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Introduction 

The International Energy Agency (IEA) forecasts oil and natural gas playing a major role in the 
energy mix for the foreseeable future, and they have recognized Canada's leadership on climate 
action as a key attribute of our country's production profile. Budget 2022 is an opportunity for 
the government to work with our sector to position Canada as the global supplier of choice for 
low-emission and affordable oil and natural gas supporting Canada’s economic recovery and 
innovation agenda. 
 
In 2020, our sector contributed $105 billion and 5.6% to Canada’s GDP1. The resource sector 
remains one of the key economic engines of Canada’s middle class including for rural and remote 
communities in Canada. Canada’s upstream oil and natural gas industry directly and indirectly 
employs over 500,000 Canadians across the country. These Canadians have through their hard 
work and innovation, produced oil and natural gas with the number one ranked environmental 
profile among the world’s top ten oil and natural gas producing jurisdictions.  
 
Our industry, workers, and Indigenous partners have an important and growing role to play in 
meeting Canadian and global energy needs. The success of our industry will benefit all Canadians, 
continue to support reconciliation, and will generate technological innovation that will support 
domestic and international environmental goals.  
 
We support the Government of Canada’s desire to create a path for meeting its international 
climate change objectives which will require innovation, major investment, a healthy industry, 
and good public policy. With the right incentives focused policies, we can continue to build on 
Canada’s world class innovation investment and GHG reduction leadership.  
 

1. Incenting Clean Technology Investment 

It is important to note that no one technology is sufficient to supply all needed GHG reductions. 
Fiscal levers must therefore incent a multitude of environmental technologies. Accordingly, there 
must be equity in the application and deployment of fiscal incentives across all projects and 
sectors which lower their GHG’s in order to fully unleash the potential of the private sector. 
  

1.1. Carbon capture utilization and storage (CCUS) Investment Tax Credit 

(ITC) 

CCUS projects have the potential to substantially contribute to the Government of Canada’s goal 
of reducing total emissions by 45% by 2030. However, in order to do so, the ITC needs to be 
designed so as to address a number of inherent challenges that preclude the advancement of 
CCUS investments in Canada. 
 
Currently, CCUS projects and investments do not meet the companies’ cost of capital let alone 
their hurdle rates to drive near-term investments. Canada competes for CCUS investment capital 
globally, and needs competitive terms to attract investment relative to other jurisdictions.  
 

                                                      
1 Statistics Canada, 2021. 
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The high upfront capital costs of CCUS projects need to be effectively de-risked through the design 
of the ITC. Carbon credit trading markets, generation policies, and corresponding market clearing 
credit prices are not sufficiently defined and matured, and do not provide investors with the 
necessary assurance to meet their minimum pricing, credit sourcing, and certainty requirements 
from a project revenue perspective. 
 
Tax credit design is as important as the value of the credit itself. Overly onerous administration 
and lack of certainty can dilute the intended economic impact of the incentive, and potentially 
create a disincentive to access it. 
 
CAPP recommends: 

 Create a refundable 75% ITC that applies to all capture, transport and storage infrastructure, 
and pre-FID engineering costs across a range of geological formations. 

o A 75% refundable ITC is also comparable to the Norway Longship Project (73% ITC 
equivalent), and the U.S. 45Q with proposed policy enrichments (71% ITC 
equivalent). 

 Create a new CCA class for CCUS capex, with a purpose test and appropriate rate of CCA. 
o The class would be simply drafted and not depend upon precise asset classifications, 

but only that it be linked to a CCUS project. 
o In the event CO2 is used for enhanced oil recovery (EOR), this should not impact 

eligibility of credit for capture and transport investment. 
o Ensure ITC is available until 2035 to account for long lead times needed to advance 

CCUS projects, with option to further extend upon request. 

 Establish pre-approval from CRA of expenditures to add certainty. Pre-approved projects are 
then exempt from further eligibility and audit risk. 

 Ensure early payment as close as possible to the timing of the actual spend, rather than a 
reimbursement the following year. 

 Provide additional grant funding to support CCUS and other emission reduction technologies 
through grant-based programs such as the Net Zero Accelerator (NZA) Initiative. 

 Ensure carbon credit certainty through the creation of appropriate credit duration and values 
in addition to credit stacking. 

 Provide protection to emission intensive trade exposed (EITE) industries to prevent carbon 
leakage and placing industry at a competitive disadvantage. 

 

1.2. Scientific Research and Experimental Development Tax Incentive 

Program (SR&ED) 

The Finance Minister’s mandate includes: “Reform the Scientific Research and Experimental 
Development Program to reduce red tape, align eligible expenses with today’s innovation and 
R&D, and make the program more generous for companies that take the biggest risks.” 
 
Industry is of the view that the policy intent behind Canada’s SR&ED program has been to 
encourage Canadian businesses of all sizes and in all sectors to conduct R&D that will lead to new, 
improved, or technologically advanced products or processes, thus enabling economic 
development. 
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However, industry finds the current SR&ED program to be risk-averse, administratively onerous, 
and provides limited certainty regarding eligibility of expenditures (given the nature of SR&ED 
claims, which are made post-expenditure, being able to be challenged by CRA up to three years 

post- submission). Further, limitations on expenditure eligibility provide a bias toward small and 
medium-sized enterprises (SME) and labor-intensive sectors, curbing the benefit for capital-

intensive sectors such as natural gas and oil sands. Changes over the years to the SR&ED program 
policy which have significantly reduced the program benefits, have further reduced the relevance 
of the SR&ED program to the oil and natural gas sector. 
 
Commercialization of technologies in the oil sands often requires the construction and operation 
of a demonstration facility. The SR&ED program needs to consider how to better support 

development of technologies up to the commercialization phase. The SR&ED program does not 

generally include innovation advanced through the course of operations. This type of innovation 
is critical to natural gas, especially in the early stages of unconventional resource play 
development where companies must invest significant capital to optimize the approach to 
development. 
 
CAPP recommends: 

 Proceed with the government’s pledge to review the SR&ED program and establish a process 
and critical path for the review to provide clarity and transparency, with the first steps being 
the exploration of opportunities to make the SR&ED program more effective by: 

o Risk-sharing, through inclusion of operational innovations within program scope 
o Providing greater certainty with respect to the application process 
o Simplification of auditing processes 
o Greater support for advancement of innovation projects from early life to the 

commercial stage 

 Explore the reinstatement of capital expenditure eligibility to include capital expenditures on 
emissions-reduction technology, climate impact mitigation and other innovative 
expenditures, including field-based innovation. 

 Modernizing the SR&ED program to create equity among firms in terms of access to 
incentives, by extending the equivalent investment tax credit (ITC) benefits that are available 
to Canadian-controlled private corporations (CCPCs) under SR&ED to all firms, to enhance the 
ability of larger firms to leverage R&D and unleash its spillover effects. 

 

2. Review of “Inefficient Fossil Fuel Subsidies”  

For oil and gas corporations operating in Canada, their taxable income is computed in accordance 

with the common principles of business and accounting practice, and in general, there is not a 

special tax regime for oil and gas producers.2  Benchmark tax measures of the oil and gas industry 

(CEE, CDE, COGPE) are not subsidies. These measures ensure the neutrality of the tax system 

between sectors that differ in their capital intensity, risk, revenue stream generation, and 

production/life cycles thereby removing the tax bias against them. 

Further, oil and gas companies pay a litany of additional payments to provincial, municipal, and 
federal levels of government. In addition to royalties, oil and gas companies pay municipal tax, 

                                                      
2 EY Global Oil and Gas Tax Guide 2019 
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federal and provincial corporate tax, various sales taxes, a number of other levies such as various 
land fees, land rentals, land bonuses, among others.  
 
Studies have shown that the tax treatment of oil and gas companies is such that they actually face 
a higher marginal effective tax rate (after including the effects of all payments made to 
government) than other sectors.3  
 

2.1. Tax Measures: 

Since Canada signed on to the G-20 commitment back in 2009 to eliminate inefficient fossil fuel 

subsidies, no member country has been more aggressive in doing so than Canada. Since 2009, 

Canada has eliminated eight significant tax measures specific to the oil and gas sector in its 

commitment to eliminate fossil fuel subsidies. In fact, the action and progress on this front was 

recognized by the OECD when they stated, “Income tax treatment of the oil, gas and mining 

sectors in Canada has been undergoing fundamental reforms.” 

The Government has acknowledged the progress made on subsidies, at both the bureaucratic and 

political level. For example, as stated by the Department of Finance in the 2017 Auditor General’s 

Report “remaining oil and gas tax measures are a part of the benchmark income tax system and 

they would not generally be considered subsidies covered by the G20 commitment to eliminate 

inefficient fossil fuel subsides.” Further, Minister McKenna stated in June of 2020, her government 

has “eliminated oil subsidies in the federal tax system.” 

2.2. Government Program Support & Ownership of Oil & Gas Assets: 

In 2019, ECCC reviewed 36 programs that benefit oil and gas across 24 federal departments and 

agencies and none were deemed inefficient fossil fuel subsidies. The reasoning deployed by ECCC 

was that programs were 1) not specific to oil and gas hence available to all sectors, and/or 2) they 

moved the needle on government priorities in improving environmental performance. This reflects 

the explicit definitions set by our original G-20 commitment that government policy aimed to 

increase environmental performance and reduce GHG’s is not an inefficient subsidy. 

In terms of Government ownership of oil and gas assets, ECCC’s report explicitly concluded “that 

these are not subsidies, as their ongoing operations are typically profitable and therefore require 

no government spending.” 

In summary, the government has adopted an approach to drive government objectives through 

strategic and targeted support for all industries across the economy that are aiming to decrease 

their GHG footprint(ie sector wide CCUS ITC policy) and improve their overall environmental 

performance. This is not an inefficient subsidy: This is national industrial policy, and adheres to 

the terms of Canada’s G-20 commitment on subsidies. 

CAPP recommends:  
As part of Canada’s review process on fossil fuel subsidies: 

 Through the internal and Peer Review process, confirm that remaining oil and gas tax 
measures are part of the benchmark tax system, therefore not subsidies pursuant to our 

                                                      
3 Bazel, Phillip, Mintz, Jack, Whether it is the U.S. House or Senate Tax Cut Plan-It’s Trouble for Canadian Competitiveness. 2017 
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G-20 commitment and implement ECCC’s 2019 recommendations which created a 
framework for evaluating inefficient fossil fuel subsidies. 

 Confirm that Minister’s Mandate Letter directive to“develop a plan to phase out public 
financing of the fossil fuel sector, including by federal Crown corporations” remains 
consistent with our G-20 commitment and the framework put forth on inefficient fossil 
fuel subsidies by ECCC in 2019, and will not fundamentally change and/or unfairly 
disadvantage government financing of the oil and gas industry relative to other sectors. 

 


