrastructure. 
 
Instead, they are the result of a broken system of revenue collection and an irresponsible over-reliance on 
resource royalties to cover day-to-day expenses. 
 
Even before the price of oil crashed in the summer of 2014, government revenue generated from resource 
revenue royalties has ranged between 15 and 42 per cent of total government revenues, far above the 
national average and technically qualifying it as a petro-state (that is, jurisdictions that regularly rely on or 
above 25 per cent of government revenue).17 As Andrew Nikiforuk put it, “…the Alberta government 
suffers every ailment a petro-state can muster:  A crippling addiction to hydrocarbon revenue, an eroded 
tax system, appalling statecraft and policy atrophy, binge spending, and minimal transparency.”18 
 
The main problem with petro-states is that they tend to represent the interests of the oil and gas industry, 
not citizens. 
 

 
 

Figure 15:  Alberta gets far more of its revenue for operational spending from resource royalties than other provinces. Over-

reliance on resource revenue to cover day-to-day spending makes services like education and health care at risk. Source:  

Government of Alberta, 2015. 

 

                                                 
17 Bruce Campbell, “A Tale of Two Petro-States (Part I of III),” CCPA Monitor, 1 November 2012. 

https://www.policyalternatives.ca/publications/monitor/tale-two-petro-states-part-i-iii 
18 Andrew Nikiforuk, “For Notley, Eight Steps to Reform the Broken Petrostate,” The Tyee, 9 May 2015. 

http://thetyee.ca/Opinion/2015/05/09/Notley-Steps-Reform-Broken-Petrostate/ 
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The small role played by personal income tax, corporate taxes, and fees in Alberta’s revenue mix – and the 
larger role played by resource royalties – has made the revenue available for public services about 50 per 
cent more volatile than the average in other provinces. Successive Alberta governments have tried to 
substitute oil revenues for proper tax revenues. 
 
This has meant that booms and busts in the energy sector have translated into booms and busts in 
education, health care, and other public services. Booms and busts are no fun for the energy sector, but 
they’re arguably worse for public government. When confronted with low oil prices, oil companies – often 
with diversified portfolios of their own – can simply stop drilling or shift investments elsewhere; but the 
government can’t stop teaching our kids, maintaining its buildings, or caring for our sick and elderly. 
 
Successive governments in Alberta have dealt with the relatively small amount of money coming into 
public coffers from income and corporate taxes in three ways. 
 
First, for years, past governments simply refused to invest in public-sector infrastructure, like new schools 
and hospitals, even as Alberta’s population boomed. 
 
Between 1993, when former Premier Ralph Klein was first elected, and the end of 2006, when he left 
office, the government invested very little in new construction, and even less on maintenance, even though 
the provincial population grew by nearly a million people. Alberta developed a large infrastructure deficit 
that haunts us to this day. 
 
And when the PCs did spend on infrastructure by playing catch-up (mostly after Klein stepped down), they 
tended to spend when the economy was booming and costs were 10 to 25 per cent higher than they would 
have been if the investments had been made when the economy was growing at a slower pace. 
 
Second, the PCs dealt with low revenues from income and corporate taxes by underfunding public services 
and public-sector workers, even when the price of oil was high, which are bastions of stability in a volatile 
resource-based economy. 
 
This “austerity-amidst-prosperity” approach led the government to freeze per-student spending on K-12 
education years before the price of oil dropped. And it resulted in multi-billion-dollar cuts to spending on 
universities and colleges, dramatically increasing tuition and fees for students, even when the Alberta 
economy was red-hot and the price of oil was more than $100 a barrel. 
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Figure 16:  Contrary to the arguments put forward by right-wingers, Alberta does not spend more on public services than other 

provinces. In fact, we’re in the middle of the pack. Balancing the provincial budget by cutting spending would result in services 

that are not funded to the Canadian average. Source:  RBC Economics. 

 
Perhaps most notably, it resulted in a growing crisis in our health-care system. Chronic under-funding and 
privatization experiments, coupled with a profound shortage of long-term care beds, has led to a situation 
in which hospitals in Edmonton and Calgary are running at overcapacity on an almost daily basis. Even 
before the price of oil dropped, doctors warned that a disaster was imminent and the situation is becoming 
even more dire. 
 



 

 
Jan., 2016 Advice on AB energy & royalty policy   33 

 
 

Figure 17:  As a share of their provincial economies, no other provincial government spends less than Alberta on public 

services. We are clearly not spending beyond our means. Source:  RBC Economics 

 
The third way that past governments dealt with extremely low revenues from taxation was by essentially 
stealing from future generations. 
 
Instead of saving royalty revenue in the Heritage Fund, the government spent almost all of it on day-to-day 
operational expenditures. This gave the illusion of stability and allowed the government to provide middle-
of-the-road services that their shrunken tax base would not otherwise allow them to afford. But it meant 
that there was almost never anything left over to save, even when oil prices were high. 
 

 
 

Figure 18:  Since Peter Lougheed left office, successive PC governments put almost nothing into the Heritage Savings Trust 

Fund, and its value stagnated. Source:  Government of Alberta. 
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This explains why Alberta’s Heritage fund hasn’t grown since Peter Lougheed stepped down as Premier in 
1985, while sovereign wealth funds in places like Norway (where all royalty revenue is saved) are now 
worth hundreds of billions of dollars. 
 
Comparisons with the Norwegian sovereign wealth fund are particularly poignant for Albertans. The 
Norwegians deliberately modelled their fund on Alberta’s Heritage Fund, and Alberta and Norway 
produced similar amounts of oil from the ’80s onward – but the Norwegian Fund is now worth about $1 
trillion dollars, while our Heritage Fund is worth only about $5 billion more than when Lougheed left 
office. 
 
The bottom line is that Alberta has a broken revenue system. Instead of saving resource revenues for 
future generations, or investing them in assets or infrastructure that would help generate future prosperity, 
successive PC governments have used these funds to subsidize low taxes, especially for profitable 
corporations and wealthy individuals. It’s clear that this approach was irresponsible even when oil was 
selling for $100 per barrel. It is completely unsustainable now that oil is selling for $35 per barrel.  
 

 
 

Figure 19:  Sovereign Wealth Funds (USD $billions). Source:  Sovereign Wealth Funds Institute. 

 
Recommendation:  The Alberta government currently generates enough revenue from income taxes, 

corporate taxes and other, less volatile revenue sources to cover only about 75 per cent of the day-to-day 
costs of provincially funded public services. The rest is paid with volatile resource revenue. Reforms should 
be instituted so that 90-100 per cent of government spending is funded through more stable revenue 
sources like personal and corporate income taxes. 

 
Recommendation:  The Alberta government should adopt a strict policy of putting one-third of resource 

revenue into the Heritage Fund; one-third towards infrastructure that will help build or sustain future 
prosperity; and a maximum of one-third into the general revenue for the government. This final third 
should never exceed 10 per cent of the annual provincial budget. In cases where it does, the excess should 
be put into the Heritage Fund. The third set aside for infrastructure should be used for public sector 
infrastructure and to help fund equity shares in value-added projects in the energy sector. 

 
Recommendation:  The Alberta government should launch a public information campaign aimed at 

educating Albertans about taxes and royalties; how we pay for important public services; and the important 
role that public services play in supporting the economy and generating prosperity. 
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Observation #9:  It’s true that Alberta has become a high-cost jurisdiction for 

energy projects. But, Alberta’s high costs are a symptom of the real problem, not 

the problem in itself. The real problem is that successive Alberta governments 

failed to set a reasonable pace for development. The “Wild-West” pace of 

development in Alberta created inflationary pressures and drove up costs. 
 
Many industry leaders and observers have used the royalty review process to complain about the high cost 
of  doing business in Alberta’s energy sector. They deliberately attempt to leave the impression that high 
labour costs, high royalties and high taxes are compounding the problems associated with developing a 
resource that is notoriously difficult to wring out of  the ground and transport to distant markets. If  
“something isn’t done to control costs,” they warn, Alberta’s “competitive advantage” will be eroded and 
we’ll lose out to other oil-producing jurisdictions when it comes to attracting investment capital. 
 
It’s true that Alberta has become a high-cost jurisdiction for energy projects. But Alberta’s high costs are a 
symptom of the real problem, not the problem itself. The real problem is that successive PC governments 
failed to set a reasonable pace for development in the energy sector, especially the oil sands. The resulting 
rush to develop energy projects created inflationary pressures that drove up costs. 
 
This is the reality identified in an important research report produced by analysts from Raymond James, a 
prominent investment firm.19 The report shows that large oil sands projects were routinely going over 
budget by as much as 250 per cent. This was NOT the result of  the wages paid to construction workers, 
the paper concluded. Instead, it was the result of  project management and productivity problems created 
by having too many projects competing for the same workers (engineers, managers, construction workers 
etc.) and for the same building materials (especially steel). 
 

 
 

Figure 20:  “Historical Cost Pressures for Integrated Oil Sands Projects (2000-2010). Source:  Raymond James. 

 

                                                 
19 Justin Bouchard and Christopher Cox, “Oil Sands: Time to reassess growth expectations…Again?,” Raymond James, 2012. 

http://bit.ly/1Onnmsc 

http://bit.ly/1Onnmsc
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“The unit cost of  labour (i.e. the hourly wage rate)…fails to explain the magnitude of  project cost 
escalation,” concluded the Raymond James analysts. Instead, the real problem was declining productivity 
brought about by the pace of  development – too many projects chasing too few resources (skilled workers, 
building materials etc.) The authors continue:  

 
There are a few key facets to labour productivity – one is a result of  inexperienced 
workers…another arises from poor project management creating situations where workers 
are unable to do their jobs because drawings are not ready, material has not been delivered, 
or pre-work has not been completed (p. 7). 

 
When it comes to the pace of  development, the Alberta government failed in two ways. 
 
First, for more than a decade, they essentially approved every application for development submitted to 
them by industry – with no regard for how so many concurrent projects might affect Alberta’s labour 
market, its infrastructure, its service, its environment or its social fabric. 
 
To put the number of  projects approved by the government in perspective, consider the figures contained 
in the “Inventory of  major capital projects,” which the government of  Alberta has been publishing for 
years. What the inventory shows is that the amount that the energy industry spent on the construction of  
new oil sands projects alone skyrocketed from about $10 billion in 2003 to $58 billion in 2007. Spending 
fell to $14.5 billion in 2010, as a result of  low oil prices associated with the global financial crisis, but 
returned to form with $35 billion in spending in 2011, $47 billion in 2013, $60 billion in 2014 and $40 
billion in 2015. 
 
Before his death, former premier Peter Lougheed lamented the “gold-rush” approach to development in 
the oil sands. He said that if  he was still in power, he would avoid overheating the Alberta economy and 
the provincial labour market by allowing only one major oil sands project to proceed at a time. He also said 
that he would require that all projects have an upgrader, because “upgrading is where the real jobs are.” 
 
The second way that Alberta failed when it comes to the pace of  development has to do with royalties. 
Simply put, the government set them too low. As energy economist Barry Rodger says, unnecessarily low 
royalties encourage the development of  marginal projects and they prop up under-performing companies. 
Rodgers writes: 

 
Independent economists in Alberta have been pointing out for many years the link between 
excessive growth and declining expertise. They have been cautioning that the forced-growth 
policy of  Alberta makes it difficult to obtain the required incremental management and 
engineering talent and that this has led to diluted expertise, declining productivity, and 
escalating costs. This results in missed opportunities for efficiency improvements, mistakes 
being made, and declining work quality, all leading to increased costs and reduced 
competitiveness (p. 6). 

 
The Fort McMurray First Nation made a similar point when they wrote in their submission to the royalty 
panel the following:  
 

…letting investment proceed at an unmanaged and unsustainable pace has caused costs to 
escalate throughout the Alberta economy, and especially in the oil sands region… The best 
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approach for Alberta to keep its economy under control when oil prices begin to recover is 
to raise oil sands royalty rates.20 
 

So if  the goal is to control costs in an effort to make Alberta a more attractive place for investment, the 
Alberta government should follow Lougheed’s advice and approve fewer projects at any given time. They 
should also set royalties at a rate that discourages marginal projects – projects that only make sense if  the 
owners of  the resource are essentially giving their assets away for free. 
 
The problems caused by pace-related cost escalation go beyond concerns about competitiveness and the 
ability to attract investment. Other concerns include the following: 
 

• Albertans overwhelmingly prefer value-added energy projects like upgraders and refineries to 
“rip-it-and-ship-it” projects that focus exclusively on the export of  raw bitumen. But the high costs 
caused by unregulated pace undermine the economic viability of  value-added projects, reinforcing 
the notion that extraction-only developments were the only kind of  projects that “make sense.” 
 
• Because the current oil sands royalty regimes allow oil companies to pay a very low oil royalty 
until all their capital costs have been paid off, cost escalation has the effect of  eating into the price 
that Albertans get for the sale of  their resources. In a very real sense, Albertans have been paying 
for pace-related cost overruns in the form of  billions in foregone royalties – money that could have 
been saved for future generations or used to help pay for things like health care, education or public 
infrastructure. 
 
• The unregulated pace of  development also led to the oil and construction industry’s well-
documented overreliance on the Temporary Foreign Worker Program (TFWP). Instead of  keeping 
Canadian tradespeople working for more years on projects that were more carefully staggered over 
time, literally billions of  dollars in wages were put into the pockets of  a transient workforce with 
little attachment to the Canadian economy and Canadian communities. 

 
Some may argue that the pace of  development is “yesterday’s problem” because the current price 
environment has dramatically curtailed investment. It’s true that low prices for oil have led to declining 
investment which has, in turn, moderated inflationary pressures and reduced costs. But should we really 
have to rely on the total collapse of  the global oil market to rein in unhealthy and unsustainable growth? 
The AFL firmly believes that proactive measures are preferable to the unregulated boom-and-bust 
approach. With that in mind, we submit that policies should be put into place now to make sure that we 
avoid a return to pace-related cost pressures if  and when the price of  oil rebounds. 

 
Recommendation:  The Alberta government should follow Lougheed’s advice by exercising more control 

over project approvals in order to set a healthier and more manageable pace for development in the energy 
sector. Arguments that the government should not “interfere” in development decisions should be rejected 
on the grounds that the citizens of  Alberta – as the owners of  the resource – have a legitimate role to play 
in making decisions about when and how their resource assets are developed. 

 

                                                 
20 Fort McMurray First Nation, “Submission to 2015 Royalty Review Panel,” Assisted by Paul Precht Energy Economics Ltd., 

September 2015. https://letstalkroyalties.ca/wp-content/uploads/2015/11/09-28-2015_Fort-McMurray-First-Nations-

Submission.pdf 

https://letstalkroyalties.ca/wp-content/uploads/2015/11/09-28-2015_Fort-McMurray-First-Nations-Submission.pdf
https://letstalkroyalties.ca/wp-content/uploads/2015/11/09-28-2015_Fort-McMurray-First-Nations-Submission.pdf
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Recommendation:  The Alberta government should investigate the Norwegian government’s approach to 

project applications and approvals. In Alberta, leases are simply granted to the highest bidder and project 
applications are never rejected or amended. In Norway, project applications are subjected to a rigorous 
review that includes consideration of  environmental, social and broader economic concerns. When it 
comes to making decisions about how their resources are developed, Albertans should become participants 
rather than remain as bystanders. 

 
Recommendation:  The Alberta government should consider creative solutions to the problem of  pacing 

development, like the introduction of  a “time slot” auction that would see companies bidding not only for 
leases, but also for spots on a schedule that better regulates the pace of  development. 

 
Recommendation:  The Alberta government should launch an information campaign aimed at improving 

“energy literacy” among Albertans. This campaign should explain why it’s important for the government, 
as the steward of  Alberta’s collectively-owned resources, to set a reasonable pace for development in the 
energy sector. 

 

Observation #10: The revenue-minus-cost (R-C) approach used in the oil sands is 

not in the public interest. 
 
As we have seen, the public’s share of  Alberta’s energy wealth has dropped to historic lows. We have also 
seen that costs have escalated in the oil sands – to the detriment of  almost everyone involved. Both of  
these things have been caused, at least in part, by the revenue-minus-cost (R-C) approach to royalties that 
forms the basis of  the so-called Generic Royalty Regime introduced by the Klein government in the late 
’90s. 
 
Currently, every project in the oil sands operates under the generic regime which provides for two rates:  
One rate for “pre-payout” projects and another, higher, rate once projects reach “post-payout” status.21 
Pre-payout projects are those that have yet to re-coup their up-front capital costs. Post-payout projects are 
those that have earned enough profits to cover their initial construction costs. 
 
For projects in the pre-payout stage, the applicable royalty rate is a mere one to nine per cent of  the 
project’s gross revenue, which is sensitive to the price of  oil. The intention of  the pre-payout scheme is to 
recognize the high risks and costs associated with oil sands investment by avoiding high royalty rates during 
the early stages of  oil sands projects.  
 
However, once a project becomes profitable and has recovered all of  its investment costs, the project 
reaches “post-payout” status, which means that the royalty rate and reporting rules change. At this stage, 
the net royalty rate is sensitive to the price of  oil and will pay royalties that vary between 25 and an upper 
cap of  40 per cent, again depending on the price of  oil.  
 
Alberta’s history shows that R-C royalty systems (and the upper cap on post-payout projects) are not in the 
public interest. They distort economic and investment decisions by limiting or removing incentives to 
manage costs, especially during the early stages of  projects, and they provide a significant monetary 

                                                 
21 Government of Alberta, “Alberta Oil Sands Royalty Guidelines: Principles and Procedures,” October, 2012. 

http://www.energy.alberta.ca/OilSands/pdfs/Royalty_Guidelines.pdf 

http://www.energy.alberta.ca/OilSands/pdfs/Royalty_Guidelines.pdf
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incentive for companies to “game the system” by inappropriately padding costs in an effort to defer paying 
the significantly higher post-payout rates. The upper cap on post-payout projects has also allowed oil 
companies to capture an unjustifiably large share of  windfall profits when oil prices are high. 
 
If  the owner of  the resources (the public) is going to pay for cost overruns in the form of  reduced 
economic rent and deferred/foregone royalties, the incentive to control cost is much less than if  a 
company’s “normal profit” was actually at stake. 
 
As a result of  the generic royalty, at current oil prices, oil sands projects in the pre-payout phase are 
essentially being given publicly-owned bitumen resources for free. No other industry in Canada has this 
kind of  sweetheart deal. It would be like the Ontario government giving automakers free or deeply 
discounted steel to make their cars. If  that were to happen, right wingers would be up in arms, decrying the 
horrors of  government intervention in the market. But in the oil sands, huge giveaways of  public assets to 
private companies are greeted with cheers by conservative pundits, not jeers. 
 
With this is mind, it is perhaps no wonder that the right-wing C.D. Howe Institute has called for a radical 
expansion of  the R-C approach to the entire energy sector (not limited to the oil sands, as it currently is). A 
recent report from the Institute states that if  the R-C approach was expanded to the rest of  the energy 
sector “barely profitable projects would face little or no tax, while highly profitable projects would pay a 
heavier tax.” 22  In other words, the government would subsidize marginal projects and add to the windfall 
profits that more viable projects are already making. It would place even more risks in the hands of  
government. 
 
The AFL sincerely hopes that the government and the royalty panel are not seriously considering this 
foolhardy suggestion from the C.D. Howe Institute and others who want to see an expansion of  the R-C 
approach. Such a move is based on the faulty notion that royalties are “taxes,” when they are, in fact, the 
price that companies pay for the right to develop assets that are owned by someone else – in this case the 
people of  Alberta. Expanding the R-C approach would only serve to further limit the public’s share of  
profits earned from the development of  their own assets. And it would further distort the market by 
propping up companies and projects that are not really economically viable. 

 
Recommendation:  The Alberta government should categorically reject the suggestion that the R-C 

approach to royalties should be expanded to the entire energy sector in Alberta. Further, the government 
should replace the current Generic Royalty regime in the oil sands with a simpler royalty that doesn’t allow 
oil companies to play fast-and-loose with “allowable costs.” This will provide companies with a better 
incentive to innovate and control costs, while at the same time, removing existing incentives to “game the 
system.” 

 

Observation #11:  A lower world price for oil could actually become a 

competitive advantage for Alberta. 
 
While the situation in the energy sector is bleak, we at the AFL think there is a way to transform a negative 
into a positive.  

                                                 
22 Robin Boadway, Benjamin Dachis, Drilling Down on Royalties: How Canadian Provinces Can Improve Non-Renewable 

Resource Taxes, C.D. Howe Institute, No.433, September 2015. https://www.cdhowe.org/public-policy-research/drilling-

down-royalties-how-canadian-provinces-can-improve-non-renewable-resource-taxes 

https://www.cdhowe.org/public-policy-research/drilling-down-royalties-how-canadian-provinces-can-improve-non-renewable-resource-taxes
https://www.cdhowe.org/public-policy-research/drilling-down-royalties-how-canadian-provinces-can-improve-non-renewable-resource-taxes
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Instead of  making promises to forego even more future royalty revenue in the (likely) vain hope of  
encouraging oil companies to ramp up investment during a period of  low oil prices, we think the Alberta 
government should start looking at low oil prices (and especially low prices for oil sands bitumen) as a 
potential competitive advantage for the province. 
 
Specifically, we think that low feedstock prices could be the new Alberta Advantage that drives investment 
and job creation in the refining and petrochemical branches of  the energy sector. 
 
Some companies are already taking this approach – and thriving as a result. 
 
Suncor, for example, is an integrated company with significant investments in both upstream extraction 
and downstream upgrading and refining. During periods of  high oil prices, Suncor makes a lot of  money 
selling crude and diluted bitumen in Canada and abroad. However, when oil prices drop, as they have over 
the past year, profits from Suncor’s upstream operations shrink. But the company’s overall profits remain 
strong because low oil prices mean that feedstock prices for Suncor’s refineries are lower. Thanks to the 
lower price of  oil, Suncor is able to do what business school text books encourage all businesses to do:  
Buy low (cheap feedstock) and sell high (higher priced finished products like diesel, gasoline and jet fuel). 
 
In its annual reports to shareholders, Suncor says that its upgraders and refineries give the company a 
valuable “hedge against volatility” in oil prices. In 2012, Suncor’s Chief  Financial Officer put it this way: 
“It’s important to reiterate that Suncor is effectively hedged against these crudes discounts because we’re 
able to recapture the majority of  the spread through our inland refining operations.”23 
 
Suncor’s focus on balancing upstream and downstream operations helps explain why the company has 
been able to record dramatically better financial results than other companies in the sector that focus 
exclusively on extraction. 
 
So, what does the Suncor example – and the example of  other refining companies around the world that 
are recording strong profits in a low-price environment – show us? Not to be too flippant, but what the 
experience of  these companies shows us is that when the world gives you lemons, you should make 
lemonade. More to the point, when the world gives us low oil prices, you should take that cheap oil to 
make it into higher-value products like diesel, gasoline, jet fuel and petrochemicals. 

 
Recommendation:  The Alberta government should commission new studies on the viability of  building 

upgraders, refineries and petrochemical facilities in Alberta in a low-price environment for oil. These 
studies should look at the potential benefits of  low feedstock prices and the lower construction costs and 
interest rates associated with the current recessionary period. The study should also look at potential 
markets for Alberta-produced, high-value finished products like diesel, gasoline, jet fuel and petrochemicals 
(in Canada and abroad). 

 
Recommendation:  The Alberta government should remind Suncor that the licence to develop the Fort 

Hills mine – which they acquired when they bought Petro-Canada – was granted with a condition that the 
project include an upgrader. This licence was the only one ever granted by a PC government with this kind 

                                                 
23 Jeremy van Loon, “Suncor, Cenovus work around crude oil discount,” Bloomberg News, 30 July 2012. 

http://business.financialpost.com/news/energy/suncor-cenovus-work-around-crude-oil-discount?__lsa=0796-aca0 

http://business.financialpost.com/news/energy/suncor-cenovus-work-around-crude-oil-discount?__lsa=0796-aca0
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of  condition. However, Suncor’s current plans don’t include an upgrader. The government should ask 
them why not? 
 

Recommendation:  The new Alberta government should commission a study to identify potential 

markets around the world for value-added products like diesel, gasoline, jet fuel, petrochemical, plastics and 
fertilizer. 

 

Observation #12: Pursuing more value-added development makes sense for 

business, government, and individual Albertans 
 
There are four main reasons why the value-added path is the road worth taking. 
 
First, we should strive to upgrade and refine more of  our collectively-owned resources because jobs in 
upgrading, refining and petrochemical manufacturing are good jobs. On average downstream energy sector 
jobs pay significantly more than the industrial average (see below). They are family- and community-
sustaining jobs. 
  

 
 

Figure 21:  Average weekly earnings, refining vs. industrial aggregate. Source:  Conference Board of Canada. 

 
The second reason that we, as the owners of  our resource, should prioritize adding value is because jobs in 
upgrading, refining and petrochemicals are stable jobs. Jobs in the upstream section of  the energy sector 
and jobs in construction boom and crash depending on the price of  oil, while jobs in the downstream 
remain stable, in good times and bad. 
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Figure 22:  Employment trends in refining/upgrading versus extraction and oil field service. Sources: AFL Research & Statistics 

Canada Cansim 281-0047. 

 
As we’ve seen, companies like Suncor refer to their downstream investments and assets as “a hedge against 
volatility in the oil market.” We agree and add that that having more value-added jobs should be seen as a 
hedge against volatility in the labour market – which may not be a big priority for industry, but it’s certainly 
a big priority for working Albertans (and it should be a big priority for the governments that represent 
them). 
 
Third, we should prioritize value-added development because these kind of  investment don’t only create 
jobs in upgrading, refining and petrochemicals…they also create other jobs. 
 
More specifically, large industrial facilities like upgraders, refineries and petrochemical plants generate lots 
of  spin offs in terms of  jobs and business opportunities. 
 
A recent Conference Board of  Canada report on refining estimates that for every dollar spent on refining, 
the total Canadian GDP rises by three dollars. This is because refining has very large supply networks. 
 
Therefore, if  you don’t the take the value-added road, if  you don’t build more big industrial facilities, then 
you miss out on all the jobs in front-end construction and ongoing operations, plus you also miss out on all of  
the spinoff  jobs in companies that supply the plants and all of  the jobs in on-going maintenance of  the plants, which, as we’ve 
seen, are very significant. 
 
Fourth, as the owners of  our resources, we should take the value-added road because doing so allows us to 
capture a greater proportion of  the true value of  our asset. As the chart below shows, the rip-it-and-ship-it 
approach that focuses on raw exports (and which currently dominates the oil sands sector) allows us to 
capture less than 40 per cent of  the ultimate value of  our assets. When we upgrade our bitumen to 
synthetic crude oil (SCO) we can capture about 70 per cent of  the value chain. And when we go one step 
further to refined products like diesel, gasoline, jet fuel, petrochemical and plastics we can capture all the 
potential value of  our resources. 
 
To understand just how much more we could be making if  we at least upgraded our bitumen to synthetic 
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crude (SCO) before shipping it to buyers outside the province, consider these numbers:  On January 13, 
2016, SCO was selling for $42.64 per barrel Cdn (higher than West Texas Intermediate oil!), while diluted 
bitumen (called Western Canadian Select or WCS) was selling for only $22.21 Cdn. 
 
The questions that Albertans – as the owners of  the resource – should be asking government are simple:  
Why should we be selling a low-value product like WCS that can only be used as feedstock in the minority 
of  the world’s refineries when we could be selling higher-value products like SCO (which can be used as 
feedstock by all of  the world’s refineries) or gasoline, diesel, jet fuel, petrochemicals or plastics (which have 
strong demand around the world)? To put it more simply, why should we be sending the jobs, profits and 
spin-off  opportunities associated with maximizing the value chain down the pipeline to other jurisdictions 
when we could keep all (or most) of  those things for ourselves? 
  

 
 
 

Figure 23:  Why Upgrading and Refining Matters. Source:  Government of Alberta, “Alberta’s Value Added Oil Sands 

Opportunities and Bitumen Royalty in Kind,” September 2009. 

 
Recommendation:  As part of  a new “energy literacy” campaign, the Alberta government should share 

information with Albertans about the benefits of  “moving up the value ladder” in the energy sector. 

 

Observation #13:  The share of Alberta bitumen being upgraded in the province 

is plummeting. We’re missing out on a huge number of jobs and economic 

spinoffs. 
 
The significance to Albertans of  doing more value-added work in our energy sector is clear:  But the trends 
are troubling. We are in the midst of  missing out on historic opportunities for jobs, stability, private profits, 
and government revenue. 
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That’s because big oil companies have decided that it’s in their best interest to do something that is not in 
the best interest of  Albertans.  
 
More specifically, they’ve decided that they’ll make more money if  they rip our oil sand bitumen and ship it 
raw (or lightly diluted) to existing refineries in other jurisdictions, most often in the American Midwest and 
Gulf  Coast. 
 
This makes perfectly good business sense for big oil companies like Exxon and wealthy industrialists like 
the notorious Koch brothers. By buying raw bitumen from Alberta, they get a cheap feedstock that they 
can transform into a high-priced finished products like diesel and gasoline. Especially in the current low-
price environment for oil, it means that they can “buy low and sell high,” capturing high margins.  
 
But just because this kind of  rip-it-and-ship-it strategy makes sense for Exxon and the Kochs, does not 
mean it makes sense for the real owners of  our resources:  The citizens of  Alberta. 
 
How bad have things gotten? Well, up until about five years ago, Alberta upgraded about two-thirds of  our 
bitumen at least to SCO before export to markets outside the province. 
 
But almost all of  the new and proposed oil sands projects are rip-it-and-ship it projects. As a result, the 
proportion of  bitumen upgraded in the province has dropped to about 50 per cent today; and experts 
commissioned by the Alberta government project that it will fall to 26 per cent by 2025! 
 

 

Figure 24:  Per cent of Alberta Crude Oil Upgraded before It Leaves the Province. Source:  AFL research and Government of 

Alberta. 

 
These troubling statistics tell tale a tale of  lost opportunities. The question is:  How do we get off  the rip-
it-and-ship-it low road and get on the value-added high road? And how do we make the transition before 
it’s too late?  
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This is one of  the most important challenges (and opportunities!) the Government of  Alberta currently 
faces. 
 

Recommendation:  The Alberta government should adopt a new process for project approvals that 

would allow Albertans – as the owners of  our resources – to give preference and priority to projects that 
upgrade and refine our collectively-owned energy assets, as opposed to those projects that would simply 
“rip and ship” those assets in raw form to other jurisdictions. 

 

Observation #14:  Policymakers and citizens don’t have the information they 

need to understand Alberta's energy sector and make good decisions about how 

to most effectively develop our province’s collectively-owned resource assets in the 

public interest. 
 
Without adequate information – especially reliable information about “allowable costs” that are used by oil 
companies to reduce their royalty obligations – there is no way to know if Albertans are getting a fair deal 
for the sale and development of their collectively-owned energy resources. Unfortunately, the Alberta 
government collects and publishes less information about what’s really going on in its energy sector than 
most other oil producing jurisdictions. 
 
Addressing this point, Evan Chrapko, a prominent Alberta businessman and member of the 2007 royalty 
panel, told the Edmonton Journal that he was “horrified” to discover that the Alberta energy department 
has no accurate records of how much royalty money is owed to the government and how much is actually 
collected – which, he pointed out, means there’s no way out if the department has collected the right 
amount over many years. 
 
“This province will join the top five-to-ten oil producers in the world and, yet, we have record-keeping that 
(similar to) Third World countries in the 1960s,” he said.24 
 
In a “First World” country like Canada, nothing less than full disclosure of all relevant information is 
acceptable. However, as it currently stands, the best public source of information about Alberta’s energy 
sector is the Canadian Association of Petroleum Producers (CAPP). To say that it’s disappointing and 
inappropriate that our government is relying on information compiled and published by the industry itself 
would be a vast understatement.  
 
Only the government has the ability to make information (raw data and analysis) available to the public in a 
manner that is useable for the owners of the resource to assess how they did in any given quarter.  
 
The U.S. Energy Information Administration (EIA) is a good example of what’s possible and the direction 
that Alberta could head. The EIA produces an amazing amount of data including analysis and projections, 
environmental data, and information on markets and finance for all of the U.S. main energy sources. 
Nothing approaching the nature, scale or scope of this information is available in Alberta. While the U.S. 
EIA has a very large budget that is out of reach for a sub-national government like the Government of 
Alberta, there is absolutely no doubt that we can and should do better than we’re currently doing. 

                                                 
24 Chrapko quoted in Sheila Pratt, “Klein’s ‘don’t worry, be happy’ royalty ideology doesn’t cut it,” Edmonton Journal, 23 
September 2007. http://www.canada.com/edmontonjournal/columnists/story.html?id=1f5c1e03-6c8b-4c66-adb8-
ea2da80f42f5 

http://www.canada.com/edmontonjournal/columnists/story.html?id=1f5c1e03-6c8b-4c66-adb8-ea2da80f42f5
http://www.canada.com/edmontonjournal/columnists/story.html?id=1f5c1e03-6c8b-4c66-adb8-ea2da80f42f5
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We used to do much better. During his tenure in the ’70s and ’80s, former Premier Peter Lougheed hired 
literally hundreds of people to work in the Energy Department in an effort to get the information, 
expertise and analysis he needed to negotiate effectively with oil companies and successfully defend the 
financial and economic interests of Albertans. For example, he created a separate area of the Department 
of Energy called “Resource Statistics and Intelligence,” staffed by senior people who did analysis of 
Alberta’s energy industry (including interjurisdictional comparison) in an effort to ensure that the 
government – on behalf of Albertans – had something close to the same level of information as the oil 
companies themselves. This information was crucial for the work that Lougheed did to increase the 
public’s share of benefits from development in Alberta’s energy sector. 
 
Tragically, Ralph Klein disbanded Lougheed’s special “energy intelligence” units, gutted the department of 
staff and explicitly decided to rely on the industry itself for information (he said people from the industry 
were the “real experts.”) The results were predictable:  The government slashed royalties, stopped 
collecting and disseminating information, and abandoned efforts to move “up the value ladder” – all 
because that’s what the industry “experts” told them to do. 
 
We at the AFL feel strongly that the new Alberta government should repair the damage done to the 
government’s energy-related information and analysis capacity and return to the path established by 
Lougheed. More specifically, we think the new government should expand on the recommendations of the 
2007 royalty review and the subsequent 2008 Valentine report that both argued that a multi-ministry 
institution be created to understand and increasingly complex and multi-faceted energy industry.  
 
The 2007 royalty review report argued that: 
 

Failing to collect the fair share of Albertans’ royalties because of overly-accommodative rules and 
underfunded administration is a false economy. At 20 to 40 per cent of provincial government 
income, and especially because the resource belongs to Albertans in the first place, the royalty 
system should arguably be far more “tight” and transparent than the corporate income tax system, 
and it is definitely not.25  
 

It is crucial that government representatives and/or a task force reach out to agencies around the world for 
advice and direction about how to build a world-class system for energy-related information and analysis 
here in Alberta. The agencies that should be consulted and analyzed include, but are not limited to, the 
following: US Energy Information Administration (EIA), the Norwegian Petroleum Directorate, the 
United Nations International Energy Agency (IEA), US Department of the Interior, Bureau of Land 
Management (dealing with federal on-shore oil and gas), also Bureau of Ocean Energy Management, 
Regulation and Enforcement (dealing with federal offshore resources) for ideas and best practices for how 
Alberta could beef-up in-house capacity. The Canada-Newfoundland & Labrador Offshore Petroleum 
Board (C-NLOPD) is also another good example that could we could learn from. 

 
Recommendation:  The Alberta government should strike a task force to investigate how other 

jurisdictions produce information for citizens and researchers to understand the energy industry and how 
Alberta could beef up its own internal capacity for energy information. 

 

                                                 
25 Government of Alberta, Our Fair Share: Report of the Alberta Royalty Review Panel, 18 September 2007, p.95. 
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Recommendation:  The Alberta government should start a new energy information administration to 

build in-house capacity for data generation and, especially, analysis. 
 

Recommendation:  The new Alberta government should publish and distribute an annual “Our Energy, 

Shareholders’ Report” telling Albertans – who are the collective owners of our province’s energy resources 
– what’s being done to maximize the value of their assets in terms of royalty collection, savings, value-
adding and job creation. The Shareholders’ Report will be a central tool in the government’s campaign to 
improve energy literacy in the province. 

 

Observation #15:  Royalties are not the only way that resource owners (like the 

citizens of Alberta) can get their fair share of value from the development of their 

assets. Another legitimate strategy – one that has been used very successfully both 

here in Alberta and around the world – involves public ownership and/or equity 

participation. 
 
It’s clear to the AFL that the public interest would be better served if Alberta moved up the value ladder in 
the energy sector. But it’s also clear to us that this is an unlikely outcome without aggressive government 
leadership and public-sector equity participation. 
 
Why are we so skeptical about the industry’s willingness to lead the way towards valued-added future? It 
boils down to misaligned interests. Many of the big oil companies operating in Alberta have existing 
refining facilities in the U.S. – many of which have been specifically retooled to accept diluted bitumen 
from Alberta as a feedstock. 
 
For these companies – like Exxon, with refineries on the Gulf Coast, and Koch Industries, with refineries 
in the American Midwest – it makes all sorts of sense to rip Alberta’s bitumen from the ground and ship it 
raw to their American companies. They don’t care about the prices we get for our oil (in fact, they’d say 
‘the lower the better.’) They also don’t care where the jobs and spinoffs are created. All they care about are 
the profits – which will be higher if they use their existing refineries south of the border. 
 
But just because the rip-it-and-ship it approach makes sense for Exxon and Koch Industries, doesn’t mean 
it makes sense for Albertans who own the resource. As owners, it is reasonable for us to attempt to have it 
all: the profits, the jobs and the spinoffs. 
 
However, if we’re going to shift gears on our energy economy and move to a focus on adding value instead 
of continually shipping jobs down the pipeline, the reality is that we cannot rely on the private-sector oil 
industry to lead the way. 
 
For the reasons already mentioned, they’ve already decided they want to keep Alberta on the bottom rung 
of the value ladder. This is why industry spokespeople are always saying that value-added projects are 
“uneconomic” and why they are quick to deride and dismiss anyone who argues that more value should be 
added to our resource here in Alberta and Canada. 
 
We submit that the best way (and probably the only way) for Alberta’s new government to break out of 
this trap is to relearn and reapply the “lessons of Lougheed.” 
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Former Premier Lougheed famously urged Albertans to “think like owners.” He also said that shipping our 
resources out of the province raw was like “a farmer selling off his topsoil.” 
 
“Thinking like owners” means getting the best possible price for the sale of our energy assets (in the form 
of royalties). It also means getting as many jobs for Albertans as possible at every step along the value 
chain – from exploration and extraction to the manufacture of value-added products like gasoline, diesel, 
jet fuel, and petrochemicals and plastics. 
 
The only way that we can achieve Lougheed’s vision is to reject the oil industry’s doomsday prophesies (they always say the sky 
will fall if government “intervenes in the market”) and embrace a more “activist” approach for government in the oil sands. 

 
Recommendation:  The new Alberta government should relearn and implement the “lessons of 

Lougheed” by taking an activist approach to moving Alberta “up the value ladder.” Lougheed used a mix 
of persuasion, regulation, legislation, incentives and outright public ownership to create Alberta’s natural-
gas-based petrochemical industry. The industry is now worth billions and employees thousands – but it 
wouldn’t have existed without Lougheed’s activist and “interventionist” approach. The current government 
should borrow from Lougheed’s playbook by using natural gas and oil sands bitumen as an economical 
feedstock for new refineries and petrochemical plants.  

 

Observation #16:  The Norwegians didn’t only manage to save a lot more of 

their oil wealth than we did – they also figured out how to use public ownership 

as a tool to guide development in the public interest and to keep private oil 

companies honest. 
 
Much has been written about the wisdom that Norway has displayed when it comes to the management 
and stewardship of its energy resources. 
 
The record clearly shows that Norway has probably done more to make sure its citizens benefit from the 
development of their collectively-owned resources than any oil-rich jurisdiction in the world. 
 
So how did Norway do it? And what can we learn from them? 
 
The most famous example of prudent Norwegian public policy is their sovereign wealth fund. 
 
As we have seen, the Norwegians save ALL of their resource revenues – allowing the government to spend 
only the interest earned on their fund. This has allowed the Norwegians to amass a fund that is so big 
(currently worth nearly $1 trillion CDN) that it actually has a hard time finding places around the world to 
invest its vast piles of capital (By law, the fund must be invested outside of Norway.) 
 
Everyone who knows anything about the global energy scene knows about the Norway’s massive savings 
fund. But what most people don’t know is EXACTLY how the Norwegians collect their revenue – and 
how they make sure they’re not being ripped off by the oil companies they work with (who happen to be 
many of the same big international oil companies operating in Alberta). 
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The first thing that’s notable about the Norwegian model is that they don’t actually have royalties. Instead, 
the public collects its share through corporate income taxes (levied against profits) and a special Oil Tax 
(which captures the public’s share of windfall profits when oil prices are particularly high).  
 
But that’s not all. In fact, the real secret to Norway’s success is public ownership. 
 
As most people know, Norway has a state oil company called Statoil. Statoil develops its own projects and 
also works in partnership with private oil companies. The important point is that Statoil allows Norwegians 
to “get a piece of the action.” If huge profits are made, Statoil collects its share as a full owner or partner. 
 
Statoil is a central pillar of the Norwegian approach. But there is one more tool than most people don’t 
know about,  but which is crucial to explaining how the Norwegians have managed to get such a good deal 
from oil companies without driving them away. It’s called the State Direct Financial Interest (SDFI). 
 
Like Statoil, the SDFI is a tool that involves public ownership. But, unlike Statoil, an SDFI allows the 
Norwegian government to take an equity share in a project without playing a role in the day-to-day 
management. 
 
Under the Norwegian model, the government pays its share of the investment through either Statoil or a 
SDFI – and they share proportionately with private oil companies in both the risk and the reward. 
 
The most obvious benefit of this approach is that has allowed Norwegians to both attract foreign 
investment and share in profits generated by that investment. The less obvious – but arguably much more 
significant – benefit is that ownership (through both Statoil and SDFIs) has given the Norwegian 
government a clear window into how the industry works. In particular, as owners and partners, the 
Norwegian government is privy to all the information that private oil companies have: about the potential 
of particular project and about the real costs of development and operation. As a result of having access to 
this crucial information, it is virtually impossible for oil companies to pull the wool over the Norwegian 
government’s eyes by downplaying the real value of projects or exaggerating how much those projects are 
costing them. 
 
When it comes to negotiating over things like royalties and the public’s “fair share,” knowledge is power. 
Because of their equity involvement in the industry, the Norwegian government has both – and the citizens 
of Norway get a better deal as a result. 
 
We at the AFL feel very strongly that the new Alberta government should investigate how the Norwegian 
government’s equity participation strategies could be used here in Alberta. 

 
Recommendation:  The new Alberta government should immediately organize a delegation to Norway 

with the explicit goal of learning more about how the Norwegian government has used public ownership 
strategies to guide energy development and keep private oil companies honest. 

 

Observation #17:  Canadians have developed a special kind of organization 

that’s particularly well-suited for the job of defending and advancing the public’s 

interest in Alberta’s energy sector. It’s called the Crown Corporation. The new 
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Alberta government should follow Grant Notley’s advice and create one in the 

energy sector. 
 
When it comes to designing a mechanism to guide public equity participation in Alberta’s energy sector, 
the new provincial government doesn’t have to start from scratch. What it should do is follow the 
successful example set by other oil-producing provinces in the past by creating an energy Crown 
Corporation. 
 
This is the approach that was favoured by the late Alberta NDP Leader Grant Notley and groups like the 
AFL in the 1970s, when initial decisions were being made about development in the oil sands. 
 
An energy Crown Corporation could help create jobs and diversify the Alberta economy by building – or 
helping to build – refineries and petrochemical facilities. 
 
It could coordinate and supervise non-participating public shares (similar to Norwegian SDFIs) in various 
energy projects (both inside and outside of the oil sands) in order to gather the intelligence necessary to 
protect the public interest and keep private oil companies honest. 
 
It could help put thousands of unemployed oil field service employees to work on socially, environmentally 
and economically useful projects like capping and securing Alberta’s many “orphaned” and abandoned 
wells (experts say many of these wells are an “environmental time bomb” waiting to go off but no one is 
taking responsibility for them). 
 
Finally, it could take a leading role in helping Alberta make the necessary long-term transition to a greener 
and more sustainable economy by investing in renewable energy projects (wind, solar, geothermal, hydro-
electric…perhaps even nuclear). 

 
Recommendation:  The new Alberta government should establish an energy Crown Corporation that 

would:  Help facilitate movement “up the value ladder”; gather intelligence to help protect the public 
interest; help create and maintain good jobs (especially during periods of low oil prices); and help promote 
and manage the transition towards greener and more sustainable energy. 

 

Observation #18:  Building refineries to upgrade Alberta bitumen into high-value 

products like diesel, gasoline, jet fuel, plastics and petrochemicals is an 

economically viable and socially desirable undertaking. 
 

So what should be the first project of a new energy Crown Corporation? We have just the thing. 
The Alberta government has been quietly examining the potential of upgrading and/or refining more raw 
bitumen inside the province for a decade. 
 
In 2005, the government commissioned a study from internationally respected petroleum engineer, David 
Netzer. Mr. Netzer concluded not only that upgrading makes sense, he said that refining would make even 
more sense.26 

                                                 
26 David Netzer, “Alberta Bitumen Integration Study: A Final Report,” Prepared for Alberta Department of Energy, March 
2006.  http://www.energy.alberta.ca/EnergyProcessing/pdfs/albertaintegrationreport.pdf 

http://www.energy.alberta.ca/EnergyProcessing/pdfs/albertaintegrationreport.pdf
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In his plan, Netzer didn’t just crunch numbers – he actually prepared a blueprint for a state-of-the-art 
450,000-barrel-per-day refinery and petrochemical complex that would use bitumen as its feedstock. 
Netzer delivered his report but it was ignored by successive PC governments. 
 
In 2014, the AFL commissioned a London-based energy consultancy called CEG to dust off Netzer’s 
blueprint and see if the project was still attractive.27 They found the economics for an in-province 
upgrading refinery would be profitable. The AFL subsequently asked CEG to revise its report to take into 
consideration the drop in the price of oil. A revised report (attached to this submission), including an 
updated section written by Netzer, was delivered to the AFL in December 2015.28 
 
According to CEG’s analysis, the project is still attractive – even with oil prices of $40/barrel. In CEG’s 
base case (which envisioned the refinery selling primarily into the western Canadian market) the project 
would have a positive Net Present Value (NPV) of $3.9 billion at $40 per barrel, rising to a NPV of $12.3 
at $60 per barrel with an Internal Rate of Return (IRR) of 11.8 per cent at $40 per barrel and 18.1 per cent 
at $60 per barrel. The authors have since told us that they predict an even stronger economic case given 
reductions in capital costs since November. 
 
The project would have an even healthier return if ongoing problems with pipeline construction lead to 
further discounts on the price of bitumen. 
 
The AFL believes that the Alberta government should use money from the Heritage Fund – invested 
through a new energy Crown Corporation – to make sure this project gets built. There is precedent for this 
kind of project: the Lougheed government used money from the Heritage Fund to help Syncrude get off 
the ground. In Lougheed’s case, this was not charity. The money was used to buy an equity share in the 
company on behalf of the citizens of Alberta (an investment that would have paid off handsomely if Ralph 
Klein hadn’t sold off the public share at bargain basement prices…as he did with the publicly-owned 
energy corporation created by Lougheed – AEC – which became Encana after privatization). 

 
Recommendation:  The government should ‘dust off’ David Netzer’s 2006 plan for building a major 

refinery in Alberta. This should be the new energy Crown Corporation’s first project. The Crown 
Corporation could build the refinery itself or with private-sector partners. 

 

Observation #19:  Good jobs in the energy sector are disappearing – not only 

because of low oil prices, but also because of the introduction of new 

technologies 
 

There is an urgency for the government to take action on diversification and job creation in the energy 
sector, not only because of low oil prices, but because new technologies are displacing workers. This trend 
toward lower employment in the energy sector calls into question the “social contract” that has prevailed in 
Alberta, based on the notion that Albertans would support lower royalties in exchange for jobs.  

                                                 
27 Salman Nissan and Ed Osterwald, In-Province Upgrading Economics of a Greenfield Oil Sands Refinery, CEG, 7 April 2014. 
http://www.unifor.org/sites/default/files/documents/document/ceg_economics_of_in-
province_upgrading_in_alberta_final_07_april_2014.pdf 
28 Salman Nissan and Ed Osterwald, In-Province Refining: Updated Economics of a Greenfield Oil Sands Refinery & 
Petrochemical Plant in Alberta, CEG, 31 December 2015. 

http://www.unifor.org/sites/default/files/documents/document/ceg_economics_of_in-province_upgrading_in_alberta_final_07_april_2014.pdf
http://www.unifor.org/sites/default/files/documents/document/ceg_economics_of_in-province_upgrading_in_alberta_final_07_april_2014.pdf
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For example, the prospect of driverless heavy haul trucks has workers in the oil sands worried about their 
jobs, and this has little to do with the price of oil. Furthermore, this is not a dire speculation but a reality 
that is coming just around the corner. Production levels are expected to rise dramatically, but the demand 
for labour is not: driverless trucks alone will mean the loss of 800 good jobs by the end of the decade.29 But 
this doesn’t even consider the spinoffs jobs that will be lost and the serious negative effects of stable job 
losses on northern communities such as Fort McMurray. 
 
The advent of in-situ developments will also lead to job losses (especially using radio waves instead of 
steam to heat the oil). In-situ operations are less labour intensive than mining operations and upgraders; 
they are more decentralized and located in geographically dispersed areas; and they usually do not feed 
directly into a large on-site upgrader facility. 
 
Upgrading employment is forecast to be relatively flat in Alberta’s oil sands, while production from in-situ 
methods has now overtaken mining operations and is predicted to increase. 
 
Given that these trends towards more in situ production and greater automation will continue, the obvious 
question is: “where will the new jobs come from?” Low job creation coupled with low royalties could lead 
to the rupture of the traditional deal between oil companies and Alberta citizens, which in turn, could lead 
to those oil companies losing the “social license” to develop Alberta’s energy resources. 
 
Moving in the direction suggested in this report –  specifically,  creating a Crown Corporation to build 
value-added industries and help satisfy Albertans that they’re getting a fair deal on royalties –  would help 
ensure that oil companies continue to have social license to operate in the province. 
 

                                                 
29 Tavia Grant, “Driverless trucks could mean ‘game over’ for thousands of jobs,” Globe and Mail, 26 July 2015. 
http://www.theglobeandmail.com/report-on-business/autonomous-trucks-could-transform-labour-market-eliminate-
driver-jobs/article25715184/ 

http://www.theglobeandmail.com/report-on-business/autonomous-trucks-could-transform-labour-market-eliminate-driver-jobs/article25715184/
http://www.theglobeandmail.com/report-on-business/autonomous-trucks-could-transform-labour-market-eliminate-driver-jobs/article25715184/
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Figure 25: Figure 12: Oil Sands Raw Bitumen Projections (Thousand barrels/ day). Source: CAPP 

 

Observation #20:  The current pipeline debate is crowding out all other 

discussion and distracting us from considering constructive alternatives to 

Alberta’s energy future. 
 

If you listen to pundits in the media, business community and the energy industry, there are really only two 
solutions to the problems caused in Alberta by low international oil prices. Interestingly – and tellingly – 
they are the same two solutions that these groups were offering when oil prices were high: low royalties and 
new pipelines to get Alberta bitumen “to tidewater.” 
 
As we’ve already seen in this report, the arguments about the need for lower royalties are bogus. Alberta’s 
royalties are already very low. In fact, they are the lowest in the world and are effectively zero at current 
prices. How much more can the owners of a resource give to incent investment when they are essentially 
giving away their assets for free? 
 
The problem with Alberta royalties is not that they aren’t “attractive” for oil companies at low oil price 
(honestly they could only get more attractive if we actually paid oil companies in cash to take our resource 
assets away). No, the real problem with Alberta royalties is that they don’t even give the owners of the 
resources (the citizens of Alberta) a fair price for their assets when prices are higher. We literally give the 
stuff away in all possible price environments.  
 
But what about the pipeline argument? Are the business and political pundits correct when they say that 
projects like the Northern Gateway, Trans-Mountain and Energy East pipelines are desperately needed and 
that they would provide a “price lift” for Alberta oil by giving us access to new markets (as opposed to 
being tied exclusively to the US market which currently takes 70 per cent of our production and more than 
90 per cent of our exports)? 
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The pipeline narrative is very attractive for the millions of Albertans desperately concerned about the 
problems created by low global oil prices. But those who peddle pipelines as a panacea, or a one-shot, silver-bullet 
solution, ignore a number of very inconvenient truths. 
 
First, they ignore the fact that the main reason we have a “capacity problem” on Canada’s existing pipeline 
network is that we’re shipping bitumen instead of high value products like synthetic crude (SCO). 
 
Bitumen is very viscous – it can only move down a pipeline when it is mixed with solvents and lighter oils 
(the industry calls these diluents). In fact, in order to make bitumen flow, 30 per cent of the pipeline has to 
be filled with diluent. 
 
So why, all of sudden, do we have a capacity crisis? It’s because we need to find 30 per cent more space to 
accommodate the diluent (as opposed to the oil that we’re actually trying to sell). 
 
Maddeningly, by taking the rip-it-and-ship-it approach, we also need to build pipeline capacity INTO 
Alberta because most of the diluent used in Alberta comes from the Middle East. If this sounds crazy: it is. 
Not only does diluent fill space on our pipelines that could be filled by products that we’re actually trying 
to sell – it actually costs more than the bitumen itself! 
 
The 2007 royalty panel concluded that the costs involved in using diluent reduced the “netbacks” (net 
profits) to producers by as much as CDN$8 per barrel –  on a product that is already less valuable than 
regular oil.30 
 
If we were shipping SCO instead of diluted bitumen, we would have enough pipeline capacity to move our 
products to market with existing pipelines – and we could skip the costs and hassles of buying and using 
diluent. 
 
The second inconvenient truth that boosters of bitumen-export pipelines ignore is the fact the world 
doesn’t really want bitumen. 
 
Refineries are the consumers of oil – they are our customers. But only refineries that have coking capacity 
can actually take bitumen and turn it into higher value products like diesel and gasoline. That means that 
only coking refineries can be seen as potential customers for our oil – whereas all the refineries in the 
world gladly use SCO as a feedstock. 
 
So how many refineries in the world have coking capacity? The short answer is not many. In the US, our 
major market (where refiners are used to getting heavy oil from Canada, Mexico and Venezuela) about 50 
per cent of refineries have coking capacity. But in China – where tidewater pipeline advocates want to ship 
our diluted bitumen – only about 25 per cent of the refineries have coking capacity. What this means is that 
the Chinese market is not really as “ripe” as pipeline advocates are leading us to believe. 
 
This helps explains why even the companies that support pipelines like Trans-Mountain and the Northern 
Gateway don’t believe that these projects will lead to higher prices for Alberta bitumen. In sworn 
testimony at hearings before the National Energy Board (NEB) experts for the “shippers group” have said 

                                                 
30 Government of Alberta, “Appendix A – Technical Report OS#1 Markets and Pricing for Alberta Bitumen Production,” Oil 
Sands Economics and Royalty Series, September, 2007. 
http://www.andrewnikiforuk.com/Dirty_Oil_PDFs/BitumenPriceReview07.pdf 

http://www.andrewnikiforuk.com/Dirty_Oil_PDFs/BitumenPriceReview07.pdf
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they support the pipelines to give themselves more options for sales, not because they expect prices to 
increase. In fact, they expect Alberta bitumen to continue trading at prices significantly lower than WTI 
and Brent because it is a lower-quality product that requires more upgrading to turn it into finished 
products like gasoline and diesel. 
 
Why would any refinery around the world pay a higher price for diluted bitumen when they could buy light 
oil that is easier to process – and which is already cheap because of the international glut? 
 
What this all means is that we should give the world what it wants (gas in their tanks or oil that can be used 
in ALL refineries) as opposed to what it doesn’t want or can’t use (bitumen). 
 
The third, and final inconvenient truth that bitumen pipeline advocates ignore is that it’s difficult to win 
approval for these pipelines from First Nations groups and provinces like BC, Quebec or Ontario exactly 
BECAUSE the pipelines will carry bitumen instead of light oil or SCO. 
 
And why would these groups agree? They’ve all seen what happened when a bitumen pipeline ruptured 
and spilled its contents into the Kalamazoo River in Michigan. Unlike light oil, the diluted bitumen sunk 
the bottom and stayed there. It was virtually impossible to clean up. With experiences like this, it’s not hard 
to understand why environmental groups are winning the communications war and why governments in 
places like BC, Ontario and Quebec are nervous. 
 
But what if Alberta stopped pushing for bitumen pipelines and instead started promoting pipelines that 
transport SCO and refined products – that are both more valuable and less difficult to clean up if spills 
occur? It could be a game changer when it comes to dealing with and winning approval from First Nations 
groups and other provinces. 
 
So what should the new Alberta government do? We think they should abandon the industry-driven notion 
that the provincial government should be “cheerleader in chief” for bitumen pipelines. Instead, the 
government should get behind a comprehensive value-added strategy that focuses on building refineries 
and petrochemical plants. Building pipelines to get the refined products to market would be one part of 
that strategy – as opposed to being the sum total of the government’s entire strategy (as it is now). To put 
it another way, the Alberta government should support pipelines that will carry refined products and 
support a move up the value chain; and they should reject pipelines that further entrench the rip-it-and-
ship-it approach to development. 

 
Recommendation:  The Alberta government should reconsider its support for bitumen export pipelines 

in favour of a new strategy focused on moving Alberta “up the value ladder.” We need so much more than 
the current simplistic rhetoric of “access to tidewater.” 
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Conclusion 
 
This submission has identified a number of areas in which the new Government of Alberta can show 
leadership to get off the infamous oil and gas roller coaster ride.  
 
The time to act is now and should not be deferred to the future.  
 
The Government must also not be intimidated into making hasty decisions with such a crucially important 
pillar of our economy.  
 
The bad news for the new Alberta government is that the industry has been given a long line of sweetheart 
deals in the past, and has once again resorted to disaster capitalist rhetoric to scare the public off of 
defending its rights. The public fears more job losses, and that is understandable; but fear certainly should 
not be used as another excuse to maintain bargain basement royalties, or to undermine the urgent need for 
value-added development. 
 
The Government of  Alberta is the representative of  the owner of  the resource and has, for too many 
years, allowed the oil industry to call the shots on energy policy. In the process, narrow private interests 
have been allowed to take priority over broader public interests. 
 
This time, let’s think like owners and inaugurate a new era of  fairness and job creation to capture the real 
value of  our remaining public assets. 

 


