May 29, 2023
To: The Right Honourable Justin Trudeau, Prime Minister of Canada

CC: Chrystia Freeland, Deputy Prime Minister, Minister of Finance
Jonathan Wilkinson, Minister of Natural Resources Canada
Steven Guilbeault, Minister of Environment and Climate Change

Re: Eliminating fossil fuel subsidies through a robust assessment framew ork

Dear Prime Minister Trudeau,

It has been over a decade since Canada first committed to ending inefficient fossil fuel
subsidies. Instead of fulfilling this promise, the Government of Canada has continued to provide
billions of dollars to oil and gas companies year after year. Now, the federal government has a
critical opportunity to correct its track record and become a global leader in its efforts to
eliminate fossil fuel subsidies.

The much-anticipated Assessment Framework for Fossil Fuel Subsidies has the potential to set
an example for the rest of the world — if the framework delivers the highest possible ambition.
Conversely, a weak framework could damage Canada’s credibility in international fora and set a
dangerous precedent for other countries.

Over 100 environmental, health, human rights and civil society organizations across Canada
and around the world urge you to ensure that the following items are included in the framework:

1. A robust definition of fossil fuel subsidies

Canada should use the World Trade Organization Agreement on Subsidies and Countervailing
Measures Article 1.1 definition of subsidies to ensure all relevant measures are captured in the
review. This definition includes financial benefits provided to businesses or industries, including
direct transfers, foregone revenue, transfer of risk, loan guarantees and provision of goods and
services. Failure to use this internationally-credible subsidy definition would result in a number
of measures being overlooked for assessment, defeating the purpose of the original
commitment to reform fiscal measures that are economically and environmentally harmful.

2. Subsidies to be included in the review

The definition of subsidy used must ensure that all tax and non-tax measures that benefit fossil
fuel producers are captured in the review, including:

e Tax measures analyzed by the Parliamentary Budget Office, including Canadian
development expenses.

e Measures identified in the inventory of supports for fossil fuels as compiled by the
Organisation for Economic Co-operation and Development.



https://www.pbo-dpb.ca/en/publications/RP-2122-022-M--energy-sector-agriculture-federal-revenue-forgone-from-tax-provisions--secteur-energie-agriculture-recettes-auxquelles-renonce-gouvernement-federal-titre-certaines-disposi
https://stats.oecd.org/Index.aspx?DataSetCode=FFS_CAN

3. Aligning ‘efficiency’ assessment with Canada’s climate commitments

Earlier this year, the Government of Canada ended international fossil financing. This policy
sets an important precedent — but doesn’t tackle much of Canada’s outsized support to the
fossil fuel sector. The Assessment Framework must build off the important precedent set in
order to ensure coherence between Canada's domestic and international approach and
eliminate remaining financial support to the fossil fuel sector. The following criteria — which were
included in the international public financing policy — should be included in the Assessment
Framework. Subsidies should only be considered “efficient” if they:

e Align with Canada’s Nationally Determined Contribution and a 1.5°C pathway, in line
with the Paris Agreement.

e Do not result in the expansion or continued production of oil and gas, i.e. carbon lock-in.
For instance, if a subsidy is supporting new or updated fossil fuel infrastructure that will
enable or prolong the continued extraction and use of fossil fuels over decades, it cannot
be considered efficient.

e Will not risk creating stranded assets or dead-ends, particularly in the context of
projected demand decline for oil and gas.

e Will not delay or diminish the transition to renewables, or create market distortions which
favour oil and gas over renewable energy.

In addition, the Assessment Framework must uphold the Polluter Pays Principle, which ensures
that oil and gas companies do not pass on the costs of reducing emissions or environmental
clean-up onto the public. The cost of investments for emissions reductions in the fossil fuel
sector should be borne directly by the companies themselves. In order to ensure these
outcomes, the government must implement strong regulatory frameworks.

Subsidies that ensure energy security for equity-deserving communities (including Indigenous,
black, immigrant and low-income communities) who are already dealing with energy poverty
should also be considered efficient.

While all G20 countries share the commitment to eliminate inefficient subsidies, Canada is
the only G20 country which has accelerated the timeline from 2025 to 2023. In order to
achieve the 2023 deadline, it is critical that the Assessment Framework be released
before Parliament rises in June.

Finally, the bulk of the financial support being provided to oil and gas companies by the
Government of Canada is in the form of public financing, predominantly through Export
Development Canada and other crown corporations. In 2021, the Government of Canada
committed to ending all domestic public financing to oil and gas companies. However, there has
been no progress to date on the commitment. Alongside the release of the Assessment
Framework, the Government of Canada must announce a timeline and plan to phase out public
finance.



The pathway to zero emissions and a climate—safe future does not include subsidies or public
financing for the oil and gas industry. It’s time for Canada to turn off the financial taps to

Canada’s most polluting industry.

Sincerely,
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