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Introduction

• Who is CAPP?
• Why are we here?

Pleased to participate – see great value in getting all the current 
information out to Albertans

• Focus on a few key points related to royalties and 
taxation

Happy and willing to sit down and discuss more detail with the 
panel (open and transparent)
Focus on environmental issues in several other public forums 
where our industry is engaged
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Concepts

• Government share
Direct

• Upfront lease bids + Production royalties (owner of the resource)
• Income and property taxes, fees and lease rentals

Indirect
• Benefits of investment, spending, jobs, business creation
• Income and other taxes on employees and businesses supplying 

goods and services to the sector

• Principles
Competitive, simple, clear, stable, aligned with economic 
objectives, balanced risk for upside and downside

• Prices and costs matter = margin
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Natural Gas and Conventional Oil

• Royalty regime needs to be robust enough to 
reflect the maturing Alberta basin and the shift to 
unconventional resources

Conventional oil getting heavier
Enhanced oil recovery (EOR) extending recoveries
Conventional natural gas beginning shift to CBM and tight gas

• Higher commodity prices have coincided with 
higher costs
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Quality of Natural Gas Wells Decreasing
Lower Grade Resource being accessed

0.0

100.0

200.0

300.0

400.0

500.0

600.0

700.0

800.0

900.0

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

A
ve

ra
ge

 1
st

 Y
ea

r P
ro

du
ct

io
n 

R
at

e 
(m

cf
/d

New wells today have 1/3 the initial productivity of wells ten years ago

Source: Alberta Energy and Utilities Board
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Natural Gas Finding & Development Costs
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2006 one year F&D = $3.50

2000 one year F&D = $1.60

14% compound  
increase per year
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Alberta has small discoveries and lower
productivity compared internationally

• Discovery size
Alberta = 0.3 million bbls (oil) and 1.7 bcf (gas)
World Average = 102 million bbls (oil) and 482 bcf (gas)

• Productivity
Alberta = 18 bbls per day per well
Alaska = 600 bbls per day per well
Norway = 6000 bbls per day per well

• Costs/returns

John S. Herold Inc. – 2006 Global Upstream Performance Review 7



Alberta Gas Resources
The Future is Unconventional Natural Gas
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Alberta Oil Sands Royalties & Oil Sands Lease Bids
Higher prices mean projects reach payout earlier

0.0

0.5

1.0

1.5

2.0

2.5

3.0

3.5

4.0

2002/03 2003/04 2004/05 2005/06 2006/07*

B
ill

io
n 

do
lla

rs

Lease Bids
Royalties

Source: Alberta Finance & Alberta Energy
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Over 75% of Alberta’s oil sands 
production is already paying the 
full, post-payout 25% royalty
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Oil Sands Capital Cost increases have been  
as high as oil price increases
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Other Policy Changes Underway

• Environmental and Social
Land use, First Nations consultation, water, etc.

• Climate Change and Air Quality
Federal and Provincial plans

• Tax Policy
Resource allowance change to royalty deductibility, lower rates
Income trust taxation
Interest deductibility changes
Accelerated capital cost allowance elimination

• Impact: shown as change to 25% royalty rate to keep same NPV
Project Type (100,000 b/d size) Effective Royalty Rate
Grassroots mining, no upgrading 27.4%

Mining expansion, no upgrading 37%

Mining Expansion with upgrading 50%

Phased In situ, no upgrading 27.7%
11



Cumulative Potential Impact –
Return on Investment on an Oil Sands Project

% Change on 
Return on 

Investment

Light oil prices up 2 ½ times

Capital costs up 2 ½ times

Elimination of ACCA
GHG compliance costs
Increase in Cdn/US exchange rate

Operating costs up 2 times

Federal & Provincial tax reductions
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Oil Sands Net Revenue Sharing
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49%
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Project Share

Project
Capital

Federal Tax

Provincial Tax

Provincial Royalty

January 2007
Provincial Royalty = 25%
Provincial Tax = 10%
Federal Tax = 22.1%

Provincial royalty of 1% 
of production begins even 
before costs are recovered

Sharing
of net

revenue

Note: Does not include taxes paid by suppliers of goods and services or by employees of the project or its suppliers
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Perceptions of Amount of Provincial Revenue Coming from
Oil and Gas (aided)

Too High
16%

About Right
48%

Too Low
34%

DK/NS
2%

Too High About Right Too Low DK/NS

The government actually received 40% of their total yearly revenue from the oil and gas sector for 
the 2005/2006 fiscal year. This is the equivalent of 14.3 billion dollars. Knowing this, do you think 
the revenues that the government collects from the oil and gas sector are too low, about right, or 
too high?

Base: All respondents: n=800
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Perceptions of Total Government Contributions of Oil Sands

Too High
13%

About Right
57%

Too Low
25%

DK/NS
5%

Too High About Right Too Low DK/NS

Once an oil sands project has recovered its costs and is paying the higher royalty rate, about half 
of the net revenue generated by the oil sands project is paid to governments in the form of 
royalties and taxes. Do you think that this level of sharing of net revenues is too low, about right, 
or too high?

*

Base: All respondents: n=800 * Rounding
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