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November 13, 2007

Ronald Thompson

Interim Commissioner of the Environment and Sustainable Development
Office of the Auditor General of Canada

Attention: Petitions

240 Sparks Street

Ottawa, ON K1A 0G6

Dear Mr. Thompson,

Re: Petition on subsidies to the oil and gas industry and federal initiatives
for greenhouse gas emission reductions

Please find enclosed our petition regarding subsidies to the oil and gas industry
and their relationship to federal programs promoting enegy efficiency and the
reduction of greenhouse gas emissions.

KAIROS is anational coalition of eleven church and religious organizations
working to further the principles of justice and environmental swstainability.
Our member churches are made up of millions of Canadians from coast to coast
to coast.

Please contact Mr. John Dillon, Program Coordinator for Global Economic
Justice at 416-463-5569 extension 231 or by e-mail at jdillon@kairoscanada.org

if you require more information.

Sincerely,

/%szy C}? WIoo i

Mary Corkery

Executive Director

KAIROS: Canadian Ecumenical justice Initiatives
129 St. Clair Avenue, West

Toronto ON M4V 1N5
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Petition Summary

During the most recent seven-year period forwhich comprehensive estimates are available
to us, 1996 — 2002, the federal government spent about $8.3 billion on subsidies to the oil
and gas industries.'

During 2006 and 2007 the federal government announced energy efficiency and
greenhouse gas reduction intiatives requiring approximately $8.6 billion to be spent over
the next two to four yearsin most cases, although the ecoOENERGY Renewable Initiative
will extend over 14 years and the ecoENERGY for Biofuels Initiative includes spending
over a period of 9 years.

The purpose of this petition is to solicit information concerning how the federal
government reconciles the contradiction between government policies that on the one hand
encourage the production and export offossil fuels which contribute greatly to greenhouse
gas (GHG) emissions and other policies that are aimed at energy efficiency and the
reduction of GHG emissions.

General Background Information for Questions to Ministers

During the most recent seven-year period forwhich comprehensive estimates are available
to us, 1996 — 2002, the federal government spent about

$166 million on direct subsidies to the oil and gas industries;

$227 million on program expenditures the benefited the oil and gas industries; and

$7, 931 million on tax expenditures for the oil and gas industries as summarized in Table 1
below.’

The energy efficiency and greenhouse gas reduction intiatives announced by the federal
government over the years 2006 and 2007 named in Tables 2, 3 and 4 include about $8.6
billion in spending as well as significant regulatory initiatives. Table 2 lists initiatives that
involve major governmentsubsidy programs, that is, those involving more than $100
million in expenditures. Table 3 lists smaller expenditure programs. Table 4 lists initiatives
of a regulatory nature.

Each table also gives estimates of the initiatives’ probable effects on GHG emission
reductions for the year 2012 as estimated by Environment Canada’s report A Climate
Change Plan for the Purposes of the Kyoto Piotocol Implementation Act released in August
of 2007. Tables 2 and 4 also cite other estimates forGHG reductions for the years 2020
and 2050 as calculated by Professor Mark Jaccad and graduate student Nic Rivers from
the School of Resource and Environmental Management at Simon Fraser University.?



Table 1: Federal Tax Expenditures Available to Oil and Gas Industries 1996- 2002’

Initiative 1996-2002 Expenditures
$ million

Canadian Exploration

Expense (CEE)

Canadian Development

Expense (CDE) $5,598 for CDE, CEE and

Canadian Oil and Gas COGPE combined

Property Expense (COGPE)

Earned Depletion (ED) $126

Resource Allowance (RA) $819

Investment Tax Credits $513

(ITC)

Syncrude Remission Order | $507

(SRO)

Accelerated Capital Cost $484.
Allowance (ACCA) for tar
sands projects

Negative Tax Expenditures | - $117

Total $7,931




Table 2 Federal Energy Efficiency and Greenhouse Gas Reduction Initiatives
involving expenditures above $100 milion

Policy Total Duration | Environ- Jaccard & [Jaccard &
Subsidies of ment Rivers Rivers
Promised Program | Canada
Estimate Estimate Estimate
of GHG of GHG of GHG
Reduction | Reduction [Reduction
in 2012 in 2020 in 2050
(Mega- (Mega- (Mega-
($ millions) tonnes) tonnes) tonnes)
(years)
EcoTrust for Clean Air $1,519 3 16 15 30
and Climate Change
transfers to provinces
and territories
EcoENERGY for
Biofuels —
+ subsidies for biofuels | up to $1,500 9 4.1 0.8 1.7
+ Renewable Fuels R&D | $500 7
for next generation
biofuels
EcoENERGY $1,480 14 6.67 5.6 10
Renewable Initiative
subsidies for renewable
power projects
Public transit $1,300 3 n.a n.a n.a
infrastructure +$962 for
funding Greater Toronto
Area
Public Transit Tax Credit | $605 3 0.22 0.1 0.1
EcoENERGY Retrofit $220 4 1.0 1.5 4.5
Initiative subsidies for
building retrofits
EcoENERGY $230 4 n.a 1.1 8.0
Technology subsidy for
R&D of clean energy
Vehicle Efficiency -$215 revenue | 2 0.25 1.2 2.2
Initiative: Green levy on | from Green
inefficient vehicles; levy;
Rebates on efficient $160 cost of
vehicles rebates
Sub Totals $8,261 28.24 Mt | 25.3 Mt 56.5 Mt

Sources: 2006 and 2007 federal budgets; Environment Canada. 4 Climate Change Plan for the Purposes of
the Kyoto Protocol Implementation Act 2007; and Jaccard, Mark and Rivers, Nic. 2007. Estimating the
Effect of the Canadian Governments 2006-2007 Greenhouse Gas Policies. Toronto: C.D. Howe Institute.
June 12.



Table 3 Federal Energy Efficiency and Greenhouse Gas Reduction Initiatives
involving expenditures of less than $100 million

Policy Total Duration Environment
Subsidies of Canada
Promised Program | Estimate of GHG

Reduction
in 2012

($ millions) (years) (Mega-tonnes)

EcoENERGY for $60 4 1.3

buildings and houses

EcoENERGY for $36 4 0.02

Renewable heat

EcoFriendly Vehicles — | $36 2 0

subsidy for scrapping

older vehicles

EcoFREIGHT subsidies | $33 4 1.255

for trucking and freight

technology

EcoENERGY for Fleets | $22 4 0.5

50% Accelerated Capital | $30 2 n.a.

Cost Allowance for

forestry bioenergy

cogeneration

EcoENERGY for $21 4 0.1

personal vehicles

Tax incentives for Clean | $20 2 n.a.

Energy Generation

EcoENERGY for $18 4 0.4

Industry

EcoTECHNOLOGY for | $15 4 0.928

Vehicles

EcoMobility Programto | $10 4 1.675

encourage use of public

transportation

Marine Shore Power $6 4 0.008

Program (shore based

power for vessels in

ports)

Sub-Total Table 3 $307 6.186 Mt

Sub Total Table 2 $8,261 28.24 Mt

Totals Tables 2 and 3 $8,568 34.426 Mt

Sources: 2006 and 2007 federal budgets and Environment Canada. A Climate Change Plan for the Purposes
of the Kyoto Protocol Implementation Act 2007.



Table 4 Federal Energy Efficiency and Greenhouse Gas Reduction Regulatory

Policies announced during 2007

Regulatory | Targets Environment Jaccard and Jaccard and
Policies Canada Rivers Rivers
Estimate of Estimate Estimate
GHG Reduction of GHG of GHG
Reduction Reduction
in 2012
in 2020 in 2050
(Megatonnes)
(Megatonnes) | (Megatonnes)
Large 18% GHG 58 74.7 Mt 283.9 Mt
Industrial emission (assuming 2% | (assuming 2%
Emitters intensity annual annual
required to | reduction by reduction rate | reduction rate
reduce 2010 and a maintained maintained
GHG further 2% per after 2015) after 2015)
emission year reduction
intensity by 2015
Passenger “benchmarked | 5.3 14.8 Mt 44.6 Mt
vehicle against a (assuming (assuming
emission stringent California California
standards North standards) standards)
American
standard”
Energy Updates for 7.1 1.7 Mt 2.6 Mt
Using 10 regulated (includes 5.7
Products products and | Mt of
new reductions
regulations through
for 18 others regulation of
incandescent
light bulbs)
Sub Total for Regulatory 70.4 91.2 Mt 331.1 Mt
Policies described above
Sub Total for Initiatives 34.426 25.3 Mt 56.5 Mt
recorded in Tables 2 & 3
Total for Sub51dy and 104.826 Mt 116.5 Mt 387.6 Mt
Regulatory Policies

Sources: Environment Canada. 4 Climate Change Plan for the Purposes of the Kyoto Protocol
Implementation Act 2007 and Jaccard, Mark and Rivers, Nic. 2007. Estimating the Effect of the Canadian
Government s 2006-2007 Greenhouse Gas Policies. Toronto: C.D. Howe Institute. June 12.

Environment Canada’s report, 4 Climate Change Plan for the Purposes of the Kyoto
Protocol Implementation Act 2007, states that projected emission levels for the years 2008
through 2012 will be well above Canada’s obligations under the Kyoto Protocol. For
example, projected emission levels for 2012 are estimated at 739 Mt which is
approximately 31% above Canadds Kyoto target of average emission levels of 563 Mt per
year over the period 2008 through 2012.



Jaccard and Rivers estimate that the government’s major subsidy and regulatory measures
listed in Tables 2 and 4 above are likely to reduce carbon dioxide equivalent (COs¢)
emissions by about 116.5 megatonnes in 2020, farless than the 300 Mtreduction required
to meet the government’s own target of a 20% decrease from current levels.’.



A. Specific Background Information for Questions to the Minister of Finance

Since 2002 there have been a number of changes to the tax regime for oil and gas
development asrecorded in Table 1. Therefore a new up-to-date accounting of actual tax
expenditures is needed in order to keep the Canadian public informed. Of particular
importance is the announced phase out of the Accelerated Capital Cost Allowance (ACCA)
for oil sands projects over the years2011 to 2015. However, a full 100% deferment will be
available for projects already underway or assets acquired beforeMarch 19, 2007.
Moreover, for projects started after March 19,2007 the phase out will occur slowly over
the years 2011 to 2015.

Hence the ACCA remains a significant tax expenditure, particularly for projects that were
underway priorto March 19, 2007. At the time of the 2007 federal budget officials from the
Department of Finance were quoted as saying that the ACCA for oil sands projects is worth
as much as $300 million a year depending on the level of activity.®

The 2007 federal budget extended an existing Accelerated Capital Cost Allowance for
Clean Energy Generation that already allowed firms to defer taxes on half their capital
spending for projects using a renewable source (eg. wind, solar, small hydro) or using
waste for fuel (e.g. landfill gas, manure, wood waste) or making efficient use of fossil fuels
(e.g. high efficiency cogeneration) to projects tha make use of wave or tidal energy.

Many civil society organizations advocate the use ofcarbon taxes or fees charged to end
users of fossil fuels to promote enegy efficiency, conservation and emission reductions.
For example, the Alternative Federal Budget (AFB) prepared by the Canadian Centre for
Policy Alternatives in conjunction with several other civi society organizations has called
for carbon taxes coupled wth rebates for low-income households earning less than $67,000
a year.” Likewise, Friends of the Earth Canadahas called for a $50 tax per tonne of COse

on transportation and heating fuels with rebates for households with less than $80,000 in
annual income?

Between 1992 and late 2004 the World Bank approved US$28 billion in financing for fossil
fuel-related projects. This lending was seventeen timeslarger than its financing for energy
efficiency and renewable energy projects.” In 2006 World Bank spending on the energy
sector reached US$4.4 billion, up from US$2.8 billion in 2005. Spending on oil and gas
increased by 93% while spending on renewable sources ofenergy such as wind, solar, and
small-scale hydro grew by only 1.4% and accounted forjust 5% of the total. '

In 2003 the World Bank appointed Extractive Industries Review recommended that the
Bank “phase out investments in oil production by 2008 and devote its scarce resources to
investments in renewable energy resource development, emissions-reducing projecs, clean
energy technology, energy efficiency and conservation, and other efforts that de-link energy
use from greenhouse gas emissions. During this phase-out period, World Bank Group
investments in oil should be exceptional, limited only to poor countries with few
alternatives.”"!



B. Background Information for Questions to the Minister of the Environment

Jaccard and Rivers’ estimates of the likely effects of both the government major subsidy
and regulatory measures listed in Table 2 and Table 4 are based partly on the authors’ own
assumptions. In their study Jaccard and Rivers state that they asked Environment Canada
for information on “the major assumptions it applied in concluding that its policies would
reduce emissions by 20 percent by 2020 as well as put Canada on a path to achieving
reductions of 65 percentby 2050. They state: “While the governmentprovided aggregate
results for individual policies, we are still unclear about the key assumptions the
government used in estimating how businesses and consumers would respond to its 2006-
2007 policy initiative and also unclear about how the government ensuredthat the effects
of overlapping policies were not double counted.™?

The National Round Table on the Environment and the Economy appointed by the
Honourable Rona Ambrose when she was Minister of the Environment delivered an
Interim Report to Minister Baird in June of 2007. It finds that “In order to meet deep GHG
emission reduction targets, the immediate implementation of aclear, consistent, and long-
term policy (such as an emissions price) by the government is critical. Such a policy needs
to place a price on carbon, which could be implemented, for example, through an emissions
cap and permit trading scheme, and/or an emissions tax.”"

C. Background Information for Questions to the Minister of Natural Resources

On October 1, 2007 Natural ResourcesMinister Gary Lunn announced the formation of the
Major Projects ManagementOffice with a mandate “to improve co-ordination within
Canada’s regulatory system by providing industry with a single, efficient point of entry into
the federal [regulatory] process.”*® In the 2007 federal budget Finance Minister James
Flaherty had said the Major Projects Management Office would “cut in half the average
regulatory review period [forlarge natural resource projects] from four years to about two

years.”'¢

The National Energy Board Act (Part VI, Section 188a) pemnits the export of oil and gas
only “after due allowance has been made for the reasonably foreseeablerequirements for
use in Canada.” During the 1970s the NEB would not allow exports unless a 25-year
supply remained available to meetCanadian needs. This surplus test was first reduced to 15
years and then reinterpreted to allow increasing exports of non-renewableoil and gas. As a
result Canada sold 62% of the oil and gas produced overthe years 2003 through 2005 to
the United States despite the fact that at the end of 2004 we had just 8 years worth of
conventional oil reserves and 9 years worth of natural gas available to meet our domestic
needs.

D. Background for Questions to the Minister for International Trade
In 2006, Export Development Canada (EDC) supported transactions in the oil and gas

sector valued at $8.6 billion. The oil and gas sector was second only to he pulp and paper
industry in the level of support received from EDC in 2006. By contrast, EDCreported



business transactions of a mere $15 million for alternative fuels and $9 millon for
renewable energy. This represents aratio of 358 to 1 betweenEDC'’s business in fossil
fuels compared to alternatives and renewable energy.

In the first six months 0of 2007, Export Development Canadasupported transactions in the
oil and gas sector valued at$6.8 billion, the highest of any industry sub-sector.'” Over the
same period EDC reported business transactions of only $5 million for alternative fuels and
just $2 million for renewable energy. This raises the ratio between EDC’s business in fossil
fuels compared to alternatives and renewable energy to 974 to 1.

The North American Free Trade Agreement’s proportional sharing clause (Article 605)
could require Canada, under certain conditions, to go on exporting non-renewable
hydrocarbons o the United States even if those exports result in domestic shortages.'®

E. Background for Questions to the Minister for International Cooperation

The Intergovernmental Panel on Climate Change says that in Africa climate change will
add to stress on waterresources, food security, human health, and infrastructure. A recent
Christian Aid report finds tha, “a staggering 182 million people in sub-SaharanAfrica
alone could die ofdisease directly attributable to climate change by the end of the
century.”"”

In 2000 the Canadian International DevelopmentAgency (CIDA) launched a $100 million
Canada Climate Change Development Fund (CCCDF) “to promote activities addressing
the causes and effects of climate change in developing countries, while helping to reduce
poverty and promote sustainable development.””’

CIDA has also sponsored projects in partnership with private investors that have supported
oil exploration in Africa and Latin America.

F. Background for Questions to the Minister of Foreign Affairs

The Inter American Development Bank(IDB) is aggressively supporting biofuel
production, particularly the expansion of ethanol from sugar cane, despite strong
reservations expressed by civil society organizations.

According to the Internaional Food Policy Research Institute, if the production of biofuels
continues to expand atthe current rate, food prices could rise asmuch as 20% to 33% by
2010. The UN Food and Agriculture Organization (FAO) is concerned that the number of
people without access to adequate food could increase as a result.”!

Critics point to several problems posed by plans for massive cultivation of sugarcane and
oilseeds for fuel production. These include displacement of food crops, driving up prices
for low-income consumers, environmental degradation, proliferation of genetically
modified plants and exploitation of impoverished labourers in the gldal South.?
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The IDB has helped to establish the Inter-American Ethanol Commission to promote the
use of biofuels in the Western hemisphere. The IDB is “focusing on leveraging private
sector investments to expand [biofuel] production capacity”. > The overall goal is to
promote some US$3 billion in private sector invegments in biofuels throughout the
Americas. Nearly US$2 billion would be invested in Brazil alone, tripling its annual
ethanol production by 2020.

11



We Petition the Commissioner for the Environment and Sustainable Development to
Request:

A. The Honourable James Flaherty, Minister of Finance to:

1. Explain how you reconcile the contradicton between subsidies that encourage fossil fuel
production and spending on measures aimed at the reduction of greenhouse gas emissions?

2. State the current and projected levek of subsidies to the oil and gas industries provided
through

a) direct expenditures;

b) program expenditures; and

c) tax expenditures.

3. State the current and projected annual cog of the Accelerated Capital Cost Allowance
(ACCA) for oil sands projects through to 2015 when it will be phased out for new projects
started after March 19,2007 and projected costs for subsequent years for projects started
prior to March 19, 2007.

4. State the current and projected cost of the followng tax expenditures:
Canadian Exploration Expense for locating oil and gas reservoirs;

Canadian Development Expense for costs associated with drilling wells; and
Canadian Oil and Gas Development Expense.

5. State the current and projected tax expendtures for the ACCA for Clean Energy
Generation.

6. State how the value of the ACCA for Clean Energy Generation compareswith tax
expenditures for fossil fuels.

7. Explain why the ACCA for renewable energy projects is only 50% of capital costs
instead of the 100% ACCA accorded to oil sands projects.

8. Make tax expendiures for installation of active or passive solar systems for individual
houses consistent with those available for industrial processes, greenhouses, spaceheating

of commercial and apartment buildings and hot water for laundries, car washes and hotek.

9. State the government’s plans with respect to putting a price on carbon whether through a
cap and trade system for large final emitters or carbon taxes on endusers of fossil fuels.

10. Indicate what studies the Department of Finance has conducted on various types of
carbon taxes or fees on large final emitters and onend users of fossil fuels.

12



11. Indicate whetherthe Department of Finance has considered rebateson carbon taxes for
low-income households or residents of remote communities without alternatives to fossil
fuels.

12. State what instructions the Minister has given to Canada’s Executive Director atthe
World Bank with respect to the implementaton of the report ofthe Extractive Industries
Review advocating that the World Bank should phase out investments in oil production by
2008 and devote its scarce resources to investments in renewableenergy resource
development, emissions-reducing projects, clean energy technology, energy efficiency and
conservation.

13. Instruct Canada’s Executive Director atthe World Bank to work for policies that will
redirect funding from the International Bank for Reconstruction and Development, the
International Development Association and the International Finance Corporation away
from the promotion of fossi fuel extraction and towards renewable energy, energy
efficiency and projects that meet the basic energy needs of the poor.

B. The Honourable John Baird, Minister of the Environment to:

1. State the Minister’s estimates of the GHG emissions that result from federal subsidies to
the oil and gas indwstries through:

a) direct expenditures;

b) program expenditures; and

¢) tax expenditures.

2. State what estimates the governmenthas made for greenhouse emission reductions to be
achieved by 2008-2012 for each of the following programs not covered by the
Environment Canada report A Climate Change Plan fa the Purposes of the Kyoto Protocol
Implementation Act 2007

Public transit infrastructure funding;

EcoENERGY Technology subsidy for R&D of clean energy;
Accelerated Capital Cost Allowance for Clean Energy Generation,
Accelerated Capital Cost Allowance for forestry bioenergy cogeneration.

3. Indicate how Environment Canada’s estimates for Preliminary Expected GHG
Reductions from the use of renewable fuels arearrived at. Does the increase from 1.3 Mt in
2009 to 2.9 Mt in 2010 and from 2.94 Mt in 2011 to 4.1 Mt in 2012 involve a projected
increase in use of ethanol or other biofuek derived from cellulose replacing fuels derived
from corn or other grains oroilseeds?

4. Indicate what studies Environment Canada has made on the relative effects for GHG

emissions of subsidies to the oil and gas industries as compared with government initiatives
for energy efficiency and greenhouse gas emission reduction.
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5. State the Minister’s response to the finding of the National Round Table on the
Environment and the Economy that “Inorder to meet deep GHG emission reduction
targets, the immediate implementation of a clear, consistent, and long-term policy (such as
an emissions price) by the government is critical. Such a policy needs to place a price on
carbon, which could be implemented, for example, through an emissions cap and permit
trading scheme, and/or an emissions tax.”

C. The Honourable Gary Lunn, Minister of Natural Resources to

1. State what oil and gas project approvals have beenfacilitated or are under review by the
Major Projects ManagementOffice.

2. State what instructions the Minister has given to the National Energy Board with respect
to enforcement of Part VI, Section 188a of the NEB Act that permits the export ofoil and
gas only “after due allowance has beenmade for the reasonably foreseeable requirements
for use in Canada.”

D. The Honourable David Emerson, Minister of International Trade to:

1. State the total GHG emissions (direct and indirect) from transactions facilitated by
Export Development Canada (EDC) over the past three years; and indicate whether EDC
will develop a multi-year action plan with targets to reduce GHG emissions associated with
its transactions.

2. State how EDC's business volumes in the oil and gas sector compare with those in the
renewable energy sector, both in monetary terms and in terms of GHG emissions.

3. Indicate whether EDC will redirect its business away from transactions that involve
fossil fuel extraction towards eneigy conservation, renewable energy, development of
alternative sources of energy or adaptation to climate change.

4. State what steps the Mnister will take to remove Article 605, the proportional sharing
clause, from the North American Free Trade Agreement.

E. The Honourable Bev Oda, Minister for International Cooperationto:

1. Indicate how the Canadian International Development Agency evaluates the
effectiveness ofthe Canada Climate Change Development Fund (CCCDF) “to promote
activities addressing the causes and effects of climate change in developing countries,
while helping to reduce poverty and promote sustainable development.”

2. State how the number of and financial resources dedicated to CIDAprojects that
promote fossil fuel extraction compare with those that promote eneigy conservation,
renewable energy, the development of alternative sources of energy or adaptation to climate
change in monetary termsand in terms of GHG emissions.

14



3. Indicate what plans CIDA has to redirect suppott away from projects that involve fossil
fuel extraction and towards eneigy conservation, renewable energy, development of
alternative sources of energy or adaptation to climate change.

F. The Honourable Peter MacKay, Minister of Foreign Affairs to

1. State what instructions the Minister has given to Canada’s Executive Director atthe
Inter-American Development Bank to work for policies that will direct funding towards
renewable energy, energy efficiency and projects tha meet the basic energy needs of the
poor.

2. State what invegtigations the Foreign Affairs Department has made with respect to the
social and economiceffects of large scale production of biofuels on food prices,land use,
environmental degradaton, the proliferation of genetically modified plarts and the
exploitation of impoverished labourers.
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