DOUBLING DOWN WITH EXECUTIVE SUMMARY
TAX PAYER DOLLARS

Fossil Fuel Subsidies from the . environmental

f
"y defence

Alberta Government

In the last three fiscal years, the government of Alberta has provided $4.8 billion
in subsidies to the oil, gas and coal industries through a series of tax incentives,
royalty holidays, research grants and direct subsidies. Although Alberta’s Climate
Leadership Plan (CLP) includes phasing out coal electricity, increasing renewable electricity,
funding energy efficiency and placing a cap on oil sands emissions, these subsidies work
directly against the goals of the CLP by enticing fossil fuel companies to expand their
operations.

In Alberta, oil, gas and coal subsidies totalled billions of dollars in
provincial supports over the last three fiscal years, including at least:

$1.2 BILLIONIN FY 2015/16
$1.6 BILLIONIN FY 2016/17
$2 BILLIONIN FY 2017/18

Oil and gas projects have high up-front capital costs and long payback periods, meaning
that when these projects are built, their owners have an expectation of decades long
operation. This has the possibility of locking in Alberta’s greenhouse gas (GHG) pollution for
a generation or more. Alberta’s oil and gas industry already accounts for 26 per cent
of Canada’s GHG pollution (182.7 million tonnes).! As the rest of the country works to
lower their pollution, Alberta’s is set to grow. While some subsidies are intended to improve
environmental performance, such as research grants for innovation to reduce water use and
lower carbon intensity in the oil sands, the expansion of these industries through subsidies
that make them economically viable will ensure that Alberta is unable to meet its emission
reduction targets.

Canada has pledged to eliminate all inefficient subsidies to the fossil fuel sector by 2025,?
yet some of the current subsidies in Alberta are set to run until 2026. As the largest
provincial GHG emitter in Canada, Alberta should release a public accounting of
provincial fossil fuel subsidies as soon as possible and develop a roadmap for the
phase-out of these subsidies in the 2019 provincial budget.

Furthermore, Canada has created the Pan Canada Framework on Clean Growth and Climate
Change (PCF) to reduce Canada’s total emissions by 30 per cent below 2005 levels by 2030.
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The Alberta emissions cap allows for GHG emission growth in the oil sands by nearly 40 per
cent, or 28 million tonnes.?> Emissions from electricity cogeneration and upgrading in the oil
sands will add to that total. It is unclear how Canada can achieve its goals while allowing
the oil sands production and emissions to grow.

There are several types of subsidies that the Alberta government has extended to
the fossil fuel industry, ranging from tens of millions of dollars to over a billion
dollars. These subsidies take the form of tax incentives, royalty credits, research
grants and direct subsidies.

The “Legacy” royalty adjustment programs were designed to address unique costs
associated with specific types of oil and gas development. By reducing royalties owed from
specific types of oil and gas development and production, companies were incentivized to
either develop new reserves or to prolong existing, less profitable production. These
programs largely benefit natural gas deep drilling, shale gas and horizontal oil. Over the
last three fiscal years, royalty payments were reduced by an average of $1.16
billion each year. In FY 2017/18 the province of Alberta collected just $2.37 billion
in royalties, but could have collected an additional $1.46 billion if not for the
royalty adjustment program.

In 2016, the Alberta government undertook a process to review and modernize its royalty
framework across all fossil fuels through the Modernized Royalty Framework (MRF). The
MRF is applied to any new well drilled after December 31, 2016.% Two new royalty programs
were introduced in 2016 as a result of the MRF to promote expanded production: the
Enhanced Hydrocarbon Recovery Program and the Emerging Resources Program. While
royalty adjustments for future years through these programs are not yet
quantifi?ble, the Alberta government has committed to $1 billion in royalty credits
to date.

Various tax exemptions, largely on fuel use, resulted in a subsidy of $284.5 million
in the 2018-19 fiscal year. On the production side, federal tax measures, such as the
Canadian Exploration Expense (CEE) and the Canadian Development Expense (CDE), results
in foregone revenue for the Alberta government. These tax measures allow oil and gas
companies to deduct expenses incurred from exploring for more oil and gas or developing a
new oil and gas project. It is not possible to quantify these deductions on an annual basis,
because companies are allowed to accumulate these expenses in “pools” for as long as the
companies want.

Carbon capture and sequestration (CCS) initiatives received a direct subsidy of
$272 million in fiscal year 2018-19.° However, CCS is not yet cost effective even with
the subsidies provided.

Research grants through Alberta Innovates totaled $9.6 million for research into
freshwater use and lowering energy intensity. As well, Emissions Reduction
Alberta gave $110.6 million in 2017-18 to oil companies for research on new
technology to reduce emissions and water use in oil and gas production. Research
and innovation grants can have environmental benefits.

In June 2018, the Alberta government passed the Energy Diversification Act,’
which has committed to spending $2.1 billion through royalty credits, loans and
grants through several programs, with the goal of having more upgrading done
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within the province. Despite the name, investing more public dollars into the fossil fuel
industry is not energy diversification.

The Northwest Redwater Sturgeon Refinery is a joint venture by the Alberta Petroleum
Marketing Commission (APMC), which is a crown corporation, and Canadian Natural
Resources Limited (CNRL). APMC has borrowed $432 million from the Alberta
government and is expected to borrow a total of $3.7 billion by 2022/23 to
support this project.® Without this direct government support it is unlikely that CNRL
would have built this refinery.

As part of Alberta’s CLP, the government of Alberta will pay coal generation
stations nearly $100 million per year from 2017 until 2030 to phase-out coal use
in electricity generation.® There are other types of programs that should be considered
instead of subsidies to oil and gas companies. For example, Alberta is also providing
funding to assist municipalities affected by the coal phase-out through the Coal
Community Transition Fund, which includes up to $50 million for community
renewable energy projects.'® An expanded program could support other communities as
Alberta transitions away from all fossil fuels.

In December 2017, the Oil Sands Innovation Fund was announced which will see
$440 million'! in carbon tax revenue paid out to oil sands companies to increase
production and reduce emissions. However, these goals are at odds with each other as
increasing production will increase GHG emissions. This funding will continue until 2025, but
the Alberta government must enhance the transparency and demonstrate why public money
should be used to perpetuate oil and gas production rather than investing in climate
solutions.

The Methane Emissions Reduction Program will see oil and gas facilities that
produce 40,000 barrels of oil per day or less receive up to $250,000 per year,'? per
facility to reduce their methane emissions. Subsidies to reduce methane emissions are
particularly questionable considering recent findings that many of these reductions can be
achieved at no net cost. Other reductions can be made at a cost below $10/tonne, well
below the Alberta carbon price.

Finally, there are several projects recently undertaken by the province of Alberta
that are either fossil fuel subsidies, such as the announcement to purchase of
7,000 oil rail cars and 80 locomotives,'® or potential subsidies such as a $2 billion
financial backstop for the Trans Mountain pipeline Expansion.'* On top of all of these
financial subsidies and benefits, there is a massive environmental liability from decades of
oil and gas production that some estimates have as high as $260 billion.*”

Both the Alberta and Canadian governments need to wind down the subsidies they provide
directly or indirectly to the oil and gas industry, and plan for a transition away from the
fossil fuel sector entirely. They must accept the realities of a carbon constrained world or
risk significant stranded assets. Alberta should release a full accounting of its fossil fuel
subsidies and release in Budget 2019 a roadmap for the phase-out of these subsidies.
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